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In the opinion o.frhe Law Office, o.f Marilyn L. Garcia, Special Counsel, and Kutak Rock LLP. Special Tax Counsel (collectively, "Counsel''). u�der existing laws, regulations, rulings and court 
decisions, and assuming the accumcy o_(certain representations and continuing compliance with certain covenants, the portion o_fthe Basic lease Payments due under the lease Agreements (all as 
defined herein) designated as and comprising intere,·t received by the applicable Owner is excludable.from gross income.for.federal income tax p�rposes and is not a specific preference item.for 
purposes ofrhefederai alternative minimum tax. In addition, in the opinion of Counsel, the portion of the Basic lease Payments designated as ana comprising interest and received by the Owners 
is exempt from current Stale o.( Cclifomia personal income ta.res. Counsel express no opinion regarding other tax consequences relating to the o'vnership or disposition of the Certificates or the 
accrual or receipt o_fthe portion oj"the Basic lease Payments designated as and comprising interest and received by the Owners. For a more complete description, see "TAX MATTERS" herein. 

• 
Dated: Date of Delivery 

CERTIFICATES OF PARTICIPATION 
E,iclencing the Proportionate Interest of the Owners Thereof in Basic Lease Payments to be Made by the 

CITY OF LOS ANGELES 
Pursuant to Two Separate Lease Agreements with the 

MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES 

$64,170,000 
CER1r1FICATES OF PAIHICIPATION 

(E,quipment Acquisition Program AX) 

$16,875,000 
ADDITIONAL CERTIFICATES 

OF P ARTICIP A TJ ON 
(Real Property Imprm·ements 

Program AR), Serie� 2004 

Due: As shown on the inside cover 

This cover page contains certain ir formation for quic:k reference only. It is not intended to be a summary of all factors relating to an investment in tlte Certificates (defined herein). Investors should 
review the entire Official Stateme:1t before making any investment decision. Capitalized terms used but not defined herein are defined in APPENDIX C hereto. Each series of Certificates will be 
executed and delivered in book-entry form only in be form of one certificate for the aggregate principal amount represented by Certificates of a series maturing in each year and, when executed and 
delivered, will be registered in the name of Cede & Co., as ncminee of The Depository Trust Company, New York, New York (hereinafkr, "OTC"). See APPENDIX F- "BOOK-ENTRY-ONLY 
SYSTEM" hereto. 

The $64,170,1)1)0 aggregate princi1>al amount of Ce1tificates of Participation (Equipment Acquisition Program AX) (the "Program AX Certificates") are being executed and delivered to finance the 
acquisition of certain equipmem (lhe "Program AX Equipment") to be owned by the City of Los Angeles (the "City") as more particularly describ1:d in this Official Statement, fund a reserve fund, 
fund a capitalized interest account and pay certain costs of issuance related to the Program AX Certificates. In order to finance the Program AX Equipment, the Municipal Improvement Corporation 
of Los Angeles (the "Corporation') will lease the Program AX Equipment to the City pursuant to a lease agreement (the "Program AX Lease Agree:nent") dated as of April I, 2004, by and between 
the Corporation, as lessor, and the City, as lessee, in consideration for the City's making annual Basic Lease Payments to the Corporation ani certain Additional Payments (collectively, the 
"Program AX Lease Payments"f pursuant to the Prc,gram AX Lease Agreement. 

The $16,875,000 aggregate princ,pal amount of Additional Certificates of Participation (Real Property Improvements Program AR), Series 2004 (the "Additional AR Certificates") are being 
executed and delivered to finam:e improvements to certain real property owned by the City (the "Program AR Projects"), deposit funds related to the Additional AR Certificates in the reserve fund 
for the Program AR Certificate:; (:lefined below), and pay certain costs of issuance related to the Additional AR Certificates. Pursuant to a Site lease dated as of April I, 2002, as amended by a 
First Amendment to Site Lease da·.ed as of April 1, 2004, both by between the City and the Corporation, the City will lease certain real property to the Corporation (the "AR Real Property"), and the 
Corporation will sublease the AR Real Property lo the City pursuant to a Lease Agreemem dated as of April 1, 2002. by and between the City and the Corporation as amended by a First 
Amendment to Lease Agreement ,lated as of April I, 2004 (a,; so amended, the "Program AR Lease Agreement" and, together with the Program AX Lease Agreement, the "Lease Agreements") in 
consideration for the City's making annual New Basic Lease l>ayments and certain Additional Payments to the Corporation (collectively, ·1he "Program AR Lease Payments"). The Additional AR 
Certificates evidence ownership interests in tl11, New Basic L�ase Payments on a parity with the ownership interests evidenced by the Certificates of Participation (Equipment and Real Property 
Acquisition Program AR) dated April 2, 2002., and currently outstanding in the aggregate principal amount of $59,230,000 (collectively with t�e Additional AR Certificates, the "Program AR 
Certificates"). 

Payment of principal of and interest on the Program AX Certificates when due will be im,ured by a financial guaranty insurance p<:•licy iss,,ed by MBIA Insurance Corporation ("MBIA") 
simultaneously with the execution and delivery of the: Program AX Certificates. 

MBIA 
Payment of the principal of and interest on the Additional AR Certificates when due will be insured by a financial guaranty insurance policy to be issued by Ambac Assurance Corporation 
("Ambac") simultaneously with the delivery of the AR Additional Certificates. 

Ambac 
Interest with respect to each series of the Certifica.t,,s is payable on April I and October I of each year, commencing October I, 2004. The Program AX Certificates are not subject to optional 
redemption prior to maturity. The Additional Program AR Certificates are subject to optional redemption prior to maturity. See "THE CERTIFICA rES-Redemption" herein. 

Each series of the Certificates is payable by the Corporation solely from the Basic Lease Payments or New Basic Lease Payments, as applicable, made by the City under the applicable Lease 
Agreement and from certai11 limi1ed funds held by the applicable Trustee under a related Tru.st Agreement (the "Trust Agreement"), by and am,mg the City, the Corporation and the applicable 
Trustee. The: City has covenante:I under each Leas,: Agreerrent to make all Lease Payments provided for therein, to take such action as may b,: necessary to include the Lease Payments in its 
annual budget� and to make the necessary annual appropriations therefor. The City's obligations to make the Lease Payments is subject to abatement. See "SECURITY AND SOURCES OF 
PAYMENTS FOR THE CERTlFJCATES-Abatemcnt of Leas,: Payments" herein. 

THE OBLIGATIONS OF THE CITY TO BUDGET FOR AND THE OBLIGATIONS TO MAKE LEASE PAYMENTS UNDER THE LEASE AGREEMENTS DO NOT CONSTITUTE 
OBLIGATIONS OF THE CITY FOR WHICH THE CITY IS OBLIGATED TO LEVY OR PLEDGE, OR HAS LEVIED OR PLEDGED, ANY FORM OF TAXATION. NEITHER THE 
CERTIFICATES NOR THE OBLIGATIONS OF THE CITY TO MAKE LEASE PAYMENTS UNDER THE LEASE AGREEMENTS CONSTITUTE DEBTS OF THE CITY OR ANY OTHER 
ENTITY OR A PLEDGE OF THE FULL FAITH AND CREDIT OF THE CITY. THE CORPORATION HAS NO TAXING POWER. 

THE CERTIFICATES WERE SOLD BY COMPETITIVE SALE ON APRIL 20, 2004, AT A TRUE INTEREST COST OF 3.061245% (PROGRAM AX CERTIFICATES ) AND 4.369148% 
(ADDJTION1\L AR CERTIFICATES). 

The Certificates are offered wh,:n. as and if deliveml and received by the successful bidder, subject to the legal opinions of The Law Offic:es of Marilyn L. Garcia, Los Angeles, California, Special 
Counsel, and the tax opininn of Kutak Rock I.LP, Pasadena, California, Special Tax Counsel. Certain legal matters will be passed upon for the City by The Law Offices of Marilyn L. Garcia, 
Disdosure Counsel. Certain legal matters will be passed upon for the City and the Corporatic,n by Rockard J. Delgadillo, City Attorney. lt is anticipated that the Certificates will be available for 
delivery to DTC in book-entry form on or about April 29, 2004. 

Dated: April 20. 2004 



MATURITY SCHEDULE 
Program AX Certificates 

Base CUSIP Number: 544358 t 

Principal Interest CU SIP Maturity Principal Interest CU SIP Maturity 
Amount Rate Yield Number !fillriW Amount Rate Yield Number 

2005 $3,910,000 2.00% 1.193% 162 2010 $9,560,000 5.25% 3.080% K37 

2006 7,755,000 5.50 1.750 170 201 I 5,000,000 5.25 3.370 K45 

2007 8,180,000 5.50 2.100 188 2012 4,470,000 5.25 3.600 K52 

2008 8,630,000 5.50 2.480 196 2013 4,135,000 5.00 3.710 K60 

2009 9,100,000 5.00 2.760 K29 2014 3,430,000 4.50 3.890 K78 

MATURITY SCHEDULE 
Additional AR Certificates 

Base CUSIP Number: 544358 t 

Maturity Principal Interest CU SIP Maturity Principal Interest CUSIP 
Amount Rate Yield Number !Am:iill Amount Rate Yield Number 

2005 $655,000 2.000% 1.20% K86 2015 $820,000 4.000% 4.10% 

2006 620,000 2.250 1.75 K94 2016 850,000 4.125 4.20 

2007 630,000 2.500 2.05 L28 2017 885,000 4.250 4.30 

2008 650,000 3.000 2.40 L36 2018 925,000 4.375 4.40 

2009 665,000 3.000 2.75 L44 2019 965,000 4.400 4.50 

2010 685,000 3.100 3.10 L51 2020 1,010,000 4.500 4.60 

201 I 710,000 3.375 3.40 L69 2021 1,055,000 4.625 4.70 

2012 735,000 3.625 3.65 L77 2022 1,100,000 4.750 4.80 

2013 760,000 3.750 3.80 L85 2023 1,155,000 4.750 4.85 

2014 790,000 4.000 4.00 L93 2024 1,210,000 4.750 4.90 

tCopyright 2003, American Bankers Association. CUSIP numbers herein are provided by Standard & Poor's CUSIP Service Bureau, a 
Division of the McGraw-Hill Companies, Inc., and are set forth herein for the convenience ofreference only. The City, Special Counsel, 
Disclosure Counsel and the Financial Advisor do not assume responsibility for the accuracy of such numbers. 
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No dealer, broker, salesperson or other person has been authorized by the City or the Corporation to give any information or to 
make any representations, other than those contained herein and, if given or made, snth other information or representations must not be relied 
upon as having been authorized by the Corpor.ation or the City. This Official Statement does not constitute an offer to sell or the solicitation to 
buy, nor shall there be any sale of the Certificates by any person in any jurisdiction in which it is unlawful for such person to make such offer, 
solicitation or sale. 

This Official Statement is not to be construed as a contract with the purchasers of the Certificates. Statements contained in this 
Official Statement which involve estimates, forecasts or matters of opinion, whether or not expressly so described herein are intended solely as 
such and are not to be construed as representations of fact. 

The information set forth herein has been obtained from sources which are believed to be reliable. The information in APPENDIX F 
- "BOOK-ENTRY-ONLY SYSTEM" has been furnished by The Depository Trust Company, the information under the heading "BOND 
INSURANCE FOR fflE PROGRAM AX CERTIFICATES" and in APPENDIX G- "SPECIMEN MUNICIPAL BOND INSURANCE 
POLICY" has been furnished by MBIA, and the information under the heading "BOND INSURANCE FOR THE ADDITIONAL AR 
CERTIFICATES" and in APPENDIX H - "SPECIMEN FINANCIAL GUARANTY INSURANCE POLICY FOR mE ADDITIONAL AR 
CERTIFICATES" has been furnished by Ambac. The information and expressions of opinion are subject to change without notice, and neither 
the delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create any implication that there has been 
no change in the affairs of the Corporation or the City since the date hereof. This Official Statement is submitted with respect to the sale of the 
Certificates referred to herein and may not be reproduced or used, in whole or in part, for any other purpose, unless authorized in writing by 
the City. All summaries of the documents and laws are made subject to the provisions thereof and do not purport to be complete statements of 
any or all such provisions. 

In connection with this offering, the Underwriter may over-allot or effect transactions which stabilize or maintain the market price of 
the Certificates at a level above that which might otherwise prevail in the open market. Such stabilizing, if commenced, may be discontinued at 
any time. 

The Certificates have not been registered under the Securities Act of 1933, as amended, in reliance upon the exemption contained in 
Section 3(a)(2) of the Act. The Certificates have not been registered or qualified under the securities laws of any state. 
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OFFICIAL STATEMENT 

Evidenc:ing the Proportionate Interests of the Owners Thereof in 
Certain Basic Lease Payments to be Made by the 

CITY OF LOS ANGELES 
Pursuant to Two Separate Lease Agreements each with the 

MUNICIPAL IMPROVEMENT CORPORATION 
OF LOS ANGELES 

$64, 170,000 
CERTIFICATES OF PARTICIPATION 
(Equipment Acquisition Program AX) 

INTRODUCTION 

$16,87�;.ooo 
ADDITIONAL CERTIFICATES 

OF PARTICIPATION 
(Real Pro11erty Improvements 

Program AR), Series 2004 

This introduction is not intended to be a complete statement of the te.rms a.rid provisions of these 
Certific,r.ztes and is qualified by the more detailed information contained elsewhere in this Official 
Statement. 

This Official Statement, which includes the cover page and appendices hereto (the "Official 
Statement"), is provided for the purpose of setting forth information concerning the sale, execution and 
delivery of the $64,1 70,000 aggregate principal amount of Certificates of Participation (Equipment 
Acquisition Program AX) (the "Program AX Certificates"), and the $1 6,875,000 aggregate principal 
amount of Additional Certificates of Participation (Real Property Improvements Program AR), Series 2004 
(the "Additional AR Certificates" and collectively with the Program AX Certificates, the "Certificates"). 
Capitalized terms not otherwise defined herein will have the meanings given to them in the applicable 
Lease Agreement (defined below). 

Program AX Certificates 

The Program AX Certificates evidence the undivided and proportionate interests of the Owners 
thereof in certain Basic Lease Payments to be made by the City of Los Angeles, California (the "City") for 
the use of certain equipment (the "Program AX Equipment") pursuant to a Lease Agteement (the "Program 
AX Lease Agreement") dated as of April 1 ,  2004, by and between the City, as lessee, and the Municipal 
unprovf:ment Corporation of Los Angeles (the "Corporation"), as lessor. The Program AX Certificates are 
being executed and deliver1�d pursuant to a Trust Agreement (the "AX Trust Ab,reem,mt") dated as of April 
1 ,  2004, by and among the City, the Corporation and U.S. Bank National Association, as trustee (the 
"Program AX Trustee"). Pursuant to the AX Trust Agreement, the Corporation will assign to the Program 
AX Trnstee, for thti benefit of the Owners of the Program AX Certificates, substantially all of its rights 
under the Program AX Lease Agreement, including its right to receive and collect the Basic Lease 
Payments from the City ltlnder the Program AX Lease Agreement, its right to receive insurance or 
condemaation proceeds due the Corporation under the Program AX Lease Agreemmt, and such rights as 
may b1! :11ecessary for the Program AX Trustee to enforce payment of the Basic Lease Payments thereunder. 
The Corporation will leasf: the Program AX Equipment to the City pursuant to the Program AX Lease 
Agreement, in consideration for the City's making annual Basic Lease Payments md certain Additional 
Payments to the Corporation. The Basic Lease Payments and Additional Payments t1nder the Program AX 
Lease Agreement shall be referred to herein collectively as the "Program AX Lf:ase Payments." The 
proceeds of the Program AX Certificates will be used primarily to acquire the Program AX Equipment. 
See "THE PROGRAM AX EQUIPMENT" herein. 



Additional AR Certificates 

The Additional AR Certificates evidence the undivided and proportionate interests of the Owners 
thereof, on a parity with the Owners of $59,230,000 aggregate outstanding principal amount of Certificates 
of Participation (Real Property Program AR) dated April 2, 2002 (the "AR Certificates") in certain New 
Basic Lease Payments (hereinafter, the "Basic Lease Payments") to be made by the City for the use and 
possession of certain real property (the "AR Real Property") pursuant to a Lease Agreement dated as of 
April I ,  2002 (the "Original AR Lease"), by and between the Corporation, as lessor, and the City, as lessee, 
as amended by a First Amendment to Lease Agreement dated as of April I ,  2004, by and between the City, 
as lessee, and the Corporation, as lessor (together, the "Program AR Lease Agreement"). The Additional 
AR Certificates are being executed and delivered pursuant to a Trust Agreement dated as of April I ,  2002, 
by and among the City, the Corporation and Wells Fargo Bank, National Association, as trustee (the 
"Program AR Trustee"), as supplemented by a First Supplemental Trust Agreement dated as of April 1 ,  
2004 (the "First AR Supplement"), by and among the City, the Corporation and the Program AR Trustee 
(together, the "AR Trust Agreement"). Pursuant to the First AR Supplement, the Corporation has assigned 
to the Program AR Trustee, for the benefit of the Owners of the AR Certificates and the Additional AR 
Certificates (collectively, the "Program AR Certificates"), substantially all of its rights under the Program 
AR Lease Agreement, including its rights to receive and collect the Basic Lease Payments from the City 
under the Program AR Lease Agreement, its rights to receive insurance or condemnation proceeds due the 
Corporation under the Program AR Lease Agreement, and such rights as may be necessary for the Trustee 
to enforce payment of the Basic Lease Payments. The proceeds of the Additional AR Certificates will be 
used primarily to improve a portion of the AR Real Property and certain other real property owned or used 
by the City (the "AR Projects"). See "THE AR REAL PROPERTY AND PROJECTS" herein. 

All Certificates 

The City is required to pay to the Program AX Trustee and the Program AR Trustee (collectively, 
the "Trustees"), as assignees of the Corporation, specified separate Basic Lease Payments in amounts 
designed to be sufficient in both time and amount to pay, when due, the principal and interest components 
of the Program AX Certificates and the Program AR Certificates, respectively, and is also required to pay 
the Additional Payments under each Lease Agreement for the use and possession of the Program AX 
Equipment and the AR Real Property (collectively, the "Properties" and each, a "Property"), respectively 
(see "SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES" herein). Under each 
Lease Agreement, the City covenants to take such action as may be necessary to include all applicable 
Lease Payments thereunder in its annual budgets and make the necessary annual appropriations therefor. 
Each Lease Agreement provides that such covenants of the City are deemed by the City to be and shall be 
construed to be ministerial duties imposed by law. 

Capitalized terms used but not defined herein are defined in APPENDIX C hereto. See also 
"RISK FACTORS" herein for certain factors that may affect the payment of and security for the 
Certificates. See APPENDIX C- "CERTAIN DEFINITIONS AND SUMMARY OF THE FINANCING 
DOCUMENTS-THE PROGRAM AX LEASE AGREEMENT" and "-THE AR PROGRAM LEASE 
AGREEMENT" hereto for further information regarding the City's obligations under the Lease 
Agreements. 

Certain demographic, fmancial and other information with respect to or affecting the City is 
contained in APPENDIX A- "CITY OF LOS ANGELES" hereto. 

THE CERTIFICATES 

General Terms 

The Certificates will all be dated the date of delivery and will bear interest at the rates per annum 
and mature in the amounts and on the dates shown on the inside cover page of this Official Statement. The 
Certificates will all be delivered in registered form, without coupons, initially registered in the name of 
Cede & Co., as registered owner and nominee of The Depository Trust Company, New York, New York 
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("DTC' '). See APPENDIX F- "BOOK-ENTRY ONLY SYSTEM" hereto. Interest with respect to the 
Program AX Certificates will be payable semiannually on April I and October 1 of e :1ch year, commencing 
October 1 ,  2004,. and interest with respect to the Additional AR Certificates will be payable semiannually 
on April 1 and October 1 of each year, commencing October 1 ,  2004 ( each, a "Certificate Interest Payment 
Date") at the rates set forth on the inside cover page hereof and will mature on the dates in each of the 
designated years in the principal amounts set forth on the inside cover page hereof. So long as DTC, or its 
nominee, Cede & Co., is the registered owner of the Certificates, all payments on the Certificates and any 
notice with respect to any Certificate will be sent directly to DTC, and disbursement of such payments and 
delivery of such notices to the Beneficial Owners of the Certificates will be the responsibility of the DTC 
Participants as more fully described herein. 

Interest with respect to each Certificate shall be payable from the Certificate Interest Payment 
Date next preceding the date of execution thereof, unless: (i) it is executed as of a Certificate Interest 
Payment Date in which event interest with respect thereto shall be payable from such Certificate Interest 
Payment Date; or (:ii) it is executed after a Record Date and before the following Certificate Interest 
Payment Date, in which event interest with respect thereto shall be payable from :mch Interest Payment 
Date; or (iii) it is executed on or before the first Regular Record Date, in which event interest with respect 
thereto shall be payable from the date of delivery; provided, however, that if, fas of the date of any 
Certificate, interest is in default with respect to any Outstanding Certificates, intere�t with respect to such 
Certificate shall be payable from the Certificate Interest Payment Date to which interest has last been paid 
or made available for payment with respect to such Outstanding Certificates. 

The interest represented by the Certificates is payable by check mailed on ,!ach Interest Payment 
Date to the Owners at their addresses as listed in the Certificate Register of the respective Trustee at the 
close of business on the 1 5:th day of the month preceding such Certificate Interest Pa}ment Date (a "Record 
Date"), except that such interest will be paid by wire upon the written request of an Owner of not less than 
$1 ,000,000 in aggregate principal amount of Certificates, which request must be filed at least seven 
busine:s:; days prior to the Record Date. Principal with respect to the Certificates is payable upon maturity 
or redemption of the Certificates upon surrender thereof at the principal corporate trust offices of the 
Program AX Trustee or the Program AR Trustee, as applicable. 

Redemr>tion Provisions 

Optional Redemption 

Program AX Ceirtificates. The Program AX Certificates are not subject to optional redemption 
prior to maturity. 

Additional AR Certificates. The Additional AR Certificates maturing on or before April 1, 2014 
are not subject to optional redemption prior to maturity. The Additional AR Certificates maturing on or 
after April I ,  20 1 5  are subJect to optional redemption in whole or in part at any time from prepayments of 
the Basic Lease Payments made at the option of the City pursuant to the Program AR Lease Agreement on 
April 1 ,  20 14, or on any date thereafter, at the redemption price equal to the principal amount of the 
Additional AR Certificates to be redeemed plus accrued interest to the date fixed for redemption. 

Extraordinary Mandatory Redemption 

The Cet1ificates are subject to extraordinary mandatory redemption on any date in whole or in 
part, from Net Proceeds of insurance or condemnation with respect to the applicabfo Property, which Net 
Procet::ds are deposited in the Lease Payment Fund under the applicable Tmst A�;reement and credited 
towards the prepayment of  the Basic Lease Payments under the applicable Lease Agreement and from 
certain other moneys deposited with the applicable Trustee pursuant to the applicabk Lease Agreement as 
a resullt of loss or destruction or the taking of all or a portion of the applicable Property, at a redemption 
price t:qual to the principal amount thereof, without a premium, together with accrued interest to the date 
fixed fo:r redemption. 
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Notice and Effect of Redemption 

Notice of redemption will be mailed no less than 30 or more than 60 days prior to the redemption 
date to (i) DTC or (ii) if the book-entry only system is discontinued, to the respective Owners of 
Certificates designated for redemption at their respective addresses appearing on the Registration Books. 
Neither failure to receive such notice nor any defect in the notice so mailed nor any failure on the part of 
DTC, the DTC Participants, or the Indirect Participants or failure on the part of the nominee of the Owners 
to notify the Beneficial Owners shall affect the sufficiency of the proceedings for redemption of such 
Certificates or the cessation of interest on the redemption date. 

Selection of Certificates for Redemption 

The City shall select Certificates for redemption, from the Outstanding Certificates of each Series 
not previously called for redemption, such that the scheduled payments of principal represented by the 
Certificates in each rental period corresponds to the scheduled payments of the principal components of the 
Basic Lease Payments pursuant to the applicable provisions of the applicable Lease Agreement. If less 
than all of the Outstanding Certificates within a maturity are to be redeemed, the applicable Trustee shall 
select Certificates for redemption within a maturity by lot or in such other manner as the City shall direct. 

ESTIMATED SOURCES AND USES OF FUNDS 

The sources of funds to be received from the sale of the Certificates and the uses of funds will be 
in the amounts shown below. 

Sources of Funds 
Principal Amount of Certificates 
Plus Original Issue Premium (Less Discount) 

Total Sources 

Uses of Funds 
Deposit to Acquisition Fund<1> 

Deposit to Reserve Fund 
Capitalized Interest Account<2> 

Costs oflssuance(3) 

Underwriter's Discount 
Total Uses 

Program AX 
Certificates 

$64, 1 70,000.00 
6,027,907.3 5 

$70, 1 97,907.35 

$60,542,030.92 
6,417,000.00 
2,984, 1 82.60 

1 96,299. 1 3  
58 394.70 

$70,197,907.35 

Additional 
AR Certificates 
$ 16,875,000.00 

(59,3 19 .85) 
$ 16,8 1 5,680. 1 5  

$ 1 5,222,437. 14  
1 ,268,978.76 

225,970.50 
98 293.75 

$ 16,8 1 5,680. 1 5  

(I) Initial deposit to the Acquisition Fund for the Program AX Certificates or the 2004 Acquisition Fund for the 
Additional AR Certificates, which, together with interest earnings thereon, is expected to provide total acquisition 
funds of $60,780,000.00 for the Program AX Certificates, and $1 5,250,000 for the Additional AR Certificates, 
respectively. 

(2) Interest is capitalized three months beyond the expected acquisition dates of each component of the Program AX 
Equipment. 

(3) To be deposited in a Costs of Issuance Account within the Trustee Acquisition Fund under the AX Trust 
Agreement, and the 2004 Costs of Issuance Account within the 2004 Trustee Acquisition Fund under AR Trust 
Agreement, and each to be held by the applicable Trustee. Includes trustee, legal, financial advisory, rating 
agencies' fees, title insurance, the bond insurance premium for the Additional AR Certificates paid on behalf of 
the City directly to Ambac and other costs of executing and delivering the Certificates. 
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DEBT SERVICE SCHEDULES 

Program AX Lease Agreement. The Program AX Lease Agreement requires the City to make 
Basic Lease Payments on each March 15  and September 1 5  as rental for the use and possession of the 
Progrnm AX Equipment leased under the Program AX Lease Agreement during the Term of the Program 
AX Lease Agrec!ment. ll1e AX Trust Agreement requires that Basic Lease Payments be deposited in the 
Lease Payment Fw1d maintained by the Program AX Trustee. Pursuant to such AX Trust Agreement, on 
April 1 and Octobtir I of each year, the Program AX Trustee will apply such amounts in the Lease 
Payment Fund as are necessary to make principal and interest payments with respect to the Program AX 
Certificates as such Program AX Certificates become due and payable. The following table sets forth the 
scheduled principal and interest payments with respect to the Program AX Certificatf:s. 

Payment Principal Interest Total Principal Total FY 
Date . Component Component and Interest Debt Service 

1 0/1/2004 $1 ,369,878.89 $ 1 ,369,878.89 
4/1/2005 $3,910,000 1 ,622,225.00 5,532,225.00 $6,902, 103.89 

1 0/1/2005 1 ,583, 125 .00 1 ,583 , 125.00 
4/1/2006 7,75.5,000 1 ,583, 125 .00 9,338, 125.00 I 0,92 1 ,250.00 

10/1/2006 1 ,369,862.50 1 ,369 ,862.50 
4/1/2007 8,1 80,000 1 ,369,862.50 9,549,862.50 10,919,725.00 

10/1/2007 1 , 1 44,912.50 1 , 144,91 2. 50 
4/1 /2008 8,630,000 1 , 144,912.50 9,774,912.50 10,919,825.00 

1 0/1/2008 907,587.50 907,587.50 
4/1/2009 9, 100,000 907,587.50 10,007,587.50 10,915 , 1 75.00 

1 0/1/2009 680,087.50 680,087.50 
4/1 /2010 9,560,000 680,087.50 10,240,087.50 10,920, 1 75 .00 

1 0/1/2010 429, 137.50 429, 137.50 
4/1/201 1  5,000,000 429, 1 37.50 5,429, 137.50 5,858,275.00 

1 0/1/201 1 297,887.50 297,887.50 
4/1/2012  4,470,000 297,887.50 4,767,887.50 5,065,775.00 

1 0/1/2012 1 80,550.00 180,550.00 
4/1/2013  4, 13:5,000 1 80,550.00 4,3 15 ,550.00 4,496,100.00 

10/1/2013  77, 175.00 77, 175.00 
4/1/2014 --�}.000 77,175.00 3,507,175.00 3.584,350.00 

TOTAL $64, 170,000 $16,332,753 .89 $80,502, 753.89 $80,502,753.89 

AR Lease Agreement. The Program AR Lease Agreement requires the City to make Basic Lease 
Payments on each March 1 5  and September 1 5  as rental for the use and occupancy of the AR Real 
Property during the Term of the Program AR Lease Agreement. The AR Trust Agreement requires that 
Basic Lease Payments be deposited in the Lease Payment Fund maintained by the Program AR Trustee. 
Pursuant to the AR Trust Agreement, on April 1 and October 1 of each year, the Program AR Trustee will 
apply such amounts in the Lease Payment Fund as are necessary to make principal and interest payments 
with re�:pect to the Program AR Certificates as such Program AR Certificates become due and payable. The 
table set forth on the following page sets forth the scheduled principal and interest payments with respect 
to the Additional AR Certificates and the AR Certificates. 
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Payment Principal Interest Existing AR Total Principal Total FY 
Dates Com11onent Com11onent Certificates and Interest Debt Service 

1 0/1/2004 $279,268.86 $1 ,436, 1 52.50 $1 ,71 5,421 .36 
4/1/2005 $655,000 330,7 13 . 1 3  2,95 1 , 1 52.50 3,936,865.63 $5,652,286.99 

10/1/2005 324,163 . 1 3  1 ,405,852.50 1 ,730,01 5.63 
4/1/2006 620,000 324,163 . 1 3  2,980,852.50 3,925,0 15.63 5,655,03 1 .26 

10/1/2006 3 17, 1 88. 1 3  1 ,374,352.50 1 ,691 ,540.63 
4/1/2007 630,000 3 17, 1 88 . 1 3  3,014,352.50 3,961 ,540.63 5,653,081 .26 

10/1/2007 309,3 1 3. 1 3  1,34 1 ,552.50 1,650,865.63 
4/1/2008 650,000 309,3 1 3 . 1 3  3,046,552.50 4,005,865.63 5,656, 73 1 .26 

10/1/2008 299,563. 1 3  1,307,452.50 1,607,015.63 
4/1/2009 665,000 299,563 . 1 3  3,082,452.50 4,047,0 15.63 5,654,03 1 .26 

10/1/2009 289,588. 1 3  1 ,27 1 ,952.50 1,561 ,540.63 
4/1/2010 685,000 289,588. 1 3  3 , 1 1 6,952.50 4,091 ,540.63 5,653,081 .26 

10/1/2010 278,970.63 1 ,235,052.50 1 ,5 14,023 .13 
4/1/201 1  710,000 278,970.63 3, 1 55,052.50 4, 144,023 . 13  5,658,046.26 

10/1/201 1  266,989.38 1 , 19 1 ,852.50 1 ,458,841 .88 
4/1/2012  735,000 266,989.38 3, 196,852.50 4, 198,841 .88 5,657,683.76 

10/1/2012  253,667.50 1,146,740.00 1 ,400,407.50 
4/1/20 1 3  760,000 253,667.50 3,241 ,740.00 4,255,407.50 5,655,815 .00 

10/1/2013  239,4 1 7.50 1 ,094,365.00 1,333,782.50 
4/1/2014 790,000 239,417.50 3,294,365.00 4,323,782.50 5,657,565.00 

10/1/2014 223,617.50 1 ,039,365.00 1 ,262,982.50 
4/1/20 1 5  820,000 223,617.50 3,349,365.00 4,392,982.50 5,655,965.00 

10/1/201 5  207,2 17.50 981 ,615 .00 1 , 1 88,832.50 
4/1/2016 850,000 207,21 7.50 3,406,615.00 4,463,832.50 5,652,665 .00 

10/1/2016 1 89,686.25 920,990.00 1 , 1 1 0,676.25 
4/1/2017  885,000 1 89,686.25 3,465,990.00 4,540,676.25 5,65 1 ,352.50 

10/1/2017 1 70,880.00 857,365.00 1 ,028,245 .00 
4/1/2018  925,000 170,880.00 3,532,365.00 4,628,245.00 5,656,490.00 

10/1/2018  150,645.63 790,490.00 941 , 1 35.63 
4/1/2019 965,000 150,645.63 3,595,490.00 4,7 1 1 ,  1 35 .63 5,652,27 1 .26 

10/1/2019 129,41 5.63 720,365.00 849,780.63 
4/1/2020 1 ,010,000 129,4 15 .63 3,670,365.00 4,809,780.63 5,659,561 .26 

10/1/2020 1 06,690.63 646,6 15.00 753,305.63 
4/1/2021 1 ,055,000 1 06,690.63 3,741 ,615 .00 4,903,305.63 5,656,61 1 .26 

1 0/1/2021 82,293 .75 569,240.00 651,533.75 
4/1/2022 1 , 100,000 82,293 .75 3,819,240.00 5,001 ,533.75 5,653,067.50 

10/1/2022 56, 1 68.75 487,990.00 544, 158.75 
4/1/2023 1 , 1 55,000 56, 1 68.75 3,897,990.00 5 , 109, 158.75 5,653,317.50 

10/1/2023 28,737.50 402,740.00 43 1 ,477.50 
4/1/2024 1 ,2 10,000 28,737.50 3,987,740.00 5,226,477.50 5,657,955.00 

10/1/2024 309,530.00 309,530.00 
04/01/25 4,079,530.00 4,079,530.00 4,389,060.00 

1 0/1/2025 2 1 1 ,5 10.00 2 1 1 ,5 10.00 
4/1/2026 4, 176,5 10.00 4, 176,510.00 4,388,020.00 

1 0/1/2026 108,420.00 1 08,420.00 
4/1/2027 4,278,420.00 4,278,420.00 4,386.840.00 

TOTAL $16,875,000 $8,458,409.59 $100,933, 120.00 $126,266,529.59 $126,266,529.59 
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If the City defaults on its covenants in the respective Lease Agreements, including the covenant to 
include all Leai,e Payments in the applicable annual budgets, the applicable Trm:tee may exercise any 
remedies available pursua.111t to law or the respedive Lease Agreement, including rt-letting the applicable 
Properties and/or tf:rminating the applicable Lease Agreement. See "RISK FACTORS-Limitations on 
Default Remedies" herein. 

THE OBLIGATIONS TO BUDGET FOR AND THE OBLIGATIONS TO MAKE THE 
SEPARATE LEASE PAYMENTS UNDER THE LEASE AGREEMENTS DO NOT CONSTITUTE A 
DEBT OF THE CITY, OR ANY OTHER ENTITY, NOR DO SUCH OBLIGATIONS CONSTITUTE 
OBLIGATIONS FOR Wl-llCH THE CITY IS OBLIGATED TO LEVY OR PLEDGE, OR HAS LEVIED 
OR PLEDGED, ANY FORM OF TAXATION. 

SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES 

All Ce11ificates 

Each series of Certificates is payable solely from the separate Basic Lease :Payments made by the 
City under the applicable Lease Agreement and from certain limited funds held by the applicable Trustee 
under the respective Tru:;t Agreement. The Program AX Trustee and the Program AR Trustee, as 
assignees of the Corpora1ion, will receive the applicable Basic Lease Payments for the benefit of the 
Owners of the app:licable Certificates. On or before March 15 and September 1 5  of each year during the 
Term of the Program AX Lease Agreement, and March 1 5  and September 1 5  during the Term of the 
Program AR Lease Agreement, the City must pay to the respective Trustee the applicable Basic Lease 
Payments for such Lease Agreement due on such date from the City's General Fund or from other legally 
available sources (to the extent required under each Lease Agreement) which are designed to be sufficient 
in both time and amount to pay when due the principal and interest payments evidenced and represented by 
the respectivf: O!rtificates. 

Cove111ant to Budget 

The City has co�enanted in each Lease Agreement to take such action as may be necessary to 
include the Lease Payments thereunder in its annual budgets and to make the necessary annual 
appropriations for an such Lease Payments. Each Lease Agreement also provides that in so providing for 
the payment of Lease Payments in its annual budgets, the City may take into account moneys on deposit in 
the various funds and accounts under the applicable Trust Agreement which moneys are properly available 
to make Lease Payments. Each Lease Agreement provides that such covenants on 1he part of the City are 
deem1�dl to be and shall b1;: construed to be ministerial duties imposed by law, and it shall 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 olfficial duty of such officials to enable the City to carry out and perform the 
covenants and agre,ement!: in the Lease Agreements. For a discussion of the financial and budgetary 
infom1ation on the City's General Fund, see APPENDIX A- "CITY OF LOS ANGELES" hereto. 

Additional Payments 

Under each Lease Agreement, the City has agreed to pay Additional Payments consisting of (i) all 
taxes, fees or assessments levied upon the applicable Property or upon any interest therein of the 
Corporation or the Trustee, (ii) insurance premiums, if any, on insurance required under the Lease 
Agreement, and (iii) all fees and expenses of the applicable Trustee, and expenses of the City required to 
comp:iy with the applicabl1� Lease Agreement and Trust Agreement. Additional Payments also include (i) 
any other fees, costs, or expenses incurred by the Corporation in connection with the execution, 
performance or enforcement of the applicable Lease Agreement or Trust Agreement, including any 
amounts necessary to indemnify and defend the Corporation, and (ii) any amounts required to be paid to 
the U.S. Government pursuant to Section 148 of the Internal Revenue Code. 
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Abatement of Lease Payments 

During any period in which damage to or destruction of all or a portion of the Program AX 
Equipment or the AR Real Property ( each generally referred to herein as the "Property"), or other event, 
results in substantial interference with the use and possession or occupancy of such Property or any portion 
thereof, all or a portion of the Basic Lease Payments due under the applicable Lease Agreement may be 
abated such that the remaining Lease Payments due under the applicable Lease Agreement represent fair 
rental for the use of the Program AX Equipment or the AR Real Property not affected. In the event of any 
such interruption of use and possession, the applicable Lease Agreement shall continue in full force and 
effect and the applicable Lease Payments shall not be subject to abatement to the extent that the proceeds 
of rental interruption insurance or amounts in the Reserve Fund or Lease Payment Fund applicable Lease 
Agreement are available to pay applicable Lease Payments which would otherwise be abated. (See 
APPENDIX C- "CERTAIN DEFINITIONS AND SUMMARY OF THE FINANCING DOCUMENTS
THE PROGRAM AX LEASE AGREEMENT-Abatement" and "-THE PROGRAM AR LEASE 
AGREEMENT-THE ORIGINAL LEASE AGREEMENT-Abatement" hereto.) The City and the 
Corporation have agreed and determined that the Lease Payments under the applicable Lease Agreement to 
be paid by the City for the use and possession or occupancy of the Program AX Equipment or the AR Real 
Property, as applicable, consisting of the Basic Lease Payments and the Additional Payments thereunder, 
do not exceed the fair rental value of the Program AX Equipment or the AR Real Property, as applicable. 

Reserve Funds 

Each Trust Agreement establishes a Reserve Fund that will be held by the applicable Trustee 
pursuant to the applicable Trust Agreement and funded from proceeds of the Program AX Certificates or 
the Program AR Certificates, as applicable, in an amount equal to the least of (i) the aggregate Basic Lease 
Payments thereunder and required to be paid in any future Rental Period calculated for the Rental Period in 
which such aggregate Basic Lease Payments under the applicable Lease Agreement are the greatest and 
taking into account the effect of any scheduled prepayments on the amount of such future Basic Lease 
Payments, (ii) ten (10) percent of the proceeds of the Certificates, or (iii) 1 25% of the average aggregate 
Basic Lease Payments under the applicable Lease Agreement required to be paid in each future Rental 
Period, taking into account the effect of any scheduled prepayments in the amount of future Basic Lease 
Payments. Such moneys will be held in trust as a reserve for the payment, when due, of all Basic Lease 
Payments to be paid pursuant to the applicable Lease Agreement and of all payments with respect to the 
Program AX Certificates or Program AR Certificates, as applicable. 

With respect to the Program AX Certificates, semiannually on or prior to each March 15 and 
September 15 ,  beginning September 1 5, 2004, the Program AX Trustee shall semiannually transfer any 
moneys in the Reserve Fund under the AX Trust Agreement in excess of the Reserve Requirement to the 
Lease Payment Fund under the AX Trust Agreement to be credited to the Basic Lease Payments next 
coming due and payable. 

With respect to the Program AR Certificates, semiannually on or prior to each September 1 5  and 
March 1 5, beginning September 1 5, 2002 (pursuant to the Original AR Lease), the Program AR Trustee 
shall transfer any moneys in the Reserve Fund for the Program AR Certificates in excess of the Reserve 
Requirement to the Lease Payment Fund to be credited to the Basic Lease Payments next becoming due 
and payable. 

The City is not obligated under either Lease Agreement to restore the Reserve Requirement for 
the applicable Certificates in the event of investment losses on Permitted Investments held therein or in the 
event of a draw on such Reserve Fund as a result of abatement. 

At the option of the Corporation, as directed by the City, a Credit Facility in the amount of all or a 
portion of the Reserve Requirement for the Program AR Certificates or the Program AR Certificates may 
be substituted for the moneys and Permitted Investments held by the Trustee in the applicable Reserve 
Fund. Such Credit Facility shall be issued by a bank, other financial institution or insurance company, and 
such bank, financial institution or insurance company shall be rated at least equivalent to the ratings on the 

8 



applicable Certificates by the Rating Agencies. See APPENDIX C- "CERTAIN DEFINITIONS AND 
SUMlvtARY OF FJ[NANCING DOCUMENTS-THE AX TRUST AGREEMENT-Reserve FW1d" and
"THE AR TRUST AGREEMENT-THE ORIGI

N
AL TRUST AGREEMENT-Reserve FWld" hereto. 

Additional Certific.ates 

Each Trust Agreement provides that the Corporation and the City may, at any time, determine to 
execute and deliver Additional Certificates representing additional Basic Lease Payments without the 
consent of the Owners of any Certificates, subject to certain terms and conditions Sf:t out in the respective 
Trust Agreement. See APPENDIX C- "CERTAIN DEFINITIONS AND SUMMARY OF THE 
FINANCING DOCUMENTS-THE AR TRUST AGREEMENT-Additional Certificates" and- "THE AR 
TRUST AGREEMI�NT-THE ORIGINAL TRUST AGREEMENT-Additional Ce11ificates" and "-THE 
FIRST SUPPLEMENTAL TRUST AGREEMENT- Amendment to Trust Agreement" hereto. 

Repair and Maintenance:. Insurance; Modification of the Properties 

Each Leas,: Agn:ement requires the City to maintain the Property leased under such Lease 
Agreem ent at its sole cost and expense. Each Lease Agreement permits th::: City to make any 
improvements, or to make any addition or modification to the Property leasf:d under such Lease 
Agreem ent, provid1�d that after any such work is completed such property will have a fair rental value 
which i:, approximatdy equal to or greater than the fair rental value of such Property prior to such work. 

Publk Liability Insuranc,e 

Each Lease Agreement requires the City to maintain or cause to be maintained, throughout the 
term of the each Lease Agreement, a program of general liability insurance protecting the Corporation, the 
City and their respe,;tive officers, directors, agents, assigns and employees. Such insurance policies shall 
provide for indemnification of said parties against loss or liability for damages for bodily and personal 
injury., death or property damage occasioned by operation of the Property or improvements thereon leased 
under the applicabl<e Lease Agreement. Each Lease Agreement requires that such :insurance shall provide 
minimum liability limits of $3,000,000 combined single limit, per occurrence, subject to a deductible 
clause not to exceed $1 ,000,000. 

Each Lease Agre1�ment permits such insurance to be satisfied by a ,combination of commercial 
insurance, risk pooling under a joint powers authority or similar statutory provfaion, self-funded loss 
reserve�: and risk re:tention programs in such proportions as are deemed appropriate and actuarially sound 
by the City's professional risk management personnel or :independent consultants. 

Fire aml Extended Cover.age Insurance 

Each Lease Agreement requires the City to procure and maintain, or cause to be procured and 
maintained, throughout the Term of such Lease, insurance against loss or damage to any structures or 
equipment constituting any part of the applicable Property by fire and lightning, w ith extended coverage 
and vandalism and malicious mischief :insurance, said extended coverage insurance shall, as nearly as 
practicable, cover loss or damage by explosion, windstorm, riot, aircraft, vehicle damage, smoke and such 
other h�1zards as are norma1lly covered by such insurance. Such insurance dot!S not cover loss or damage 
from acts of terrorism. 

Each Lease Agreement also requires the City to maintain earthquake :insurance on the applicable 
Property, but only if such msurance is required by a Rating Agency rating the applicable Certificates as a 
condition precedent to obtaining or maintaining an investment grade rating O:'l such Program AX 
Certificates and i;uch insurance is available on the open market from reputable :insurance companies and, at 
a reasonable price. The determination as to whether earthquake :insurance is available on the applicable 
Property, on the open market from reputable insurance companies at a reasonable price shall be made 
annually by a professional risk manager or insurance consultant. If acceptable to the applicable Rating 
Agency, the City may provide satisfactory self :insurance or a favorably completed Natural Hazards Survey 
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for Earthquake Risks ( or similar survey) for the applicable Property in lieu of commercial earthquake 
insurance. 

Each Lease Agreement provides that such insurance may be subject to deductible clauses of not to 
exceed (i) $ 100,000 for any one loss, except that earthquake insurance may be subject to a deductible 
clause of not to exceed ten percent ( 10%) of said replacement cost of the insured Property for any one loss. 
Each Lease Agreement permits such insurance to be satisfied by a combination of commercial insurance, 
risk pooling under a joint powers authority or similar statutory provision, self-funded loss reserves and, to 
the extent permitted by law, risk retention programs, all in such proportions as are deemed appropriate by 
professional risk management personnel or independent consultants. 

The City covenants under each Lease Agreement that if one or more of the components of the 
Property leased under such Lease Agreement is damaged in a manner which substantially interferes with its 
use, such Property will be promptly repaired or replaced at the City's expense, unless such damage, 
together with other components of the Property lost, damaged or destroyed, would not result in the 
abatement of any portion of the Lease Payments under such Lease Agreement. 

Each Lease Agreement provides that if commercially available, the City shall procure and 
maintain, commencing upon the City's possession of the applicable Property and throughout the Term of 
the applicable Lease Agreement, rental interruption or use and occupancy insurance to cover loss, total or 
partial, of the use of any structures constituting any part of the applicable Property in an amount at least 
equal to the largest remaining amount of applicable Basic Lease Payments payable in any Rental Period for 
such structures, and to insure against loss of substantial use and possession of the applicable Property. In 
lieu of obtaining such commercial rental interruption or use and occupancy insurance, the City may fund a 
rental interruption reserve account in an amount at lease equal to the largest amount of Basic Lease 
Payments payable in any remaining Rental Period. 

For further discussion of these matters, see APPENDIX C- "'CERTAIN DEFINITIONS AND 
SUMMARY OF THE FINANCING DOCUMENTS-THE PROGRAM AX LEASE AGREEMENT
Maintenance; Taxes; Insurance and Other Matters" and "-THE PROGRAM AR LEASE AGREEMENT
THE ORIGINAL LEASE AGREEMENT-Maintenance; Taxes; Insurance and Other Matters." 

BOND INSURANCE FOR THE PROGRAM AX CERTIFICATES 

The MBIA Insurance Corporation Insurance Policy 

The following information has been furnished by for use in this Official Statement. Reference is 
made to APPENDIX G for a specimen of MBIA's policy. 

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

MBIA's policy does not insure against loss of any prepayment premium which may at any time be 
payable with respect to any Program AX Certificates. MBIA's policy does not, under any circumstance, 
insure against loss relating to: (i) optional or mandatory redemptions (other than mandatory sinking fund 
redemptions); (ii) any payments to be made on an accelerated basis; (iii) payments of the purchase price of 
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Program AX Certificates upon tender by an owner thereof; or (iv) any Preference relating to (i) through 
(iii) above. MBIA's policy also does not insure against nonpayment of principal of or interest on the 
Prognm1 AX Certificates resulting from the insolvency, negligence or any other act or omission of the 
Progr,m1 AX Trustee or any other paying agent for the Program AX Certificates. 

Upon receipt of telephonic or telegraphie notice, such notice subsequently confirmed in writing by 
registered or certifo.:d mail,. or upon receipt of written notice by registered or certified mail, by MBIA from 
the Program AX Trustee or any owner of a Program AX Certificates the payment of an insured amount for 
which i:; then due, that such required payment has not been made, MBIA on the due date of such payment 
or with in one business day after receipt of notice of such nonpayment, whichevet is later, will make a 
deposiit of funds, in an account with U.S. Bank Trust National Association, in New York, New York, or its 
successor, sufficient for the� payment of any such insured amounts which are then due. Upon presentment 
and sur:render of such Program AX Certificates or presentment of such other proof of ownership of the 
Program AX Certificates, together with any appropriate instruments of assignment to evidence the 
assignment of the insured amounts due on the Program AX Certificates as are paid by MBIA, and 
appropriate instruments to effect the appointment of MBIA as agent for such owners of the Program AX 
Certificates in any legal proceeding related to payment of insured amounts on the Program AX Certificates, 
such irn;trunients beiing in a form satisfactory to U.S. Bank Trust National Association, U.S. Bank Trust 
National Association shall disburse to such owners or the Program AX Trustee payment of the insured 
amounts due on such Program AX Certificates, less any amount held by the Program AX Trustee for the 
payme:nt of such insured amounts and legally available therefor. 

MBIA 

MBIA Insurance Corporation ("MBIA") is the principal operating subsidiary of MBIA Inc., a 
New York Stock Exchange listed company (the "Company"). The Company is not obligated to pay the 
debts of or claims against ivlBIA. MBIA is domieiled in the State of New York and l icensed to do business 
in and subject to regulation under the laws of all 50 states, the District of Columbia, the Commonwealth of 
Puerto IUco, the Commonwealth of the Northern Mariana Islands, the Virgin Islands of the United States 
and the Territory of Guam. MBIA has three branches, one in the Republic of Franc,::, one in the Republic 
of Singapore and one in the Kingdom of Spain. New York has laws prescribing minimum capital 
requirements, limiting classes and concentrations of investments and requiring the approval of policy rates 
and fonns. State laws also regulate the amount of both the aggregate and individual risks that may be 
insured, the pa)'m1mt of dividends by MBIA, changes in control and transactions among affiliates. 
Additionally, MBIA is required to maintain contingency reserves on its liabilities in certain amounts and 
for ce1tain periods of time. 

MBIA does not accept any responsibility for the accuracy or completf:ness of this Official 
Statement or any information or disclosure contained herein, or omitted herefrom, other than with respect 
to the accuracy of the information regarding the policy and MBIA set forth under the heading "BOND 
INSURANCE FO THE PROGRAM AX CERTIFICATES". Additionally, MBIA makes no representation 
regardirg the Program AX Certificates or the advisability of investing in the Program AX Certificates. 

MBIA Information 

The following do,:urnent filed by the Company with the Securities and Exchange Commission 
(the "SEC") is inco11>orated herein by reference: 

(I ) The Company's Annual Report on Form 1 0-K for the year ended December 3 1 , 2003. 

Any documents filed by the Company pursuant to Sections 1 3(a), 1 3(c), 14 or l S(d) of the 
Exchange Act of 1934, as amended, after the datf: of this Official Statement and prior to the termination of 
the offering of the Program AX Certificates offen:d hereby shall be deemed to be incorporated by reference 
in this Official Statement and to be a part hereof. Any statement contained in a document incorporated or 
deemed to be incorporated by reference herein, or contained in this Official Statement, shall be deemed to 
be modified or superseded for purposes of this Official Statement to the extent that a statement contained 
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herein or in any other subsequently filed document which also is or is deemed to be incorporated by 
reference herein modifies or supersedes such statement. Any such statement so modified or superseded 
shall not be deemed, except as so modified or superseded, to constitute a part of this Official Statement . 

The Company files annual, quarterly and special reports, information statements and other 
information with the SEC under File No. 1 -9583 . Copies of the SEC filings (including ( I )  the Company's 
Annual Report on Form 10-K for the year ended December 3 1 ,  2003, and (2) the Company's Quarterly 
Reports on Form 1 0-Q for the quarters ended March 3 1 ,  2003, June 30, 2003 and September 30, 2003) are 
available (i) over the Internet at the SEC's web site at http://www.sec.gov� (ii) at the SEC's public 
reference room in Washington D.C.; (iii) over the Internet at the Company's web site at 
http://www.mbia.com; and (iv) at no cost, upon request to MBIA Insurance Corporation, 1 1 3 King Street, 
Armonk, New York 1 0504. The telephone number of MBIA is (9 14) 273-4545. 

As of December 3 1 ,  2002, MBIA had admitted assets of $9.2 billion (audited), total liabilities of 
$6.0 billion ( audited), and total capital and surplus of $3 .2  billion ( audited) determined in accordance with 
statutory accounting practices prescribed or permitted by insurance regulatory authorities. As of December 
3 1 , 2003 MBIA had admitted assets of $9.9 billion (unaudited), total liabilities of $6.2 billion (unaudited), 
and total capital and surplus of $3.7 billion (unaudited) determined in accordance with statutory accounting 
practices prescribed or permitted by insurance regulatory authorities. 

Financial Strength Ratings of MBIA 

Moody's Investors Service, Inc. rates the financial strength of MBIA "Aaa." 

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

Fitch Ratings rates the financial strength of MBIA "AAA." 

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

The above ratings are not recommendations to buy, sell or hold the Program AX Certificates, and 
such ratings may be subject to revision or withdrawal at any time by the rating agencies. Any downward 
revision or withdrawal of any of the above ratings may have an adverse effect on the market price of the 
Program AX Certificates. MBIA does not guaranty the market price of the Program AX Certificates nor 
does it guaranty that the ratings on the Program AX Certificates will not be revised or withdrawn. 

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

BOND INSURANCE FOR THE ADDITIONAL AR CERTIFICATES 

Payment Pursuant to Financial Guaranty Insurance Policy 

Ambac Assurance has made a commitment to issue a financial guaranty insurance policy (the 
"Financial Guaranty Insurance Policy") relating to the Additional AR Certificates effective as of the date of 
execution and delivery of the Additional AR Certificates. Under the terms of the Financial Guaranty Insurance 
Policy, Ambac Assurance 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 Additional AR Certificates which 
shall become Due for Payment but shall be unpaid by reason of Nonpayment by the Obligor (as such terms are 
defined in the Financial Guaranty Insurance Policy). Ambac Assurance will make such payments to the 
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Insurance Trustee on the later of the date on which such principal and interest becomes Due for Payment or 
within one business day following the date on which Ambac Assurance shall have received notice of 
Nonpayment from 1he Program AR Trustee. The insurance will extend for the term of the Additional AR 
Certificates and, once issued� cannot be canceled by Ambac Assurance. 

The Financial Guaranty Insurance Policy will insure payment only on stated maturity dates and on 
mandatory sinking fond installment dates, in the case of principal, and on stated dates for payment, in the case 
of interest. If the Additional AR Certificates become subject to mandatory redemption and insufficient funds are 
available for redemption of all outstanding Additional AR Certificates, Ambac Assurance will remain obligated 
to pay principal of and inteirest on outstanding Additional AR Certificates on the originally scheduled interest 
and principal pay1mmt dates including mandatory sinking fund redemption dates. In the event of any 
acceleiration of thi� pliincipal of the Additional AR 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. 

In the event the Program AR Trustee has notice that any payment of principal of or interest on an 
Additional AR Certificate which has become Due for Payment and which is made to a Holder by or on behalf of 
the Obl igor 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 Ambac Assurance to the extent 
of such recovery if siufficient funds are not otherwise available. 

The Financ ial Guaranty Insurance Policy does not insure any risk other than Konpayment, as defined 
in the Policy. Specifically, the Financial Guaranty Insurance Policy does not cover: 

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

2 .  payment of any redlemption, prepayment or acceleration premium. 

3. nonpayment of principal or interest caused by the insolvency or neglig(mce of any Trustee , Paying 
Agent or Bond Registrar, if any. 

If it become:s necessary to call upon the Financial Guaranty Insurance Policy, payment of principal 
requin:s surrender of Additional AR Certificates to the Insurance Trustee together with an appropriate 
instrummt of assignment so as to permit ownership of such Additional AR Certificates to be registered in the 
name of Ambac Assurance to the extent of the payment under the Financial Guaranty Insurance Policy. 
Payment of interest pursuant to the Financial Guaranty Insurance Policy requires proof of Holder entitlement to 
interest payments and an appropriate assignment of the Holder's right to payment to Ambac Assurance. 

Upon payment of 1he insurance benefits, Ambac Assurance will become the owner of the Additional 
AR Cf:rtificates, appurtenant coupon, if any, or right to payment of principal or interest on such Additional AR 
Certifa:ates and will be fully subrogated to the surrendering Holder' s rights to payment. 

In the event that Ambac Assurance were to become insolvent, any claims mising under the Policy 
would b::: excluded from coverage by the California Insurance Guaranty Association, established pursuant to the 
laws of 1he State of California. 

Ambac Assurance Corporation 

Ambac Assurance Corporation ("Ambac Assurance") is a Wisconsin-domiciled stock insurance 
corpora1 ion regulat1:::,d by the Office of the Commissioner of Insurance of the State of Wisconsin and 
licens(id to do business in 50 states, the District of Columbia, the Territory of Guam, rhe Commonwealth of 
Puerto Rico and the: U.S. Virgin Islands, with admitted assets of approximately $7,'.?78,000,000 (audited) 
and statutory capital of approximately $4,490,000,000 (audited) as of December 31, 2003. Statutory 
capital c:onsists of Ambac Assurance's policyholders' surplus and statutory contingency reserve. Standard 
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& Poor's Credit Markets Services, a Division of The McGraw-Hill Companies, Moody's Investors Service 
and Fitch Ratings have each assigned a triple-A financial strength rating to Ambac Assurance. 

Ambac Assurance has obtained a ruling from the Internal Revenue Service to the effect that the 
insuring of an Additional AR Certificates by Ambac Assurance will not affect the treatment for federal income 
tax purposes of interest on such Additional AR Certificate and that insurance proceeds representing maturing 
interest paid by Ambac Assurance under policy provisions substantially identical to those contained in its 
financial guaranty insurance policy shall be treated for federal income tax purposes in the same manner as if 
such payments were made by the Obligor of the Additional AR Certificates. 

No representation is made by Ambac Assurance regarding the federal income tax treatment of 
payments that are made by Ambac Assurance under the terms of the Policy due to nonappropriation of 
funds by the City. 

Ambac Assurance makes no representation regarding the Additional AR Certificates or the 
advisability of investing in the Additional AR Certificates and makes no representation regarding, nor has it 
participated in the preparation of, the Official Statement other than the information supplied by Ambac 
Assurance and presented under the heading "BOND INSURANCE FOR 1HE ADDITIONAL AR 
CERTIFICATES." 

Available Information 

The parent company of Ambac Assurance, Ambac Financial Group, Inc. (the «company"), is subject 
to the informational requirements of the Securities Exchange Act of 1934, as amended (the "Exchange Act"), 
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 450 Fifth Street, N.W., 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 offices of the New York Stock Exchange, Inc. (the 
''NYSE"), 20 Broad Street, New Yorlc, New York 10005. 

Copies of Ambac Assurance's financial statements prepared in accordance with statutory 
accounting standards are available from Ambac Assurance. The address of Ambac Assurance's 
administrative offices and its telephone number are One State Street Plaza, 1 9th Floor, New York, New 
York 10004 and (2 12) 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 Official Statement: 

(i) The Company's Annual Report on Form 1 0-K for the fiscal year ended December 
3 1 ,  2003 and filed on March 15 ,  2004; and 

(ii) The Company's Current Report on Form 8-K dated April 2 1 ,  2004 and filed on 
April 22, 2004. 

All documents subsequently filed by the Company pursuant to the requirements of the Exchange Act 
after the date of this Official Statement will be available for inspection in the same manner as described above in 
"Available Information". 
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RISK FACTORS 

The following factors, along with all other information in this Official Statement, should be 
considered by potential investors in evaluating the risks inherent in the purchas1;: oft� e Certificates. 
Limit,ed Obligations of the City 

The City has cov,::nanted in each Lease Agreement to take such actions a:; may be necessary to 
include the Basic l.�:ase Payments in its annual budgets and to make the necessary annual appropriations 
therefor. THE OBLIGATIONS OF THE Cinr TO BUDGET FOR AND THE OBLIGATIONS TO 
MAKE LEASE PAYMENTS DOES NOT CONSTITUTE OBLIGATIONS OF THE CITY FOR WHICH 
THE CITY IS OBLIGATED TO LEVY OR PLEDGE, OR HAS LEVIED OR PLEDGED, ANY FORM 
OF TAXATION. NEITI-IER THE CERTIFICATES NOR THE OBLIGATIONS OF THE CITY TO 
MAKE LEASE PAYMENTS UNDER THE LEASE AGREEMENTS CONSTITUTE A DEBT OF THE 
CilY OR A PLEDGE OF THE FULL FAITH AND CREDIT OF THE CI'IY. 1HE CORPORATION 
HAS NO TAXING POWER. 

Abatement 

In the event of the loss of, damage to or destruction or condemnation of any of the Equipment or 
the AR Real Proper�y (collectively. the "Properties") under one of the Lease Agreements which causes the 
City not to have the use and possession of all or a substantial use of such Property, the City's obligation to 
make the Basic Lease Payments due under such Lease Agreement may be abated and, notwithstanding (i) 
the provisions of suc:h Lea1;e Agreement and corresponding Trust Agreement specifying the extent of such 
abatemmt, (ii) the City's covenant to maintain certain rental interruption insur:mce and (iii) the funding of 
the applicable Res1::1rve Fund, the resulting Basic Lease Payments (and such other funds) may not be 
sufficient to pay all of the remaining principal and interest due with respect to the corresponding 
Certificates. 

No Limitation on Jncurri111g Additional Obligations 

Neither th;: Lease: Agreements nor the Trust Agreements contain any legal limitations on the 
ability of the City to enter into other obligations that may constitute additional charges against its General 
Fund revenues. To the ext,;:nt that the City incurs additional obligations, the funds available to make Basic 
Lease Payments may be decreased. The City is currently liable on other obligations payable from general 
revenues and is curn;:ntly contemplating entering into other such obligations. See APPENDIX A- "CITY 
OF LOS ANGELES--BONDED AND OTHER INDEBTEDNESS" hereto. 

Limitations on Expenditures 

The limitations on expenditures imposed by Article XIII B of the Constitution of the State of 
Califoimia may also affect 1the City's ability to make Basic Lease Payments should the City's expenditures 
reach such limits. If the City reaches this ceiling, the City would continue to be obligated to meet existing 
obliga1tions, including making payment of the Basic Lease Payments but would only be allowed to incur 
new obligations to a more limited extent so that all of its obligations would fall within the Article XIII B 
ceiling. Moreover, Article XIII B ultimately allows for voter approval to adjust suc:h expenditures limits, 
although any such voter-approved change would be of limited duration (maximum of four years). See 
APPENDIX A- "CITY OF LOS ANGELES-LIMITATIONS ON TAXES AND APPROPRIATIONS
Article XIII B of the California Constitution-Gann Limit" hereto. 

Proposition 218 

On November 5 ,  1996, California voters approved an initiative ("Propmition 218") that adds 
Articles XIIIC and XIIID to the California Constitution to require voter approval of all local taxes, 
assessments, fees: and charges imposed by cities and other local governments, including charter cities such 
as the City. Such voter approval requirements would apply to all general and special taxes, assessments, 
and property-related fees and charges that were newly-created or increased after January 1 ,  1995. In 
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addition, Proposition 2 1 8  permits any taxes, assessments, and property-related fees and charges to be 
reduced or eliminated through the initiative process. Proposition 2 1 8  contains many provisions, some of 
which may be subject to legal challenge. Proposition 2 1 8  could restrict the City's ability to raise additional 
funds for its General Fund from which Lease Payments will be made. See APPENDIX A- "CITY OF LOS 
ANGELES-LIMITATIONS ON TAXES AND APPROPRIATIONS - Articles XIIIC and XIIID of 
California Constitution - Proposition 2 1 8" for a general description of Proposition 2 1 8  and how it would 
apply to the City. 

Limitations on Default Remedies 

The enforcement of any remedies provided in each Lease Agreement and Trust Agreement could 
prove both expensive and time consuming. Although each Lease Agreement and Trust Agreement provide 
that, if there is a default by the City under the Lease Agreement, the applicable Trustee may terminate the 
applicable Lease Agreement and re-let the applicable Properties, such Property may not be easily re-leased. 
Furthermore, due to the essential nature of the governmental function of the Properties, it is not certain 
whether a court would permit the exercise of the remedies of repossession and re-letting with respect to 
any or all of such Properties. The individual Trustees may exercise any and all remedies available pursuant 
to law or the Lease Agreements, but there shall be no right under any circumstances to accelerate the Lease 
Payments not then in default to be immediately due and payable. 

In addition, under the United States Bankruptcy Code, a bankruptcy case may be filed by the 
Corporation or by the City. In general, the filing of any such petition operates as a stay against 
-enforcement of the terms of the agreements to which the bankrupt entity is a party, and in the bankruptcy 
process, executory contracts such as the individual Lease Agreements or the Trust Agreements may be 
subject to the assumption or rejection by the bankrupt party. In the event of any such rejection, the non
rejecting party or its assigns may become an unsecured claimant of the rejecting party. The various legal 
opinions to be delivered concurrently with the Certificates (including Special Counsel's approving 
opinion) 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 general principles of equity applied in the exercise of judicial discretion. 

Insurance 

The City has agreed to procure and maintain certain insurance policies. General liability 
insurance may be satisfied by a combination of commercial insurance, risk pooling under a joint powers 
authority or similar statutory provision, self-funded loss reserves and risk retention programs. The City 
must maintain insurance against loss or damage to any equipment and structures constituting any part of 
the Properties by fire and lightning, with extended coverage and vandalism and malicious mischief 
insurance, to the extent set forth in the Lease Agreements, Such insurance does not cover acts of terrorism. 
Rental or business interruption insurance must be maintained in certain circumstances; however, some 
rental or business interruption insurance policies may require that the insured, such as the City, elect to 
rebuild a damaged property in order for such rental interruption insurance to be payable under the policy. 
See APPENDIX C-"CERTAIN DEFINITIONS AND SUMMARY OF THE FINANCING 
DOCUMENTS-THE PROGRAM AX LEASE AGREEMENT-Maintenance; Taxes; Insurance and Other 
Matters" and "-THE PROGRAM AR LEASE AGREEMENT-THE ORIGINAL LEASE AGREEMENT
Maintenance; Taxes; Insurance and Other Matters" hereto. 

The City anticipates that these insurance arrangements will be adequate to protect the City from 
the various liabilities that arise from use of the Properties and to provide for the payment of Basic Rental 
Payments in the event that the City loses beneficial use of the Properties. However, no assurance can be 
given that such insurance arrangements will cover all events causing damage or will be adequate to cover 
the payment of Basic Lease Payments in all circumstances. 
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THE PROGRAM AX EQIDPMENT 

The City plans to use a portion of the proceeds of the Program AX Certificates deposited in the 
Acquisition Fund under the AX Trust Agreement to purchase the following Pro.gram AX Equipment. 
However, the City may use such funds to purchase equipment other than some or all of the equipment 
shown below, so long as the estimated useful life of the alternate equipment purchased is the same as the 
original proposed equipment that is not purchased. 

Item 
Genera/ Services 

Fleet Replacement 
GSD Unterruptible Power Supply System 

Sub Total 

Fire Department 
Fire Equipment and Vehicle Replacement 

Police 
Vehicle Replacement 

Zoo 
Automated Ticketing System 

TOTAL PROGRAM AX EQUIPMENT FINANCING NEEDS 

THE AR REAL PROPERTY AND PROJECTS 

The AR Real Propt:11y 

The AR Real Property consists of the following components ofreal property. 

Estimated Cost 

$30,000,000 
l ,600,000 

$31 ,600,000 

$ 19,000,000 

$9,200,000 

$980,000 

$60,780,000 

Qty Hall East. The first component of the AR Real Property is a portion of the block bordered by 
Templ,e, Los Angeles, First and Main Streets in downtown Los Angeles, on which 200 North Main Street, 
commonly known as .;'City Hall East," is located. City Hall East is an 1 8-story office building in which various 
departments of the City, including the main offices of the City Attorney and the Cily Administrative Officer, are 
located. City Hall East was constructed in 1 974. The current value of City Hall East is S70 million, based on a 
Class "C" Estimate appraisal, using the income analysis and comparable value approa,;hes, prepared by City 
staff in September, 2003. 

Central Receiving Hospital The second component of the AR Real Property is the City's Central 
Receiving Hospital located at 140 1  West Sixth Street in the City. The property consists of approximately 4.23 
acres of land on which a hospital building containing approximately 52,53 1 square feet i �  located. The hospital 
building was constructed in 1957. The current value of the property is $9 million, based on a Class "C" 
Estimate appraisal, using the income analysis and comparable value approaches, prepared by City staff 
September, 2003. 

The AR Projects 

The major portion of the proceeds of the Additional AR Certificates will be deposited in the Series 
2004 Acquisition Account of the Acquisition Fund under the AR Trust Agreement. The City plans to apply the 
funds held in the Seiries 2004 Acquisition Account to undertake the following AR Projects located on real 
property owned or kase by the City, which property and improvements include but are not limited to one 
component of the AR Real Property. However, the City may use such funds to undertake other comparable real 
property projects in the City should one or more of the projects listed below not proceed as now planned. 
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Retrofit of City Hall The City will use a portion of the proceeds of the Additional AR Certificates in 
the amount of $5 million for the third phase of construction to retrofit certain floors of City Hall East (located at 
200 North Main Street in the civic center area of the City) with fire and seismic safety improvements. The 
City's Bureau of Engineering will have authorization for the expenditure of $2.06 million of these funds. The 
fourth and final phase of construction will be funded from the proceeds of a future General Fund financing. A 
portion of the proceeds of the AR Certificates and a portion of the proceeds of the City's Additional Certificates 
of Participation (Real Property Improvement Program T), Series 2002 that were executed and delivered on 
October 3 1 ,  2002, were used for the first two phases of such retrofitting work. 

Tenant Improvements for CALTRANs Building. The City will use a portion of the proceeds of the 
Additional AR Certificates in the approximate amount of $7.05 million for tenant improvements for the 
administrative offices of the City's Department of Transportation to be located in the new downtown building 
that was jointly developed by the State of California Department of Transportation and the City. The City's 
portion of the building's development costs were financed with a portion of the proceeds of the AR Certificates. 

Zoo Improvements. The City will use a portion of the proceeds of the Additional AR Certificates in 
the approximate amount of$2.2 million to construct an exhibit area at the Los Angeles Zoo. 

Constituent Service Center. The City will use a portion of the proceeds of the Additional AR 
Certificates in the approximate amount of $1 million for a portion of the design costs of a constituent service 
center for Council District 7 that will be located on land owned by the City, at 13510 - 13526 Van Nuys 
Boulevard, and 105 18Yi - 10526 Oneida Avenue. The City's Bureau ofEngineering will have authorization for 
the expenditure of these funds. Construction costs for the constituent service center will derive from City cash or 
a future City financing. 

THE CORPORATION 

The Municipal Improvement Corporation of Los Angeles is a nonprofit public benefit corporation 
duly organized and existing under the laws of the State of California (Title 1 ,  Division 2, Part 2 of the 
California Corporations Code), for the purpose of providing financial assistance to the City by acquiring, 
constructing, improving, and developing certain real property together with appurtenances and appurtenant 
work for the use, benefit and enjoyment of the public. The Corporation was formed at the request of the 
City. The directors of the Corporation receive no compensation and serve at the consent of the Council of 
the City. The City has agreed to indemnify the directors for any liabilities occurring in connection with 
this financing. 

CONTINUING DISCLOSURE 

Pursuant to each Trust Agreement and a Continuing Disclosure Certificate for each Series of the 
Certificates, the City has covenanted for the benefit of Certificate Owners to provide certain financial 
information and operating data relating to the City by not later than June 30th of each year, commencing on 
June 30, 2005, for the prior fiscal year, in the form of an annual report (the "Annual Report"), and to 
provide notices of the occurrence of certain enumerated events, if deemed by the City to be material. The 
Annual Report will be filed by the City with each Nationally Recognized Municipal Securities Information 
Repository and the State Repository, if any. The notices of material events will be filed by the City with 
the Municipal Securities Rulemaking Board and the State Repository, if any. The specific nature of the 
information to be contained in the Annual Report or the notices of material events is summarized in 
APPENDIX C- "CERTAIN DEFINITIONS AND SUMMARY OF THE FINANCING DOCUMENTS
CONTINUING DISCLOSURE CERTIFICATE FOR EACH SERIES OF THE CERTIFICATES." These 
covenants have been made in order to assist the Underwriters in complying with S.E.C. Rule I 5c2-
12(b )(5). 

Except as described in this paragraph, the City has not failed to comply with any prior such 
undertaking under Rule 15c2-12 .  In connection with the issuance of the Mello-Roos Community Facilities 
District No. 3 (Cascade Business Park and Golf Course) Special Tax Bonds, the City executed and 
delivered a Continuing Disclosure Certificate, dated October 2, 1 997 (the "Cascade Disclosure 
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Certificate"). In one instance, the City did not file as required in the Cascades Disc losure Certificate with 
each nationally Rticogniz1ed Municipal Securities Information Repository by June 30, 2000, the date 
specified therein the annual report described therein. Such annual report was subsequently filed. Also, in 
connection with th,e issuance of the 19 1 1 Improvement Act Assessment Bond:; (Westwood Village 
Street.scape Phase I-A' 1 3-E6000280), the City executed and delivered a Continuing Disclosure Certificate, 
dated November 5, 1 996 (the "Westwood Disclosure Certificate"). The City did not file as required in the 
Westwood Disclosure Certificate with each Nationally Recognized Municipal Securities Information 
Repository the annual report for each of the fiscal years 1997 through 200 1 .  111e annual report required by 
the Wei:twood Disdosure Certificate for fiscal year 2002 was filed on January 30, 2003 . 

In order to provide certain continuing disclosure with respect to th(: Certificates in accordance 
with Rule 15c2- 12 of the United States Securities and Exchange Commission under the Securities 
Exchange Act of 1 934, as the same may be amended from time to time ("Rule 1 5c2-1 2"), the City has 
entered into a Disclosure Dissemination Agent Agreement ("Disclosure Dissemination Agreement") for the 
benefit of the OW111!rs of the Certificates with Digital Assurance Certification, L.L.C. ("DAC"), under 
which the City has designated DAC as Disclosure Dissemination Agent. 

The Disclosure Dissemination Agent has only the duties specifically set forth in the Disclosure 
Dissemination Agn!c!ment. The Disclosure Dissemination Agent's obligation to deliver the information at 
the times and with the contents described in the Disclosure Dissemination Agreement is limited to the 
extent the City has provided such information to the Disclosure Dissemination Agent as required by this 
DisclosLrre Dissemination Agreement. The Disclosure Dissemination Agent has no duty with respect to the 
content of any dis,closures or notice made pursuant to the terms of the Disclosure Dissemination 
Agreement. The Disclosme Dissemination Agent has no duty or obligation to review or verify any 
infomiation in the Annual Report, Audited Financial Statements, notice of Notice Event or Voluntary 
Report, or any other infom1ation, disclosures or notices provided to it by the Issuer and shall not be deemed 
to be ac:ting in any fiduciary capacity for the City, the Owners of the Certificates or any other party. The 
Disclosure Dissemiination Agent has no responsibility for the City's failure to report to the Disclosure 
Dissemination Agent a Notice Event or a duty to determine the materiality the1eof. The Disclosure 
Dissemmation Agent shall have no duty to determine or liability for failing to determine whether the Issuer 
has complied with the Disclosure Dissemination Agreement. The Disclosure: Dissemination Agent may 
conclus ively rely upon certifications of the City at all times. 

TAX MATTERS 

In the opinion of Special Counsel and Special Tax Counsel (collectively, "Counsel"), under 
existing laws, regulations, rulings and judicial decisions, and assuming compliance with certain covenants, 
interest with respect to the Certificates is excluded from gross income for federal income tax purposes and 
is exempt from present State of California personal income taxes. Counsel is further of the opinion that 
interest with respect to the Certificates is not a specific preference item for purposes of the federal 
alternative minimum tax. 

The Intern al Revenue Code of 1986 ( the "Code") imposes various restrictions, conditions and 
requirements relating to the exclusion from gross income for federal income tax purposes of interest on 
obligations such as the Certificates. The City and the Corporation have covenanted to comply with certain 
restrictions designed to assure that the interest with respect to the Certificates will nc,t be included in gross 
income for federal income tax purposes. Failure to comply with these covenants may result in interest with 
respect to the Ct:rtificates 'being included in gross income for federal income tax purposes, possibly from 
the date of execution and delivery of the Certificates. The opinion of Counsel assumes compliance with 
these covenants. Counsel has not undertaken to determine (or to inform any person) whether any actions 
taken ( or not taken) or events occurring ( or not occurring) after the date of execution and delivery of the 
Certificates may adversely affect the tax status of the interest with respect to the Certificates. 

Certain agreements, requirements, and procedures contained or referred to in the Lease 
Agreements, the Tmst Agreements and other rdevant documents may be changed, and certain actions 
(includirig, without limitation, the defeasance of the Lease Agreements) may be taken, under the 
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circumstances and subject to the terms and conditions set forth in such documents. Counsel expresses no 
opinion as to any Certificate or the interest with respect thereto if any such change occurs or action is taken 
upon the advice or approval of counsel other than Counsel. 

Notwithstanding Counsel 's opinion that interest with respect to the Certificates is not a specific 
preference item for purposes of the alternative minimum tax provisions contained in the Code, however, 
the amount representing interest with respect to the Certificates will be included in the adjusted current 
earnings of certain corporations, and such corporations are required to include in the calculation of 
alternative minimum taxable income 75% of the excess of each such corporation's adjusted current 
earnings over its alternative minimum taxable income (determined without regard to this adjustment and 
prior to reduction for certain net operating losses). 

Although Counsel will render opinions that the amount representing interest with respect to the 
Certificates is excludable from gross income for federal income tax purposes, the accrual or receipt of the 
amount representing interest with respect to the Certificates may otherwise affect the federal income tax 
liability of the Owners of the Certificates. The extent of these other tax consequences will depend upon the 
recipient's particular tax status or other items of income or deduction. Counsel expresses no opinion 
regarding any such consequences. Purchasers of Certificates, particularly purchasers that are corporations 
(including S corporations and foreign corporations operating branches in the United States), property or 
casualty insurance companies, banks, thrifts or other financial institutions or certain recipients of social 
security or railroad retirement benefits, taxpayers otherwise entitled to claim the earned income credit or 
taxpayers who may be deemed to have incurred or continued indebtedness to purchase or carry tax-exempt 
obligations, are advised to consult their tax advisors as to the tax consequences of purchasing or holding 
the Certificates. 

From time to time, there are legislative proposals in Congress and/or regulatory proposals by the 
Treasury Department or the Internal Revenue Service that, if enacted or adopted, could alter or amend the 
federal tax matters referred to above or adversely affect the market value of the Certificates. Counsel 
cannot predict whether or in what form any such proposal might be enacted or adopted or whether, if 
enacted or adopted, such proposal would apply to obligations issued prior to enactment or adoption. Each 
purchaser of the Certificates should consult his or her own tax advisor regarding any pending or proposed 
federal tax legislation or regulatory action. The opinions expressed by Counsel are based upon existing 
legislation and regulations as of the date of execution and delivery of the Certificates. Counsel do not 
express any opinion regarding any pending or proposed federal tax legislation or regulation. 

Original Issue Premium 

The Program AX Certificates and the Additional AR Certificates maturing on April 1, 2005 
through April 1 ,  2009 (collectively, the "Premium Certificates") are being sold at a premium. An amount 
equal to the excess of the issue price of a Premium Certificate over its stated redemption price at maturity 
constitutes premium on such Premium Certificate. An initial purchaser of a Premium Certificate must 
amortize any premium over such Premium Certificate's term using constant yield principles, based on the 
purchaser's yield to maturity (or, in the case of Premium Certificates callable prior to their maturity, by 
amortizing the premium to the call date, based on the purchaser's yield to the call date and giving effect to 
the call premium). As premium is amortized, the amount of the amortization offsets a corresponding 
amount of interest for the period and the purchaser's basis in such Premium Certificate is reduced by a 
corresponding amount resulting in an increase in the gain (or decrease in the loss) to be recognized for 
federal income tax purposes upon a sale or disposition of such Premium Certificate prior to its maturity. 
Even though the purchaser's basis may be reduced, no federal income tax deduction is allowed. Purchasers 
of the Premium Certificates should consult with their tax advisors with respect to the determination and 
treatment of amortizable premium for federal income tax purposes and with respect to the state and local 
tax consequences of owning a Premium Certificate. 
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Origi1nal Issue Discount 

The Additional AR Certificates maturing on April I ,  201 1  through April 1 ,  201 3  and on April 1 ,  
20 15  through Apri!I 1 ,  2024 (collectively, the "Discount Certificates") are being so ld at an original issue 
discount. The difference between the initial public offering prices, as set forth on the cover page, of such 
Discount Certificates and their stated amounts to be paid at maturity, constitutes criginal issue discount 
treated as interest which is excluded from gross income for federal income tax purposes, as described 
above. 

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

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

Owners of Discount Certificates should consult their tax advisors with respect to the 
detem1irlation and treatment of original issue discount accrued as of any date and with respect to the state 
and local tax consequences of owning a Discount Certificate. 

CERTAIN LEGAL MATTERS 

Special Counsel will render opinions with respect to the validity of the Lease Agreements and the 
Trust Agreements and as to the execution and delivery of the Certificates, which opinions will be in 
substantially the fonns appearing as APPENDIX D to this Official Statement. Special Counsel and Special 
Tax Counsel will render opinions with respect to the exclusion from gross income for federal income tax 
purpoi;es of interest with respect to the Certificates and the exemption of such interest from present State of 
California persona] income taxes, which opinions will be substantially in the forms appearing as 
APPENDIX D and APPENDIX E to this Official Statement. Copies of such approving opinions will be 
available at the time of delivery of the Certificates. Special Counsel and Special Tax Counsel undertake no 
respons ibility for the accurncy, completeness or fairness of this Official Statement. Special Counsel and 
Special Tax Counsell will receive compensation contingent upon the sale and delivery of the Certificates. 
Certain legal matters will be passed on for the City and the Corporation by Rockaid J. Delgadillo, City 
Attorney. 

LITIGATION 

There is no controversy of any nature now pending against the City or the Corporation or, to the 
knowledge of their respective officers, threatened, seeking to restrain or enjoin the issuance, sale, 
execution or delivery of thf: Certificates or in any way contesting or affecting the validity of the Certificates 
or any proceedings of the City or the Corporation taken with respect to the issuance or sale thereof or the 
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pledge or application of any moneys or security provided for the payment of the Certificates or the use of 
the Certificate proceeds. 

There are no pending lawsuits which in the opinion of the City Attorney challenge the validity of 
the Certificates, the corporate existence of the City or the Corporation, or the title of the officers thereof to 
their respective offices. 

Attached hereto as part of APPENDIX A is a list prepared by the Office of the City Attorney of 
pending matters or cases relating to the City which involve in excess of $8,000,000 liability each. This 
information is presented for general information purposes only. 

RATINGS 

Moody's Investors Service, Inc. ("Moody's") and Standard & Poor's Ratings Services, a division 
of the McGraw Hill Companies, Inc. ("Standard & Poor's") have assigned the ratings of Aaa and AAA, 
respectively, to the Program AX Certificates, with the understanding that MBIA will deliver its Municipal 
Bond Insurance Policy for the Program AX Certificates at the time of execution and delivery of the 
Program AX Certificates. Moody's and Standard & Poor's have assigned underlying ratings of A2(con) and 
AA-p, respectively, to the Program AX Certificates. Moody's and Standard & Poor's have assigned the 
ratings of the Aaa and AAA, respectively, to the Additional AR Certificates, with the understanding that 
Ambac will deliver its Financial Guaranty Insurance Policy for the Additional AR Certificates at the time 
of execution and delivery of the Additional AR Certificates. Moody's and Standard & Poor's have assigned 
underlying ratings of Al and AA-, respectively, to the Additional AR Certificates. Such ratings reflect 
only the views of such organizations and an explanation of the significance of such ratings may be 
obtained from the respective agencies at the following addresses: Moody's Investors Service, Inc., 99 
Church Street, New York, New York 10007 and Standard & Poor's Ratings Services, 55 Water Street, 
New York, New York 1 004 1 .  There is no assurance that such ratings will continue for any given period of 
time or that they will not be revised downward or withdrawn entirely by the rating agencies, if in the 
judgment of such rating agency circumstances so warrant. Any such downward revisions or withdrawals 
of such ratings may have an adverse effect on the market price of the Program AX Certificates or the 
Additional AR Certificates. 

AVAILABILITY OF DOCUMENTS 

Copies of the Official Statement, and the Lease Agreement, the Trust Agreement and the Agency 
Agreement for the AX Certificates, and the Lease Agreement, First Amendment to Lease Agreement, the 
Trust Agreement, and the First Supplemental Trust Agreement for the Program AR Certificates, and the 
Continuing Disclosure Certificates will be available, upon written request, from the Office of the City 
Administrative Officer, City Hall East, 200 North Main Street, Room 1 500, Los Angeles, California 
9001 2, (2 13) 847-1 596. 

EXCERPTS FROM THE COMPREHENSIVE ANNUAL FINANCIAL REPORT 

Excerpts from the City's Comprehensive Annual Financial Report for the Fiscal Year ended June 
30, 2003, and the Independent Auditor's Report regarding the financial statements, are included as 
APPENDIX B to this Official Statement. The financial statements for the Fiscal Year ended June 30, 2003 
have been audited by Simpson & Simpson, independent certified public accountants, as stated in their 
report. Simpson & Simpson has not undertaken to update its report or to take any action intended or likely 
to elicit information concerning the accuracy completeness or fairness of the statements made in this 
Official Statement, and no opinion is expressed by Simpson & Simpson with respect to any event 
subsequent to the Independent Auditor's Report. 
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UNDERWRITING 

Pursuant to the terms of the public bid dated April 20, 2004, J.P. Morgan Securities, Inc., as 
Underwriter, has contracted to purchase the Program AX Certificates at the purchase price of 
$70, 1 39,5 12 .65 and to reo ffer the Program AX Certificates pursuant to the te1ms and conditions set forth 
on the cover page of this Official Statement. The Underwriter will be obligated to take and pay for all of 
the Program AX Ce,rtificates if any Program AX Certificate is purchased. 

Pursuant to, the terms of the public bid dated April 20, 2004, Fidelity Capital Markets, as 
Underwriter, has contrac1ed to purchase the Additional AR Certificates, at the purchase price of 
$ 1 6 ,7 17,386.40 and to reoffer the Additional AR Certificates, pursuant to the terms and conditions set forth 
on the cover page of this Official Statement. The Underwriter will be obligated to take and pay for all of 
the Add itional AR Certificates, if any Additional AR Certificate is purchased. 

FINANCIAL ADVISOR 

Municipal Capital Management, Inc., Westlake Village, California, and Mill Valley, California, 
has acted as Financial Advisor to the City in conjunction with the execution and delivery of the 
Certificates. The Financial Advisor has assisted the City in preparation of this Official Statement and in 
other matters related to the planning, structuring, execution and delivery of the Certificates. The Financial 
Advisor will receive: compensation contingent upon the sale and delivery of the Certificates. 

The Financial Advisor has not audited, authenticated or otherwise independently verified the 
infomlation set forth in the: Official Statement, or any other information related to the City with respect to 
the accuracy or completeness of disclosure of such information. Because of this limited participation, the 
Finan,:ial Advisor makes no guaranty, warranty or other representation respecting the accuracy or 
comple1eness of the Official Statement or any other matter related to the Official Statement. 

MISCELLANEOUS 

This Official Statement contains brief descriptions of, among other thing� . the Certificates, the 
Financing Documents, the City, the Corporation, and the Properties. Such desc1iptions do not purport to be 
comprehensive or definitive. All references made herein to documents are qualified in their entirety by 
referenc:es to such documents and references to the Certificates are qualified in their entirety by reference 
to the form of Ce,rtificates included in the Trust Agreements. 

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

The execution and delivery of this Official Statement has been duly authorized by the City and the 
Corporntion. 

CITY OF LOS ANGELES 

By�= �����ll���/�E=l=len F . S=an=d=t������ 
Assistant City Administrative Officer 
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INTRODUCTION 

The City of Los Angeles (the "City"), California is the second most populom city in the United States 
with an estimated 2002 population of approximately 3 .8 million. Los Angeles i s  the principal city of a 
metropolitan region stretching from the City of San Buenaventura to the north, the City of San Clemente to 
the south, and the City of San Bernardino to the east. 

Founded in 1 78 1 ,  Los Angeles was for its first century a provincial outpost under a succession of 
Spanish, Mexican, and American rule. It experienced a population boom foHowing its linkage by rail with 
San Francisco in 1 87 6. Los Angeles was selected as the Southern California rail terminus because its natural 
harbor, unlike San Diego's, seemed to offer little challenge to San Francisco, home of the railroad barons. 
But what the region lacked in commerce and industry, it made up in temperate climate and unspoiled real 
estate, and soon tens and then hundreds of thousands of people living in the northeastern and midwestern 
United States migrated to new homes in the region. The City's population climbed to 50,000 in 1 890, and 
then swelled to 1 .5 million by 1 940. Agricultural and oil production, followed by the creation of a deep water 
port, the opening of the Panama Canal, and the completion of the City-financed Owens Valley Aqueduct to 
provide add.itional water, all c:ontributed to an expanding economic base. During th is  same period, the motor 
car became the principal mode of American transportation, and Los Angeles develoJed as the first major city 
of the automotive age. Following World War II, Los Angeles became the focus of a new wave of migration, 
with its population reaching 2.4 million by 1960. 

Both the City and its surrounding metropolitan region have continued to experience growth in 
population and in economic diversity. Services, wholesale and retail trade, manufacturing, government, 
financial service industries, transportation, utilities and construction contribute significantly to local 
employment. The City's 470 square miles contain 1 1 .5% of the area and 38.8% of the population of the 
County of Los Angeles (the "County"). The County is the top ranked county in manufacturing in the United 
States, producing more than 10% of the nation's production of such diverse items as aircraft, aircraft 
equipment, aluminum, dental equipment, games and toys, gas transmissions and distribution equipment, 
guided mis�:iles, space vehicles and propulsion units, and women's apparel. Fueled by trade with the Pacific 
Rim countries, the Potis of Los Angeles and Long Beach combined rank first in the nation in volume. As 
home to the film, television and recording industries, as well as important cultural facilities, Los Angeles 
serves as a principal global cultural center. With Los Angeles International Airport serving as the new "Ellis 
Island" for foreign immigration to this country, the metropolitan region has achieved a new ethnic and cultural 
diversity. 

ECONOM[IC AND DEMOGRAPHIC INFORMATION 

The economic and demographic information provided below has been colle cted from sources which 
the City deems to be reliable. Because it is difficult to obtain timely regional economic and demographic 
information , the City's economic condition may not be fully apparent in all of the pcblicly available regional 
economic s':atistics provided herein. 
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Population 

The City's population expanded by 4. 8% during the 1970s, by more than 1 7.4 % during the 1 990s, and 
by 6% from 1 990 to 2000. This latter expansion compares to a 7.4 % growth rate for the County and a 1 3 .  8% 
growth rate for the State of California (the "State") during the same period. Table 1 summarizes City, County, 
and State population estimated at January 1 of each year. 

1 980 
1 985 
1 990 
1 995 
2000 
2001 
2002 
2003 

Table I 
CITY, COUNTY AND STATE POPULATION STATISTICS 

City of Los Angeles Coun!J'. of Los Angeles 
2,968,579 7,477,42 1 
3,2 1 6,900 8, 1 2 1 ,000 
3,485,557 8,863,052 
3,547,700 9,1 03,900 
3,694,820 9,5 19,338 
3,746,300 9,653 ,900 
3,805,400 9,8 17 ,400 
3,864,400 9,979,600 

State of California 
23,782,000 
26, 1 1 3 ,000 
29,758,2 1 3  
3 1 ,6 1 7,000 
33,87 1 ,648 
34,385,000 
35,000,000 
35,59 1 ,000 

Source: U. S. Census for I 980, 1 990 and 2000; other figures are California Department of Finance estimates as of January I of each year. 

Table 2 summarizes the income distribution of the City, County and State population estimated at 
January 1 ,  2003 . 

Table 2 
CITY, COUNTY, AND STATE POPULATION 

BY INCOME GROUP 
Estimated January 1, 2003 

% OF POPULATION BY INCOME GROUP 

City of Los Angeles 
County of Los Angeles 
State of California 

$20,000-$34,999 
24. 1 %  
22.8 
2 1 . 1  

$35,000-$49,999 
1 7 . 1 %  
1 8.4 
1 8.9 

Source: Sales and Marketing Management Magazine "2003 Survey of Buying Power." 
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Industry and Employment 

Table 3 summarizes the State Employment Department Development 's e ;;;timated average annual 
employment of nonagricultural wage and salary workers in the County betw1�en 2000 and 2002. (Separate 
figures for the City are not maintained). Percentages indicate the percentage of the total employment for each 
type of employment for the given year. For purposes of comparison, employment for the State is also 
summarized. 

The trade, transportation and utilities sector was the major employment sector in the County in 2002, 
employing 1 9.5% of the nonagricultural wage and salary workers in the County. Government, at 1 5 .0%, is 
the second highest employment sector in the County, followed by professional and business services, which 
employs 14.3% of the nonag1icultural wage and salary workers in the County. 

Table 3 
LOS ANGELES COUNTY 

ESTIMATED AVERAGE ANNUAL EMPLOYMENT 
NONAGRICULTURAL WAGE AND SALARY WORKERS( !) 

Coun!}: 

% of % of % of 
200 1 Total 2002 Total 2003 12) Tot:j 

Agricul tural 8,400 0.2 7,800 0.2 7,900 0.2 
Natural Resources and Mining 3,800 0. 1 3,700 0 . 1  3,800 0. 1 
Construction 1 36,800 3.4 1 34,500 3.3 1 33,500 3 .3  
Manufacturing 577,900 1 4.2 534,800 1 3 .3 500,000 1 2 .5 
Trade, Transpo1tation & Util ities 789,800 1 9.3 782,700 1 9.4 777,200 1 9.4 
Information 226,300 5.5 207,300 5 . 1  1 98,800 5 .0  
Financial Activ: ties 228,900 5.6 232,600 5.8 239,800 6.0 
Professional and Business Services 588,000 1 4.4 575,000 14.3 568,400 1 4.2 
Educational anc Health Se,vic-es 432,200 1 0.6 450,400 1 1 .2 460,300 1 1 .5 
Leisure and Hrn,pitality 348,500 8.5 354,200 8.8 363,500 9. 1 
Other Serv ices 143 ,200 3.5 1 45,600 3.6 1 45 ,800 3.6 
Government 598 300 1 4.7 _ 606 1 00 1 5.0 599 200 1 5.0 

Total "! QSZ QQQ �� 3 228 ]QQ 

State of California 

200312) 

375,000 
22,000 

788,800 
1 ,544,900 
2,722,000 

471 ,400 
886,800 

2, 1 08, 1 00 
1 ,536,300 
1 ,397,600 

5 05,800 
2 426 500 

M�5 ZoQ 

% of 
Total 

2.5 
0. 1 
5 .3 

1 0.4 
1 8.4 
3.2 
6.0 

1 4.3 
1 0.4 
9.5 
3.4 

1 6.4 

1 1 ) Since 2000, the EDD has converted employer records from the Standard Industrial Classification (SIC) coding system to the North American 
Industry Classification Syst-em (N/1.ICS). Items may not add to totals due to independent rounding. 

m March 2003 Benchmark. The "benchmark" is the annual revision process in which monthly labor force and payroll employment data, which are 
based on ei,timates, are updated bm.ed on detailed tax records. 

Source: California Employment Development Department, Labor Market Information Division. 
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The average number of employed and unemployed residents of the County, together with the average 
annual unemployment rate, is summarized in Table 4. 

Table 4 
ESTIMATED AVERAGE ANNUAL EMPLOYMENT AND 

UNEMPLOYMENT OF RESIDENT LABOR FORCE 

County of Los Angeles(l 1 

Civilian Labor Force 
Employed 
Unemployed 

Total 

Unemployment Rates 
County 
State 
United States(]J 

fl I March 2003 Benchmark; not seasonally adjusted. 

1 999 

4,291 ,400 
267 000 

4,558,400 

5.9% 
5.2 
4.2 

m United States data not strictly comparable with data for prior years.. 

2000 200 1 

4,42 1 ,900 4,506,900 
249 900 270 1 00 

4,67 1 ,800 4,777,000 

5.3% 5.7% 
4.9 5.4 
4.0 4.8 

2002 2003 

4,465,600 4,451 ,700 
324 200 337 1 00 

4,789,800 4,788,800 

6.8% 7.0% 
6.7 6.7 
5.8 5 .6 

m Beginning in January 1 999, data for United States are not strictly comparable with data for 1 998 and earlier years because of revisions in 
population counts used in household surveys. 

Source: California Employment Development Department, Labor Market Information Division for the State and County; U.S. Bureau of Labor, 
Department of Labor Statistics for the U.S. 

Major Employers 
The economic base of Los Angeles is diverse, with no one sector being dominant. Some of the 

leading activities include government (including education), business/professional management services 
(including engineering), health services (including training and research), tourism, distribution, and 
entertainment. The major employers in Los Angeles County are listed in Table 5 .  
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Los Angeles Unified School District 
Northrop Grumman 
Kaiser Foundation Hospital 
Boeing Co. 
Walt Disney Co. 

City of Los Angeles DWP 
MTA Red Line 
To:yota Motor Sales USA Inc. 
Home Depot Inc. 
Long Beach Unified School District 
Universal Studios Inc. 
Department of Chi ldren/Family 
Hunan Commercial Bank 
Cedars-Sinai Medical Center 
Von's 
MMC Inc. 
Bradford Buil ding Services 

Los Angeles Times Valky 
Medtronic Minimed Inc. 

Culver Studies 

Table 5 
LOS ANGELES COUNTY 

Major Employers 

Product/Service 

Public school district 
Space research & analysis; manufactures space systems & electronic subsystems 
Medical & surgical hospital; laboratory; HMO service provider 
Research & development laboratory; manufactures & refurbishes space shuttles 
Motion pictures; theme parks; video cassettes; entertainmem; cable TV; sports & 
television series 
Supplies water & electrical power 
Public bus & rail transportation services 
Manufactures distributes & sells automobiles & other motor vehicks 
Retail home improvement store 
Public school district 
Operates Universal Studios amusement park 
Provides children & family services 
National commercial bank 
Medical center 
Retail grocery store 
Staff leasing; professional employer organization 
Provides contract commercial janitorial, window washing, carpet cl !aning & 
floor maintenance 
Newspaper publishing 
Research, develops & manufactures infusion pumps for controlled dispensing of 
insulin & continuous glucose monitoring systems 
Services allied to motion picture production 

Source: 2003 Harris InfoSource, January 2004. 

Effective Buying Income 

Employees 

65,23 1  
24,425 
2 1 ,6 1 8  
1 7,404 
1 2,300 

1 0,000 
1 0,000 
9,000 
7,508 
7,200 
7,000 
6,800 
6,000 
S,790 
S,430 
S,000 
S,000 

S,000 
S,000 

5,000 

"Effective Buying Income" ("EBI"), also referred to as "disposable" or "after tax" income, consists of 
personal income less personal tax and certain non-tax payments. Personal income includes wages and 
salaries, other labor-related income (such as employer contributions to private pension funds), and certain 
other income (e.g., proprietor's income; rental income; dividends and interest; pensions; and welfare 
assistance). Deducted from this total are personal taxes (federal, state and local), certain non-tax payments 
(e.g., fines, fees and penalties), and personal contributions to a retirement program. 

Table 6 summarizes historical median household EBI, for the City, County, State and United States of 
America. 
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Table 6 
CITY, COUNTY, STATE AND U.S. 

MEDIAN HOUSEHOLD EFFECTIVE BUYING INCOME 

Yeal 1 J 
1 999 
2000 
2001 
2002 
2003 

! I J  As of January I .  

City of Los Angeles 
$3 1 ,098 
32,737 
37,32 1 
36,548 
33,398 

County of Los Angeles 
$34,554 

36,730 
4 1 ,628 
40,789 
37,983 

Source: Sales and Marketing Management Magazine "Survey of Buying Power." 

Retail Sales 

State of California 
$37,09 1 

39,492 
44,464 
43,532 
42,484 

United States of America 
$35,377 
37,233 
39, 129 
38,365 
38,035 

As the largest city in the County, the City accounted for $3 1 ,844,860,000 ( or 29.28%) of the total 
$ 108, 753 ,064,000 in County taxable sales for 2002. Table 7 sets forth a history of taxable sales for the City. 

Table 7 
TAXABLE SALES 

CITY OF LOS ANGELES 

Apparel stores 
General merchandise stores 
Food stores 
Eating and drinking establishments 
Home furnishings and appliances 
Building materials and farm implements 
Auto dealers and auto supplies 
Service stations 
Other retail stores 
Retail stores total 
All other outlets 

TOT AL ALL OUTLETS 

1 998 

$ 1 ,391 ,090 
2,566,803 
1 ,408,767 
3 , 1 74,278 

970,030 
1 ,256,954 
2,481 ,523 
1 ,694,695 
3 706 948 

1 8,651 ,088 
7 992 748 

$26 643 836 

(in thousands) 

1 999 

$ 1 , 1 5 1 ,3 1 9  
2,904,725 
1 ,480,72 1 
3,41 5,261 
1 ,086,801 
1 ,404,596 
2,883,4 1 4  
2,092 , 1 52 
4 043 963 

20,462,952 
8 1 98 482 

$28 661 434 

Source: California State Board of Equalization, Research and Statistics Division. 
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2000 

$ 1 ,2 1 3,763 
3,068,289 
1 ,566,768 
3,691 ,864 
1 , 1 56,586 
1 ,584,737 
3,275,664 
2,676,542 
4 408 228 

22,642,44 1 
8 649 1 96 

$31 221 63:Z 

2001 2002 

$ 1 ,237,498 $ 1 ,333,967 
3 , 1 2 1 ,521 3, 1 73,48 1 
1 ,562,989 1 ,574,75 1  
3,832,553 4,050,080 
1 , 1 1 4,428 1 , 1 66, 1 57 
1 ,747,025 1 ,868,657 
3,506, 1 86 3,759,209 
2,563,082 2,422,63 1 
4 324 943 4 368 574 

23,010,225 23,7 1 7,507 
8 63 1 925 8 1 27 353 

$3 1 642 1 5Q $3 1 844 860 



Construcition Activity 

Ta.ole 8 provides a summary of building permit valuations and number of new dwelling units in the 
City. 

Tab]e 8 
BUILD ING PERMIT VALUATIONS AND NEW DWELLING UNITS 

CITY OJc LOS ANGELES 

1 998 1 999 2000 200 1 
Yaluation1 1 ' :  

Residential $ 832.4 $ 1 ,004.5 $ 1 ,337. 1 $ 1 ,448. 1 
Non-residential 935.8 __Lll_Ll_ I 300.9 _J 229.8 

Total Valuati Jn: $ 1 ,768.2 $2,3 1 6.0 $2,638.0 $::,677.9 

Number ofN!w Dwelling Units: 
Single family I ,334 1 ,384 1 ,679 1 ,723 
Multi-family I 474 3 067 4.950 !� 

Total Numbe: of New Dwel ling Units: 2,808 4,451 6,629 �·,25 1  

( I )  millions cf  dollars 

Source: RAND California. 

Commerc:ial Real Estate Markets in Los Angeles 

2002 

$1 ,520.9 
_w..1. 
$2,462. 1 

1 ,433 
7. 1 70 
8,603 

Table 9 shows vacancy rates for non-residential space in the Central Business District and the 
remainder of the Los Angeles Metropolitan Area. 

Table 9 
NON-RESIDENTIAL VACANCY RATES11l 

LOS ANGELES METROPOLITAN AREA 

Downtown Suburban Total Metropolitan 
2001 1002 2003 2001 2002 2003 20(U. 2002 2003 

Q I  1 5  1 5 .4 1 8.8 1 0.9 1 2 .7 1 3 .4 1 1  6 1 3. 1  14 .3  
Q2 1 4.6  1 5 .4 19 . J  1 1 .2 1 2 .6 1 4  1 1  8 1 3. 1  1 4. 8  
Q3 1 4. 9  '1 6.2 1 8.7 1 0.9 1 3 . 2  14. 3  1 1  6 1 3.7 1 5  
Q4 1 3.7 1 6.7 NIA 1 1 .8 I 1 .5 NIA 1 2  I 1 2.4 N/A 

Average 14.6 ·1 5_9 1 8 .9 1 1 .2 12 .5 1 3 .9 I I 8 1 3. 1  1 4.7 

1 1 1 The downtown index coYers office buildings in the central core. The corresponding suburban area includes the remainder of the metropolitan 
area, excl Jding the central. core. 

Source: RAND California. 
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Education 
The Los Angeles Unified School District ("LAUSD") administers public instruction for grades K-1 2, 

adult, and occupational schools in the City and all or significant portions of a number of smaller neighboring 
cities and unincorporated territory. The LAUSD, which encompasses approximately 708 square miles, was 
formed in 1 854 as the Common Schools for the City of Los Angeles, and became a unified school district in 
1 960. 

As of December 2002, the LAUSD operated 959 schools and centers, including 429 elementary 
schools, 76 middle/junior high schools, 52 high schools, 1 3  multi-level schools, 1 55 magnet schools and 
centers, 45 continuation senior high schools, 1 8  special education schools, 9 opportunity schools, 105 
children's and infant centers, 44 adult program facilities, 1 2  primary school centers and one newcomers 
center. The LAUSD is governed by a seven-member Board of Education, elected by district to serve 
alternating four-year terms. As ofNovember 2002, the LAUSD employed 45 ,462 certificated employees and 
34,348 classified employees. The LAUSD also employs part-time and temporary employees. 

Table 1 0  provides a summary of the Enrollment and Average Daily Attendance ("ADA") of K-1 2  
students for the LAUSD for the fiscal years 1 997-98 through 2002-03. 

Fiscal Year 

1 997-98 
1 998-99 
1 999-00 
2000-01 
2001 -02 
2002-03 

Table 10 
LOS ANGELES UNIFIED SCHOOL DISTRICT 

TOTAL AVERAGE DAILY ATTENDANCE 

Average Daily Attendance 

743,598 
730,933( 1 )  
749,736(2) 
760,271 
768,3 1 3  
779,763()) 

Ol Includes the equivalent ADA of summer school hours of attendance (ADA = Hours of Attendance, divided by I 75, divided by 4). 
<2l A change in ADA/revenue calculations occurred pursuant to Senate Bill 727 in Fiscal Year 1 998/99. Excused absences thereafter are omitted 

from ADA, but the dollar impact of this omission is offset with like-dollar increases to the revenue limit. 
<3l Estimated. 

Source: Los Angeles Unified School District, Controller. 

There are many public and private colleges and universities located in the City. Major universities 
located within the City include the University of California at Los Angeles, the University of Southern 
California, California State University at Los Angeles, California State University at Northridge, Occidental 
College and Loyola Marymount University. There are seven community colleges located within the City. 

Seismic Considerations 

Like most regions in the State, the City is subject to unpredictable seismic activity. A number of 
known faults run through the City, and the City lies near the San Andreas fault. The complex Los Angeles 
fault system interacts with the alluvial soils and other geologic conditions in the hills and basins. This 
interaction appears to pose a potential seismic threat for every part of the City, regardless of the underlying 
geologic and soils conditions. In addition, there are likely to be unmapped faults throughout the City. The 
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most recent major earthquake, the Northridge Earthquake in 1 994, occurred alonf; a previously unmapped 
blind thrust fault. Although the Northridge earthquake was listed by seismologists as a moderate earthquake, 
it was the most costly seismic event in the United States since the 1 906 San Francisco earthquake, resulting in 
the loss of 72 lives and damage to approximately 93 ,000 buildings. 

The City does not maintain insurance for earthquake risks, relying on its general reserves and the 
availability of assistance from the Federal Emergency Management Agency. 

MUNICIPAL GOVERNMENT 

Under the State Constitution, charter cities are generally independent of the �.tate legislature in matters 
relating to municipal affairs , and in their ability to raise revenues. The City is a charter city originally 
incorporated in 1 850. On June 8, 1 999, an election was held and a new charter was approved. The new 
charter became operative on July 1 ,  2000. The new charter made the following significant changes, among 
others: increased authority of the Mayor, particularly over the administration of City departments; decreased 
authority of the Council, particularly over decisions by boards and commissions; increased authority for the 
Controller, including conducting performance audits of departments; changf:d ruk:s regarding control and 
settlement of litigation; established an advisory redistricting commission, a system of self-selected advisory 
neighborhood councils. and a Department of Neighborhood Empowerment; established a new Office of 
Finance; and enlarged the city planning commission and area planning commissions. 

Lo� Angeles is governed by the Mayor and the Council. The Mayor is elected at large for a 4-year 
term. As executive officer of the City, the Mayor has the overall responsibility of administration. The Mayor 
recommends and submits the annual budget to the Council and passes upon subsequent appropriations and 
transfers, 2.pproves or vetoes ordinances, and appoints certain City officials and commissioners. He 
supervises i:he administrative process of the local government and works with the Council in matters relating 
to legislation, budget, and finance. As prescribed by the Charter and City ordinancc:s, the Mayor operates an 
executive department, of which he is the ex-officio head. James K. Hahn was elected Mayor on June 5 ,  2001 
and took office on July I ,  200 I .  

Th::: Council, the legi slative body of the City, is a full time council and enacts ordinances subject to 
the approval or veto of the Mayor. The Council may override the veto of the Mayor by a two-thirds vote. It 
orders elections, levies taxes, authorizes public improvements, approves contracts, adopts zoning and other 
land use controls, and adopts traffic regulations. The Council adopts or modifies the budget proposed by the 
Mayor. It authorizes the number of employees in budgetary departments, creates positions and fixes salaries. 
The Council consists of 1 5  members elected by district for 4-year terms. 

The other two elective offices of the City are the Controller and the Cily Attorney, both elected for 4-
year terms. The Controller is the chief accounting officer for the City. The current Controller, Laura N. 
Chick, was elected to her first term at the April 2001 election and took office July 1 ,  2001 . The City Attorney 
is attorney and legal advisor to the Council and all officers, boards, and departments of the City, and 
prosecutes misdemeanors. The current City Attorney, Rockard J. Delgadillo, was elected on June 5, 2001 and 
took office on July 1 ,  200 1 .  

The City Administrative Officer, appointed by the Mayor and confimted by the Council, i s  the chief 
financial advisor to the Mayor and Council and reports directly to both. William T Fujioka is currently the 
City Administrative Officer. 

The Treasurer, appointed by the Mayor and confirmed by the Council, receives, invests and is the 
custodian of the majority of the City's funds and those of affiliated entities. The Treasurer also serves as the 
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City's central bank. The current Treasurer is Joya C.  Defoor. The Office of Finance is responsible for 
revenue collection within the City. The current Director of the Office of Finance is Antoinette Christovale. 

The City has 40 departments, bureaus, commissions and offices for which operating funds are 
annually budgeted by the Council . In addition, five departments (the Department of Water and Power 
("DWP"), Harbor, Airports, and two pension systems), the Community Redevelopment Agency of the City of 
Los Angeles and the Housing Authority of the City of Los Angeles are under the control of Boards appointed 
by the Mayor and confirmed by the Council. 

Public services that are provided by the City include police; fire and paramedics; residential refuse 
collection and disposal, wastewater collection and treatment, street maintenance, and other public works 
functions; enforcement of ordinances and statutes relating to building safety; public libraries; recreation and 
parks; community development, housing and aging services; and planning. 

The City obtains electricity from the Los Angeles Department of Water and Power, one of the largest 
publicly-owned electric utilities in the nation. 

BUDGET AND REVENUES 

Budgetary Process 

The City's fiscal year extends from July 1 through June 30. Under the City Charter, the Mayor is 
required each year to submit to the Council a proposed budget by April 20. The proposed budget is based on 
the Mayor's budget priorities, and includes estimates of receipts from the City 's  various revenue sources. 

The Mayor's proposed budget is reviewed by the Council's Budget and Finance Committee, which 
reports its recommendations to the full Council. The Council is required by law to adopt the Mayor's 
proposed budget, as modified by the Council, by June I .  The Mayor has five working days after adoption to 
approve or veto any items modified by the Council. The Council then has five working days to override by a 
two-thirds vote any items vetoed by the Mayor. The final adopted budget is subject to revision throughout the 
fiscal year to reflect any changes in revenue projections and to make necessary adjustments to appropriations. 

Fiscal 2001-02 Financial Results 

The Fiscal Year 200 1 -02 Comprehensive Financial Report represents the first period for which the 
City has presented its financial statements under the new reporting model required by the Governmental 
Accounting Standards Board (GASB) Statement No. 34. Because this reporting model changes significantly 
both the recording and presentation of financial data, the City has not restated prior fiscal years for the 
purposes of providing comparative information. Under this new reporting model, expenses for governmental 
activities totaled $4.7 billion. 

During this fiscal year, General Fund revenues exceeded expenditures (including net transfers) by $61 
million. A summary of these financial results, and the results for prior fiscal years, appears in Table 24 
below. 
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Fiscal 20�12-03 Financial Results 

During this fiscal year, General Fund revenues exceeded expenditures (including net transfers) by $79 
million. A �:ummary of these financial results, and the results for prior fiscal years, appears below in Table 24. 

Fiscal 2003-04 Adopted Hudget 

The Adopte:d Budget is $5 . 1 63 billion, comprised of approximately $2.932 billion for departmental 
expenditures and $2.23 1 billion for non-departmental expenditures. Total receipt:; are budgeted at $5. 1 63 
billion, made up of approximately $3.498 billion in general receipts (which includes $ 1 50 million transferred 
from the general Reserve Fund) and $ 1 .666 billion in special receipts and available balances. The Adopted 
Budget inc:iudes a Reserve Fund of $96.6 million, which represents approximately 2.8% of General Fund 
Revenues. Due to concern wi th the potential impact of the State's budget on City receipts, approximately $69 
million in potential appropriations were transferred to the Unappropriated Balance; these appropriations are 
earmarked principally for the Police Department budget, in the event that revenues meet budget targets (see 
"State of California Uudget" and "Unappropriated Balance," below). 

During 2003-04, the City will monitor its revenue, expenditure and reserve estimates, and will make 
budgetary adjustments throughout the year as deemed necessary. See "Subsequent Budget Actions," below. 
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Tab]e 1 1  
2002-03 and 2003-04 Fiscal Year Budget 

(AIJ Budgeted Fund Types) 

Summary of Revenues, Transfers and Taxes 

Taxes! I J 

Licenses and Permits and Fines!2' 

Special Assessments!3l 
Charges for Services !4l 
Intergovemmenta](5J 

Interest 
Transportation Funds16l 

Other General Fund! 7l 

Other Special Funds 
Subtotal Revenues 
Available Balances 
Total Revenues, Transfers and Available Balances 

Summary of Appropriations 
Community Safety 
Home and Community Environment 
Transportation 
Cultural, Education and Recreational Services 
Economic Development 
Pensions and Retirement 
Capital Outlay 
General Government 
Total Appropriations 

Adopted 
2002-03 

$2,1 60,352,590 
787,785,061 

77,38 1 ,998 
763,482,429 
3 18,048,09 1 

29, 1 79,000 
208,66 1 ,688 

63,354,628 
239,456,830 

4 647 702 3 1 5  
1 79 391 940 

$4,827,094,255 

2002-03 
$ 1 ,088,430,547 

787,0 1 8,7 1 9  
476,9 1 9, 1 26 
1 87,338,904 
1 1 8,082,802 
2 19,475,639 
359,239,009 

I 590 589 509 
$4,827,094,255 

Adopted 
2003-04 

$2,403,245,7 1 6  
827,240,369 
76,332,881 

724,408,200 
299,46 1 , 879 

20,500,000 
2 1 1 ,202,662 
1 68,582,50 I 
1 34,834,609 

4 865 808 8 1 7  
297 5 6 1  562 

$5, 1 63,370,3 79 

2003-04 
$ 1 , 1 50,386, 1 1 2  

75 1 ,048,3 1 1  
455,652,826 
208,980,31 6  

73,865,950 
308,549,446 
455,429,227 

I 759 458 1 9 1 
$5,1 63,370,379 

( I) Major tax revenue sources include Property Tax, Utility Users' Tax, Sales Tax, Business Tax, Transient Occupancy Tax, Documentary Transfer 
Tax, Parking Users' Tax, Residential Development Tax, and Special Police Communications/91 1 System Tax. 

!ll Revenue sources include Licenses, Permits, and Fees, State Vehicle License Fee, Municipal Court Fines, and Franchise Income. 
!JJ Revenue sources include Street Lighting Maintenance Assessment Fund and Stormwater Pollution Abatement Fund. 
!4l Major revenue sources include Sewer Construction and Maintenance Fund, Sanitation Equipment Charge Revenue Fund, Convention Center 

Revenue Fund, Special Parking Revenue Fund, and Zoo Enterprise Fund. 
15l Major revenue sources include Community Development Block Grant, grant receipts, Local Public Safety Fund, and Workforce Investment Act. 

Also includes proprietary department transfers. 
!6) Revenue sources include Special Gas Tax Street Improvement Fund, Proposition A Local Transit Improvement Fund, and Proposition C Anti

Gridlock Transit Improvement Fund. 
! 7l Includes transfers from Reserve Fund. 

Source: City of Los Angeles, Office of the City Administrative Officer. 

Subsequent Budget Actions 

The City periodically reviews its financial status and adjusts its budget as appropriate. Additional 
information concerning the City's financial condition may be found on the website of the City Administrative 
Officer at http://www.lacity.org/cao/financial reports.htm, which is not incorporated as part of this official 
statement. As of the most recent Financial Status Report, dated February 26, 2004, the City anticipates that 
its year-end Reserve Fund balance, as ofJune 30, 2004, would be $ 1 65,9 1 3 ,8 14 (reduced to $ 1 05,9 1 3,8 14 if 
the Motor Vehicle License Fee ("VLF") backfill is not funded by the State; see "State of California Budget" 
and "State Motor Vehicle License Fee," herein). 
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State of California Hudg1!t 

At a special ele:ction held on October 7, 2003 , Governor Gray Davis was recalled, to be replaced as 
Governor by Arnold Schwarzenegger, whose inauguration occurred November 1 7, 2003 . Governor 
Schwarzenegger immediately issued an Executive Order rescinding the recent increase in the State's  motor 
vehicle license fee, and reinstating the General Fund backfill to local government "as soon as administratively 
feasible ." On December 1 7, 2003, the Governor issued an executive order appropriating $2.625 billion to 
provide backfill funding for City and County VLF funding. (See "State Motor Vehicle License Fee," herein). 

The Governor's Budget for fiscal year 2004-05 (the Governor's Budget) \\'as released on January 
9, 2004. The Governor's Budget proposes to address the State's budget problems through a four-part recovery 
plan: ( 1 ) up to $ 1 5  billion in bonds to finance the negative General Fund reserve balance and other General 
Fund obligations to be incurred prior to June 30, 2004, which were approved by vorers at the March 2, 2004 
election; (2) additional spending reductions for the 2003-04 fiscal year of app roximately $300 million 
and new spending reductions of approximately $ 1 2  billion for the 2004-05 fiscal year; (3) a constitutional 
amendment to require balanced budgets with reserves in the future, which was also approved March 2, 2004; 
and (4) various initiatives to improve the business and jobs climate in the State and lmprove revenue growth 
over time. Additional information concerning the Governor's Budget and the State'i; financial condition may 
be found on the website of the State of California Department of Finance at http://www.dof.ca.gov, which is 
not incorporated as part of this official statement. 

The Governor's Budget does propose an increase in the shift oflocal property taxes from the City to 
the Education Revenue Augmentation Fund ("ERAF") to reduce the State 's cost oflocal education financing. 
The net effect of thi s  shift would be to reduce the City's receipt from property taxes by approximately $39 
million. 

On January 13 ,  2004, the Legislative Analyst released her report concerning the Governor's Budget 
(the LAO Report). The LAO Report states that the Governor's Budget has several positive attributes and 
provides a :mlid starting point for budget deliberations. It also notes that, even with the reductions in the 
Governor's Budget, thie State could experience an approximately $6 billion structural deficit in the 2005-06 
fiscal year. The LAO Report states that it will be necessary for the Legislature to look beyond the Governor's 
Budget proposal and consider other options, including additional savings proposals and revenue increases, if 
the Legislature wishes to fully resolve the State's chronic budget crisis. Additional information concerning 
the LAO Report may be found on the website of the State of California Legislative Analyst's Office at 
http://www· . Iao.ca.gov,.._which is not incorporated as part of this official statement. 

Because of the current condition of the State finances, no assurance can be given as to what impact 
the 2004-0.5 Governor's Budget and the State's financial condition might have on the financial condition of 

the City . 

l\1AJOR GENERAL FUND REVENUE SOURCES 

Fol lowing is a discussion of the City's principal General Fund revenue sources. 

Property Taxes 
Under Article XIII A of the State Constitution ( enacted in 1 978 through the passage of 

Proposition 1 3) and its implementing legislation, ad valorem taxes on real property ( other than taxes relating 
to certain voter-approved indebtedness) are limited to one percent of the "full cash value." Full cash value is 
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generally defined as the valuation of real property as shown on the 1975-76 tax bill , or thereafter, as the 
appraised value of property when purchased or newly constructed after the 1 975 assessment period. Real 
property valuation may be increased to reflect inflation, not to exceed two percent per year. (See 
"LIMITATIONS ON TAXES AND APPROPRIATIONS" herein.) 

The assessed valuation of property is established by the County Assessor, and reported at 100% of the 
full cash value as of each January 1 ,  except for public utility property, which is assessed by the State Board of 
Equalization. Beginning in 1 983, State law provided for the establishment of a "supplemental roll"; real 
property is reassessed at market value on the date property changes ownership or upon completion of new 
construction (known as the "floating lien date"). A supplemental tax is collected for the remainder of the tax 
year. 

The County collects the ad valorem taxes. Taxes arising from the one percent levy are apportioned 
among local taxing agencies on the basis of a formula established by State law. Under this formula, the City 
receives a base year allocation plus an allocation on the basis of growth in assessed value ( consisting of new 
construction, change of ownership and inflation). Taxes relating to voter-approved indebtedness are allocated 
to the relevant taxing agency. Beginning in fiscal year 1 990-9 1 (with the adoption ofnew State legislation), 
the County deducts the pro-rata cost of collecting property taxes from the City's allocation. 

The State Constitution and statutes provide exemption from reassessment for property owned by 
certain changes of ownership, and from ad valorem property taxation for certain classes of property such as 
local governments, churches, colleges, non-profit hospitals, and charitable institutions. State law also allows 
exemptions from ad valorem property taxation at $ 7 ,000 of full value of owner-occupied dwellings and 100 
percent of business inventories. Revenue losses to the City from the homeowner's exemption are replaced by 
the State. 

The California Community Redevelopment Law authorizes redevelopment agencies to receive the 
allocation of tax revenues resulting from increases in assessed valuations of properties within designated 
project areas. In effect, the other local taxing authorities realize tax revenues from such properties only on the 
base year valuations, which are frozen at the time a redevelopment project area is created. The tax revenues 
which result from increases in assessed valuations flow to the redevelopment areas. The City has created 
redevelopment project areas pursuant to California law. Generally, funds must be spent within the 
redevelopment areas in which the tax increment revenues were generated, and may only be spent on projects 
that qualify under California redevelopment law. 

All taxable real and personal property is classified as either "secured" or "unsecured" and is listed 
accordingly on separate parts of the assessment roll .  The "secured roll" contains real property (land and 
improvements), certain taxable personal property ( such as business equipment on business-owned property), 
and possessory interests (a leasehold on otherwise exempt government property). The "unsecured roll" 
contains taxable property that is not secured by the underlying real property, the majority of which is business 
equipment on leased or rented premises, and other taxable personal property such as boats and aircraft, as well 
as delinquent possessory interests. The balance of personal property has been exempted by State law from 
property taxes. Approximately 92.4% of the City's assessed valuation represents property contained on the 
secured roll. 

Property taxes on the secured roll are due in two installments: on November 1 and February 1 of the 
fiscal year. If unpaid, such taxes become delinquent after December 10  and April 1 0, respectively, and a 1 0% 
penalty is added to delinquent taxes. In addition, property on the secured roll on which taxes are delinquent 
has a delinquency certificate recorded after June 30 of the fiscal year. Such property may thereafter be 
redeemed by payment of the delinquent taxes and the delinquency penalty, plus a redemption penalty of 1 %% 
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per month to the time of redemption. If taxes are unpaid for a period of five years or more, the property is 
deeded to the State and is subject to sale by the County Tax Collector. 

Property taxes on the unsecured roll are due as of March 1 and become delinquent on August 3 1 .  A 
10% penal�y attaches to delinquent taxes on property on the unsecured roll, and an additional penalty of l 1/z% 
per month begins to accrue on November 1 .  The taxing authority has four ways of collecting delinquent 
unsecured personal property taxes: ( 1 )  a civil action against the taxpayer; (2) filing a certificate in the Office 
of the County Clerk specifying certain facts in order to obtain a judgment lien on certain property of the 
taxpayer; (3) filing a certificate of delinquency for recordation in the County Recorder' s Office, in order to 
obtain a lien on certain property of the taxpayer; and (4) seizure and sale of personal property, improvements 
or possessory interests belonging or assessed to the delinquent taxpayer. 

l l )  

12) 

il) 

14) 

(5) 

16) 

17) 

Recent assess1;:d valuations, property tax levies, and collections appear in Table 1 2 .  

Gross 
Fiscal Assessed 
Year Valuations1 1 ) 

1 998-99 $ 1 99,784,7 1 6  
1 999-00 2 12,938,670 
2000-0 1 227,500,1 74 
200 1 -02 243,267,91 9  
2002-03 258,385,268 
2003-04 277 ,855,570 

Net 
As:;essed 

Valuations12 1 

$1 87,680,081 
200,72 1 ,33 1 
2 14,689,900 
229,978,775 
244,252,348 
263,�,78,270 

Table 12 
ASSESSED VALUATION 
CITY OF' LOS ANGELES 

(in thousands) 

Current 
Total Lev:i'. 13> Collections14> 

$490, 1 66 $474, 1 2 1  
520,703 504,06 1 
554,824 538,92 1  
59 1 ,029 575,067 
624,634 6 1 1 ,744 
673,41 6  NIA 

Represents Gross Total Locally A ,sessed Valuations per County Assessor. 

Collection 
Rate15:, 

96.7% 
96.8% 
97. 1 %  
97.3% 
97.9% 

NIA 

Other 
Collections 161 

$27, 1 7 1  
23,750 
49,386 
47,326 
5 1 ,696 

NIA 

Net Property 
Tax Revenues171 

$501 ,292 
527,8 1 1  
588,307 
622,393 
663,440 
70 1 ,550 

Valuation; on which rewnue is collected by the County; consists of Gross Total Locally Assessed Valuaticns, less exemptions for churches, 
schools, a�d homeowners. 
Secured a1d unsecured basic 1 % property tax levy reported by the County Auditor-Controller. Excludes taK override for debt service. 
Total curr�nt year receipls for secured and unsecured property taxes received by the County. 
Current collections divided by total levy. 
Includes redemptiorn;, supplemer,tal taxes (property taxes levied after the lien date due to reassessm,,nt upon change of ownership), 

reimbur:,ement of homeowners' exemption by the State, and other adjustments by the County, less County ,;barges and refunds to taxpayers. 
Reasons for the year-to-year vaiiation include significant annual fluctuations in current year receipts for prior year taxes, penalties, 
supplementals, and refunds; restoration of Community Redevelopment Agency ("CRA") increment; and County property-tax-year-related 
accounting adjustments. For example, most of the increase in 2000-01 was due to the return to the City roll of the CRA tax increment for the 
Central Business Dislrict. 
Total property tax received from the County during the fiscal year, FY 2003-04 is estimate contained in AdDpted Budget. 

Source: City of Los Angeles, Office of the City Administrative Officer. 

In preparing its budget, the City forecasts property taxes based on eac:h of the specific categories of 
receipts (secured and unsecured, current and delinquent receipts and State repla,:;ement funds). Current 
receipts are based on the County Assessor's estimate of growth in assessed valuation, adjusted for estimates in 
growth for redevelopmmt project areas. The estimate of current secured levy receipts is discounted by 3% for 
delinquencies; current unsecured levy receipts are discounted by 1 %. Estimates of other property tax receipts 
are primaiily based on historical collections. 

A - 1 5  



A list of the 20 largest taxpayers, based on secured assessed valuations within the City for the 
2002-03 fiscal year, appears in Table 1 3 .  The total secured assessed valuation of these taxpayers represents 
approximately 3 .8% of the total City secured assessed valuation for fiscal year 2002-03 . 

Table 1 3  
TWENTY LARGEST TAXPAYERS 

CITY OF LOS ANGELES 
2002-03 SECURED ASSESSED VALUATION 

Property Owner 

Douglas Emmett Realty Funds 
Ultramar Inc. 
Tosco Corp. 
Equilon Enterprises LLC 
Anheuser Busch Inc. 
Arden Realty LP 
Entertainment Center LLC 
2 1 2 1  Avenue of the Stars LLC 
Paramount Pictures Corp. 
I 999 Stars LLC 
BP 1 0880 Wil shire LLC 
Century City Mall LLC 
Maguire Partners Crocker Properties Phase I 
Prime Park La Brea Holdings LP 
Maguire Partners 555  West Fifth LLC 
Library Square Associates LLC 
Duesenberg Investment Company 
Twentieth Century Fox Film Corp. 
Metropolitan Life Insurance Co. 
Pivotal Century Plaza Hotel LLC 

Primary Land Use 

Office Building 
Oil and Gas Production 
Oil and Gas Production 
Oil and Gas Production 
Industrial 
Office Building 
Office Building 
Office Building 
Motion Picture/Television Studio 
Office Building 
Office Building 
Shopping Center/Mall 
Office Building 
Office Building 
Office Building 
Office Building 
Office Building 
Motion Picture/Television Studio 
Office Building 
Hotel 

1 1> 2002-03 Total Local Secured Assessed Valuation: $230,070,3 1 9, 1 43 

Source: California Municipal Statistics, Inc. 

Recent Litigation Involving Assessment Practices 

2002/03 
Assessed Valuation 

$ 942,782,4 1 1  
785 ,599 ,254 
78 1 ,298,76 1 
76 1 ,236,730 
7 1 0,25 1 ,800 
653, 1 93 ,624 
536,607,706 
362,059,200 
357,737,934 
309,873,705 
298,347,567 
282,988,800 
280,000,000 
270,092 , 176 
258,000,000 
249,593,758 
237,040,3 1 8  
227,999,878 
2 1 9, 140,000 
2 1 8  835 305 

$8 742 678 9.27_ 

Percent 
ofTotal1 1 > 

0.4 1 %  
0.34 
0.34 
0.33 
0.3 1 
0.28 
0.23 
0. 16  
0 . 1 6  
0. 1 3  
0 . 1 3  
0 . 1 2  
0. 1 2  
0 . 1 2  
0 . 1 1  
0 . 1 1 
0. 1 0  
0 . 1 0  
0. 1 0  
0. 1 0  
1 80% 

Properties which have been subject to downward valuation by county assessors as a result of natural 
disasters, economic downturns or other factors, have often had that value restored by the assessors (up to the 
pre-decline value of the property) at rates higher than 2% per annum depending on the success of repairs 
following a disaster or the speed of a recovery from an economic downturn. (See "Article XIII A of the 
California Constitution - Proposition 13," herein.) All 58 county assessors have followed this procedure 
which was codified in Section 5 1  of the Revenue and Taxation Code of the State in 1979. On December 27, 
200 1 , an Orange County Superior Court ruled in County of Orange v. Orange County Assessment Appeals 
Board No. 3 (the "Orange County Case") that such decreases create a new "base year value" for purposes of 
Proposition 1 3  and that subsequent increases in the assessed value of a homeowner's property by more than 
2% in a single year violated Article XIII A of the California Constitution. 
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On December JI 2, 2002, the Orange County Superior Court certified the lawsuit as a class action. On 
March 26, 2004, the Court of Appeal reversed the trial court decision and held that the inflation factor is 
calculated against the original purchase price and not on a prior year's reassessed value. Were the case to be 
appealed to the California Supreme Court and were plaintiffs to ultimately preva il and the decision made 
applicable to other similarly situated property owners, property tax revenues to the City would decrease. The 
City cannot predict the amount of any such decreases. 

Utility Us,ers' Tax 

The Utility Users' Tax is imposed on all users of natural gas, electricity and 1elephone services within 
the City's limits. The tax rate is established by the City Council. The tax is a percentage of utility charges 
based on the following rates :  residential - 1 0% of utility bill for users of 1::lectricity, gas, and telephone 
services and commercial - 1 0% of utility bill for users of gas and telephone services and 1 2112% of utility bill 
for users of electricity. These tax rates have been in effect since July 1 983. Effective October 1 ,  1 987, the 
telephone users tax was expanded to include interstate and international long distance calls. Prior to that date, 
the tax included local and intra-state calls only. In connection with the 1 993-94 Budget, the Council extended 
the telephone users tax to cellular phone usage. 

An exemption from the Utility Users' Tax is available to senior citizens ever the age of 62 and to 
disabled individuals, provided that the combined adjusted gross income of all household members is below 
$ 1 5,300. As provided by the State Constitution, insurance companies are exempt from the tax. In addition, 
county, state, federal and foreign governments within the City are not subject to this tax, as the City has no 
authority to impose a tax on these entities. Exemptions account for approximately :l 0% of the total tax base. 

Utility taxes are forecast based on analysis of each of the three taxed commodities. Electricity tax 
revenues are derived from the Department of Water and Power's long-term power s:Jes forecast, modified by 
an analysi s of recent trends and a forecast of business activities. Natural gas sales are based on Southern 
California Gas Company historical trends, modified by approved and anticipated rate increases. Both 
electricity and natural gas sales are sensitive to weather (warm winters and cool summers reduce demand); 
forecasts are based on average weather. Telephone services forecasts are based on historical trends of major 
telephone companies, adjusted by growth in volume and major pending rate adjusi:ments. 

Utility companies, with the exception of the Department of Water and Power, collect and transmit the 
tax monthly to the City Clerk who deposits the revenue into the General Fund. Tax revenue collected by the 
Department of Water and Power is transferred directly to the General Fund on a monthly basis. 
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Table 14 shows the actual or estimated receipts from the Utility Users' Tax since fiscal year 1 998-99: 

Table 1 4  
UTILITY USERS' TAX RECEIPTS 

CITY OF LOS ANGELES 

I l l Cash basis 

Fiscal Year 

1 998-99 
1 999-00 
2000-01 
200 1 -02 
2002-03 
2003-04 (Adopted Budget) 

(in thousands) 

Source: City of Los Angeles, Office of the City Administrative Officer. 

Sales Tax 

Receipts1 1l 

$493,53 1 
487,439 
557,40 1 
488,778 
5 1 0,339 
520, 1 26 

Sales and use taxes are collected on the total retail price of tangible personal property sold, unless 
specifically exempted. Included in the statewide tax rate of 8.25% is a 1 % of the sales tax collected by the 
State on behalf of cities (or, for unincorporated areas, on behalf of counties). Allocation of this local 
component ( often referred to as the "Bradley-Bums Sales Tax") is on the basis of"situs," or the point of sale. 
Additional sales taxes can be collected based on local voter approval. An additional 1 % sales tax is collected 
in Los Angeles County for the Los Angeles Metropolitan Transportation Authority for transportation 
purposes. A portion of those funds is remitted to the City for deposit in two special revenue funds. 

Effective July 1, 2004, the traditional Bradley-Bums 1% city sales tax will be modified by a state 
budgetary change known as the "triple flip. "  The "triple flip" put in place a complex revenue swap to fund the 
state's deficit bonds approved by the electorate in March 2004 to balance the state budget. The "triple flip" 
will trade .25% of the 1% city share of the Bradley-Bums sales tax for an equal share of property taxes from 
the countywide Education Revenue Augmentation Fund (ERAF). 
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The components of the sales tax collected in the City are as follows: 

State Rate 
General Fund Portion 
Local Publi 3 Safety 

Local Reve:me Fund 
Total State Rate 

Uniform Local Tax Rate 
County Transpo11ation 
Local Point ofSale 

Total Unifom1 Local Rate 

Optional Lorn! Rates 
Propo�ition A 
Proposition C 

Total Optiond Local Rate 

Total Sales Tax Rate in 
Los Angel�s County 

Table 15 
SALES TAX COMPONENTS 

LOS ANGELES COUNTY 

5.00% This rate was temporarily lowered to 4.75% in calendar year 2001 , but returned to 5% on January 1 ,  2002. 
0.50 Approved by the voters in 1 993 to support local criminal justice activities. The City gets a small share of 

this, almost $30 million, which are deposited to the Local Public Safoty Special Revenue Fund. 
0.50 To support health program costs. 
6.00'Y, 

0.25% 
lJ2Q 
1 .25% 

This rate is leveled Statewide. 
The county allocates a small portion of this to the City. 
This represents the City sales tax, and is deposited to the General Fund. 

0.50% Voter approved measums to improve public transit and reduce traffic congestion. 
0.50 
1 .00% 

8.25% 

Source: City of Los Angeles, Office of the City Administrative Officer. 

The City's budgeting forecast of Sales Tax receipts is based on State officials' estimates and the 
forecast of local economists. 
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Table 1 6  shows the actual or estimated General Fund receipts from the Sales Tax since fiscal year 
1 998-99: 

Table 16 
GENERAL FUND SALES TAX RECEIPTS 

CITY OF LOS ANGELES 

in Cash basis 

Fiscal Year 

1 998-99 
1 999-00 
2000-0 1 
200 1 -02 
2002-03 
2003-04 (Adopted Budget) 

(in thousands) 

Source: City of Los Angeles, Office of the City Administrative Officer. 

Business Tax 

Receipts1 1> 

$306,360 
33 1 ,7 1 0  
357,222 
351 ,062 
363,787 
376,752 

The Business Tax is imposed on persons engaged in a business in the City. The tax rate formula, 
which is established by the City Council, varies based upon the type of business. Most businesses are taxed 
on gross receipts at rates varying from $ 1 . 1 8  per $1 ,000 of gross receipts for wholesalers to $5.9 1 per $ 1 ,000 
of gross receipts for selected businesses and occupations. 

The City's budgeting forecast of Business Tax receipts is based on State officials' estimates and the 
forecast of local economists. The City's estimate is adjusted for anticipated rate adjustments and major 
refunds and temporary tax amnesties. 
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Table 1 7  shows the actual or estimated receipts from the Business Tax since fiscal year 1 998-99: 

1 1 1 Cash basis 

1 998-99 
1 999-00 
2000-01 
2001 -0.2 (Z) 

2002-03 
2003-04 (Adopted Budget) 

Table 1 7  
BUSINESS TAX RECEIPTS 
CITY OJi' LOS ANGELES 

(in thousands) 

12) Included $ 7 million in receipts from one-time amnesty program. 

Source City of Los Angeles, Office of the City Administrative Officer. 

State Motor Vehic1e License Fee 

Receipts0J 

$308,0 1 3  
3 1 7,340 
344,605 
360,336 
356,041 
370, 1 14  

A vehicle license fee ("VLF") equivalent to 2% of the market value of motor vehicles has been 
imposed annually by the State in lieu of local property taxes since 1 948. The VLF is an annual fee on the 
ownership of a registered veh icle in California. Automobiles, motorcycles, pick-up trucks, commercial trucks 
and trailers, rental cars and taxicabs are all subject to the VLF. The State a1locates proceeds to the 
Department of Motor Vehicles and the California Highway Patrol to cover operating expenses, and to the 
State General Fund for administrative expenses. The remaining revenues are apportioned equally between 
counties and cities on the basis of relative population within the State. 

The budget forecast for these revenues is derived from a forecast of statewide license receipts, which 
are prorated according to the ratio of the City's population to the State's population . The statewide receipts 
forecast is based on historical data, State officials' estimates and the forecast of local economists. 
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Table 1 8  shows the actual or estimated receipts from State Motor Vehicle License Fees since 
fiscal year 1 998-99: 

Table 1 8  
STATE MOTOR VEHICLE L ICENSE FEE RECEIPTS 

CITY OF LOS ANGELES 

1 1 1 Cash basis 

Fiscal Year 

1 998-99 
1 999-00 
2000-01 
200 1 -02 
2002-03 
2003-04 (Adopted Budget) 

(in thousands) 

Source: City of Los Angeles, Office of the City Administrative Officer. 

Receiptsi ' I  

$ I 63,859 
1 84,807 
20 1 ,094 
209,683 
223,641 
2 3 1 ,920 

In August 1 998, the State adopted legislation that, beginning January 1 ,  1 999, reduced the VLF by 
25%. The fee reduction was increased to 35% in 2000, and to 67.5% beginning July 1 ,  200 1 .  This law 
provided that the state "backfill" (and thus make local governments whole) the difference between the lower 
VLF rate and the 2 percent rate, unless the Sate has "insufficient moneys" with which to make such payments. 
In June 2003 , the Department of Finance made a determination that the State had insufficient moneys to 
provide any backfill to local government, and as a result of this determination, the backfill ended and the VLF 
recently returned to the 2 percent level. During the roughly 90-day period between when the General Fund 
backfill ended and the VLF rate increased, local governments only received revenues based on the reduced 
VLF rate (with no State backfill). The loss in local government revenue due to the lag time between the 
elimination of the backfill and the increase in the VLF was originally projected to result in lost revenue of 
approximately $45 million to the City. However, it appears that the City may lose up to $58 million in 
revenue due to several factors such as reduced car sales in fall 2003 and State action regarding allocation of 
VLF revenue. 

Newly-elected Governor Arnold Schwarzenegger has rescinded the increase in the VLF, and taken 
action to restore the backfill. See "BUDGET AND REVENUES - State of California Budget." 

Licenses, Permits and Fees 

This category of revenues includes reimbursements to the General Fund from various special and 
enterprise funds of the City, and charges for special services performed by City departments. 
Reimbursements include the costs of police, fire and other City services to the Airport and Harbor 
Departments, staff costs for the sewer construction and maintenance program, and costs financed by the Los 
Angeles Metropolitan Transportation Authority. These revenues also include charges imposed as regulatory 
measures by City departments, the largest of which are building permits from the Department of Building and 
Safety, and fees charged for paramedic ambulance services. 
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Table 1 9  shows the actual or estimated receipts from licenses, permits and fees since fiscal year 
2000-0 1 .  

Table 19  
LICENSES, PERMITS AND FEES 

CITY OJ,' LOS ANGELES 

Ambulance F,�es 
Services to Snver Program 
Services to O,!pt. of Airports 
Services to H ,irbor Dept. 
LA Metro. Trms. Auth. Reimbursement 
Miscellaneou:; Reimbursements From Other Special 

Funds and Other Agencies 
Building and Safety Fees 
Other Departmental Receipts 

Tctal 

11 icash basi:,. 

$32,71 8,404 
36,894,023 
33,556,372 
22,492,844 
24,648,425 

1 1 8,78'.l, 1 24 

7 1 ,752,396 
90 778 1 87 

�� 

Source: City of Los A ngeles, Office of the City Administrative Officer. 

Municipal Court Fines 

2001 -0i 1 > 

$40,9 1 0,532 
4 1 , 1 56,752 
37,63 1 ,498 
20, 1 98,386 
27,376,456 

1 37,697,682 

67,572,424 
1 00 61 8 1 77 

�L9fil 

2002- 03' 1 ) 2003-04 
Adopted Budget 

$44,3 J 'l ,733 $46,500,000 
42,066 , 172 38,489,938 
48,4 1 : 1 ,727 47,450,738 
1 7,6 l ci,707 20,552,400 
26,464,235 0 

1 07,740,609 1 25,809,374 

73,78 • .549 70,660,500 
_1 07 30 845 99 381  4 1 9  
i�� $448 844 362 

Approximately 96% of these receipts are parking fines. The schedule of fines is established by the 
City Council. Other receipts include fees charged for laboratory work in connection with sobriety tests 
conducted by the Los A.ngeles Police Department, and fines paid for citations issued for violations of the Los 
Angeles Municipal Code (e.g., lease law violations). 

For budgeting purposes, parking ticket revenue forecasts are based on the number of parking 
enforcement officers employed by the City's Department of Transportation, an estimate of average revenues 
per ticket based on historical trends and an estimate of average worker productivity. 
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Table 20 shows the actual or estimated receipts from all municipal court fines since fiscal year 
1 998-99: 

r • J  Cash basis. 

Fiscal Year 

1 998-99 
1 999-00 
2000-0 1 
200 1 -02 
2002-03 
2003-04 (Adopted Budget) 

Table 20 
MUNICIPAL COURT FINES 

CITY OF LOS ANGELES 
(in thousands) 

Source: City of Los Angeles, Office of the City Administrative Officer. 

Transfers to General Fund 

Receipts0 1 

$ 90,286 
92,804 
96,68 1 
94,352 

1 1 2,448 
1 1 1 ,000 

The largest revenue source in this category is the annual transfer to the General Fund from the Power 
Revenue Fund of the Department of Water and Power. Historically, this transfer has equaled approximately 
five percent of the total operating revenue of the Power Revenue Fund in the preceding fiscal year. This 
transfer was increased to seven percent beginning in 2002-03 pursuant to Charter Section 344, which provides 
that, with the consent of the Board of Water and Power Commissioners, the Council may direct by ordinance 
the transfer of surplus revenue to the General Fund. The transfer is restricted by the City Charter and the 
Department of Water and Power's revenue bond covenants, which specify that a transfer may not be greater 
than the previous fiscal year's net income, nor may it result in a reduction of the surplus to less than 33- 1 /3% 
of the Department Water and Power's total outstanding debt. Transfers are made periodically following 
Council's adoption of the ordinance. Budget estimates for the succeeding year are based on actual revenues 
for the first three quarters and estimated revenues for the final quarter of the current fiscal year. In 2002-03, 
the General Fund received a non-recurring supplemental transfer from the Power System, which was 
deposited in 2003-04. 
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Table 2 1  shows the actual or estimated transfers from the Power Revenue Fund since fiscal year 
1 998-99: 

Table 21 
TRANSFERS FROM POWER REVENUE FUND 

CITY OF' LOS ANGELES 

I I )  Cash basis 

I 998-99 
1 999-00 
2000-01: 
200 1 -02 
2002-03 
2003-04 (Adop1ed Budgetf) 

(in thousands) 

12' Includes nori-recurring supplemental transfer scheduled in 2002-03. 

Source: City c,f Los Angeles, Office of the City Administrative Officer. 

Receipts<1 1 

$ 1 08,1 46 
1 1 2,000 
1 1 9,800 
1 54 , 1 53  
1 56,358 
1 8 1 ,500 

LIMITATIONS ON TAXES AND APPROPRIA1['IONS 

Article XIII A of the Caliifornia Constitution - Proposition 13 

Article XIIl A of the California Constitution limits the amount of ad valorem taxes on real property to 
one percent of "full cash value" as determined by the County Assessor, exct::pt that additional ad valorem 
taxes may be levied to pay debt service on indebtedness approved by the voters prior to July 1 ,  1 978 and on 
bonded indebtednes.s ft)r the acquisition or improvement of real property that has been approved on or after 
July 1 ,  1 978 by two-thirds of the voters on such indebtedness. 

Article xm: A defines "full cash value" to mean the County assessor's valuation of real property as 
shown on the 1 975-76 tax bill under full cash value or, thereafter, the appraisf:d value ofreal property when 
purchased, :newly constructed or when a change in ownership has occurred after the 1 975 assessment period. 
The full cash value may be adjusted annually to reflect inflation at a rate, as shown by the consumer price 
index, not to exceed two percent per year, or may be reduced. Article XIII A al so permits the reduction of the 
"full cash value" base in the event of declining property values caused by damage, de ;;truction or other factors. 

On June 1 8 , 1 992, the United States Supreme Court upheld the constitutionality of certain challenged 
provisions of Article XIII A :in connection with its review of the Nordlinger v. Hahn case. 
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Article XIII B of the California Constitution - Gann Limit 
On November 6, 1 979, California voters approved Proposition 4, the so-called Gann Initiative, which 

added Article XIII B to the California Constitution. In June 1 990, Article XIII B was amended by the voters 
through their approval of Proposition 1 1 1 . Article XIII B of the California Constitution limits the annual 
appropriations of the State and any city, county, school district, authority or other political subdivision of the 
State to the level of appropriations for the prior fiscal year, as adjusted annually for changes in the cost of 
living, population and services rendered by the governmental entity. The "base year" for establishing such 
appropriation limit used to be the 1 978-79 fiscal year, but is now the 1 986-87 fiscal year as a result of 
Proposition 1 1 1 . 

Appropriations subject to Article XIII B include generally any authorization to expend during the 
fiscal year the "proceeds of taxes" levied by the State or other entity oflocal government, exclusive of certain 
State subventions, refunds of taxes, benefit payments from retirement, unemployment insurance and disability 
insurance funds. "Proceeds of taxes" include, but are not limited to, all tax revenues and the proceeds to any 
entity of government from: ( 1 )  regulatory licenses, user charges and user fees to the extent such proceeds 
exceed the cost of providing the service or regulation; (2) the investment of tax revenues; and (3) certain State 
subventions received by local governments. Article XIII B includes a requirement that if any entity's 
revenues in any year exceed the amounts permitted to be spent; the excess would have to be returned by 
revising tax rates or fee schedules over the subsequent two fiscal years. 

Appropriations subject to limitation pursuant to Article XIII B do not include debt service on 
indebtedness approved according to law by a vote of the electors or appropriations required to comply with 
mandates of courts or the federal government or certain capital expenditures. 

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

Table 22 is a comparison of the City's appropriations limit and appropriations subject to limitation 
since fiscal 1 998-99. 

Table 22 
APPROPRIATIONS LIMITS AND APPROPRIATIONS SUBJECT TO LIMITATIONS 

CITY OF LOS ANGELES 

Fiscal Year 

1 998-99 
1 999-00 
2000-01 
2001 -02 
2 002-03 

City Appropriations Limit 

$2,774,065, 1 84 
2,93 1 ,0 1 3,793 
3,1 14,912,694 
3,340,743,864 
3,30 1 ,991 ,235 

Source: City of Los Angeles, Office of the City Administrative Officer. 
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Appropriations Subject Amount Appropriations are 
to Limitations Under the Limit 

$ 1 ,991 ,635, 1 93 $782,429,99 1 
2,077, 1 79,962 853,950,83 1 
2, 1 94,569,003 920,343,69 1 
2,450,909, I I O  889,834,754 
2,398,075,507 903,9 1 5,728 



Articles XIII C and XIII D of California Constitution - Proposition 218 

On November 5, 1 996, the voters of the State approved Proposition 2 1 8, known as  the "Right to  Vote 
on Taxes Act." Proposition 2 1 8  added Articles XIIIC and XIIID to the California Constitution, which contain 
a number of provisions affecting the ability of the City to levy and collect both existing and future taxes, 
assessment:,, fees and charges. 

Article XIIIC requires that all new local taxes be submitted to the electorate before they become 
effective. Taxes for general governmental purposes of the City require a majority vote and taxes for specific 
purposes, even if deposited in the City's General Fund, require a two-thirds vote. The voter-approval 
requirements of Proposition 2 1 8  reduce the flexibility of the City Council to raise revenues for the General 
Fund, and no assuranc1;: can h;: given that the City will be able to impose, extend or increase such taxes in the 
future to meet any increased expenditure requirements. 

Article XIIID contains new provisions relating to how local agencies may levy and maintain 
"assessments" for municipal services and programs. "Assessment" is defined to mear. any levy or charge upon 
real property for a special benefit conferred upon the real property. Article XIIID also contains several new 
provisions affecting "property-related fees" and "charges," defined for purposes of A1ticle XIIID to mean "any 
levy other than an ad valorern tax, a special tax, or an assessment, imposed by a local government upon a 
parcel or upon a person as an incident of property ownership, including a user fee or charge for a property 
related service." All new and existing property-related fees and charges must conform to requirements 
prohibiting, among other things, fees and charges which (i) generate revenues exceeding the funds required to 
provide the property-related service, (ii) are used for any purpose other than those for which the fees and 
charges are imposed, (iii) are for a service not actually used by, or immediately avai lable to, the owner of the 
property in question, or (iv) are used for general governmental services, including police, fire or library 
services, where the service i s  available to the public at large in substantially the same manner as it is to 
property owners. Further, before any property-related fee or charge may be imposed or increased, written 
notice must be given to the record owner of each parcel ofland affected by such fee or charge. The City must 
then hold a hearing upon the proposed imposition or increase, and if written protests against the proposal are 
presented by a majority of the owners of the identified parcels, the City may not impose or increase the fee or 
charge. Moreover, except for fees or charges for sewer, water and refuse collection services, or fees for 
electrical and gas service, which are not treated as "property-related" for purposes of Article XIIID, no 
property-related fee or charge may be imposed or increased without majority approval by the property owners 
subject to the fee or charge or, at the option of the local agency, two-thirds voter approval by the electorate 
residing in the affected area. 

In c=,ddition to the provisions described above, Proposition 2 1 8  removes many of the limitations on the 
initiative power in matters of reducing or repealing any local tax, assessment, fee or charge. No assurance can 
be given that the voters of the City will not, in the future, approve an initiative or in itiatives which reduce or 
repeal local taxes, assc:ssmen1ts, fees or charges currently comprising a substantial part of the City's General 
Fund. 

Future Initiatives 

Article XIIIA. Article XIIIB, Article XIIIC and Article XIIID were each adopted as measures that 
qualified for the ballot pursuant to the State's initiative process. From time to time, other initiative measures 
could be adopted, which may place further limitations on the ability of the State, the City or local districts to 
increase reyenues or to increase appropriations which may affect the City's revenues or its ability to expend 
its revenue�:. 
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FINANCIAL OPERATIONS 

Financial Statements 

Tables 23 and 24 summarize financial information for the General Fund contained in the City's 
audited General Purpose Financial Statements prepared in accordance with generally accepted accounting 
principles (GAAP) for the periods indicated. 

Fiscal Year 200 1 -02 represented the first period for which the City has presented its financial 
statements under the new reporting model required by the Governmental Accounting Standards Board 
(GASB) Statement No. 34, Basic Financial Statements - and Management's Discussion and Analysis - for 
State and Local Governments, as amended by GASB Statement No. 37. 
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Table 23 
COMBINED BALANCE SHEET FOR THE GENERAL FUND 

June 30, 1 999 through 2003 
(in thousands) 

1 999 2000 
ASSETS: 

Cash and Pooled Investments $358,882 $448,475 
Taxes Receivable 1 26, 1 0 1  1 35 , 1 68  
Accounts Receivable 27,978 53,4 1 9  
Special A,sessments Rece:ivable 4,290 6,328 
lnvestmi:nt Income Receivable I 0,439 1 0,606 
Intergovernmental Receivable 2 1 ,748 23,390 
Due from Other Funds 59,943 48,681 
lnventorie, 23,9 1 5  19,974 
Prepaid lk:ms and Other Assets 1 3 0  0 
Advances to Other Fund, 1 4,029 1 5,3 1 8  
Restricted Assets _____Lill ----2.fill 

TOTAL ASSETS � � 

LIABILITIES AN) FUND EQUITY 
f TARTT TTTF's' 

Accounts, Contracts and Retainage Payable 5 1 ,565 63,69 1 
Obligations Under Securi ties Lending Transactions 85,647 68,683 
Accrued Wages and Ove11ime Payable 60,332 89,292 
Accrued Compensated Ab,ences Payable 1 5,390 1 4,446 
Estimat(:d Claims and Judgments Payable 60,2 1 9  127,583 
Intergovernmental Payable 45 46 
Due to Other Funds 49,938 4 1 ,487 
Deposits and Advanc,�s 2 1 ,029 34,201 
Deferred Revenue and Other Cred its 9 1 , 1 53 93,907 
Advanc(:s from Other Funds 6,87 1 7,487 
Other Liabilities ----2.21.4 _L.Q82. 

TOTAL LIABTI�ITIES � __5.1_1,_905 

FUND BALANCE 
Reserved 'or Encumbran�es 1 00,756 93,339 
Reserved 'or Assets Not Available for Appropriation 38,067 35,292 
Reserved 'or Debt Service 0 0 
Reserved :'or Special Purposes 0 0 
Designated for Special Purposes0l 75,27 1 75,663 
Unreser,ed and Undesignated (7 6 1 5) 1 4 992 

TOTAL FUND BI\LANCES 206,479 2 1 9,286 

TOTAL LIABILITIES AND FtJND EQUITY � i..161,12.l 
1 1>Budgetary-based designations; in 1 999, designations exceeded total unreserved balance 

Source: City o:'Los Angeles, General Purpose Financial Statements. 
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200 1 

$ 629,937 
264,262 

76,892 
7,282 

1 2,650 
26,467 
44,820 
24,075 

0 
1 1 ,424 

__ !_5 
�� 

76,853 
99,809 
90,405 
1 3,752 

1 1 3,649 
54 

39,235 
5,20 1 

1 5 1 ,054 
62, 1 1 8  

_ 7 748 
__6_� 

1 26,970 
35,499 

l ,057 
0 

I 1 5,802 
_1 58 6 1 8  

437,946 

tl,Q� 

ioo2 2003 

$ 706,6 1 6  $ 80 1 ,2 1 9  
232,032 242,284 
1 03,209 1 44,277 

7,8 1 7  8,82 1 
1 2,650 9,855 
75,971 65, 1 69 
63,399 5 1 ,954 
24,79 1 30,345 

0 0 
10 ,807 1 0,450 

0 

_ _

_ o 
!.m.m I 364 374 

48,663 44,964 
1 57,457 1 9 1 ,409 
88,282 97,423 
3,060 1 ,550 

27,386 1 9,224 
1 37 86 

32,980 1 7,796 
7,370 4,366 

209,8 1 0  243,800 
57,093 5 1 ,998 

7 664 9 887 
-� � 

1 22, 132 1 05,309 
35,598 40,795 

0 0 
28,45 1 25,941 
7 1 , 1 00 71 ,000 
340 209 438 826 

597,390 68 1 ,871 

�1.29,l $] 364 374 



Table 24 
COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND 

BALANCE FOR THE GENERAL FUND 
For the Years Ended June 30, 1999 through 2003 

(in thousands) 

1 999 2000 200 1 2002 
REVENUES: 

Property Taxes $ 503,406 $ 537, 1 14 $ 589,628 $ 632,329 
Sales Taxes 307,304 330,950 362,735 346,302 
Utility Users' Taxes 487, 1 38 49 1 ,881 556,425 478,343 
Business Taxes 300,774 3 1 9,23 1 344, 1 70 358,865 
Other Taxes 271 ,706 290,887 307,63 1 284,989 
Licenses and Permits 30,379 36,706 35,074 36,939 
Intergovernmental 1 73, 1 52 1 98,727 2 1 1 ,747 233,592 
Charges for Services 309,3 1 5  324,795 3 1 2,794 345,45 1 
Services to Enterprise Funds 169,425 1 7 1 ,6 1 6  1 77,9 14 1 90,024 
Fines 90,950 95,394 98,737 95,794 
Special Assessments 1 ,365 2,068 1 ,507 2,095 
Investment Earnings 28,457 27,841 48,988 39,9 1 3  
Other 1 1  39 1  38  2 1 5  40 897 28 520 

TOTAL REVENUES 2 684 762 2 865 425 3 088 247 3 073 ] 56 

EXPENDITURES: 
Current: 
General Government 550,902 586,936 7 1 3, 165 659,9 1 2  
Protection o f  Persons and Property 1 ,496,292 1 ,543,552 1 ,528,077 1 ,590,922 
Public Works 1 48,568 1 58,646 1 54,926 175,582 
Health and Sanitation 1 98,889 202,5 1 5  1 97,408 2 1 1 ,780 
Transportation 75,294 84,027 89,983 1 02 , 162 
Cultural and Recreational Services 34,3 1 6  33,501 29,284 32,358 
Community Development 28,08 1 32, 1 97 28,558 28,381 
Capital Outlay 1 6,329 32,224 29,3 1 5  34,679 
Debt Service: Cost of Issuance 1 3 1  0 0 1 73 

TOTAL EXPENDITURES 2 548 802 2 673 528 2 170 716 2 835 242 

EXCESS (DEFICIENCY) OF REVENUES OVER EXPENDITURES 1 35,960 1 9 1 ,827 3 1 7,53 1  237,207 

OTHER FINANCING SOURCES (USES) 
Certificate of Participation Proceeds 0 25.002 0 0 
Ooerating Transfers In 1 28.6 1 5  1 36.054 1 5 1 .393 226.832 
Operating Transfers Out 13 1 4 858) 1333 835) 1366 938) 1402 853) 

TOTAL OTHER FINANCING SOURCES (USES) (]86 243) (172 172) (2] 5 545) (176 021) 

EXCESS (DEFICIENCY) OF REvENUES AND 
OTHER SOURCES OVER EXPENDITURES AND (50,283) 1 9,048 1 0 1 ,986 6 1 , 1 86 
OTHER USES 

FUND BALANCES, JULY 1 ,  RESTATED ( I J  259, 1 1 7  200,604 330,346 534,958 
(DECREASE) INCREASE IN RESERVE FOR INVENTORIES (3,074) (3,941)  4,782 1 ,246 
RESIDUAL EQUITY TRANSFERS IN 7 1 9  3,575 832 0 
RESIDUAL EQUITY TRANSFERS OUT 0 0 0 0 

FUND BALANCE GENERAL FUND, JUNE 30 � � � � 

1 1J Prior period adjustments occurred in 1 999, 2000, 200 I, and 2002. Accordingly, prior year ending fund balance does not equal 
beginning fund balance for that year. The adjustment to beginning fund balance in 2001 reflects $1 1 1 .0  million from the 
implementation of GASB Statement Nos. 33 and 36, affecting the timing of recognition of certain sales tax and utility users' tax 
receivables. The adjustment to beginning fund balance in 2002 reflects $97 million resulting from the implementation of GASB 
Interpretation No. 6, which reduced the accruals for compensated absences, claims and judgments. 

Source: City of Los Angeles, General Purpose Financial Statements. 
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2003 

$ 666,977 
367, 1 1 2  
52 1 , 1 48 
356,937 
3 1 1 ,004 

38,345 
225,968 
360,372 
206,4 12  
1 1 6,1 1 5  

1 ,397 
49 ,424 
33 664 

3 254 875 

93 1 ,700 
1 ,556,554 

1 70,546 
1 86,286 
1 03, 1 1 3  
30,502 
26,488 
22,0 1 3  

223 
3 02:z 435 

227,440 

0 
227.227 

1375 740) 
(148 513) 

79,927 

597,390 
5,554 

0 
0 

� 



Budgeted Reserve Fund Jf>olicy 

The Reserve Fund was created by the City Charter and contains those actua] Genera] Fund cash 
receipts that are not otherwise: appropriated to the City's Adopted Budget. The City expects that funds wi11 be 
transferred from the Reserve Fund as part of the Adopted Budget or throughout the fisca] year for 
appropriation, or may be transferred as a Joan to other funds to maintain those funds on a parity with their 
ob]igations. Al1 unencumbered cash amounts in the Genera] Fund revert to the Rese rve Fund at the end of the 
fisca] year; some of those funds wil1 be reappropriated at the beginning of the fol1owing fisca] year (primarily 
for General Fund capita] projects). 

The Reserve Fund is reported as part of the Genera] Fund in the City's Financial Statements. The 
City's policy addresses budget-based reserves, and does not set specific goa]s for GAAP-based year-end fund 
balances. 

In August 1 998, the City adopted a Reserve Fund po]icy, which requires the City to maintain a 
budget-basis Reserve Fund equivalent to 2% of General Fund revenues. The Reserve Fund is now comprised 
of two accounts - a Contingency Reserve Account and an Emergency Reserve Account. The Contingency 
Reserve Ac :::ount is available for unexpected expenditures and/or revenue shortfalls upon authorization by the 
City Council. The Emergency Reserve Account may not be utilized for funding unless the Mayor and City 
Council find that there is an "urgent economic nect!Ssity," and determine that no other viable sources of funds 
are availab]e. 

T;he 2003-04 Reserve Fund for the Adopted Budget is $96.6 mil1ion or 2 .8% of General Fund 
revenue. Of this amount, $6 1 mil1ion was allocated to the Emergency Reserve: Account and $35.6 million to 
the Contingency Reserve Account. This maintains the City's Reserve Fund goal of  2% or more of General 
Fund revenue. 
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Budgetary Reserves 
In addition to the Reserve Fund, the City maintains several budgetary reserves within the 

General Fund, which are summarized in Table 25. 

Budget for Fiscal Year 
Ending June 30 

1998-99 
1 999-00 
2000-01 
2001 -02 
2002-03 
2003-04(Adopted Budget) 

Budgeted 
Reserve 

Fund 

$ 44.0 
58.2 
59.8 

1 05 . 1  
1 01 .9 
96.6 

Table 25 
BUDGETED RESERVES 
CITY OF LOS ANGELES 

(in millions) 

Budgeted 
Unappropriated 

Balance 

Reserve for 
Economic 

Uncertainties121 

Reserve for 
Extraordinary 

Liability Claims 

$27.7 
22.8 $22.3 
73.2( 1 )  25 .8 $30.0 
65.8 54.7 40.0 
3 1 . 8 46.5 35.0 
86.6 0 28.9 

% of Total General Total Budgeted Fund Budgeted 
Revenues()) 

$ 7 1 .7 $2. 1 8  
103.3 2.96 
1 1 1 .8 4.58 
265.6 8.25 
2 1 5.2 6.59 
2 1 2 . 1  6.06 

01 Increase in the Unappropriated Balance is mainly due to $35 million set aside for salary increases for police and fire. 
{2> Funds received following budget adoption that have been set aside in the Reserve for Economic Uncertainties account of the Unappropriated 

Balance. 
1'' Includes Operating Transfers In. 

Source: City of Los Angeles, Office of the City Administrative Officer. 

The City annually allocates funds to the Unappropriated Balance to be available for appropriations 
later in the fiscal year to meet contingencies as they may arise. A preliminary allocation of these funds i s  
included in  the City's budget. Table 26 summarizes such allocations during the past five years. 
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Table 26 
BUDGETED UNAPPROPRIATED BALANCE 

CITY OF' LOS ANGELES 

General 
Civilian Comprnsation Adjustments 
Extraordinary Liability Claims 
Recreation ar,d Parks 
Street Resurfacing 
Police and Fire Sworn Employe,; Contract Negotiations 
Other - Police 
Reserve for New Programs. 
Other 
Total 

(in millions) 

$ 1 .0 
2 .0 
0.0 
0.0 
0.0 
0.0 
1 .0 
0.0 

_.!]_,_� 

$22.,� 

Source: City 01'Los Angeles, Office of the City Administrative Officer. 

$ 1 .0 
0.0 
0.0 
0.0 
2.7 

35.0 
1 0.2 
0.0 

24.3 
_$13_..2. 

$ 0.5 
37.2 

0.0 
5.0 
0.0 
0.0 

1 0.7 
0.0 

12.4 
S6il 

$ 0.5 
0.0 

1 3.0  
7 .5 
0.0 
0.0 
0.0 
0.0 

__lfil 
llU 

$ 0.0 
0.0 
0 0  
0.0 

1 1 .0 
0.0 

36. 1 
25.3 

-1.U 
$.SM 

The: City maintains two other reserves as part of its budget. Beginning in 1999-2000, the City began 
to transfer unbudgeted revenues to a Reserve for Economic Uncertainties. Beginning in 2000-01 ,  the City 
began funding a Reserve for Extraordinary Liabilities Claim to prepare for financial exposure from police
related litigation. (See "LITIGATION," herein.) 
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Table 27 presents the City's year-end unreserved fund balance, as reported in the City's annual 
General Purpose Financial Statements, which are prepared in accordance with Generally Accepted 
Accounting Principles (GAAP). Designations of the General Fund balance are made on a budgetary basis; in 
some years this amount exceeded the unreserved fund balance available on a GAAP basis, which resulted in 
the reporting of a negative unreserved undesignated fund balance. 

Fiscal Year 

1997-98 
1 998-99 
1 999-00 
2000-01 
200 1 -02 
2002-03 

Table 27 
ANALYSIS OF UNRESERVED GENERAL FUND BALANCES 

GAAP BASIS 
CITY OF LOS ANGELES 

(in millions) 

Unreserved General Fund Balance 

Designated1 1 l Undesi gnated1 1 1 Total Revenues12l 

$ 1 7.6 $ 99.0 $ 1 1 6. 6  $2,69 1 .4 
75.3 (7 .6Y,) 67.7 2,757 .2 
75.7 1 5.0  90.7 2,941 .0 

1 1 5 .8 1 58.6 274.4 3,088.2 
7 1 .0 340.2 4 1 1 .2 3,300.0 
7 1 .0 438.8 509.8 3 ,482 .l  

Unreserved Fund 
Balance as Percent Qf 

Revenues 

4.3% 
2.4 
3 0  
8.5 

1 2.5 
1 4.6 

1 1) Beginning in FY 1 998-99, includes the City's contingency and emergency reserves in accordance with the City's Reserve Fund Policy, which was 
adopted in November 1998. These funds were formerly accounted for in the Undesignated Fund Balance. FY2001 -02 emergency reserve was 
$6 1 million. 

<2> I ncludes Operating Transfers In.  
0> Budgetary-based designations exceeded total unreserved balance. 

Source: City of Los Angeles Comprehensive Annual Financial Report. 

Risk Retention Program 
Because of its size and its financial capacity, the City has long followed the practice of directly 

assuming virtually all insurable risks without procuring commercial insurance policies. The extent and 
variety of City exposure is such that the cost of the premiums would outweigh the benefits of such coverage. 
The City administers, adjusts, settles, defends and pays claims from budgeted resources. Additionally, the 
City is self-insured for workers' compensation as permitted under State law. The City procures commercial 
insurance when required by bond or lease financing covenants and for other limited purposes. 

Funds are budgeted annually to provide for claims and other liabilities based both on the City's 
historical record of payments and an evaluation of known or anticipated claims. 
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The City's claim payment experience since fiscal year 1 998-99 is listed in Table 28. 

Table 28 
LIABILITY CLAIMS PAID 
CITY OF LOS ANGELES11l 

(in millions) 

.Claims Paid 

1 998-99 
1 999-00 
2000-0 1 
2001 -02 
2002-03 
2003-04 (Adopted Budget) 

OJ Does not include Workers' Compensation claims paid by the City. 

Source: City DfLos Angelei;, Office of the City Administrative Officer. 

$52.8 
82 .6 
79.5 
48.0 
47. 1 
50.0 

The City's Workers' Compensation program is comprised of three components: Hospital and Doctor 
Bills (payments for an related medical care); Awards (temporary and permanent disability payments); and 
Rehabil itati on (vocational training costs and monetary allowances to employees during vocational 
rehabilitation). Funding for this program is included in the Human Resources Benefits budget, which also 
includes fonding for employee benefits and unemployment issuance. Total Workers' Compensation 
Expenditures since fiscal year 1 998-99 are shown in Table 29. 

Table 29 
WORKERS' COMPENSATION EXPENDITURES 

CITY OF' LOS ANGELES 

1998-99 
1999-0D 
2000-01 
200 1 -02 
2002-03 
2003-04 (Adopted Budget) 

(in millions) 

Source: City of Los Angeles,  Office of the City Administrative Ollicer. 
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$ 75.5 
84.0 
98.0 

1 1 5 .3  
1 29 . 1  
1 42.0 



Labor Relations 

As of October 2003, there were approximately 45,986 current full-time City employees; 34,296 in 
Council-controlled departments and 1 1 ,690 in the departments having control of their own funds (Airports, 
Harbor and Water and Power). 

The City adopted an employee relations ordinance under the provisions of the Meyers-Milias-Brown 
Act of California. Formal memoranda of understanding are executed between the City and the bargaining 
units incorporating the negotiated wages, hours and working conditions. Approximately 44,427 City 
employees are associated with some 50 employee units represented by 23 unions and employee associations; 
the other 1 ,559 employees are not represented. 

The following summarizes the membership and status of the largest unions and employee 
associations. 

Table 30 
STATUS OF LABOR CONTRACTS 

LARGEST EMPLOYEE ORGANIZATIONS FOR COUNCIL-CONTROLLED DEPARTMENTS 
CITY OF LOS ANGELES 

(As of October 2003) 

Approximate 
Number of Full- Number of 
Time Employees Bargaining 

Organization Reeresented Units 

Los Angeles Police Protective League 9, 1 94 
Los Angeles City Employees Union, 7,585 
Local 347, SEIU, AFL-CIO 6 
Engineers and Architects Association 6,650 7 
American Federation of State, County, 5,5 1 1  
and Municipal Employees, AFL-CIO 6 
United Firefighters of Los Angeles City, 3,380 
Local 1 1 2, AFL-CIO 

Source: City of Los Angeles, Office of the City Administrative Officer. 
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Status of  Current 
Memorandum of Understanding 

Three-year contract through June 30, 2006. 

Three-year contracts through June 30, 2004. 
Three-year contracts through June 30, 2004. 

Three-year contracts through June 30, 2004. 
Three-year contract through June 30, 2003. 
contracts are under negotiation. 

New 



Table 3 1  shows total authorized City staffing from fiscal year 1999-00 to fiscal year 2003-04. 

Police 
All Others 
Total 

Table 31  
AUTHORIZED CITY STAFFING 

COUNCIL CONTROLLED DEPARTMENTS 
CITY OJc LOS ANGELES 

I 999-00 2000-0 1 2001 -02 

1 3 ,650 1 3.650 1 3 ,753 
20 4 1 3  20.749 21 7 1 5  
l4..Q6J 3A.J22 �� 

Source: City of Los Angeles, Office of the City Administrative Officer. 

Retirement and Pension Systems 

2002-03 2003-04 

1 3 ,788 1 3,892 
I2..Qg 22 092 
�.&.lQ � 

The City of Los Angeles contributes to three single-employer defined benefit pension plans: the Los 
Angeles Ci1y Employee:s' Retirement System (LACERS), the Fire and Police Pi�nsion System (Pensions), and 
the Water and Power Employees' Retirement, Disability and Death Benefit Insurance Plan (DWP Retirement 
Plan). Each plan provides retirement, disability, death benefits, post-employment healthcare and annual cost
of-living adjustments to plan members and beneficiaries. For additional information, see Note 5A. in the 
"Notes to the City's Basic F inancial Statements Fiscal Year Ended June 30., 2003", which appears as an 
Appendix to this Official Statement. 

The City Employees ' Retirement System of the City ("LACERS"), established July l ,  1 937, in the 
City Chanter, is a contributory plan covering most City employees except uniformed fire and police personnel 
and employees of the Department of Water and Power. LACERS is funded pursuant to the Projected Unit 
Credit Cost Method. On June 30, 2003 , LACERS had 26,358 active members. and 1 3 ,805 retired members. 

Table 32 sho\VS the present value of retirement benefits, the actuarial value of assets available for 
retirement benefits, and the funded ratio for retirement benefits for LACERS for the past five years. Due to 
asset losse:s in Fiscal Years 2000-01 and 2001 -02, and the recognition of gains and losses on an actuarial basis 
over a five-year period, the funding ratio is likely to decline and City employer cont1ibutions increase. As of 
June 30, 2003, LACERS' actuarial valuation of assets still reflected the deferral of $ 1 . 1 6  billion in losses due 
to smoothing of short-term market performance. Increased funding for general city employee pension 
contributions is include:d in the City's 2003-04 Budget. 
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Actuarial Value of Assets!2> 

Actuarial Accrued Liability (AALf2l 

Unfunded (Overfunded) AAL!2l 

Funding Ratio 

0> As of Fiscal Year End, June 30. 
!2l In thousands. 

Table 32 
CITY EMPLOYEES' RETIREMENT SYSTEM 

FUNDED STATUS OF RETIREMENT BENEFITS (tl 

CITY OF LOS ANGELES 

1 999 2000 200 1 

$5,9 1 0.9 $6,56 1 .4 $6,988.8 

5,684.6 6,0 1 2 .9 6,468. 1  

(226.4) (548.4) (520.7) 

1 04.0% 1 09. 1 %  1 08. 1 %  

Source: The City of Los Angeles City Employees' Retirement System Annual Report. 

$7,060.2 $6,999.6 

7,252 . 1  7,659.9 

1 9 1 .9 660.2 

97.4% 9 1 .4% 

The current Fire and Police Pension Systems of the City of Los Angeles (the "Pension Systems"), 
established January 29, 1 923, in the City Charter, are contributory plans covering uniformed fire and police 
personnel. Five tiers of benefits are provided, depending on the date of the member's hiring. The Pension 
Systems are funded pursuant to the Entry Age Normal Funding Method. As of June 30, 2003, the Pension 
Systems had 1 2,658 active members and 1 1 ,8 14 retired members. 
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Table 33  shows the present value of retirement benefits, the actuarial value of assets available for 
retirement benefits, and the fonded ratio for retirement benefits for the Pension Systems. Due to investment 
losses in fiscal years 2000-01 and 2001 -02 , and the recognition of gains and losses on an actuarial basis over 
a five-year period, the funding ratio is expected to continue to decline and City employer contributions 
increase. The Pension Systems Actuarial Valuation dated June 30, 2003 indicates that while the funding Ratio 
was 1 04.3% based on the actuarial valuation of assets, that ratio would fall to 87.4% based on a market 
valuation of assets. Increased funding for fire and police pension contributions is  inc luded in the City's 2003-
04 Budget 

Tab]e 33 
FIRE AND POLICE PENSION SYSTEMS 

FUNDED STATUS OF RETIREMENT BENEFITs<O 

CITY OF LOS ANGELES 

Actuarial Value of Assetsct, $9,637.3 $ 1 0,985.9 $ 1 1 ,835.5 $ 1 1 ,49 1 .9 

Actuarial Accmed Liabili�y (AALY2' 

Unfunded (Ovf:rfunded) AAL 12 1 

Funding Ratio 

r i J  As of Fiscal Year End, June 30. 
12' In  thousands 

9,203 .6 

(433.7) 

104.7% 

9,604.2 9,954.0 

( 1 ,381 .7) ( 1 ,881 . 5) 

1 14.4% 1 1 8. 9% 

Source: The City of Los Angeles Fire and Police Systems Annual Report and Annual Actuarial Valuation. 

1 0,606.8 

(885. 1 )  

!08.3% 

$ 1 1 ,690.8 

1 1 ,203 .5 

(487.2) 

1 04.3% 

LACERS and the Pension Systems are currently actuarially funding retiree health insurance benefits 
for current retirees and active eligible members for retired health insurance benefits. The City Charter, the 
Administrative Code and related ordinance define the post-employment health subs:idy benefits for members 
of both LACE RS and P1�nsions. There are no member contributions for health subsidy benefits; all such costs 
are fonded out of the employer's contribution. 

As of June 30, 2003, the unfunded healthcare benefits liability ofLACERS and the Pension Systems, 
based on the actuarial cost method and assumptions used for the related pension plans, are as follows: 
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Healthcare Benefits Liability 
Retired Members 
Active Members 

Total Healthcare Benefits Liability 

Table 34 
POST-EMPLOYMENT HEAL TH CARE BENEFITS 

LACERS AND THE PENSION SYSTEMS 
CITY OF LOS ANGELES 

(in thousands) 

$ 660, 1 38 
545 673 

1 ,205,81 1 
Less - Reserve for Healthcare Benefits at Actuarial Value (Market 
Value of $723,900 and $442,987, respectively) (848 983) 

$ 356 828 Unfunded Healthcare Benefits Liability 

Source: City of Los Angeles, Comprehensive Annual Financial Report for the Fiscal Year Ended June 30, 2003. 

Pension Systems 

$ 677,06 1 
249 700 
926,76 1 

(592 539) 

$ 334 222 

The Department of Water and Power, an enterprise department of the City whose Board of 
Commissioners has control of its own funds, maintains a funded contributory retirement, disability and death 
benefit insurance plan covering substantially all of its employees. No general funds of the City are allocated 
to this plan. 

Investment Practices 

The City Treasurer invests temporarily idle cash for the City, including that of the proprietary 
departments, as part of a pooled investment program which combines general receipts with special funds for 
investment purposes and allocates interest earnings on a pro rata basis when the interest is earned and 
distributes interest receipts based on the previously established allocations. The Treasurer also maintains a 
limited number of special pools established for specific purposes. 

As of June 30, 2003 , the book value of the General Pool was $3.532 billion, with a market value 
(including accrued interest) of $3 .697 billion. The book value of the special pools totaled $5 1 3  million. 

The City's General Pool is further divided into a core pool and a reserve pool. The core or liquidity 
portion is targeted at the City's net liquidity requirements for 1 2  months. All investments in this section of the 
portfolio have maturities of one year or less. The balance of the General Pool not required for the City's 12 -
month liquidity requirement is invested in  the reserve portfolio. This portfolio holds investments from one to 
five years. 
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Average Duration (Years) 
Average Market Yield to Maturity 

US Treasury 
Federal Agency Securities 
Commercial Pap,�r 
Negotiable CD 
US Corporate 
State of Californ ia Local Agency Investment Fund 
Total 

Table 35 
POOLED INVESTMENT FUND 

GENERAL POOL 
CITY OF LOS ANGELES 

Investments as of June 30, 2003 

Core Portfolio Reserve Portfolio 
0.04 
1 .22% 

Market Value 

$ 0 
0 

258,635, 1 20 
71 ,226,8 1 6  

0 
39 861 062 

$362 7.22 228 

Percent 
of Total 

0.0% 
0.0% 

70.0% 
19.3% 
0.0% 

1 0.8% 

2.29 
1 . 75% 

Market Value 

$ 200, 1 70,464 
2,484,055, 1 24 

0 
0 

643,085,268 
0 

$3 32131()� 

Percent 
of Total 

6.0% 
74.7% 

0.0% 
0.0% 

1 9.3% 
0.0% 

Source: City of-os Angeles, Office of the Treasurer. 

Consolidated 
1 .70 
1 .70% 

Market Value 

$ 200, 1 70,464 
2,484,055,1 24 

258,635, 1 20 
7 1 ,226,8 1 6  

643,085,268 
39,891 062 

$3 627 !)33: 853 

Percent 
of Total 

5.4% 
67.2% 

7.0% 
1 .9% 

1 7.4% 
1 . 1% 

The City's treasury operations are managed in compliance with the California Government Code and 
according to a statement of investment policy, which sets forth permitted investment vehicles, liquidity 
parameters and maximum maturity of investments. The investment policy is reviewed and approved by the 
City Counc:l on an annual basis. The Investment Advisory Committee, comprised of the City Treasurer, the 
City Controller, the Chief Legislative Analyst, the City Administrative Officer, the Director of the Office of 
Finance and a contracted investment advisor, has oversight responsibility to ensure conformity with the 
investment policy and Government Code. The City's General Investment Pool has a AAAf/S 1 rating from 
Standard and Poor's. The Municipal Treasurers Association of the United States and Canada has certified the 
City's Investment Policy. 

Tlw City Treasurer does not invest in securities that include, but are not limited to, structured and 
range notes, securities that could result in zero interest accrual if held to maturity, variable rate, floating rate 
or inverse floating rate: investments and mortgage derived interest or principal only strips. 

T11e: investment policy permits the City Treasurer to engage custodial bank:; to enter into short-term 
arrangements to loan securities to various brokers. Cash and/or securities (U.S.  Treasuries and Agencies 
only) collateralize these lending arrangements, the total value of which is at least 102% of the market value of 
securities leaned out. A..s of June 30, 2003 , the market value of securities on loan was $688 million or 1 8 .6% 
of the General Pool's market value. 
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Capital Program 

The City annually budgets capital improvements in a number of special purpose funds, as well as the 
General Fund. Table 36 represents the revenues appropriated toward capital expenditure by fund type. 

Table 36 
CAP IT AL IMPROVEMENT EXPENDITURE PROGRAM 

CITY OF LOS ANGELES 
(in thousands) 

General Fund 
Special Gas Tax Street Improvement Fund 
Stormwater Pollution Abatement Fund 
Mobile Source Air Pollution Reduction Trust Fund1 1 1 

Special Parking Revenue Fund 
Sewer Construction and Maintenance Fund 
Street Lighting Maintenance Assessment Fund 
Local Sales Tax Transit Improvement Funds 
Allocation from Other Government Agencies 
Local Transportation Fund(2) 

Other 
Total 

11 ) Funded by local supplemental vehicle fee. 

1 999-00 

$ 7,638 
8,498 
3,0 1 5  

l ,62 1 
1 46,564 

3,258 
4,947 
5,4 1 6  
3,401 

� 
$ 1 85,3 1 2  

12) Funded by portion of State sales tax dedicated towards this purpose. 

Source: City of Los Angeles, Office of the City Administrative Officer. 

2000-01 

$ 6,95 1 
4,454 

4,836 
2, 1 9 1  

1 92,824 
4,780 
4, 1 54 
3,806 

763 
----1.l..ll 
$225,876 

2001 -02 

$ 1 0,673 
3,205 
2,005 
l ,475 

2 1 1 ,0 1 7  
3,629 
7,096 
3,530 
2,796 

--
$245,426 

BONDED AND OTHER INDEBTEDNESS 

Introduction 

Adopted 
Budget 

2002-03 2003-04 

$ 8,900 $ 1 9,400 
1 2,745 1 2,327 
6,000 5,969 

3,892 535 
230,004 268,200 

5,000 6,500 
4,374 3,881 

3,000 
1 ,992 1 ,991 

� __.2QQ 
$274,302 $322,703 

The City has issued or caused the issuance of a variety of bonded and other debt obligation as 
provided for under the State Constitution,judicial interpretation of the State Constitution, State statutes, and 
its own Charter powers. The following summarizes that indebtedness. The City has never failed to pay 
principal of or interest on any debt or lease obligation when due. 

The City Administrative Officer serves as the City's debt manager. Staff of the Office of the City 
Administrative Officer structures debt issuances and oversees the ongoing management of all General Fund 
and certain special fund debt programs. These include general obligation bonds, lease obligations, wastewater 
system, sanitation equipment charge and parking system revenue obligations, judgment obligation bonds, 
special tax obligations, Mello-Roos bonds and certain special assessment obligations. 
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General Obligation Bonds 

The City may issue general obligation bonds for the acquisition and improvement of real property, 
subject to two-thirds voter authorization of the bond proposition. A tax on all taxable real property to pay 
principal and interest on general obligation bonds is levied by the City and collected by the County on the 
secured and unsecured property tax bills within the City. (See "MAJOR GENERAL FUND REVENUE 
SOURCES - Property Taxes" herein). As of July 1 ,  2003, the City had $978,1 20,000 in general obligation 
bonds outstanding. The following summarizes the various voter authorizations for general obligation bonds. 

Table 37 
GENERAL OBLIGATION BONDS 

CITY OF LOS ANGELES 

Date of Electi!;m Projects, 
4/ I l /89 Branch Library Faci Ii ties 
4/l l /89Police Facilities 
4/l l /89Fire Safety Facilities 

6/5/90Seismic Safety Projects 
1 l /3/98Library Facilities 
1 l /3/98Zoo Facilities 
1 1 /7/00Fire, Paramedic, Helicopter and Animal Shelter Projects 
3/5/02 Emergency Operations, Fire, Dispatch and Police Facilities 
Total 

OJ As of July I ,  .2003. Not all i,,sued bonds remain outstanding. 

Source: City of Los Angeles, Office of the City Admini strative Officer 

Citywide Limited. Obligaltion Bonds 

Amount Authorized 

$ 53 ,400,000 
1 76,000,000 
60,000,000 

376,000,000 
1 78,300,000 
47,600,000 

532,648,000 
600,000 000 

$2 023 948 000 

Amount Amount Authorized 

lssL1ed1 1 i but Unissued 

$ 53,400,000 0 
1 76,000,000 0 
60,000,000 0 

376,000,000 0 
1 78,:100,000 0 
47,600,000 0 

230, 45 ,000 $ 302,503,000 
--1..li,'.17 5, 000 444 225 000 

J�� $146 128 000 

The City has nx;eived two-thirds voter authorization to levy special taxes on real property based on 
the size of improvements (rather than assessed valuation) to secure $235million in bonds for a Police 
Emergency Communications System (9 1 1) .  The last series of these bonds was issued February 14, 2002. As 
of July l, 2003, $ 1 8 1 ,320,000 of these bonds remained outstanding. 

In addition, the City received majority voter approval to create a Citywide Landscaping and Lighting 
Assessment District to finance various park and recreational improvements. throughout the City 
(Proposition K, creating the City of Los Angeles Landscaping and Lighting District No. 1 ). The City has 
issued $44,290,000 of bonds secured by these assessments, of which $38,380,000 were outstanding as of 
July I ,  2003 . 
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Lease Obligations 

The City may enter into long-term lease obligations without first obtaining voter approval, so long as 
these agreements meet certain requirements of State law. The City has entered into various lease 
arrangements under which the City must make annual payments to occupy public buildings or use equipment 
necessary for City operations. These lease agreements have been with a nonprofit corporation established by 
the City for this purpose, the Municipal Improvement Corporation of Los Angeles (MICLA), or with a joint 
powers authority, the Los Angeles Convention Center Authority. Securities have been issued, either in the 
form oflease revenue bonds or certificates of participation, the debt service on which is made for these annual 
lease payments. 

Table 38 summarizes the bonded and certificated lease obligations payable out of the general funds of 
the City as of January 1 ,  2004, as well as lease revenue bonds payable out of the Police Emergency 
Communications System special tax described above. 
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Table 38 
BONDED AND CERTIFICATED LEASE OBLIGATIONS 

CITY OF LOS ANGELES 

Seri� 

Los Angeles Convention and .':xhibition Center 
Authority Certificates of Participation, 
I 990 Senes ( dated A ugmt I ,  1 990) 

Los Angeles Convention and :::xhibi1ion Center 
Authority, Lease Revenue Bonds 1 99:i 

MICLA Certificates of Partici pation, Program S 
(elated June I ,  1 994) 

MICLA Certificates of Participation, Program T 
(dated August I ,  1 994) 

MJCLA Certificates of Partici pation, Program U 
(dated October I ,  1 994) 

MICLA Lease Revenue Bond;, Program X 
(dated December I ,  1 995) 

MICLA Certificates of Participation, Pro1p-am W 
(elated February I ,  1 996) 

MICLA Add'] Certificates of Participation, Program H 
(dated February I ,  1 996) 

MICLA Add'! Certificates of Participation, Program T 
(dated February I ,  1 996) 

MICLA Certificates of Participation, Program AA 
Series AA ( dated December I ,  1 996) 

MICLA Certificates of Participation, Program AC 
(dated October I ,  1 997) 

MICLA Certificates of Participation, Program H 
( dated October I ,  1 997) 

Los Angeles Convention and Exhibition Center Authority 
Taxable Lease Revenue Bonds, 1 998 Series A 
(dated April 1 ,  1 998)°) 

MICLA Special Tax Lease Revenue Bonds, 
Refunding Series 1 998-C ( :lated October I ., 1 998) (ll 

MICLA Refunding Certificates of Participation, Program H 
(dated November I ,  1 998) 

MICLA Refunding Certificates of Participation, Program K 
( dated November I ,  1 998) 

MICLA Refunding Certificates of Participation, Program Q 
(dated November I ,  1 998) 

MICLA Certificates of Partici pation, Program AE 
( elated December I ,  1 998) 

MICLA Taxable Certificate:; of Participation, Program AK 
(dated April I ,  1 999) 

MICLA Special Tax Lease Revenue Bonds, 
Series I 999 D ( dated Apdl I ,  I 999}12) 

MICLA Special Tax Lease Revenue Bonds, 
Refunding Series 1 999-E (dated April l ,  1 999)' 2) 

MICLA Certificates of Participation, Program AL 
(dated November I ,  1 999) 

MIC LA Certificates of Participation, Program AM 
( dated October I .  2000) 

MICLA Special Tax Lease Revenue Bonds, 
Series 2002-F (dated February 1 4, 2002/21 

As of January 1 ,  2004 

Project 

Convention Center Expansion 

Refunding of Convention Center 
Certificates 
Equipment and Real Property 

Refunding of Piper Technical 
Center Bonds 
Equipment 

Equipment and Real Property 

Equipment 

Real Property 

Real Property 

Equipment and Real Property 

Equipment and Real Property 

Real Property 

Staples Arena 

Police Emergency Command 
Control Communications Systems 
Real Property 

Real Property 

General Services Radio 
Communications System 

Table 38 Continued 

Equipment and Real Property 

Real Property 

Police Emergency Command 
Control Communications Systems 
Police Emergency Command 
Control Communications Systems 
Equipment and Capital Improvements 

Equipment and Capital Improvements 

Police Emergency Command 
Control Communications Systems 
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$ 

Amount Amount Final 
Issue<! Outstanding Maturity 

202,030,000 $ 1 1 , 1 55,942 8/15/05 

503,870,000 5 1 , 1 80,000 8/1 5/ 1 1 

57,260,000 7,250,000 6/1 /1 1 

45,340,000 1 8, 1 1 5 ,000 8/ 1 /07 

4 1 ,59�, .ooo 5 , 1 20,000 91 1110 

24,62S,000 8,590,000 1 / 1 /06 

65,470,000 1 1 ,460,000 2/1 / 1 2  

3,75'.;,ooo 2,555 ,000 1 1 / 1 / 1 2  

5,990,000 660,000 2/1 /06 

88,770,000 32,4 1 0,000 1 2/ 1/ 1 1 

83,240,000 30,480,000 1 0/0 1 / 14  

2,420,000 1 ,840,000 1 1 / 1 / 14  

45,580,000 42,255,000 8/1 5/2024 

26,89'.;,ooo 6,360,000 91 1 /05 

8,060,000 8 10,000 1 1 / 1 /04 

14,0o'.;,ooo 5 ,340,000 2/1 /06 

1 8,53S,OOO 2,805 ,000 2/1 /05 

74,55S,OOO 36,010,000 1 2/ 1 / 14  

43,2 1 0,000 42,045,000 4/1 /29 

70,28'.i,OOO 50,100,000 9/1 / 1 3  

65 ,040,000 50,905,000 9/1 /03 

72,600,000 48,805,000 1 1 / 1 /15 

56,08'.;,ooo 42,050,000 8/ 1 / 1 0  

52,32'.;,ooo 52,325,000 9/ 1 / 1 3  



Table 38 
BONDED AND CERTIFICATED LEASE OBLIGATIONS 

CITY OF LOS ANGELES 
As of January 1, 2004 

MICLA Certificates of Participation, Program AN Equipment and Capital Improvements 
(dated February 20, 2002) 

MICLA Special Tax Lease Revenue Bonds, Police Emergency Command 
Refunding Series 2002-G (dated February 1 4, 2002) Control Communications Systems 

MICLA Refunding Certificates of Participation, Program AT Refunding of Central Library 
( dated April I ,  2002) Bonds 

MICLA Certificates of Participation, Program AQ Real Property 
(dated April 2, 2002) 

MICLA Certificates of Participation, Program AR Real Property 
(dated April 2, 2002) 

MICLA Refunding Certificates of Participation, Program AS Real Property, Pershing Square 
(dated April 2, 2002>13> 

MICLA Certificates of Participation, Program AU Equipment and Real Property 
( dated October 3 1 ,  2002) Acquisition 

MICLA Additional Certificates of Participation, Program T Real Property Improvement 
(dated October 3 1 ,  2002) 

MICLA Leasehold Refunding Revenue Bonds, Program AV Central Library Project 
(dated April 2, 2003) 

Los Angeles Convention and Exhibition Center Authority, Lease Refunding of Convention Center 1 993 
Revenue Refunding Bonds, Series 2003A (dated as of June 3) Refunding Bonds 
Los Angeles Convention and Exhibition Center Authority, Lease Refunding of Convention Center 1 993 
Revenue Refunding Bonds, Series 2003B-F (dated as of June 3) Refunding Bonds 
MI CLA Certificates of Participation, Program AW Acquisition ofBraude San Fernando 

(dated June 1 7, 2003) Valley Constituent Service Center 

53,880,000 

1 6,320,000 

30,305,000 

28, 1 30,000 

62, 1 05,000 

7,655,000 

70,700,000 

42,41 0,000 

43,330,000 

226,045,000 

235,520,000 

36 220 000 

$2 524 160 000 

53 ,360,000 2/1 / 1 2  

1 6,320,000 9/1 / 1 3  

30,305,000 6/1/20 

28, 1 30,000 4/1 /32 

60,690,000 4/1/27 

7,1 75,000 I 0/1 /22 

70,490,000 1 0/ 1 /27 

42,41 0,000 2/ 1 /2 7  

43,280,000 6/1 / 1 5  

226,045,000 8/ 1 5/ 1 5  

235,520,000 8/1 5/2 1 

36 220 000 6/1/33 

$1 410 5'.ZO 242 

1 1 >  Primary source of repayment are receipts from the Staples Arena developer, but the City remains contingently liable for making up any deficiency from its General 
Fund. 

12> Bonds payable from voter authorized parcel tax with no contingent liability from City's General Fund. 
131 Primary source of repayment is a special tax levied in the vicinity of Pershing Square, but the City remains contingently liable for any deficiency from its General 

Fund. 

Source: City of Los Angeles, Office of the City Administrative Officer. 
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Judgment Obligation Bo1t1ds 

State law provides for the issuance of bonds to finance an obligation impm,ed by law. Pursuant to a 
procedural ordinance, the City has issued several obligations to finance judgment obligations. The Judgment 
Obligation Bonds are secured by the General Fund of the City As of July 1 ,  2003 ,  Judgment Obligation 
Bonds outs1anding totaled $4 1 ,450,000. Table 39 summarizes the City's Judgment Obligation bond issuance 
as fol lows: 

Dated Amount 
Date j§sued 

6/ 1 /98 :;25,000,000 

4/ 14/00 1,25,000,000 

8/ 1 /00 !, 1 3, 995,000 

Total S63,995,000 

Table 39 
JUDGMENT OBLIGATION BONDS 

CITY OF' LOS ANGELES 

A mount Final 

As of July 1, 2003 

Outstanding Maturity Judgment Financed with Proceeds 

$ I 2,755,000 4/ 1 /08 Refund to certain taxpayers of business license taxes which the court in 
General Motors v. City of Los Angeles held to tie discriminatory against 
inl erstate and intercity commerce because out-cf-City manufacturers 
wholesaling in the City had to pay a business tax that in-City manufacturers 
wholesaling in the City did not. 

$ 1 7,500,000 4/ 1 / 1 0  To repay judgments related to police oflicers making claims under the Fair 
Labor Standards Act 

$ 1 1 ,  195,000 8/ 1 / 1 0 To repay judgments related to police oflicers making claims under the Fair 
Labor Standards Act 

$41 ,450,000 

Source: City of Los Angeles, Office of the City Administrative Officer. 

Revenue Honds 

Tl1E City Charter and State law provide for the issuance of revenue bonds, and the execution of 
installment purchase contracts that support revenue certificates of participation, which are secured by and 
payable from the revenues generated by various enterprise and special fund operations. These revenue bonds 
do not represent obligations of the General Fund of the City, nor are they secured by taxes. Revenue bonds 
and certificates of participation have been issued that are secured by wastewater, refuse collection and 
parking revenues fund, which are under the control of the City Council. In addition, three departments that are 
under the control of Boards appointed by the Mayor and confirmed by the Council, namely the Departments 
of Water and Power, Harbor and Airports, have also issued revenue bonds. 

Conduit Debt Obligation!i 

The City has issued bonds or entered into installment purchase contracts secured by and payable from 
loans and installment sale contracts, in order to provide conduit financing for single and multi-family housing, 
industrial development and 50 l (C)(3) nonprofit corporations. These bonds and certificates of participation 
are not secured by any other City general funds or revenues. 
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Short-Term Borrowings 

The City issued $443 .6 million in Tax and Revenue Anticipation Notes on July 10, 2003. These 
Notes will  mature on June 30, 2004. 

Summary of Long-Term Borrowings 

Table 40 presents a pro-forma statement of net debt of the City outstanding as of January 1 ,  2004, 
unless otherwise noted. Tables 4 1  and 42 summarize the debt service to maturity of certain of these 
obligations. 

General Obligation Bonds 
Special Tax Bonds 

Table 40 
NET DEBT 

CITY OF LOS ANGELES 
As of January 1, 2004<1l 

Police Emergency Command Control Communications System 
Landscaping and Lighting District 96- 1 
Subtotal 

Lease Obligations 12) 

Equipment 
Real Property 

Subtotal 
Judgment Obligation Bonds 
Revenue Bonds 

Department of Water and Power'3> 

Department of Airports 
Harbor Department 
Wastewater System 
Sanitation Equipment Charge 
Parking System 
Subtotal 

GROSS DIRECT DEBT 
Less: 

Revenue Bonds 
DIRECT NET DEBT 
Plus: 

Tax Allocation Debt !4> 
Other Overlapping Debt!5l 

OVERALL NET DEBT 

Ol As adjusted by notes (2) through (6) below. 

Outstanding at 1 / 1 /04! 1) 

$ I ,  l 40,850,000 

1 72,200,000 
38.380 000 

2 1 0,580,000 

348,830,000 
885,730,942 

1 ,234,560,942 
40,050,000 

4,878,786,782 
4 1 1 ,465,000 
742,730,000 

2, 147,705,000 
264,850,000 
1 17 620 000 

8,563, 1 56,782 

l l , 1 89 , 197,724 

(8 563 1 56 782) 
2,626,040,942 

494,300,000 
3 593 1 79 2 2 1  

$ 6 713 520 163 

<2l Includes only bonded and certificated lease obligations. Excludes lease revenue bonds included under Parcel Tax Bonds. Also excludes 
current issue. 

!3J Also includes Certificates of Participation. Does not include the State SRF Loan of $ 17  ,400, 1 95. 
!4) Debt of the Community Redevelopment Agency of the City of Los Angeles. 
!SJ Overlapping debt information from California Municipal Statistics, Inc. as of July 1 ,  2003. 

Source: City of Los Angeles, Office of the City Administrative Officer. 
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Tab1e 41 
DEBT SERVICE TO MATURITY ON DEBT PAY ABLE FROM TAXES 

CITY Of' LOS ANGELES 
As of January 1, 2004Ul 

G.!:neral Olili�ation Bonds 
Fiscal Year Principal Interest Total Principal 

2004 $ $27,3 1 6,087 $27,3 1 6,087 $2,730,000 
2005 82,4 10,000 50,3 87, 1 49 1 32,797 , 1 49 1 5,41 5 ,000 
2006 82,5 10,000 46,931 ,325 1 29,44 1 ,325 1 8,645,000 
2007 79,920,000 43,649,876 1 23,569,876 1 7, 140,000 
2008 80,075 ,000 40,4D l ,695 1 20,476,695 1 7 ,550,000 
2009 77,980,000 37,072,629 1 1 5,052,629 1 8,275,000 
20 1 0  72 , 1 1 0,000 33,7 36,769 1 05 ,846,769 1 8,995 ,000 
201 1 7 1 ,770,000 30,5 75,91 8  1 02,345,9 1 8  1 9 ,725 ,000 
20 1 2  69,530,000 27,3 94,499 96,924,499 20,555 ,000 
20 1 3  67,200,000 24,2D0,308 9 1 ,400,308 2 1 ,220,000 
20 14  65,235,000 2 1 ,095,233 86,330,233 22, 1 50,000 
20 15  58,250,000 1 8,087,641 76,337,641 2 , 1 55,000 
201 6  53 , 120,000 1 5,3 1 9,675 68,439,675 2,255 ,000 
20 1 7  42,495 ,000 1 3,01 1 ,288 55,506,288 2 ,360,000 
20 1 8  42,490,000 1 0,924,575 53,4 1 4,575 2 ,480,000 
20 1 9  42 ,490,000 8,788,825 5 1 ,278,825 2 ,605,000 
2020 42,490,000 6,Ml ,463 49, 1 3 1 ,463 2 ,740,000 
202 1 39,485 ,000 4,563,238 44,048,238 2 , 140,000 
2022 34,840,000 2,693,500 37,533,500 1 ,445,000 
2023 24,780,000 l ,2 D3,000 25 ,983,000 0 
2024 1 1 670 000 __ 2 9 1  750 1 1 96 1 750 0 
Total lL.�ilill �� lliDS 136 441 $2]0 580 000 

f l )  Totals m�,y not add due to  independent rounding. 

Source: City o ' Los Angeles, Office of the City Administrative Officer. 
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Special Tax Bonds 
Interest Total 

$4,478,38 1  $7,.208,38 1  
8,574,644 23,989,644 
7,935,948 26, 580,948 
7,259,571 24, 3 99,57 1  
6,563,664 24, 1 1 3,664 
5,822,486 24,1)97,486 
5,057,474 24,1)52,4 74 
4,245,5 1 8  23,970,5 1 8  
3,385,536 23,940,536 
2,462,0 19  23/i82,0 1 9  
1 ,466,094 23,1) 1 6,094 

902,045 3,1)57,045 
801 ,689 3, 1)56,689 
694,524 3,<)54,524 
579,979 3,1)59,979 
453,849 3 , 1)58,849 
320,833 3,<)60,833 
1 79,250 2,3 1 9,250 
72,250 1 ,5 1 7,250 

0 0 
0 _ __ __ o 

$6] 255 752 �� 

Grand Total 

$34,524,469 
1 56,786,793 
1 56,022,273 
1 47,969,448 
1 44,590,359 
1 39, 1 50, 1 1 5  
1 29,899,243 
1 26,3 1 6,435 
1 20,865,036 
1 1 5,082,326 
1 09,946,326 
79,394,686 
7 1 ,496,364 
58,560,8 1 1 
56,474,554 
54,337,674 
52, 1 92,295 
46,367,488 
39,050,750 
25,983,000 
1 1  96 1 750 

$) 876 972 192 



Table 42 
DEBT SERVICE TO MATURITY ON BONDED AND CERTIFICATED LEASE OBLIGATIONS 

AND JUDGMENT OBLIGATION BONDS 
CITY OF LOS ANGELES 

As of January 1, 2004<1> 

Eguiement Real Proeert;{i Jud�ment Obli�ation Bonds 
Fiscal Year Principal Interest Total Principal Interest Total Principal Interest Total Grand Total 

2004 $ 1 5  ,680,000 $ 1 5,782,3 1 8  $3 1 ,462,3 1 8  $9,3 1 5,000 $4 1 ,342,737 $50,657,737 $5,255,000 $897,298 $6, 1 52,298 $88,272,353 
2005 60,260,000 1 4,208,540 74,468,540 23,223 ,404 45,269,444 68,492,848 6,655,000 1 ,526,984 8, 1 8 1 ,984 1 5 1 , 1 43,372 
2006 55 ,495,000 1 1 ,739,82 1 67,234,82 1 20,207,539 46,46 1 ,663 66,669,202 6,655,000 1 ,230, 1 2 1  7,885, 1 2 1  1 4 1 ,789, 1 44 
2007 50,895,000 9,320,439 60,2 1 5,439 3 1 ,700,000 35,668,549 67,368,549 6 , 145,000 943,834 7,088,834 1 34,672,823 
2008 44,835,000 7, 1 57,525 5 1 ,992,525 34,765,000 34,430,529 69, 1 95,529 6, 145,000 676,699 6,82 1 ,699 1 28,009,753 
2009 35,540,000 5, 1 98,039 40,738,039 32,940,000 32,927,663 65,867,663 3,900,000 399,080 4,299,080 1 10,904,78 1 
201 0 35 ,650,000 3,492,028 39, 1 42,028 36,725 ,000 3 1 ,46 1 ,004 68, 1 86,004 3,900,000 2 16,480 4, 1 1 6,480 1 1 1 ,444,5 1 2  
2 0 1  l 1 8 ,9 1 0,000 2 , 148,870 2 1 ,058,870 40,375,000 29,69 1 , 1 97 70,066,1 97 1 ,395,000 30,690 1 ,425,690 92,550,757 
20 1 2  1 2,240,000 1 ,3 1 6,476 1 3 ,556,476 43,01 5,000 27,41 8,378 70,433,378 0 0 0 83,989,853 
201 3 5 , 105,000 839,930 5,944,930 44,945,000 25,426,956 70,37 1 ,956 0 0 0 76,3 1 6,886 
2014  3,540,000 627,809 4, 1 67,809 46,240,000 23,722,9 1 1  69,962,9 1 1 0 0 0 74, 1 30,720 
201 5 2,825,000 467,765 3,292,765 48,000,000 2 1 ,877, 1 46 69,877, 1 46 0 0 0 73, 169,9 1 1  
201 6 1 ,860,000 346,2 1 5  2,206,2 1 5  49,720,000 1 9,868,488 69,588,488 0 0 0 7 1 ,794,703 
201 7 375 ,000 287,858 662,858 5 1 ,925,000 1 7,805,333 69,730,333 0 0 0 70,393 , 1 9 1  
201 8 395 ,000 270,335 665,335 53,880,000 1 5 ,725,422 69,605,422 0 0 0 70,270,757 
201 9 4 15,000 250,875 665,875 55 ,91 0,000 1 3 ,556,798 69,466,798 0 0 0 70, 1 32,673 
2020 435 ,000 229,625 664,625 58, 1 1 0,000 1 1 ,294,7 1 5  69,404,7 1 5  0 0 0 70,069,340 
202 1  455,000 207,375 662,375 53,695,000 8,935,533 62,630,533 0 0 0 63,292,908 
2022 480,000 1 84,000 664,000 55,725,000 6,833,029 62,558,029 0 0 0 63,222,029 
2023 505 ,000 1 59,375 664,375 1 4,205,000 5 ,354,793 1 9,559,793 0 0 0 20,224,1 68 
2024 530,000 1 33,500 663,500 1 4,445,000 4,539,599 1 8,984,599 0 0 0 1 9,648,099 
2025 555,000 106,375 66 1 ,375 1 5,3 1 0,000 3,672,26 1 1 8,982,26 1  0 0 0 1 9,643,636 
2026 585,000 77,875 662,875 1 2,3 1 5,000 2,890,545 1 5,205,545 0 0 0 1 5,868,420 
2027 6 1 5 ,000 47,875 662,875 1 3,000,000 2,201 ,435 1 5,201 ,435 0 0 0 1 5,864,3 10  
2028 650,000 1 6,250 666,250 6,280,000 1 ,473,068 7,753,068 0 0 0 8,41 9,3 1 8  
2029 0 0 0 6,670,000 1 ,083,978 7,753,978 0 0 0 7,753,978 
2030 0 0 0 3,475,000 670,085 4,145,085 0 0 0 4,1 45,085 
203 1 0 0 0 3,655,000 49 1 ,400 4,1 46,400 0 0 0 4,1 46,400 
2032 0 0 0 3,840,000 303,460 4, 143,460 0 0 0 4, 1 43,460 
2033 0 0 0 2, 1 20,000 1 06,000 2,226,000 0 0 0 2,226,000 
2034 0 0 0 0 0 0 0 0 0 0 

$348 83Q QQQ $H6J7Q21 $423 4�7 021 $885.730.942 lil2.5n4.UQ $ L.398235.062 $40.050.000 $5 921 1 86 $45.971.186 $1 867 653.139 

< 1
) Totals may not add due to independent rounding. 

<2) Interest on Series 2003B-F Convention Center Variable Rate Bonds calculated at 0.97% interest rate through 6/1 5/2004 and 2.90525% thereafter. Also includes 0.20% annual liquidity support, $ I 0,000 annual liquidity 
fee and 0.05% annual remarketing agent fee. 

Source: City of Los Angeles, Office of the City Administrative Officer. 



Debt Ma111agement Policy 
The City adopted a formal debt policy in August 1 998. The debt policy establishes guidelines for the 

structure and management of the City's debt obligations. These guidelines include target and ceiling levels for 
certain debt ratios to be used for planning purposes. The two most significant ratios are shown below: 

RatiQ 

Table 43 
DEBT MANAGEMENT POLICY RATIOS 

CITY OF' LOS ANGELES 

Total Direct Debt Service as Percent of General Fund Revenues 

Non-Voted D:rect Debt Service as Percent of General Fund Revenues 

Ceiling 
1 5 .0% 

6.0% 0 )  

I l l  The 6% cei ling may be exceeded only if there is a guaranteed new revenue stream for the debt payments and the additional debt will not cause 
the ratio to exceed 7.5%, er there is not a guaranteed revenue stream but the 6% ceiling shall only be ,,xceeded for one year. 

Source: City of Los Angeles, Office of the City Administrative Officer. 

Table 44 provides a comparison of City debt ratios for its net direct debt out;;;tanding for the past five 
fiscal years. 

Fi,,gtl Year 

1 998-99 
1 999-00 

2000-0 1 
200 1 -02 
2002-03 

Table 44 
FINANCIAL RATIOS 

CITY OF' LOS ANGELES 

Direct Net Debt Net Debt Per Capita 

1 ,978,955,000 546 
I ,99&,237.449 541 

2,0 1 8, I 75,000 539 
2,279,430,000 599 

2,524,542,0 1 2  653 

Source: City of Los Angeles, Office of the City Administrative Officer. 

A - 5 1  

Net Debt as Percent of 
Assessed Valuation 

1 .038 
0.982 

0.928 
0.979 

0.977 



Table 45 shows direct debt service as a percent of adjusted General Fund revenues . 

Table 45 
DEBT SERVICE AS A PERCENT AGE OF ADJUSTED GENERAL FUND RECEIPTS 

CITY OF LOS ANGELES 

Fiscal Year Debt Service Payment0l  

.(_$QQfil 
General Fund Receipts 12) 

.(_$QQfil 
Debt Service as Percentage of 

General Fund Receipts 

2001 -02 
2002-03 

$263,782 
268,682 

$3,292,352 
3,599,080 

8 .01% 
7.47 

< 1> Includes debt service payments on lease obligations, judgment obligation, general obligation bonds, and 9 1 1 Special Tax bonds. 
<2> Includes supplemental taxes collected for general obligation and 9 1 1 special tax bond debt service, and payments received from the Staples 

Center. 

Source: City of Los Angeles, Office of the City Administrative Officer. 

Maturing 
Within 

>O to 5 years 
>5 to 10 years 
>10 to 15 years 
> 15 to 20 years 
>20 to 25 years 
> 25 to 30 years 
> 30 to 35 years 

Table 46 provides a schedule of debt retirement for direct net debt. 

General 
Obligation Bonds 

Cumulative 
Maturing % of Debt 
Principal Retired 

$402,895,000 35.3% 
345,845,000 65.6 
238,845,000 86.6 
153,265,000 100.0 

0 100.0 
0 100.0 
0 100.0 

$1 140 8'.H! OQO 

Table 46 
RETIREMENT OF DIRECT NET DEBT 

CITY OF LOS ANGELES 
As of January 1, 2004(1) 

S�cial Tax Bonds Eguiement Leases Real Pro�!n: Leases 
Cumulative Cumulative Cumulative 

Maturing % of Debt Maturing % of Debt Maturing % of Debt 
Principal Retired Principal Retired Principal Retired 

$ 88,050,000 41.8% $253, 790,000 73.3% $ 143,305,942 16.2% 
102,290,000 90.4 8 1,625,000 96.9 208,960,000 39.8 
1 1,310,000 95.8 5,870,000 98.6 256,160,000 68.7 
8,930,000 100.0 2,405,000 99.3 199,595,000 91.2 

0 100.0 2,405,000 100.0 57,950,000 97.8 
0 100.0 0 100.0 19,760,000 100.0 
0 100.0 0 100.0 0 100.0 

$210 580 000 $346 025 000 $885 130 242 

( J J  Totals may not add due to independent rounding. 

Source: City of Los Angeles, Office of the City Administrative Officer. 
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Judgment 
Obligation Bonds 

Cumulative 
Maturing % of Debt 
Principal Retired 

$32,255,000 80.5% 
7,795,000 100.0 

0 100.0 
0 100.0 
0 1 00.0 
0 100.0 

____J) 100.0 
$40 050 000 

Total 
Cumulative 

Maturing % of Debt 
Principal Retired 

$920,295,942 
746,515,000 
512,185,000 
364,195,000 
60,355,000 
19,760,000 

0 
$2 623 305 242 

35 . 1% 
63.5 
83.1 
96.9 
99.2 

100.0 
100.0 



Variable Rate Obligations and Swap Agreements 

In connection with the refunding of certain lease obligations relating to the Los Angeles Convention 
Center, the City issued approximately $235 .5 million in variable rate obligations. The City entered into swap 
agreements for a notional amount equal to all of these variable rate lease revenue bonds. Such agreements are 
intended to mitigate the City's variable interest rate risk. The swap agreements will provide that the respective 
swap counterparty is obligated to pay the City a variable interest rate equal to a variable index identified in 
the swap agreements and the City is obligated to pay to the respective swap counterparty a fixed interest rate. 
In certain circumstances, the City could be required to make an unanticipated termination payment and such 
termination payment could be substantial. 

Operati111�: and Other Financing Leases 

In addition to l1�ase payments budgeted in connection with lease revenue bonds and certificates of 
participatio:1, the City has entered into other lease arrangements. 

Proposed Additional Financings 

The: City currently anticipates the completion of some or all of the long-temt financings summarized 
in Table 47 secured in whole or in part by the City's General Fund or other revenues and taxes. Refundings, 
certificates of participation or lease revenue bonds in addition to those listed below may be approved to 
finance real and personal property acquisitions and improvements. The C ity may seek further general 
obligation bond vot1�r authorization. 

2nd Quarter 2()04 
2nd Quarter 2()04 
3rd Quarter 2004 

Table 47 
POTENTIAL ADDITIONAL FINANCINGS 

DEBT CALENDAR 
CITY OF LOS ANGELES 

Equipment and Real Property Improvements 
Administrative Office Consolidation 
Various Public Safety Projects 

Type of Obligation 

Lease Revenue Obligations (commerc ial paper) 
Lease Revenue Obligations (commerc ial paper) 
General Obligation Bonds 

Source: City oi'Los Angeles, Office of the City Administrative Officer. 

Overlapping Bonded Debt 

Estimated 
Financing Amount 

$32 million 
$40 million 

TBD 

Contained within the City are numerous overlapping local agencies providing public services. These 
local agencies have outstanding bonds issued in the form of general obligation, lease revenue, and special 
assessment bonds. A statement of the overlapping debt of the City, dated July 1 ,  2003 , prepared by 
California Municipal Statistics Inc. ,  is shown in Table 48. The City makes no :representations as to its 
completene:;s or accurac:y. Self-supporting revenue bonds, tax allocation bonds, and non-bonded capital lease 
obligations are excluded from the debt statement. The City anticipates issuing additional bonded debt. (See 
"BONDED AND OTHER INDEBTEDNESS - Introduction" and "Proposed Additional Financings" 
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herein). The City also anticipates that new special assessment and special tax districts may be created within 
the City, and that debt supported by these special assessments and special taxes may be issued. 

Table 48 
STATEMENT OF OVERLAPPING DEBT 

CITY OF LOS ANGELES 

OVERLAPPING TAX AND ASSESSMENT DEBT: 
Los Angeles County 
Los Angeles County Flood Control District 
Metropolitan Water District 
Los Angeles Community College District 
Beverly Hills Unified School District 
Inglewood Unified School District 
Las Virgenes Joint Unified School District 
Los Angeles Unified School District 
Other School Districts 
City of Los Angeles Community Facilities District Nos. 3 and 4 
City of Los Angeles Assessment District No. I 
Los Angeles County Regional Park and Open Space Assessment District 
Los Angeles County Metropolitan Transit District Benefit Assessment Districts 
TOT AL DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT 

OVERLAPPING GENERAL FUND OBLIGATION DEBT: 
Los Angeles County General Fund Obligations 
Los Angeles County Pension Obligations 
Los Angeles County Superintendent of Schools Certificates of Participation 
Los Angeles County Sanitation District Nos. I ,  3, 4, 5, 8 & 1 6  Authorities 
Los Angeles Community College District Certificates of Participation 
Inglewood Unified School District Certificates of Participation 
Los Angeles Unified School District Certificates of Participation 
Other School Districts Certificates of Participation 
TOTAL GROSS OVERLAPPING GENERAL FUND OBLIGATION DEBT 
Less: Los Angeles County COPs ( I 00% self-supporting from leasehold revenues on properties in 

Marina de! Rey) 
TOTAL NET OVERLAPPING GENERAL FUND OBLIGATION DEBT 

NET COMBINED TOT AL OVERLAPPING DEBT 

% A1212licable 
39.728% 
40.303 
20.662 
70.509 

0. 1 87 
1 . 1 6 1 
1 .343 

86.6 1 8  
Various 
1 00 
1 00 
39.728 

J OO 

39.728% 
39.728 
39.728 
0.00 1 - 1 1 .745 
70.509 

1 . 1 61 
86.6 1 8  

Various 

Debt 07/0 1 /2003 
$ 1 2,007,788 

6 1 .885.257 
9 1 ,800,233 

357,501 ,783 
2 12,356 
430,034 

1 , 1 63,288 
3,749,008,938 

68,058 
1 45,975,000 
44,220,426 

1 56,820,32 1 
1 26 465 000 

$4,747 ,558,482") 

$ 6 1 9,988,253 
6 16,956, 927 

1 1 ,026,236 
7,534,826 

60,835 , 1 65 
42,493 

696,9 1 1 , 1 04 
59 

$2,0 13,295,063 

(27 676 5 1 1} 

$ 1 ,985,61 8,552 

$6,733, 1 77,034'2) 

01 Excludes City of Los Angeles Landscaping and Lighting Benefit Assessment District accounted for as direct debt on Table 40. 
<2> Excludes tax and revenue anticipation notes, revenue, mortgage revenue and tax allocation bonds and non-bonded capital lease obligations. 

Source: California Municipal Statistics, Inc. 
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LITIGATION 

The following is a list prepared by the Office of the City Attorney as of March 9, 2004, of completed, 
pending or threatened litigation involving the City,, excluding personal injury cases and single plaintiff cases, 
in which the City has a financial exposure of $4 million or more which, either individually or in the 
aggregate, could mate1ially affect the City's General Fund financial position. 

With regard to the other pending litigation, it is the opinion of the City Attorney that the final 
determination of such litigation, either individually or in the aggregate, would not materially affect the City 's  
General Fund financial position. 

1 .  Aircraft Owners and Pilots Association v. City of Los Angeles (USDOT Complaint No. 13-
95-09) and Air Tran.sport Association v. City of Los Angeles (USDOT Complaint No. 1 3-95-05) are 
administrative proceedings before the U.S. Secretary of Transportation challenging the legality of the transfer 
of approximately $58,000,000 from the Airport Revenue Fund to the General Fund. The challenged transfer 
represents condemnation proceeds received for certain City-owned property ta.ken by the State of California 
for use in the construction of the Century Freeway. 

2 .  Tipton- Whitingham v. City of Los Angeles is a multi-plaintiff action which seeks injunctive 
relief and damages in the United States District Court. The plaintiffs allege that there is discrimination 
against women in the Police Department. Although this case was initially filed as a class action, the class 
allegation was abandoned by plaintiffs. The plaintiffs have subsequently filed seven �eparate lawsuits; two of 
those cases have settled .. An unfavorable ultimate result from these lawsuits could give rise to a liability of as 
much as $30,000,000, which would be paid from the General Fund. 

3. Rampart Division Litigation: Investigations are continuing into alleged illegal activities of 
some police officers in the Los Angeles Police Department's Rampart Division. A; of March 9, 2004, 224 
lawsuits have been served on the City. One hundred seventy cases have been resolved for approximately 
$53,000,000, which inc:ludes the three cases described below. Other lawsuits are anticipated to arise from the 
continuing investigations. It is estimated that the total number of cases may range from 250 to 275 cases. 
Cases illustrating the issues i nvolved are: (a) Ovando v. City of Los Angeles, et al, is an action seeking 
unspecified damages for an al legedly unjustified shooting that left the plaintiff paralyzed and caused plaintiff 
to serve two years of a 23-year prison sentence before his conviction was set aside, (b) Hernandez v. City of 
Los Angeles, et al, seeks unspecified damages for an allegedly unjustified conviction for possession of an 
illegal gun that caused him to serve 1 6  months in prison. He had a prior felony conviction for drug peddling 
and under bis probation conditions was not supposed to possess a firearm, and ( c) Rojas v. City of Los 
Angeles, et al, is a civil rights lawsuit filed by the plaintiff, who has served more than two years in prison for 
his 1 997 po�session of cocaine for sale conviction. In each of the above cases, the plaintiff alleges that he 
was framed by certain officers in the Rampart Division. The total liability for all Rampart Division cases may 
be as much as $ 1 25,000,,000. The City has established a "Reserve for Extraordinary Liability Claims" to fund 
a portion of this liability. (See "FINANCIAL OPERATIONS - Budgetary Res,erves," herein). 

4. U S. ex rel Giles v. City of Los Angeles is a Federal court case over allegedly false claims 
filed by the City with FEMA for costs to clean up post-earthquake debris. It is alleged that the City knew that 
some contractors were submitting fraudulent invoices, and that therefore, some of the reimbursement claims 
the City fi1ed with FEMA were false claims under the Federal False Claims Act. The City prevailed on its 
motion for s:ummary judgment. Plaintiffs are appealing. An unfavorable ultimate result could give rise to a 
liability of as much as $1 0,000,000, which would be paid from the General Fund. 
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5 .  Cleveland v. City of Los Angeles is an action over the alleged failure by the City to pay its 
firefighters-paramedics overtime compensation under the Fair Labor Standards Act. The United States 
District Court ruled in favor of plaintiffs. The City is appealing the $5, 1 00,000 judgment. An unfavorable 
ultimate result could give rise to a liability of as much as $5, 100,000. 

6. Jones v. City of Los Angeles is a proposed class action lawsuit in U. S. District Court on 
behalf of police officers who claim to have been discriminated against, harassed, retaliated against or 
transferred to different jobs for complaining about allegedly improper activities within the Police Department. 
The class allegation was abandoned by plaintiffs. Individual lawsuits have been filed involving 
approximately 78 plaintiffs in 7 1  cases. Sixty-seven cases have been resolved for approximately $7 ,400,000. 
An unfavorable ultimate result on the remaining cases could give rise to a liability of as much as $ 1 ,000,000. 

7. AB Cellular-LA, et al. v. City of Los Angeles is an action for the refund of Utility Users Tax 
paid by the plaintiff. Plaintiff alleges that the customer information provided by the City used by the plaintiff 
for billing purposes and upon which the tax is based is faulty. The City prevailed on its demurrer motion, but 
on appeal the appellate court reversed. The case will proceed to trial. An unfavorable ultimate result could 
give rise to a liability of as much as $8,000,000. 

8. Gousse v. City of Los Angeles seeks damages for physical injuries from police officers 
arresting the plaintiff for driving a stolen car; the car rental company had given him a car with stolen license 
plates. The jury awarded the plaintiff, a surgeon, a judgment of$33,000,000 of which Budget Rent-A-Car is 
to pay $ 1 8,800,000 and the City to pay the other $ 14,200,000. The trial judge rejected the jury's damages 
award as disproportionate to the injury and ordered a new trial on damages. Plaintiff must decide whether to 
appeal the rejection. An unfavorable ultimate result could give rise to a liability of as much as $ 14,200,000. 

The following cases, which had been identified in previous official statements of the City, have been 
either completely resolved, either by settlement or judicial action, or the potential liability has been reduced 
below $4,000,000 each: Grajeda v. County of Los Angeles; Bank of New York v. City of Los Angeles; and 
Brehm v. City of Los Angeles. 
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APPENDIX B 

GENERAL PURPOSE FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2003 

AND INDEPENDENT AUDITOR'S REPORT 
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Hon;:,rable Members of the 
City Council 

Cjty of Los Angeles, California 

INDEPENDENT AUDITOR'S REPORT 

W,l'O \VII Sl lfRl .  !l<..'1 11 f-V,\R!'. · Llt t l  1711 1 

I .. ,:,\.; ,\ '-.;C.fTf /, •- , 91.l\lUJ 

: 2.l J,, 11,-u;jJ·l m.r-n+.:,"r 

We have audited the accompanying financial statements of the govcnmental activities, the 
business-type activiti es, the di scretely presented component unit, each major fund, and the 
aggregate remai:riing fond information of the City of Los Angeles, California (City), as of and for 
the fiscal year ended June 30, 2003 , which collectively comprise the City's basic financial 
statements as l isted in the tab]e of contents. These financial statements are the responsibility of 
the City's management. Our responsibility i s  to express opinjons on these financial statements 
bas,ed on our audit. We did not audit the financial statements of the .following City departments, 
which are reported as �nterprise and pension trust funds: Departments of Airports, Harbor, Water 
and Power, Fire and Police Pension System, and Los Angeles City Employees' Retirement 
System, which r,eprcsent the following percentages of assets and revenues/additions as of and for 
the fiscal year ended June 30, 2003 : 

________ Opini o _n_U_n_it ____ _ 
B usiri css-typ<! Activities 
Each Major Enterprise Fund - Airports, 

Harbor, Power, and Water 
Aggregate Remaining Fund lnfonnation 

Assets 
80% 

1 00% 
69% 

Revenues/ Additions 
89% 

1 00% 
46% 

Those financial statements were audited by other auditors whose repo1ts thereon have been 
furnished to us, and our opinion, insofar as it relates to the amounts included for the City funds 
described above, is based solely on the reports of the other auditors. 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of Ameri,�a and the standards applicable to financial audits contained in Government 
Audlting Stalldards, is sued by the Comptroller General of the Unite,d States. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
fimmc ial statements are free of material misstatement. An audit inc:ludef. examining, on a test 
basi�:, evidence supporting the amounts and disclosures in the financial stat,::ments. An audit also 
includes assessing the accounting principles used and significant es timates made by management, 
as wei I as evaluating the overall financia l  statement presentation. We believe that our audit and 
the 1\:ports of other auditors provide a reasonable basis for our opinions. 
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In our opinion, based on our audit and the reports of the other auditors, the financial statements 
refe.rred to above present fairly, in all material respects, the respective financial position of the 
governmental activities, the business-type activities, the discretely presented component unit, 
each major fund, and the aggregate remaining fund infonnation of the City, as of June 30, 2003, 
and the respective changes in financial position and cash flows, where applicable, thereof and the 
respective budgetary comparisons for the General Fund, Proposition A Local Transit Assistance 
Fund, Special Gas Tax Street Improvement Fund, and Community Development Fund, for the 
fiscal year ended in confom1ity with accounting principles generally accepted in the United States 
of America. 

As discussed in Notes 1 D and 4Q to the basic financial statements, effective July 1 ,  2002, the 
Power and Water Enterprise Funds changed their election under Governmental Accounting 
Standards Board Statement No. 20, "Accounting and Financial Reporting for Proprietary Funds 
and Other Governmental Entities that Use Proprietary Fund Accounting," and no longer apply 
Financial Accounting Standards Board statements and interpretations issued after November 30, 
1 989. 

ln accordance with Government Auditing Standards, we have also issued our report dated January 
1 6, 2004, on our consideration of the City's internal control over financial reporting and our tests 
of its compliance with certain provisions of Jaws, regufations, contracts and grants. That report is 
an integral part of an audit performed in accordance with Government Auditing Standards and 
should be read in conjunction with this report in considering the results of our audit. 

The Management 's Discussion and Analysis and Schedule of Funding Progress - Benefit Pension 
Plans on pages 3 thr(?ugh 29 and 1 55, respectively, arc not a required part of the basic financial 
statements but are supplementary infom1ation required by the Government Accounting Standards 
Board. We and the other auditors have applied certain limited procedures, which consisted 
principally of inquiries of management regarding the methods of measurement and presentation 
of the required supplementary 1nfom1ation. However, we and the other auditors did not audit the 
information and express no opinion on it. 

Our audit was conducted for the purpose of fonning opinions on the financial statements that 
collectively compri se the City's basic financial statements. The combining and individual fund 
financial statements and schedules listed in the accompanying table of contents are presented for 
purposes of additional analysis and are not a required part of the basic financial statements of the 
City. Such infom1ation has been subjected to the auditing procedures applied by us and the other 
auditors in the audit of the basic financial statements and, in our opinion, based on our alldit and 
the reports of other aud1tors, are fairly stated in all material respects in relation to the basic 
financial statements taken as a whole. The introductory and statistical sections listed in the 
accompanying table of contents have not been subjected to the auditing procedures applied by us 
in the audit of the basic financial statements and, accordingly, we express no opjnion on them. 

Los Angeles, California 
January 1 6, 2004 
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Managt:!ment's 
Discussion and .t'lnalysis 



Management's Discussion and Analysis 

This section of the Comprehensive Annual Financial Report of the City of Los Angeles (the City) 
presents a narrative overview and discussion of the City's financial activities for the fiscal year 
ended June 30, 2003. We encourage readers to consider the information presented here in 
conjunction with additional information that we have presented in the letter of transmittal of this 
report. We hope that the information and the discussions wil l  provide readers with a clear 
picture of the City's overal l  financial condition. 

FINANCIAL HIGHLIGHTS 

• The assets of the City exceeded liabilities at the close of the 2002-2003 fiscal year by $13.3 
bill ion. The net assets of $1 3.3 bil l ion consisted of: $8.7 bil lion investment in capital assets, 
net of related debt; $3.5 billion (restricted net assets) represents resources that are subject 
to certain restrictions on how they may be used; $1 .8 bil lion (unrestricted net assets) may 
be used to meet the City's obligations for its business-type activities; and $0.7 billion deficit 
of governmental activities. 

• The City's total net assets increased by $51 0.7 million during the fiscal year. Governmental 
activities posted an increase of $247.6 million while the business-type activities increased by 
$263. 1  million, 

• As of June 30, 2003, the aggregate ending fund balances of the City's governmental funds 
increased to $3 . 1  billion from $2.8 billion as of June 30, 2002. Of the combined fund 
balances of $3. 1  billion, 56.8% or $1 .8 bill ion is available to meet the City's current and 
future needs (unreserved fund balances). 

• At the end of the fiscal year, the unreserved fund balance of the General Fund (which 
includes the Reserve Fund and other accounts that have General Fund type activity) was 
$509.8 million, or 1 6.8% of total expenditures. 

• The City's bonded debt and long-term notes payable at June 30, 2003 totaled $1 1 .3 billion, 
a net increase of $959.6 million from the prior year's balance of $10.3 bil l ion. 

OVERVIEW OF THE FINANCIAL STATEMENTS 

This annual report consists of management's discussion and analysis (MD&A) , basic financial 
statements, including the accompanying notes to the basic financial statements, required 
supplementary information, and combining statements and schedules for the nonmajor 
governmental and the fiduciary funds. The basic financial statements comprise three 
components: 1 )  government-wide financial statements, 2) fund financial statements, and 3) 
notes to the basic financial statements. 

Government-wide Financial Statements are designed to provide readers with a broad 
overview of the City's finances and are made up of the following two statements: the Statement 
of Net Assets and the Statement of Activities. Both of these statements were prepared using 
accounting methods similar to those used by private-sector businesses, which is the economic 
resources measurement focus and the accrual basis of accounting. 

The statement of net assets presents information on all of the City's assets and l iabilities, with 
the difference between the two reported as net assets. Over time, increases or decreases in 
net assets may serve as a useful indicator of whether the financial position of the City is 
improving or deteriorating. 
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Management's Discussion and Analysis (Con1tinued) 

The st8'tement of activities presents information showing how the City's net assets changed 
during the most recent fiscal year. All changes in net assets are reported as soon as the 
underlying event giving rise to the change occurs, regardless of the timing of related cash flows. 
Thus, revenues and expenses are reported in this statement for some iteims that will result in 
cash flows in future fiscal periods , such as revenues pertaining to uncollected taxes and 
expemms pertaining to earned but unused compensated absences, and incurred but unpaid 
workers' compensation claims. 

Both of these gov1�rnment-wide financial statements distinguish functions; of the City that are 
principally supported by taxes and intergovernmental revenues (governmental activities) from 
other functions that are intended to recover al l or in part a portion of the ir costs through user 
fees and charges (business-type activities). The governmental activities of the City include 
genera1I government, protection of persons and property, public works, health and sanitation 
(other than sewer services), transportation, cultural and recreational services, and community 
development. The business-type activities of the City include airports, harbor, power, water, 
sewer a11d convention center services. 

The government-wide financial statements reflect not only the activities of the City itself (known 
as the primary gov,arnmont), but also those of the legally separate Community Redevelopment 
Agenc�, (CRA) presentE�d discretely. The Los Angeles Convention and Exhibition Center 
Authority, the Los Angeles Harbor Improvement Corporation, and the Municipal Improvement 
Corporation of Los .Angeles, although legally separate, have been included as an integral part of 
the primary government because their sole purpose is to providE3 services entirely to or 
exclusiv13ly for the City or the City Council is their governing body. 

Fund i=inancial Statements are designed to report information about ,�roupings of related 
accounts that are used to maintain control over resources that have been segregated for 
specific activities or objectives. The City, like other state and local govHrnments, uses fund 
accounting to ensure and demonstrate finance-related legal compliance. All of the funds of the 
City can be divided! into three categories: governmental funds, proprietary funds and fiduciary 
funds. 

Governmental funds are used to account for essentially the same functions reported as 
governmental activities in the government-wide financial statements. However, unlike the 
government-wide financial statements, governmental funds financial statements focus on near
term inflows and outflows of spendable resources, as well as on balcmces of spendable 
resources available at the! end of the fiscal year. Such information may be useful in determining 
what financial resources are available in the near future to finance the City's programs. 

The governmental funds financial statements are made up of the followin�1: the balance sheet 
and the! statement of revenues. expenditures and changes in fund balances. Both of these 
stateme!rits were prepared using the current financial resources measurement focus and the 
modified accrual basis of accounting. 

The budnetary basis stat,�ment of revenues, expenditures and changes in fund balances were 
prepared on a modified cash basis of accounting that is different from generally accepted 
accounting principles. (Please see Note 38 of the Notes to the Basic Financial Statements 
beginninu on page 77 for additional information on the basis difference.) 
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Management's Discussion and Analysis (Continued) 

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

The City maintains several individual governmental funds organized according to their type 
(general, special revenue, debt service, and capital projects funds). Information is presented 
separately in the governmental funds balance sheet and in the governmental funds statement of 
revenues, expenditures, and changes in fund balances for the General Fund, Proposition A 
Local Transit Assistance Fund, Recreation and Parks Fund, Special Gas Tax Street 
Improvement Fund, Community Development Fund, Seismic Bond Reimbursement Fund, and 
the Municipal Improvement Corporation Special Revenue and Debt Service Funds, which are 
considered to be major funds. Data from the remaining governmental funds are combined into 
a single, aggregated presentation. Individual fund data for each of these nonmajor 
governmental funds is provided in the form of combining statements and schedules elsewhere 
in this report. 

Non-GAAP budgetary basis statements of revenues, expenditures and changes in fund 
balances have been provided for the General Fund and three other budgeted major funds to 
demonstrate compliance with the annually appropriated budget. The other budgeted major 
funds are: Proposition A Local Transit Assistance, Special Gas Tax Street Improvement, and 
Community Development. 

Proprietary funds are generally used to account for services for which the City charges 
customers - either outside customers, or other departments/funds of the City. The proprietary 
funds financial statements provide the same type of information as shown in the government
wide financial statements, only in more detail. The City maintains the following type of 
proprietary funds: 

• Enterprise funds are used to report the same functions presented as business-type 
activities in the government-wide financial statements. The City uses enterprise funds to 
account for the airports, harbor, power, water, sewer, and convention center operations. 
All of the City's enterprise funds, except the convention center, are considered major 
funds. 

Fiduciary funds are used to account for resources held for the benefit of parties outside the City. 
The City's pension trust and agency funds are reported under the fiduciary funds. Since the 
resources of these funds are not available to support the City's own programs, they are not 
reflected in the government-wide financial statements. The accounting used for fiduciary funds 
is much like that used for proprietary funds. 

N otes to the Basic Financial Statements provide additional information that is essential to a 
full understanding of the data provided in the government-wide and fund financial statements. 

Required Supplementary Information, other than MD&A, is presented concerning the City's 
progress in funding its obligation to provide pension benefits to City employees. 
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Management's Discussion and Analysis (Con1tinued) 

The combining and individual fund statements and schedules referred to earlier provide 
information for nonmajor governmental funds and fiduciary funds and are presented 
immediately following th(! required supplementary information. 

GOVERNMENT-WIDE nNANCIAL ANALYSIS 

Analy�!i]s of Net Assets.:. As noted earlier, net assets may serve over time as a useful indicator 
of a government's 1financ:ial position. In the case of the City, assets exceeded liabilities by $1 3.3 
billion at the close of fiscal year 2002-03. 

The following table is a condensed summary of the City's government-wide net assets: 

Current and other assets 

Capital a�ets 

Tot,11 assets 

Current ,mj other liabi litiE!S 

Long-terrn 1iabilitles 

Tot,11 liabilities 

Net assets: 

Invested !!:!, capital assets
:.. 

net of related debt 

Restricte<!_ 

Unrestricted 

fotal net assets 

CITY OF LOS ANGELES 
Condensed Statement of Net Assets 
(amounts expressed in thousands) 

Governmental Business-type 
Activities Activities 

FY 2003 FY 2002 FY 2003 FY 2002 

$4.326,574 $3,903,508 $ 6,044,489 $ 5,868, 108 

2,749,600 2,437,248 16,149,984 15,289,621 

7,076,174 6,340,756 22, 194,473 21 , 157,729 

880,217 772,215 1 ,897,454 1 ,662, 177 

4,580,955 4,201 ,163 8,602,900 8,064,503 

5,461 , 172 4,973,378 10,500,354 9,726,680 

730,518 622,648 7,996,013 7,655,053 

1 , 547,616 1 ,525,765 1 ,933,772 1 ,676,499 

(1563,132} (Z81 ,035! 1 ,764,334 2,099,497 

$ 1,1315,002 $ 1 ,367,378 $ 1 1 ,694,1 1 9  $ 1 1 ,431 ,049 

Total 

FY 2003 FY 2002 

$ 1 0,371 ,063 $ 9,771,616 

1 �.899,584 1 7,726,869 

29,270,647 27,498,485 

:�.777,671 2,434,392 

1:3, 183,855 1 2,265,666 

1 !;,961 ,526 14,700,058 

B,726,531 8,277,701 

:3,481 ,388 3,202,264 

·1 ,101 .202 1 ,318,462 

$ 1:3,309,121 $ 12,798,427 

By far, the largest portion of the City's net assets ($8.7 billion or 65.6%) reflncts its investment in 
capital assets (e.g . ,  land, infrastructure, buildings, facilities and equipment) less any related 
outstanding debt used to acquire those assets. The City has reported only a small portion of its 
investmeint in goveirnmental activities infrastructure assets, the majority of which relate to 
additions, during the, fiscal years 2003 and 2002. The City is currently gathering information on 
infrastruGture assets acquired prior to fiscal year 2002 and will report them in the subsequent 
years financial statements but no later than June 30, 2006. The City uses these capital assets to 
provide s:ervices to its citi:zens; consequently, these assets are not available for future spending. 
Although the City's investment in capital assets is reported net of related debt, it should be 
noted that the resources. to repay this debt must be provided from other sources since the 
capital aHsets themselves. cannot be used to liquidate the debt. 
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Management's Discussion and Analysis (Continued) 

An additional portion of the City's net assets ($3.5 billion or 26. 1 %) represents resources that 
are subject to various restrictions on how they may be used . The remaining balance of $1 . 1 
billion (8.3%) is the net amount of the governmental activities deficit of $663. 1 million and $1 .8 
billion unrestricted net assets that may be used to meet the City's obligations for its business
type activities. 

At the end of fiscal year 2002-03 , the City reported positive balances in all three categories of 
net assets for the City as a whole. The third category, unrestricted net assets, is the resultant 
amount after deducting the two other categories, net assets invested in capital assets, net of 
related debt and restricted net assets, from the total net assets. While the business-type 
activities reported a positive balance of $1 .8 billion in unrestricted net assets, the governmental 
activities reported a deficit of $663. 1 million. The deficit balance shown for the governmental 
activities unrestricted net assets reflected a decrease of $1 1 7.9 mil lion ( 15 . 1  %) from the prior 
year's deficit balance. The deficit should not be considered, of itself, evidence of economic or 
financial difficulties . The deficit reflects the extent to which the City has deferred to future 
periods the financing of certain liabilities (i.e. claims and judgments, workers' compensation, 
compensated absences). While accounting is primarily concerned with when a liability is 
incurred, financing focuses on when a liability will be paid. The City, like many other 
governments, raises and budgets resources needed to liquidate a liability during the year in 
which the liability is to be liquidated rather than during the year in which the liability is incurred. 

Key changes in the statement of net assets are as fol lows: 

Capital assets increased by $1 .2 billion or 6.6%. Business-type activities contributed the bulk of 
the increase that is $860.4 million, due mainly on construction work in progress for airports, 
harbor, and sewer facilities as well as power and water util ity plants. The balance of $31 2.4 
million from the governmental activities is also due to construction work in progress for bond 
funded projects for library, zoo, animal shelter and improvements to various City facilities. 

Current and other assets increased by $599.4 mill ion or 6 . 1  %. For the governmental activities, 
the increase was $423. 1  mil lion (1 0.8%) mainly from cash provided from other financing 
sources mostly from bond issuances. The increase in the business-type activities was $1 76.3 
million (3%) mainly from cash provided by operations offset by amounts used for capital and 
related financing activities.  

Long-term l iabilities for bonded debts and notes payable increased to $1 1 .3 billion from $10.3 
billion in the prior year. The total issuances for the year were $1 . 1  billion for governmental 
activities and $2.4 billion for business-type activities, while principal retirements totaled $0.8 
billion for governmental activities and $1 .8 billion for business-type activities. The City's current 
and other liabilities increased by $343.3 million. 

Restricted net assets increased $279. 1 mil lion composed of $21 .8 million for governmental 
activities and $257.3 million for business type activities. The increase in governmental activities 
restricted assets is substantially due to cash and investments set-aside for the increased debt 
issues and the debt proceeds for capital projects. For the business-type activities, the increase 
in restricted assets for capital projects is reflective of the continuing capital assets expansion 
and improvement. Restricted assets for debt service declined for the business type activities 
due in part to debt restructuring. Net assets restrictions for various special purposes posted an 
overall increase of $267 million. As explained in more detail in the subsequent pages, the City's 
unrestricted net assets were down $21 7.3 mil lion. Governmental activities unrestricted net 
assets improved by $1 1 7.9 million, while business-type activities net assets were down $335.2 
million. 
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Management's Discussion and Analysis {Continued) 

Analys is of Activities : The following table presents condensed information showing how the 
City's net assets cihanged during the most recent fiscal year. As previously stated, all changes 
in net c1ssets are reported as soon as the underlying event giving rise to the change occurs, 
regard lHss of the timing of related cash flows. 

CITY OF LOS ANGELES 
Condensed Statement of Activities 
(amounts expressed in thousands) 

--
GovemmE".ntaf Business-type 

Activities Activities Total 

FY 2003 FY 2002 FY 2003 _Er_IQ.QL FY 2003 FY 2002 

Revenues 

Program Revenues 

Cliarges for Services . . . . . . . . . . .. . . . . . . . . .. . .. .... $ 1,050,535 $ 941,508 $ 4,295,135 $ 4.279,703 $ 5,345.670 $ 5.221.211  
01oerating Grants and Contribu1ions . . . . . . . . .  744,819 821 ,688 25,512 "17,685 770,331 839.373 

C,3pital Grants and Contributions . . . . . .. . • . . . .  91,041 86,989 87,656 1:11 .222 178,697 208,21 1 

Gener.;11 Revenues 
Property Taxes . . . . .. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . .  787,048 742,602 787,048 742,602 

Utility Users Twces . . . . . . . . . .. . . . .. . . . . . . . . . . . . . . .  521,148 476,416 521.148 476.416  

Business Taxes . . . .. . . . . . . . . . . . . . . . . .. . . . . . . . . . . . .  356,937 338.865 356.937 338,865 

Other Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  335.n9 306.798 335,779 306,798 
UnrE,s!ricted Grants a1nd Contrit,utions . . . . . .  590,655 621,905 590,655 621,905 

Unrestricted tnvestrr1<mt EaminflS 49,173 40.396 49,173 40,396 

Othe r Revenues .. . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . .  33,435 29,276 2 270 __ 72,51 1  35,705 101i781 

Total Reve:n11es . . . . . . . . . . . ..... . . . . . . . . . . .. . . . . .. . . . . . . . . .... 4,560,570 4 406,443 4,410,573 4,491,121 8
1
971.143 8,897,564 

Expenses 
General Government . .. . . . . . . . . . . . . .. . . . . . .. . . . . . . . . . . .  1,055,535 895,429 1,055,535 895,429 
Protection of Persons and Property . . .. ... . . . . . . . . .  1 ,761 ,748 1,965, 190 1 ,761 ,748 1 ,965,190 

Public VIJ(,rks . . . . . . . . .... . . . . . .... . . . .. . . . . . . . . . . . . . . . . . . .  320,230 314,299 320,230 314,299 

Health and Sanitation . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .  293.573 316,980 293,573 316,980 

Transporhtion . . . . . . . •. .. . .. . . . . . .. . . . . . . . . . . . . • . . . . . . . . . .  294,116 237,882 294,1 1 6  237,882 
Cultural and Recreational 

Services . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . ... 320,123 339, 181 320,123 339,181 

Communily Development . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  336,61 1 501,467 336,611  501,467 

Interest on Long-tern, [)ebl . . . . . . .. . . . . . . . . . . . . . . . . . . .  1 42,946 128,043 142,946 128,043 

Airports .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .. . . . . . . . . . . .  508,649 485,848 508,649 485,848 

Harbor . . . . .. . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  227,704 208,81 1 227,704 208,81 1 

Power .. . . . . . . . . . . . . . . . . . . . . ... . . . . . . . . . . . . . . . . . . .. . . . . . . . . .  2,059,768 2,043,850 2,059,768 2,043,850 

Water . . .. .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . .. . . . . . . . .  550,514 487,406 550,514 487,406 

Sewer . . .. . . . . . . . . .... . . . . . . . .. . . . . . . . . . . .. . . . . . . . ... . . . . . . .  473,517 431,423 473,517 431 ,423 

Conven1l011 Center . . . . . . . . . . . . . . . . . . .. . .... . . . .. . . . . . . . .  35,823 36 519 35,823 36 519 

Total Expens,� . . .. .. . . . . . . . . .. . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .  4,524,882 4,698,471 3,855,975 3,693
1
857 8,380,857 8

1
392

1
328 

Increase (De(:rease) in Net Ass,�ts Befor·� 
Transfers and Other ltnms . . . . . . . . . .. . . . . . . . . . . . . . ... 35,688 (292,028) 554,598 7g7,264 590,286 505,236 

Transfers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . .. . . . . . . .  211,936 213, 152 (211,936) (213,152) 

Other Items . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . .. . . .. . . . . . . .. . .  {Z9,592l (16,250) Q:9,592} (16,250) 
Increase (Decrease) in Ne,t A!;sets . . . .•.• . . . . • . . • . • . . • .  247,624 (78,876} 263,070 567,862 51 0,694 488,986 

Net Assets BE,ginning of Y,�ar, Ftestated . . . . . . . . . . . • . .  1,367,378 1 446 254 11,431,049 10,as:i.101 12,798,427 12,309,441 
Net Assets Er1d of Year .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1,615,002 $ 1,367,378 $11,694. 1 1 9  $11,43"\ ,049 $13,309,121 $12.798,427 
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Management's Discussion and Analysis (Continued) 

Governmental Activities 

For the year ended June 30, 2003, the total expenses for governmental activities were $4.5 
billion or $1 73.6 million (3.7%) less than the prior year. Total revenues grew by $154.1 million or 
3.5% from $4.4 billion in fiscal year 2002. Program revenues funded 41 . 7% of the total 
expenses of $4.5 billion; taxes, other general revenues c1.od transfers from business-type 
activities financed the balance of 58.3%. Program revenues are resources obtained from parties 
outside of the City. They include: (a) amounts received from those who purchase, use or directly 
benefit from a program; (b) grants and contributions that are restricted to specific programs; and 
(c) investment earnings that are legally restricted for a specific program. 

The following charts show a graphical comparison of governmental revenues by source. 

FY 2003 
Total Revenues: $4.56 Billion 

Unreslricled Other Charges for 
Grants and 1.8% Services 

Conllibutions 23.0% 
Other Taxes 

7.4% 

Business Tax 
Operating Grants 
and Contributions 

7.8% 16.3% 

Utirrty Users Tax Capital Grants 
11.4% Property Tax and Contributions 

17.3% 2.0% 

FY 2002 
Total Revenues : $4.41 Billion 

OlherTaxes 
7.0% 

Business Tax 
7.7% 

Unrestricted 
Grants and 

UtiDly Users Tax 
10.8% 

Other 
1 .5% 

Charges for 
Services 
21 .4% 

Operating Grants 
and Contributions 

18.7% 

Capital Grants 
Property Tax and Conlnoutions 

16.8% 2.0% 

Revenues from charges for services, property tax and operating grants and contributions are 
the three largest revenue sources for governmental activities for both fiscal years 2003 and 
2002. Together they posted a net increase of $76.6 million mainly from increased municipal 
court fines for traffic violations (charges for services) and a strong real estate market (property 
tax). Revenues from util ity users and other taxes also reflected a notable increase due to the 
rising use of cellular phones and increase in revenues from documentary transfer taxes, which 
is also due to the robust real estate market. Unrestricted grants and contributions include 
allocated sales tax revenue and motor vehicle in-lieu taxes, which increased $23.2 million and 
$7.3 million, respectively. Other unrestricted grants caused the offsetting decrease of $6 1 .7 
million. Investment earnings and miscel laneous revenues, shown in the above charts as Other, 
accounted for an increase of $12.9 million due to the overall improving condition of the financial 
market. 

Overal l  expenses for governmental activities decreased from $4. 7 billion to $4.5 billion. This 
resulted from the fiscal prudence exercised by the Mayor, Council and Departments in 
anticipation of reduced revenues in the subsequent fiscal years. 

The following chart shows a graphical comparison of the City's governmental expenses by 
function. 
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Management's Discussion and Analysis (Con1tinued) 

FY 200J Total Expenses: $4.52 Billion FY 2002: Total Expenses : $4.70 Billion 

$ 1,965 

�-!ne-rat-Go-11<1mment • Protection of Persons and Property 

ieealth and Sanitation •Transportation 

OPubRc Woncs 

D Cultural ,3lld Recreational Services 

_:mmunity C,1_ev_e1o_pme_n_t ____ c_,n_tere_,s_t o_n o_eb_t -------

The increase in expenses for general government of $160. 1 million is due mainly to the 
discontinuation of the chargeback procedure of allocating certain central services costs from 
expenses for general �1overnment to the other governmental functiom,. In the past, City 
departmants were charged for the costs of postage, telephone, fleet repair, material testing, 
workers' compensation, and information technology services. Also, the City's increased 
contribu1ion to the civili�,n pension plan contributed to the increase in e><penses for general 
government. A key factor in the decrease in expenses for protection of per:ions and property of 
$203.4 million was the discontinuation of the chargeback process as di�;cussed earlier. The 
actuarii:11 study for the City's self-insured workers' compensation program as of June 30, 2002 
resulted in a significant increase in the City's liability for workers' compensation that year. 
Because of the chargeback process, the amount of the increase in estimated outstanding losses 
allocateicl for protection of persons and property in fiscal year 2002 was $2:29.8 million. Another 
reason for the decrease in expenses for protection of persons and property were the costs to 
maintain heightened security measures enacted as a result of the September 1 1 th events. The 
start up c;osts to implement all of the new policies, procedures and programs to protect the City 
from terrorist activities occurred in the preceding fiscal year. These policies, procedures and 
programs were continued in fiscal year 2003. The provision for loans doubtful of collection was 
less in fiscal year 2003 compared to fiscal year 2002. This was the key factor in the decrease in 
expenses for community development of $1 64.9 million. The increase in interest expense for 
debt service of $14 .'9 million was the consequence of the City's increased Ieng-term borrowings. 
Depreciation, which is all ocated to the different governmental functions, alBo contributed $20.7 
million to the overall increase in expenses. 

Busines:s-type Activities 

The Ci�y' has six business-type activities: airports, harbor, power, water, se!Wer and convention 
center seirvices. The combined operating revenues from their customers c:1nd ratepayers were 
1 4.2% ($493.2 mill icin) more than the $3.5 bil lion combined operating costs. 

Since thei proprietary' funds provide the same type of information found in the government-wide 
statements, a more, detai.led discussion of the activities of the City's busim�ss-type activities is 
found in the financial analysis of the City's funds. 
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Management's Discussion and Analysis (Continued) 

FINANCIAL ANALYSIS OF THE CITY'S FUNDS 

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with 
finance-related legal requirements. 

Governmental Funds 

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

At June 30, 2003, the City's governmental funds reported a combined fund balances of $3.1  
billion. Of the $3. 1 billion , the amount available for spending at  the City's discretion (unreserved 
fund balance) totaled $1 .8 billion. The remaining fund balances are reserved to indicate that 
they are not available for new spending because they have been committed: (1)  to pay debt 
service - $283.2 million; (2) to reflect loans, inventories, and the amount due from other funds 
that are long-term in nature and thus do not represent available spendable resources - $480.5 
million; (3) to liquidate contractual commitments of the period - $542.3 million; and (4) for a 
variety of other restricted purposes - $38.3 million. 

Revenues for governmental functions overall totaled $4.6 billion, while expenditures totaled $5. 1  
billion. Although total revenues were $493.8 million less than total expenditures, other financing 
sources bridged the gap. Other financing sources include proceeds from issuance of debt, loans 
from the U.S. Department of Housing and Urban Development, and transfers from enterprise 
funds. 

The General Fund is the general operating fund of the City and it includes transactions of the 
Reserve Fund and other accounts that have General Fund type activity for GAAP reporting 
purposes. At June 30, 2003, the unreserved fund balance of the General Fund was $509.8 
million while total fund balance was $681 .9 million. The unreserved fund balance includes $61 
million designated for emergencies and $10  mill ion for capital improvements and other budget 
adjustments. As a measure of the General Fund's liquidity, it may be useful to compare both 
unreserved fund balance and total fund balance to total fund expenditures. Unreserved fund 
balance represents 16.8% of the total General Fund expenditures of $3 billion, while total fund 
balance represents 22.5% of that same amount. 

The City's General Fund benefited from the strong real estate market that increased property 
tax revenues by $34.6 million (5.5%) and real property transfer taxes, a component of other 
taxes, by $20.2 million (19.7%). The increased revenues from sales, util ity and other taxes were 
reflective of the strength of the local economy. The increase in utility tax revenue of $42.8 
million (8.9%} is the result of the rising use of cellular phones and a sharp increase in the price 
of natural gas. The increase in revenues from services to enterprise funds was substantially due 
to the reimbursements from the Airports for security services. The municipal court fines were the 
major factor in the $20.3 million increase (21 .2%) in revenues from fines. This was the result of 
increased traffic citations in fiscal year 2003. The growth in investment earnings was a reflection 
of the improving financial market. 
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Management's Discussion and Analysis (Con1tinued) 

Total General Fund expenditures for fiscal year 2003 increased $1 91 .5 million or 6.8% from 
fiscal yeiar 2002. Salary increases that resulted from contract negotiations, as well as increased 
costs for workers' compensation and the increase in the City's pension contributions were the 
major masons for the overall increase in expenditures. As explained earlie:r, the discontinuation 
of the chargeback process was a key factor in the increase in general government expenditures. 

Overall, General Fund revenues exceeded expenditures by $227.4 million, down $9.8 million 
(4. 1  %) from fiscal year 2002 figure. Transfers in from other funds amoun-ted to $227.2 million, 
while tn:insfers out amounted to $375.7 million . The Power and Water Enterprise Fund transfers 
accounted for majority of the total transfers in (93.7%). The bulk of the transfers out were for 
debt s1�rvice and lease payments to the City's financing authority, and General Fund support for 
the operations of City libraries, zoo, parks and recreational facilities. The above factors, 
includi11!l a $5.6 million increase in reserve for inventory, increased the General Fund's fund 
balance by $84.5 million from the prior year's fund balance of $597.4 million. 

The follc,wing table: and diagrams present the summary of revenues and expenditures of the 
General Fund: 

City of Los Angeles 
Summary of Revenues, Expenditures and Other 

Financing Sources and Uses- General Fund 
(amounts expressed in thousands) 

___ F�venues and !Other !Financing Sources Expenditures and Other Financing Uses 

--�-

Revenues 
Property Taxes . . .. . . .. . . . . . . . .  $ 666,977 
Sales Taxos . .  .. . . .  . . . . . . . . . . . .  367, 1 12 
Utility Users Taxes . . . •. . •.. . . 521, 148 
Business Ta:ces . . .  . . .  . . . . . .  . • .  356,937 
Other Taxes ... . . . . . . . . . . . . . . . .  3 1 1 ,004 
Licenses anc Permits ... . . . . 38,345 
Intergovernmental . .. . . • . • .  . . .  225,968 
Charges for 8ervices ... . . .  . . 360,372 
Services lo· Enterprise 

Funds . . •••. . .  . . . . •. . • .  . ..• . .• 206,41.2 
Fines . . . . . . .. . . . . . . . . . . . . . .. . . . . . . .  1 16,1 1 5  
Special As:;essments . . • • . . .  1,397 
Investment Earnings .. .  .•. • . .  49,424 
Other . . . . . . . . . .. . . . . . . . . . . . . . . . .  __ 33,66·L 

Total Revenues •. . . .  . . .. . .. .. 3,254,87S 

Other Flnanc:ing 
Sources 

Transers In . . . . . . . .. . . . . . . . . . . . .  __ 227.22�� 

Total Revenues and 
Other Fina ncing 

FY 02 

$ 632,329 
346,302 
478,343 
358,865 
284,989 

36,939 
233,592 
345.451 

190,024 
95.794 
2,095 

39,913 
28,520 

3,073,156 

226,832 

Sources . . . . . . . . . . . . .. . . . . . . .  $:1,482,10:k: $3,299,988 

Excess of lRE,venues 
Over Ex1�endltures . . •.. $ 227,44Cb $ 237 ,207 

Net Chang,� In 
Fund Bala11ce . . . . . . . . . . . . .  s; 78,921' $ 61 ,186 

=== 

% Change 

5.48% 
6.01% 
8.95% 

-0.54% 
9.1 3% 
3.81% 

-3.26% 
4.32% 

8.62% 
21.21% 

-33.32% 
23.83% 
18.04% 

5.91% 

0.17% 

_...ll.Ql_ 
Expenditures 
General Government ... . . . . . . . . .  $ 
Protection of Persons 

and Property . . . . . . . . . . . . . . . . . .  
Public Works .. . . . . . . . . . . . . . . . . . . . .  
Health and Sanitation . . . . . . . . . . •  
Transportation • . • . . • . . . . • . .. . . . . . . 
Cultural and Recreational 

Services . . . . . . . . . . . . . . . . . . . . . . . .  
Community 

Development . . . .. . . . . . . . . . . . . .  
Capital Outlay . . . . . . . . . . . . .  ., . . . . . .  
Debt Service- Cost 

of Issuance . . . . . . .. . . . . . • . . • . . .  

Total Expenditures . . . . . . . . . . . . .  

other Financing 
Uses 

Transers Out . . . . . . . . . . . . . . . . . . . . . .  

Total Expenditures and 
Other Financing 

931,7 10 

1 ,556,5!i4 
170,546 
186,2116 
103, 1 '13 

30,502 

26,4118 
22,0·13 

2:i3 

:3,027,4,15 

375,7l 0 

5.52% Uses . . . .. . . . . . . . .. . . . . . . . . . . . . . .  $ 3,403
1
115 

-4.12% 

29.00% 
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FY 02 % Change 

$ 659,912 41. 19% 

1 ,590,922 -2. 16% 
175,582 -2.87% 
211,790 -12.04% 
102,162 0.93% 

32,358 -5.74% 

28.381 -6.67% 
34,679 -36.52% 

173 28.90% 

2,835,949 6.75% 

402,853 -6.73% 

$3,238,802 5.08% 



Management's Discussion and Analysis (Continued) 

General Fund Revenues by Source: $3.25 Billion 
Fiscal Year Ended June 30, 2003 

Cl Property Taxes (20.49%) 
DBusiness Taxes (10.97%) 
• rntergovemmental (6.94%) 
El Fines (3.57%) 
• Other (1.03%) 

1 .52% 

10.97% 

• Sales Taxes (1 1 .28%) 
• Other Taxes (9.56%) 
D Charges for Services (1 1 .07%) 
D Special Assessments (0.04%) 

11.28% 

D Utility Users Taxes (16.01 %) 
DLicenses and Permits (1 .18%) 
• Services lo Enterprise Funds (6.34%) 
D Investment Earnings (1 .52%) 

General Fund Revenues by Source: $3.07 Billion 
Fiscal Year Ended June 30, 2002 

D Property Taxes (20.58%) 
D Business Taxes (1 1 .68%) 
• 1ntergovemmental (7.60%) 
EJFines (J. 12%) 
•other (0.93%) 

• Sales Taxes (11.27%) 
• Other Taxes (9.28%) 
O Charges for Services (11.24%) 
D Special Assessments (0.07%) 
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1 1 .27% 

D Utility Users Taxes (15.57%} 
Cl Licenses and Permits (1.20%) 
•services to Enterprise Funds (6.18%} 
D lnvesbnent Earnings (1.28%) 



Management's Discussion and Analysis (Con1tinued) 

General Fund Expenditures by Function: $3.03 Billion 
Fiscal Year Ended June 30, 2003 

OG·eneral Government (30.78%) 
O Public Worlm (5.63%} 
• Transportation (3.41%) 

5 1 .41% 

• Community Development (0.87%) 
• Dtibt Service- Cost of Issuance (0.01%} 

• Protection of Persons and Properly (51.41%) 
D Health and Sanitation (6. 1 5%) 
CJ Cultural and RecreaUonal ServiceH ( 1 .01 %) 
D Capital OuOay (0.73%) 

General Fund Expenditures by Function: $2.84 Billion 
Fiscal Year Ended June 30, 2002 

[J--
tl Gen,aral Government (23.27%) 
O Public Works (6.1 9%} 
• Transportation (3.60%) 
• Community Development (1.00%) 
·�� Servic:6' Cost of Issuance (0.01%) 

56.10% 
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• Protection of Persons and Property (56. 10%) 
CJ Health and Sanitation (7.47%) 
CJ Cultural and Recreational Services (t.14%) 
D Capital Outlay ( 1 .22%) 



Management's Discussion and Analysis (Continued) 

The Proposition A Local Transit Assistance Fund accounts for the City's 25% share of the 
additional one-half cent sales tax within the County of Los Angeles for public transit programs. 
At June 30, 2003, the Fund's unreserved fund balance was $62. 1 million, while the total fund 
balance was $76 million, which reflected a decrease of $0.2 million from the previous fiscal 
year. The decrease was primary due to expenditures incurred in the refurbishment of commuter 
express buses. 

The Recreation and Parks Fund accounts for the City's recreation programs and park 
services . At June 30, 2003, the Fund's unreserved fund balance was $67.8 mil lion, while the 
total fund balance was $79.8 million. The Fund's total expenditures exceeded its revenues by 
$97.8 million. As discussed earlier, transfers from the General Fund and available fund balance 
financed the deficiency of revenues. 

The Special Gas Tax Street Improvement Fund accounts for gasoline tax and grant revenues 
to be used for the City's local streets and road system. At June 30, 2003, the Fund's unreserved 
fund balance was $23. 1 million, while the total fund balance was $26.8 million . Revenues 
posted an increase of $5.8 million while expenditures decreased by $16 .2 million. The decrease 
in expenditures was substantially due to the decrease in the amount allocated to the Bureau of 
Street Services for street repairs and maintenance. 

The Community Development Fund accounts for federal grant funds for community and 
economic development within the City. At June 30, 2003, the Fund's unreserved fund balance 
reflected a deficit of $36.5 million, while the total fund balance was $175 . 1  million. Grant 
revenues were down $45.2 million (29.4%) and expenditures were down $94.7 million (46.4%). 
The decrease in expenditures was principally due to the decline in grant revenues. The 
decrease in sub-recipient's operating cash requirements also contributed to the decline in 
expenditures. 

The Seismic Bond Reimbursements Fund accounts for federal grants for seismic upgrades 
and repairs of City facilities. At June 30, 2003, the Fund's unreserved fund balance was $39.8 
million, while the total fund balance was $46.7 million, which reflected a decrease of $5.8 
million. Claims for federal reimbursement grants are becoming less as more seismic projects 
are completed. 

The Municipal Improvement Corporation Funds account for the activities of the City's public 
financing entity, Municipal Improvement Corporation of Los Angeles (MICLA). Acquisition of 
certain properties and equipment, and construction of buildings and other improvements are 
financed through the issuance of MICLA certificates of participation and revenue bonds. The 
Debt Service Fund's aggregate principal and interest requirements for the year were $132.8 
million, while lease payments from the General Fund and certain Special Revenue Funds were 
$94.6 million. Investment earnings and available fund balance of the MICLA Debt Service Fund, 
and transfers of available funds from the MICLA Special Revenue Fund funded the difference of 
$38.2 million. 

Proprietary Funds 

The City's proprietary funds provide the same type of information in the business-type activities 
column of the government-wide financial statements. More detailed information is presented in 
the following pages. 
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Management's Discussion a nd Analysis (Conitinued) 

The following table summarizes the operating results of the City's six enterprise funds: ______ 
Business-type Activities 

For the Fiscal Year Ended June 30, 2003 
(amounts expressed in thousands) 

�� __ H_ar_bo_r _ __ P_ow_e_r_ 
Operating Ruvenues . . . .  . . .  . . • .. . .  $ 499,259 $ 343,654 
Operating Elipenses ..... . .. . . . . .. �80,317) (1 83,41 1) 
Operating lm:ome (Loss) . .. .. . . . 18,942 160,243 
Net Nonopernting Revenues 

(Expensei;) ..... . . .  . . . . . . . . . . . . . .  1 00,376 

Capital Conllibutions ... .. .. . . . . . . .  23,292 
Transfers In . . . . . . . .. . . . . . . . . . .. . . . .  . 

(92,591) 
1 ,386 

Transfers Out .. . . . . . . . . . . . . . . . . . . . . . ____ -----
Change in Nut Assets . . . ... . . . . . .  $ 142,610 =$==69=,0=38= 

$ 2, 145,913 
(1,915,522) 

230,391 

(3,132) 
25 ,81 8  

(185,358) 
$ 67,71 9 

$ 

Other· 
Convention 

Water ��- __ C_en_te_r _ __ T_ota_l _ 
552,977 $ 413, 1 1 0  $ 22,042 $ 3,976,955 

(502,41 9) ___!:366,225;. _ _..,(.;.;;35.:.;c,8.;;;..;23.) (3,483,717) 
50,558 46,885 (13,781) 493,238 

(32,581) 
14,044 

(78, 142) 
23, 1 1 6  

182 (105,888) 
87,656 

1 ,000 1 ,000 
_ __.(._27..:..,5_23..,_) ----· ----'(._55..,_) (212,936) 

;::i:$=�4,4=98= $ (8,141). $ {12 ,654) ==$==26
:::::
3,0=70= 

Business-type Activities 
For the Fiscal Year Ended June 30, 2002 

(amounts expressed In thousands) 

.�� __ H_ar_bo_r_ 
Operating He,enues ......... ..... $ 4i'1 ,886 $ 
Operating Expenses . . . ... . . . . . . .. �i7, 974) 
Operating Income (Loss) . . . . . . . .  1 3,912 
Net Nonoper�1ting Revenu1'lS 

(Expenses) . ........ . . .. . . . ..... . E:7,908 

Capital Contril>ulions .... . . . . . . . . . 39,633 
Transfers Irr . . ... . .. .. . . . . . . . . .. . . . .  . 

289,853 
(157,749) 
132, 104 

(32,969) 
17,203 

Transfers Cut .. . . . . . . . . . . . . . . . ....... ____ -----
Change in tJetAssets .. . .. ... . .. .  , $ 14 1,453 =$==1=16=,3=38= 

Power 
(restated) 

$ 2,235,064 

(1,870,919) 
364,145 

45,697 
22,014 

(179.153) 
$ 252,703 

Sewer 
__w_a_te_r _  �� 

Other· 
Convention 

Center Total 
$ 550,469 $ 394,006 $ 22,735 

(445,883) � 17,604) ----"(3"""'6,�51......_9) 
104,586 76,402 (13,784) 

(37,1 84) 
16,757 

(81 .122) 
25,615 

97 

68 

$ 3,964,013 
(3,286,648) 

677,365 

(17,573) 
121,222 

68 
{27,247) __ (6,820) ---- (2 13,220) 

=$==56=,9=12= $ 14,075 $ (13,619) $ 567,862 

Note: For the 1::>ower Fund, the numbers were restated for the effect of the change in election under GASB Statement No. 20. For the Sewer Fund, the numbers 
were restated for the effe1;t oflhe relroactive recalculation of wastewater billings. See Note 1D on page 63 and Note 4Q on page 124. 

Airports: 

Airports Enterprise Fund accounts for the operation ,  maintenance and development of City 
airports namely: Los Angeles International Airport, Ontario International Airport, Van Nuys 
Airport, and Palmdale Re!Jional Airport. 

For the fiscal year ended, the Airports operating revenues grew $27.4 mil lio n or 5.8%. The most 
substantial componemt of the growth came from concession revenues that posted an increase of 
$12.7 milllion or 7%. Also, building rentals increased by $6.2 million (5.8%), and landing fees 
increased by $6.7 million (5.4%). Although there was an increase in land ing fees, passenger 
volume during fiscal year 2003 showed a 1 %  decline to 55.3 million. 
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Management's Discussion and Analysis (Continued) 

Operating and administrative expenses before depreciation increased $1 9.5 million or 4.9%. 
This was due primarily to increase in salaries and benefits of $23 million (1 4.3%). Contractual 
services expense increased $1 9.6 million (1 7.3%). Partially offsetting these increases were 
reductions in administrative expense of $5. 1 million (69. 1%), materials and supplies of $2 million 
(4.3%) and advertising and public relations of $1 .3 million (19 .3%). Included in the total 
operating expenses for fiscal year 2003 are costs associated with the post-September 1 1 th 

security measures that amounted to $44.8 million. 

Net nonoperating revenues accounted a $12.5 million increase or 14.2%. Key elements of this 
change include $1 .8 million decrease in passenger facil ities charges, $1 .2 mil lion increase in 
interest expense, and $14.6 million increase in investment income. 

As a result of the above financial changes, including capital contributions of $23.3 million, the 
Airports Enterprise Fund's change in net assets for fiscal year 2003 amounted to $142.6 million, 
up $1 .2 million (0.8%) from fiscal year 2002. 

Harbor 

The Harbor Enterprise Fund accounts for the operations of the Port of Los Angeles, including 
operations of a pilotage service, lease of land and facilities, and production of oil in the Harbor 
District. 

For the fiscal year ended June 30, 2003, operating revenues of the Port of Los Angeles (the 
Port) rose to $343.7 million, reflecting a 18.6% . increase from prior year revenues of $289.9 
million principally attributable to cargo volume growth. A record 6.7 million twenty-foot 
equivalent units (TEUs) in container volume moved through the Port facil ities during fiscal year 
2003, a 1 9% increase from the 5.6 million TEUs recorded in fiscal year 2002. Revenue tons 
billed grew 1 6.9% over the comparative period to 147.5 million tons. 

The increased cargo volumes were reflective of the market share gained from other U.S.  West 
Coast ports as well as the continuing increase of imports from China. On-going development of 
improved intermodal facilities, the addition of Pier 400 container terminal and increasing 
strength of shipping alliances based in the Port all contributed to the growth in market share. 
Shipping lines also continued to place larger vessels in service. 

Operating expenses before depreciation rose $26 million to $1 24 million, a 26.5% increase from 
the prior fiscal year. Salaries and benefits expense rose $3. 7 million due to scheduled pay 
increases and expansion of the Port's workforce. Marketing and public relations expense rose 
$0.6 million reflecting the Port's focus on public outreach programs and continuing promotion of 
the Port to the shipping industry. The increase in other operating expenses of $21 .  7 mil lion was 
substantially due to additional provisions to the bad debt reserves for the Los Angeles Export 
Terminal (LAXT), which ceased its coal operations in June 2003. Depreciation charges posted a 
decrease of $0.3 million. 

The increase in net nonoperating expenses of $59.6 million was due to the $50 million litigation 
settlement related to a terminal project and the $1 9 million reserve for the Port's equity 
investment in LAXT. Other nonoperating items, which include investment income and interest 
expenses, totaled the offsetting $9.4 million. 

As a result of the above financial changes, including capital contributions of $1 .4 million, the 
Harbor Enterprise Fund's change in net assets for fiscal year 2003 amounted to $69 million,  
down $47.3 million (40.7%) from fiscal year 2002. 
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Management's Discussion and Analysis (Con1tinued) 

Power and Water 

The Power and Water Enterprise Funds account for the operations of the Department of Water 
and Power in supplying the City and its inhabitants with water and electric power by 
constructing, operating, and maintaining facilities located throughou1 the City and in Inyo and 
Mono ,counties. 

Power 

While mtail revenues increased from fiscal year 2002, overal l  operating revenues decreased 
$89.2 mill ion from fiscal year 2002 levels of $2,235. 1 million due to a $127 million reduction in 
wholesa le revenue!s. Wholesale prices declined from an average of $6e, per megawatt hour 
(MWH) in fiscal year 2002 to an average of $44 per MWH in fiscal year 2003 for the Power 
Fund. The decline in  mairket pricing resulted in a reduction of market opportun ities for the Power 
System's excess power !�eneration. 

Fiscal y13ar 2003 operating expenses were $44.6 mil l ion higher as compa red to the prior year. 
Maintenance and other operating expenses had the largest increase of $76.8 million due to 
increasE!d labor and employee benefit costs, in addition to continued increases in security costs. 
The laruest increases incurred by the Power Fund were in distribution plant maintenance, 
production operating expense and customer accounting expenses. D13preciation expense 
decreas,ad during fiscal year 2003 as compared to fiscal year 2002, mainly due to a change in 
estimate of service lives of certain utility plant assets and the cessation of depreciation of two 
major fc:1cilities as they reached the end of their useful lives for accounting purposes. This 
change in estimate resulted in a reduction to depreciation expenses by a total of $54 million. 
The dec1·ease was offset by additional depreciation in the current year as a result of additions to 
utility plc:1nt. 

The major nonoperating activities of the Power Fund for fiscal year 2003 included the transfer of 
$1 85.4 million to the Ci1y's General Fund; interest income earned on investments of $1 32.4 
million; and $1 39.4 mill ion in debt expenses. Furthermore, the Power Funcl recognized an $8.3 
mil lion impairment charg13 during fiscal year 2003 relating to the sale of one of its administrative 
facilities. Interest on debt declined due to lower rates on variable rate debt and the effects of the 
debt re:s1ructuring program that lowered average interest rates on fixed rate debt. 

As a re!sult of the above financial changes, including capital contributions of $25 .8 million, the 
Power Enterprise Fund's change in net assets for fiscal year 2003 amounted to $67.7 million, 
down $1 >85 mil lion (73 .2%) from fiscal year 2002. 

Water 

During fiscal year 2003, operating revenues increased by $2.5 million (O.fi%) from fiscal year 
2002 levels due to an increase in pass-through recoverable costs. Due to additional qualifying 
pass-through recoverable1 costs, the average rate was higher in fiscal year 2003. The additional 
revenue from pass·-1through rates was partially offset by a minor decrease in water consumption 
due to c:ooler and watter weather. 

The inc:mase in operating expenses of $56.5 million is broken down as follows: increase in 
purchaseid water costs - $6.3 million, increase in other operating and maintenance expenses -
$46.2 mil l ion, and increase in depreciation and amortization expense - $4 mi llion. 
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Management's Discussion and Analysis (Continued) 

Other operating and maintenance expenses increased primarily as a result of continued 
increases in environmental costs associated with ongoing operations and maintenance of 
Owens Valley remediation, increased retirement, death and disability expenses and health care 
costs as a result of h igher benefit and medical costs. Purchased water costs have increased 
$6.3 million over fiscal year 2002 because in 2002, the Water Fund received a revenue rebate 
credit from the Metropolitan Water District of approximately $6 million , no such rebate was 
received in fiscal year 2003. The increase in depreciation and amortization expense is 
associated with util ity plant additions. 

The major nonoperating activities of the Water Fund for fiscal year 2003 include the transfer of 
$27.5 mil lion to the City's General Fund, interest income earned on investments of $1 1 .5 million, 
$43.5 million in debt expenses, and capital contributions of $14 million. Furthermore, the Water 
Fund recognized a $3.4 million impairment charge during fiscal year 2003 relating to the sale of 
one of its administrative facilities. Interest on debt service increased by $6.7 mi llion due to 
additional debt of $300 million issued in fiscal year 2003. 

As a result of the above financial changes, the Water Enterprise Fund's change in net assets for 
fiscal year 2003 amounted to $4.5 million, down $52 .4 million (92.1  %) from fiscal year 2002. 

The Sewer Enterprise Fund accounts for the construction, operations and maintenance of the 
City's wastewater collection and treatment system. 

The total operating revenues of the Sewer Fund for fiscal year 2003 amounted to $41 3. 1 million, 
a 4.8% or $19 . 1  million increase from the prior year. The greater portion of the increase was 
due to increases in sewer service charges of $5.6 million and other operating revenues of $12 .6 
million. Reimbursements from other City funds primarily for the Harbor Sewer Crossings Project 
caused the increase in other operating revenues. 

The increase in total operating expenses of $48.6 million or 1 5.3% was substantially due to the 
$24.6 million increase in expenses for operations and maintenance. The $24.6 million increase 
was due to increases in labor, non-labor and utility services provided by various City 
departments total ing $15.3 mil lion, a $5.7 million charge to operations and maintenance 
capitalized in the prior year, and a $3.6 million in other operating expenses. The increase in 
depreciation expense of $24 million was due to additional capital assets completed and put into 
service. 

The major nonoperating activities of the Sewer Fund were investment income $1 1 .6 million 
($4.8 mil lion decrease), non-capital disaster assistance grants of $20.4 million ($9.1 million 
increase) , interest expense for debt service of $82.6 million ($16.3 million decrease), loss on 
abandonment of fixed assets of $4. 1  million ($3.4 million increase) and earthquake related 
repair costs of $20. 1  million ($8.9 million increase). The decrease in investment income was 
reflective of the general trend in interest rates while the decrease in interest expense for debt 
service was due to the effects of the refunding of significant portions of the Sewer Fund's 
revenue bonds and commercial paper notes. Transfers out to the City's General Fund for the 
franchise fee were phased out completely in fiscal year 2003. 

As a result of the above financial changes, including capital contributions of $23. 1 million, the 
Sewer Enterprise Fund's change in net assets for fiscal year 2003 amounted to a negative $8. 1  
million, compared to a positive $14.1 million in fiscal year 2002. 
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Management's Discussion and Analysis (Continued) 

The following charts shc>w graphical comparison of the enterprise funds/business-type activities 
operating revenues. 

FY 2003 
Operating Revenues: $3.98 Billion 

Conv,intion 
Se

w
er Ce11ter Airports 

10 . .3(1% 0.55% 12.55% ,�:.e�:.': 
Power 
53.96% 

FY 200:Z 
Operating Revenues : $3.96 Billion 

Convention Center Airports 
0.57% 11 .91% 

Sewer 
9.94% Harbor 

Water '3fi- 7.31% 
13M% �--

Power 
!i6.38% 

The foHowing chart shows graphical comparison of the enterprise funds/business-type activities 
operating expenses. 
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Management's Discussion and Analysis (Continued) 

GENERAL FUND BUDGETARY HIGHLIGHTS 

For purposes of the budget, the General Fund is a legal entity that is separate and distinct from 
the Reserve Fund and other accounts that are classified by the City as having General Fund 
type activity for GAAP reporting purposes. At fiscal year end , the unreserved and undesignated 
fund balance in the General Fund is transferred to the Reserve Fund and reported as 
"Reversion to Reserve Fund. " 

The General Fund ended the year spending less than budgeted while actual revenues ended 
higher than anticipated. The following table summarizes the operating results on a budgetary 
basis of the City's General Fund: 

City of Los Angeles 
Budgetary Operating Results- General Fund 

Fiscal Year Ended June 30, 2003 
(amounts expressed in thousands) 

Variance With 
Bud2eted Amounts Actual Final Budget 

Orisinal Final Amounts Positive (Nesative) 
Revenues and Other Financing Sources 

Taxes . . . ... . . ... . . ..... ..... ... . . .. .. . . . . . . . .. . . . . . . . . . . . . . . . . . .  $ 2,177,564 $ 2,177,564 $ 2,203,276 $ 25,712 

Licenses, Permits, Fees and Fines .. ... . . . . . . . . . . ...... 531,257 531 ,823 579,912 48,089 
Intergovernmental ... .. . . . . . . . . . . . . ..... . . . . . . . . . . . . . . . . . . . . .  264,896 264,896 265,781 885 
Charges for Services .... . . . . . . . . . .. .. . . . . .. . . . . . . . . . . . . . . .. 3,600 3,600 2,725 (875) 
Interest . . . . . . . . .. . . . . . . . .. . . . . . ......... . .. . . . . .... . .. . . . . . . . . . .  29,179 29,179 24.471 (4,708) 
Other .... . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . .  1 1,678 1 1 ,678 12.405 727 

Total Revenues .... . .. . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . .  3,0 18, 174 3,018,740 3,088,570 69,830 
Power and Water Transfers . . . . . .. . . . . . . .. . . . . . . . . . . .. . . . .  189,600 1 89,600 183,881 (5,719) 
Reserve Fund Transfers . . . . . . . . . .. . . . . .. . . . . . . . . .. . . . . . . .. 57,963 57,963 63,717 5,754 
Transfers from Other Funds . . . . . . .. . . . . . . . . .. . .. . . . . . . . . .  526,597 769,125 656,522 ( 1 12,603) 
Loans from Other Funds . . . . . . . . . .. .. . . . . . . . . .. . . .. . . . . . . . .  4,841 15,504 10,663 

Total Revenues and other Financing Sources . . . . . . . .. . . . .  3,792,334 4,040,269 4,008,194 (32,075} 
Expenditures and Other Financing Uses 

General Government ..... .... . . . ... . . . . . . . . . . . . . .. . . . . . . . . . 1 , 122,732 1,191.933 1 ,092,046 99,887 
Protection of Persons and Property .. . . . . . . . . . . .. . . . . . .. 1 ,408,498 1,467,424 1 ,463,049 4,375 
Public Works ...... . . . . . . . . .. . . . . . . .. . . . . . . . .. . . . . . . ... . . . . . . .. 286,153 314,736 286,398 28,338 
Health and Sanitation . . . . . . . . . . . . . .. . . . .. . . . .... .. . . . . . . . ... 201,881 206,897 200,309 6,588 
Transportation . . . . .. . . . ...... . . . . . . .. . . . . .. . . ..... . . . . . . .. . . . .  1 1 2,004 1 19,904 1 15,760 4,144 
Cultural and Recreational Services . . . . ..... . . . . . . . . . . . .  109,380 108,348 107,791 557 
Community Development . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . 76,937 99,929 91,882 8,047 
Pension and Retirement Contributions . .. . . . .. . . . . . . . .  96,929 100,660 100,659 1 
Capital Outlay ...... . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . ... ... . . .  5,485 24,072 10,771 13,301 

Total Expenditures . . . . . . . . . . . . . . . . . . . . . .. . . . . ... . . . . . 3,419,999 3,633,903 3,468,665 165,235 
Transfers to Other Funds . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .  372,335 406,998 401,485 5,513 
Payment of Loans to Other Funds . . . . . . . . . . .. . . . . . . .... 10,256 (10.256l 

Total Expenditures and Other Financing Uses ...... . .. . . . .  3,792,334 4,040,901 3,880,406 160,495 
Excess (Deficiency) of Revenues and Other 

Financing Sources Over Expenditures 
and Other Financing Uses ......... ... ... .... .. .. . . . . . . . . .  (632) 127,788 128,420 

Carryforward and Fund Balance Appropriailons ... .. . . . . .. 632 (632) 
Encumbrances fapsed . . . . .. . . . . . . . . . . .. . . . . . . .. . . .. .. . . . . . . ...... . 26,063 26,063 
Reversion to Reserve Fund ... ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ $ $ 153,851 $ 1 53,851 
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Management's Discussion and Analysis (Continued) 

There were bright spots in the City's revenues such as the burgeoning real estate market, which 
fueled greater than expected property and documentary transfer taxes. Revenues from property 
taxes were $1 5.5 million (2.4%) above budget while documentary transfer taxes were $26.8 
million {28.2%) above budget. These positive results were offset by a $16.6 million net 
unfavorable variance be!tween the budgeted and actual amounts for the other tax revenue 
categories that include utility users, sales, business, transient occupancy and parking users 
taxes. A lthough the net ,ictual receipts were $16.6 million short of the estimate, these other tax 
categories posted a net increase of $23.2 million over the prior year's actual receipts. The 
expect,ed revenue growth in these other tax revenue sources was affected by ongoing national 
and international events, including the lingering effects of the recession, the aftermath of 
September 1 1 th , and the war on terrorism. The increase in traffic citations, the reimbursements 
related to the Staplles C1�nter Arena project and reimbursements from the Airports for security 
services were the major reasons for the growth in revenues from licenses, permits, fees and 
fines. Interest on investments was $4.7 million (16. 1 %) less than expected, however, actual 
receipts reflected a modHst 1 % increase over fiscal year 2002 receipts. Total expenditures and 
budgeta1y transfers from other funds to support departmental operations were less than the 
budgetied amounts due to budget reduction measures exercised by the Mayor, City Council and 
departrn1�nts that included a hiring freeze. Also, certain negotiated civilian i�mployees contracts 
that included retrc,activ1� salary payments, although budgeted, were not approved until 
September 2003. Furthermore, contract negotiations for certain projects were yet to be finalized. 

Overall ,  fiscal prudence and better than expected revenue collection helped the General Fund 
survive clifficult economic times while building a strong Reserve Fund. 

LONG-TERM DEBT 

At Junei 30, 2003,  the City's bonded indebtedness and long-term notes payable totaled $1 1 .3 
billion as follows: 

City of Los Angeles 
Summary of Bonded Debts and Long-term Notes Payable 

(amounts expressed in thousands) 

Governmental Activities Business·!l:'.ee Activities 
FY 2003 FY 2002 FY 2003 ....E!'.19.QL_ 

Debt backed! b r Full Faith and Credit of thei City 
General Obligation Bonds .. . . . . .. . . .• ... . . . . . .  .. . . . . .  $ 978, 120 $ 765,535 $ $ 
Judgment Obligation Bonds . . . . . .. . . . . . . . . . . . . . . . . . .  41,450 74,770 

Special Asse!Sfment Debt . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . .  38,380 21,355 
Debt Secured by Specified Revenue Sourc:es 

Certificatus ::if Participation a11d Lease 
Revenue Bonds ... . . . .. . . .. . . . . . . . .. ..... . . . . . . . . . . 1 ,554,624 1,477,890 
Revenue Bonds and Notes Payable .. . ..... . . .  252,085 166,247 8,326,035 7,724,577 

Loans Payable to U.S. Department 
of Housin!� <1nd Urban Development . . . . . . . . . . . . . . . 104,501 105,223 

Total ... . . .... . . . . . . . . . . .. . . . . . . . . . . . . . . . ....... . . . . . . . . . . . . . . . . . .  $ 2,969,160 $ 2,6 1 1 ,020 $ 8,326,035 $ 7,724,577 ------

Significant new isswmces during the year are the following: 

Total 
FY 2003 FY 2002 

$ 978,120 $ 765,535 
41 ,450 74,770 
38,380 21,355 

1,554,624 1 ,477,890 
8,578, 120 7,890,824 

1 04,501 105,223 
$ 1 1,295,195 $ 10,335,597 

• �·262.2 mil l ion general obligation bonds for l ibrary, zoo, animal shelter and 
fim/paramedk: equipment. 
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Management's Discussion and Analysis (Continued) 

• $1 92.6 million MICLA certificates of participation for real property acquisition, various 
City facilities improvement, and refunding issues. 

• $226 million fixed rate and $235.5 million variable rate Convention Center lease revenue 
refunding bonds to refund certain outstanding revenue bonds. 

• $103.6 million Airports Enterprise Fund revenue bonds to advance refund a portion of a 
prior bond issue. 

• $388 .5 million Power Enterprise Fund variable rate bonds to defease outstanding 
commercial paper. 

• $300 million and $202 million Water Enterprise Fund revenue bonds for water system 
capital improvements and to defease certain outstanding bonds, respectively. 

• $569.8 million Wastewater revenue bonds and $300 million commercial  paper notes. 
The bonds are refunding issues while proceeds of the commercial paper notes were 
issued as a means of interim financing for the construction of sewer facilities. 

A more detailed information on the City's bonds and other long-term debt can be found in Note 
4H of the Notes to the Basic Financial Statements beginning on page 99. 

There were no changes in the ratings of the City's outstanding bonds except for the Wastewater 
System Senior Lien bond program which was upgraded by Standard and Poor's from A+ to AA-. 

In  August 1998, the City adopted a formal debt policy that established guidelines for the 
structure and management of the City's governmental activities debt obligations. These 
guidelines include target and ceiling levels for certain debt ratios to be used for financial 
planning purposes. The policy places certain restrictions on the types of items that can be 
financed, limiting financing only to those items with a useful life of six years or more. I n  
accordance with this policy, the ratio of annual debt payments cannot exceed 1 5% of General 
Fund revenues for voter-approved and non-voter approved debt overall , and cannot exceed 6% 
of General Fund revenues for non-voter approved debt alone. The 6% ceiling for non-voter 
approved debt may be exceeded, only if there is a guaranteed new revenue stream for the debt 
payments and the additional debt will not cause the ratio to exceed 7.5%, or there is no 
guaranteed revenue stream but the 6% ceiling shall not be exceeded for more than one year. 

In  addition ,  the policy specifies that the City's debt shall not exceed certain other ratios as 
defined by Moody's Investors Service, which are listed in the City Debt Policy Statement section 
of the City Budget. 

In April 2003, the City adopted a Variable Rate Debt Policy and Interest Rate Risk Mitigation 
Policy. The Variable Rate Debt sets forth the purposes and the criteria for using variable rate 
debt, and the factors to be considered in determining the appropriate amount of the variable rate 
debt. It also requires diversification of remarketing agents and counterparties. Budgeting , 
monitoring and reporting requirements are also included in the policy. 

The Interest Rate Risk Mitigation Policy was developed to provide guidelines for the use of 
interest rate mitigation products such as swaps, caps, floors, collars and options in connection 
with the incurrence of debt. While the use of these financing products can reduce the City's 
exposures to risks inherent to certain types of debts, careful monitoring is required to preserve 
the City's credit strength and budget flexibility. 
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Management's Discussion and Analysis (Continued) 

As of ,June 30, 20():3, the City is in compliance with the aforementioned polides. 

In May 2003, in order tc, protect against potential rising of interest rates, the City entered into 
two separate pay--f'ixed, receive-variable interest rate swap agreements on the $235.5 million 
Conven:tion Center variable rate lease revenue refunding bonds. The cost::; associated with the 
swaps i:1re less than what the City would have paid to issue fixed rate debt. Terms, fair values, 
and cn3dit risks associat13d with the swap agreements are discussed in Nate 4J of the Notes to 
the Basic Financial Statements beginning on page 1 1 0. 

The City's statement of legal debt margin is found on page 293. The n�venue bond coverage for 
the CiW's business-type activities is found on page 297. 

CAPIT.AL ASSETS 

The City's investment in capital assets for its governmental and business-type activities as of 
June 30 .. 2003, amounted to $1 8.9 bil lion (net of accumulated depreciation:,. This investment in 
capital assets, which accounts for 64.6% of the City's total assets, includes land, buildings, 
facilities , equipment, infrastructure, and construction in progress. As m«:mtioned earlier, the 
governmental activiities have only reported a small portion of its investm«:mts in infrastructure 
assets, the majoritv of which relate to additions during the fiscal years 2002 and 2003. The City 
is currently gathering information on infrastructure assets acquired prior to fiscal year 2002. 

The following table presents the City's capital assets (in thousands): 
--

Governmentar Activities 
2003 2002 

Not Depn3Ciated 
Land $ 385,370 $ 336,848 
r nfrai:,tructure 57,377 40,350 
Construction in Progress 540,410 495,652 

983,157 872,85(� 

Depreciated, Net 
Buildings, Facilities Bnd 

1::quipment 1 ,652,576 1,483,106 
Infrastructure 1 13,867 81,292 

1 ,766,443 1 ,564,398 

Nuclear Fl.IE� at Amortized Cost 

Total $'2,749,600 $2,437,248 
= 

Business-type Activities 
2003 2002 

$ 1,749,509 $ 1 ,653, 168 

2,783,034 2,335,208 
4,532,543 3,988,376 

1 1 ,604,010 1 1 ,284,302 

1 1 ,604,010 1 1 ,284,302 

13,431 16,943 

$16, 149,984 $15,289,621 

Major capital assets activities during the year are as follows: 

Governmental Activities 

Total 
�003 2002 

$ 2, 134,879 $ 1 ,990,016 
57,377 40,350 

3, 323,444 2,830,860 
�515,700 4,861,226 

13,256,586 12,767,408 
113,867 81,292 

13,:J70,453 12,848,700 

__ 13,431 16,943 

$ 18,1399,584 $ 17,726,869 
=== 

• Completed build ing constructions and various improvements amounted to $146 million that 
includes the $31 .8 million Marvin Braude Constituent Service CentE!f financed through 
M ICL!\. 

• Cha1r£1es to various construction in progress projects totaled $230.5 milJ ion . These charges 
wereJ for police, l ibrary, recreational, zoo, storm water, streets, traffic and various other City 
faciliti,es and infrnstructure projects. 
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• Additions to infrastructure assets that will be reported under the modified approach 
amounted to $1 7 million, while for those to be reported under the depreciation approach 
amounted to $38. 1 million. 

• Acquisition for machinery and equipment that were capitalized totaled $152.3 million, while 
those retired, salvaged, deleted or sold amounted to $38.9 million. 

Business-type Activities 

• The Airports Enterprise Fund capital ized $84. 1 million in fiscal year 2003 that included 
additions for noise mitigation projects of $50 million , improvements to a terminal building of 
$1 9 million and taxiway extension of $5.9 million. 

• The Harbor Enterprise Fund recorded a total net addition of $1 67.4 million to its capital 
assets. Of this amount, construction in progress accounted for $142 . 1  million, which include 
Phase II wharf and backland of the Pier 400 Project that began in January 2003. The Pier 
400 comprises a 484-acre container terminal complex with full rai l ,  highway and utility 
access. 

• The Power Enterprise Fund capitalized $288 million of additions to util ity plant in service. Of 
this $288 million , $203 mill ion related to distribution and transmission utility plant assets. 
These additions were incurred for normal capital activities to maintain and support load 
growth of distribution and transmission systems. Construction work in progress increased by 
$383 million primarily as a result of ongoing local generation projects. 

• The Water Enterprise Fund capitalized $237 million additions to util ity plant in service. Of the 
$237 million, $1 1 1  million related to distribution util ity plant assets and $100 million was 
added to source of supply assets . Additions to distribution util ity plant assets comprised the 
completion of various major reservoir and trunk line projects. Additions to source of supply 
assets were primarily associated with the completed phases of the Owens Valley Dust 
Mitigation Project. 

• The Sewer Enterprise Fund's recorded a net increase in capital assets of $131  million. The 
largest ongoing project of the Sewer Fund is the $280 million North Outfall Sewer - East 
Central Interceptor Sewer project. Through fiscal year 2003, $223 million has been spent on 
this project, which is driven by regulatory requirements. 

The City has ful ly implemented the provisions of GASS Statement No. 34 on its fiber optic 
telecommunications system infrastructure while only the prospective provisions were 
implemented on the other infrastructure assets. The City will continue to implement the 
retroactive provisions for networks and subsystems as information becomes available. The 
retroactive reporting is subject to an extended four-year implementation period and final 
implementation is required for the City by fiscal year ending June 30, 2006. 

Significant commitments that include construction contracts are discussed in Note 58 of the 
Notes to the Basic Financial Statements on page 137. 

The City's policy affecting capital assets can be found in Note1 E of the Notes to the Basic 
Financial Statements on pages 65-67. Additional information can be found in Note 4E on pages 
93-95. 
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ECONCIMIC FACTORS AFFECTING NEXT YEAR'S BUDGET 

The City's 2003-04 adopted budget is $5.2 billion. Of this amount. $2.Ei billion, or 56.8%, is 
appropriated for departmental expenditures. The remainder of $2 .3 billion is appropriated for 
non-departmental expenditures. Estimated general receipts of $3.5 billion and special receipts 
of $ 1 .4 bilHon, and available balances of $0.3 billion fund the budget. 

The budgeted Ge!neral i=und receipts of $3.5 billion were $1 65.7 million or a 5% increase from 
fiscal y13ar 2002-0:3 actual receipts. Economy-sensitive revenues (property, utility users, sales, 
busine�;s, transient occupancy, documentary transfer, and motor VHhicle in-lieu taxes} 
accounted for $93.6 mill ion of the increase, while transfers from the ResHrve Fund accounted 
for $91 .6 million 1of the increase. Budgeted receipts from other categories, including transfers 
from Power and "'\later of $1 81 .3 mill ion, accounted a net increase of $19.5 million. The growth 
forecast for the economy sensitive revenue categories is only slightly above anticipated 
inflation ,  reflecting the unusually slow recovery. Since the revenue change is directly tied to the 
local economy, a review of recent economic performance and forecasts by leading economists 
provides important insiglht into the region's economic outlook and of the City's revenue base. 

• Employment in Los Angeles County grew by nearly 2% annually between 1 997 and 2000. 
Employment g rowth came to a standstill in 2001 and then declined in 2002. The Los 
Angeles County Economic Development Corporation (LAEDC) projects 1 % growth in 2003 
and .2% growth in 2004. The UCLA Andersen forecast (UCLA) during the 2003-04 period is 
aboU1t the samE3 at 1 .  7%. 

• The local unemployment rate provides another perspective. This rate dropped to the 5.5% 
rang13 during calendar years 2000 and 2001 - the lowest level in a decade. The 
unemployment rate then climbed to nearly 7% in 2002 and LAEDC expHcts it to remain near 
that l'evel in 2003 and anticipates a decline to 6.3% in 2004. Although this is stil l  relatively 
high, it is belm�, the average 8.9% rate experienced during the prolonged recession from 
1 99' 1 through 1 996. 

• Another good indicator of the local economy is the change in perscmal income. Los Angeles 
County personal income grew by nearly 10% in 2000 and averaged nearly 6% growth during 
the 1 995 to 2000 period. The rate of growth declined to 3% in 2001 and 1 % in 2002. LAEDC 
forecasts growth in th,e 4% range in 2003 and 2004. 

• LAE:DC anticipates that inflation, as measured by the consumer price index, will be less than 
3 .5% range during fiscal year 2003-04. This is about 1 % higher than the inflation rate in 
2002 , but it is about the same level experienced in 2000 and 2001 . 

• Since employment is the primary determining factor of income and income determines the 
abili:ty of consumers to make purchases, a major constraint on the potential growth in local 
taxable sales is the ability of the local economy to add jobs. Reflectin11 the slow recovery, 
most of the gain in income is driven by inflation. City sales tax revenue grew by 8.3% in 
fiscal year 2000 and 7 .7% in fiscal year 2001 as a result of strong local job growth, but the 
receission caused the fiscal year 2002 decline of 1 .  7%. The sales tax budget estimate of 
$3715. 8 mil lion is consistent with the 3.6% gain in fiscal year 2003 and UCLA's forecast of 
3.5% growth in local taxable sales and the consensus of local economic experts. 
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• Property tax is still the City's largest General Fund revenue source. It accounted for 19.9% 
of the total fiscal year 2003 receipts. The amount of property tax received is determined by 
complex Proposition 1 3  related factors including inflation , the real estate market, new 
construction activity, assessment appeals and restorations to the tax rolls. Assessed values 
in the City have been growing between 6% and 7% in the last four years and the County 
Assessor is projecting a 7% growth in the 2003-04 budget year. The documentary transfer 
tax, which is based on the dollar value of transactions instead of assessed value, increased 
22 . 1  % in fiscal year 2003 but is expected to post a little more than 4% in fiscal year 2004. 

Other matters that are affecting and will affect the City's operations for fiscal years 2003-04 and 
2004-05 are as follows: 

• As of November 2003, the City has projected a budget shortfall of $72.5 million for fiscal 
year 2003-04. The Mayor and City Council have taken steps to address the shortfall through 
a hard hiring freeze, monitoring and adjustments to appropriations, and transfers of funds 
from the Reserve Fund. 

• The Governor has released his proposed State budget for fiscal year 2004-05. Included in 
his budget proposal is a property tax shift from local governments to the State totaling $1 .3 
billion, of which $ 189 million would be from cities. The potential fiscal impact of this proposal 
to the City is approximately $40-$45 million. 

• The State has placed a 2003-04 Economic Recovery Bond (ERB) measure for the March 
2004 ballot to address the State budget deficit. Repayment of the bond, if approved by the 
voters, will come from increasing the State's share of the sales tax of 0.25% beginning July 
1 ,  2004 and reducing local government's share by the same amount. The sales tax 
reduction to local governments will be offset by increasing local property tax revenue by an 
equal amount. The property tax revenue to local governments will come from education's 
share of property tax revenue that will be back-filled by the Educational Revenue 
Augmentation Fund. 

• Resolution of the State budget crisis overshadows all other potential adjustments to City 
revenue. The City has already Jost $45 million in vehicle license fee (VLF). The Governor 
has instructed the State Controller to issue approximately $2.5 billion VLF backfill payments 
to local governments. However, neither the Governor nor the Legislature has identified the 
source for the $2 .5 billion. Additionally, the ERB does not specifically designate proceeds to 
backfill the State's general fund for the VLF payments. If the ERB measure does not pass in 
the March 2004 elections, the State will withhold the VLF backfil l payments. 

• Due to prior losses in investment earnings and decline in value of pension plan assets, the 
City's contributions to the three pension plans are expected to increase by over $100 million 
in fiscal year 2004. 

COMMUNITY REDEVELOPMENT AGENCY OF THE CITY OF LOS ANGELES 

The Community Redevelopment Agency is a component unit that is legally separate from the 
City. It is discretely presented because its governing board is not substantially the same as the 
City's governing body and it provides services directly to the citizenry rather than to the City 
government. 
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At June 30, 2003, the CHA's total liabilities exceeded its total assets by $2:24.8 million. Although 
the CHA's net asse�ts re·fJected a deficit, it was an improvement over the previous year's deficit 
of $23:5 .9  million. The deficit is primarily due to the issuance of debt, secured and to be paid for 
by future incremental property taxes. Debt proceeds are used to finance redevelopment 
activities that benefit the community and increase the project areas' taxable base. The 
redevelopment actiivities do not necessarily result in CRA assets; if they do, such assets are 
carried i n  the CRA's books at substantially below cost. The CRA also provides gap financing on 
certain redevelopment activities and any equity assumed in these projects is significantly less 
than the financing provided. 

The follc1wing schedule provides condensed data from the CRA's statement of net assets: 

Community Redevelopment Agency 
Condensed Statement of Net Assets 
(amounts expressed in thousands) 

FY 2003 

Current and other assets $ 338,927 $ 

Caeital assets 106,526 

Total assets 445,453 

Current and other liabilities 44,1 1 3  

Lon9-terrn liabilities 626,188 

Total liabilities 670,301 

Net assets: 

Invested in caeital assets, 

net of related debt 63,701 

Restricted 219,781 

Unrestricted {508,3301 

FY 2002 

346, 131 

91 ,628 

437,759 

43,599 

630,024 

673,623 

48,851 

247,681 

{532,396� 

Total net assets $ (224,848l $ (235,864) 

At June :30, 2003, the CHA's long-term debt posted a net decrease of $3.8 mill ion , or 0.6%. Of 
the $626.2 million total long-term debt, $494.7 million (79%) are tax allocati on bonds. The CRA 
issues tax allocation bonds to finance certain redevelopment programs. Receipts from 
incremeirital property tax are used to pay debt service on the tax allocation bonds. Incremental 
property taxes are collech3d from the excess of property taxes levied and col lected each year on 
a redevelopment project ()Ver the amount that is levied and collected cm the base year property 
tax asse�;sment. 

For the 1iscal year ended June 30, 2003, the CRA's revenues totaled $"1 28.4 million, a $21 
million (19 .5%) improvement from the prior fiscal year. Incremental property taxes contributed 
$15.2 rni l llion to thE! overall revenue growth. The CRA benefited from the relatively strong real 
estate market that spum:�d the growth in assessed valuation. Total exp1�nses posted a net 
increasE3 of $26.3 mil lion (28.8%). 
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The following table presents the operating results of the CRA: 

Community Redevelopment Agency 
Condensed Statement Activities 

(amounts expressed in thousands) 

FY 2003 

Program Revenues 
Charges for Services . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . .  $ 5,963 
Capital Grants and Contributions . . . . . . . . . . . . . . . . . .  19,328 

General Revenues 
Incremental Property Taxes .. . . . . . . . . . . . . . . . . . . . . . .  77,960 
Interest Income . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . .. . . . . . . . .  6,203 
other . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,945 

Total Revenues . . . ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  128,399 

Program Expenses 
Housing . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27,826 
Community and Economtc Development . . . . . . .  15,566 
Public Improvement . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . 13, 134 
Project General . . . . . . . . . . . . . . . . .. . . . . .. . . . . . . . . . .. . . . . .  18,903 
Parking facilities . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,433 
Interest on Long-term Debt . .. . .. . . . . . . . . . . . . . . . . . . .  37,521 

Total Expenses . . . . . . .. . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . .  1 17,383 
Change In Net Assets . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1 1 ,016 

FY 2002 

$ 4,660 
28,740 

62,719 
9,689 
1 ,598 

107,406 

14,793 
25,965 

6,504 

15,666 
1 ,1 16  

27,057 

91 ,101 

$ 16,305 

For the year ended June 30, 2003, the CRA's change in net assets of $1 1 million was down 
$5.3 million or 32.4% from the prior year. 

Among the measures that the State of California has adopted to alleviate its budget deficit is to 
require redevelopment agencies to shift tax increment revenues to K-12  schools and community 
col leges. Statewide, $75 million for fiscal year 2003 and $135 million for fiscal year 2004 will be 
shifted to the schools. The CRA's share was $2. 1  mill ion in 2003 and will be $4 million in 2004. 
The proposed State budget for fiscal year 2005 includes a $ 135 million tax increment revenues 
to be shifted from redevelopment agencies. The CRA estimates its share to be $4 million. 

REQUEST FOR INFORMATION 

This financial report is designed to provide our citizens, taxpayers, customers, creditors, and 
other users with a general overview of the City's finances. Questions concerning any of the 
information provided in this report or requests for additional financial information should be 
addressed to the Office of the City Controller, 200 North Main Street, City Hall East Room 300, 
Los Angeles, CA 90012 .  
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CITY OF LOS ANGELES 

Statement of Net Assets (Deficit) 
June 30, 2003 

(amounts expressed in thousands) 

Component 
Unit-

Primary Govemm1mt Community 
Governmental Business-type Redevelopment 

Activities Activities Total Agency 
ASSETS 

Cash and Pooled Investments $ 3,143,804 $ 1 ,123,900 $ 4,267,704 $ 150,001 
Other lnvef;tments 65,468 43,1 07 1 08,575 1 0,424 
Receivables, Net 946,727 1 ,980,469 2,927, 1 96 49,254 
Loans Rec1�ivable from Component Unit 76,050 76,050 
Due from Fiduciary Funds 137 137 
Inventories 30,345 1 42,061 172,406 35,167 
Prepaid Items and Other AssBts 51 ,685 1 59,198 210,883 16,050 
Restricted Assets 12,358 2,412 ,004 2,424,362 78,031 
Investment in Joint Ventures 6,000 6,000 
Net Pension Assets 1 77,,750 1 77,750 
Capital Assets 

Not Depreciated 983, 1 57 4,532,543 5,51 5,700 72,080 
Deprecic1ted, Net 1 ,766,443 1 1 ,604,010 1 3,370,453 34,446 
Nuclear Fuel, at Amortized Cost 1 3,431 1 3,431 

TOTAL ASSET:S 7,076,174 22,1 94,473 29,270,647 445,453 
LIABILITIES 

Accounts Payable and Accrue:d Expenses 256,589 495,076 751 ,665 6,060 
Obligations Under Securities Lending Transactions 469, 159 452,060 921 ,2 19  
Matured S:onds and lnteirest Payable 1 ,742 1 ,742 
Accrued lnt,�rest Payable 39,930 94,590 1 34,520 1 2,542 
Internal Balances 28,461 (28,461) 
Due to Fiduciary Funds 1 1 1  1 1 1  
Deposits and Advances 14,807 44,608 59,415 20,339 
Other Liabil ities 56,797 509,702 566,499 5, 1 72 
Accrued Postretlrement Benefit 329,879 329,879 
Advances from Fiduciary Funds 12 ,621 1 2,621 
Non-current Liabilities 

Due With in One Year 456,940 679,948 1 , 1 36,888 15,012 
Due In  More Than One Yecir 4, 124,015 7,922,952 12,046,967 535 , 126 
Loans Payable to Primary Government 76,050 

TOTAL LIABILITIES 5,461 , 172 1 0,500,:354 1 5,961 ,526 670,301 

NET ASSETS 
Invested In Capital Assets, Net of Related Debt 730,518 7 ,996,0 1 3  8,726,531 63,701 
Restricted for: 

Capital Projects 178,644 1 82,:333 360,977 83,695 
Debt Ser,ice 155,079 1 , 107,830 1 ,262,909 50,129 
Special Purposes 1 ,2 13,893 643,609 1 ,857,502 85,957 

Unrestricted (Deficit) (663,1 32) 1 ,764,334 1 ,  1 01 ,202 (508,330) 

TOTAL NET AS:SETS (DEFICIT) $ 1 ,615,002 $ 1 1 ,694, 1 1 9 $ 1 3,309,121 $ (224,848) 

The notes to the financial stateiments are an integral part of this statement. 
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CITY OF LOS ANGELES 

Statement of Activities 
For the Fiscal Year Ended June 30, 2003 

(amounts expressed in thousands) 

Net (Expense) Revenue and Chani;ies in Net Assets 
Component 

Program Revenues Prima!)'. Government Unit · 
Operating Capital Community 

Charges for Grants and Grants and Governmental Business- type Redevelopment 
Functions/Pro9rams 

-·-- - - - -- -
Exe ens es _Services j::_ontrlbuti<>_ns Con!ributi_ons Ac:tiviti8!_ _Activities Total Ag_en___c;t 

Primary Government 
Governmental Activities: 

General Government $ 1 ,055,535 $ 269,016 $ 1 6,31 1 $ - $ (770,208) $ $ (770,208) $ 
Protection of Persons and Property 1 ,761 ,748 263,394 120,489 23.401 ( 1 ,354,464) - ( 1 ,354,464) 
Public Works 320,230 124,291 103,098 6,713 (86,128) - (86, 128) 
Health and Sanitation 293,573 190,243 26,814 - (76,516) - (76,516) 
Transportation 294. 1 1 6  66,639 156,214 1 ,884 (69,379) - (69,379) 
Cultural and Recreational Services 320, 123 90,695 25,331 59,043 (145,054) - (145,054) 
Communlty Development 336,61 1 46,257 296,562 - 6,208 - 6,208 
interest on Long-Term Debt 142,946 - - (142,946� - (142,946) 

Total Governmental Activities 4,524,882 1 ,050,535 744,81 9 91 ,041 {2,638,487) - (2,638,487) 
Business-type Activities: 

Airports 508,649 622,877 5,090 23,292 - 142,6 10  142,610 
Harbor 227,704 359, 103 1 ,386 - 1 32,785 132,785 
Power 2,059,768 2,295,357 - 25,818 - 261,407 261,407 
Water 550,514 569,623 - 14,044 - 33,153 33, 1 53 

t:t:J 
Sewer 473,517 425,951 20,422 23, 1 16 - (4,028) (4,028) 
Other- Convention Center 35,823 22,224 - - - (13,599) (13,599) 

Total Business-type Activities 3,855,975 4,295,135 25,512 87,656 552,328 552,328 N -

Total Primary Government $ 8,380,857 $ 5,345,670 $ 770,331 $ 1 78,697 (2,638,487) 552,328 __ (2,086, 1 59) 

Component Unit- Community 
Redevelopment Agency $ 1 1 7,383 $ 5,963 $ - $ 19,328 - - - (92,092) 

General Revenues: 
Property Taxes 787,048 - 787,048 77,960 
Utility Users Taxes 521 , 148 - 521 , 148 
Business Taxes 356,937 - 356,937 
Other Taxes 335,779 - 335,779 
Grants and Contributions Not Restricted to Specific Programs 

Sales Taxes 367, 1 12 - 367, 1 1 2  
Motor Vehicle In-Lieu Taxes 219,694 - 219,694 
Otlier 3,849 - 3,849 

Unrestricted Investment Earnings 49, 173 - 49,173 6,203 
Gain on Sale of Capital Assets - 2,270 2,270 
Other 33,435 - 33,435 1 8,945 

Loss on Asset Impairment and Abandoned Projects - ( 15,845) {15,845) 
Investment Lo&& - ( 19,000) ( 19,000) 
Litigation Settlement - (44,747) (44,747) 
Transfers 2 1 1 ,936 (21 1 ,936) 

Total General Revenues and Other Items 2,886,1 1 1  �289,258) 2,596,853 1 03,108 

Change In Net Assets 247,624 263,070 510,694 1 1 ,016 

Net Assets (Deficit) · July 1 ,  As Restated 1 ,367,378 1 1 ,431 ,049 12,798,427 (235,864) 
Net Assets (Deficit) · June 30 L___1 ,615,0(g_ $ 1 1 ,694, 1 19 $ 13,30�9,11.L $ (224,848) 

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



CITY OF LOS ANGELES 

Balance Sheet 
Governmental Funds 

June 30, 2003 

(amounts expressed in thousands) 

Proposition A 
Local Transit 

General Assistance 
ASSETS 

Cash and Pooled lnvl:lstments $ 801 ,219 $ 78,824 
Other lnvei;tments 
Taxes Re,o�ivable 

(Net of .Allowance for Uncollectibles of $25, 148) 242,284 
Accounts R:eceivable 

(Net of Allowance for Uncollectibles of $339,442) 1 44,277 42 
Special Asi;essments RE!C:eivablei 

(Net of Allowance for Uncollectibles of $2,31 2) 8,821 
Investment Income Receivable 9,855 907 
Intergovernmental Receivable 65,169 1 5,601 
Loans RecHivable 

(Net of Allowance for Uncollectibles of $509,059) 
Due from Other Funds 51 ,954 1 1 9  
Loans RecEiivable from c,,mponEmt Unit 

(Net of Al iowance for Uncollectibles of $500) 
lnventorie·s 30,345 
Prepaid Items and Other Assets 
Advances ti> Other Funds 10 .450 6,898 
Restricted Assets 

TOTAL ASSIETS $ 1 ,364,374 $ 1 02,391 

LIABILITIES AND FUND BAILANCES 
LIABILITIES 

Accounts, Contracts and Retainane Payable $ 44,964 $ 7, 1 51 
Obligations Under Securities 

Lending Transactions 191 ,409 1 1 ,422 
Accrued Salaries and Overtime Payable 97,423 
Accrued Gompensated Absences Payable 1 ,550 
Estimated Claims and Judgments Payable 19,224 
Intergovernmental Payablo 86 
Due to Othe r Funds 1 7,796 394 

Deferred He,venue and Other Credits 243,800 7,372 
Deposits and Advances 4,366 1 9  
Matured 801,ds and Interest Paya!l>le 
Advances from Other Funds 51 ,998 
Other Liabilities 9,887 

TOTAL LIABILITIES 682,503 26,358 
FUND BALANGES 

Reserved for: 
Encumbrances 1 05,309 7,032 
Assets Not Available for Appropriation 40,795 6,898 
Debt Se1vice 
Special Purposes 25,941 

Unreserved 
Desigr1a·:ed for Special Purposes 71,000 
Undesignated 

Genoral Fund 438,826 
Special Revenue Funds 62,103 
Capital Projects Funds 

TOTAL FUND BALANCES 681 ,871 76,033 

TOTAL LIABILITIES AND FUND BALANCES $ 1 ,364,374 $ 1 02,391 

B-33 

Recreatlo1r1 Speclal Gas 
and Tax Street Community 

Parks Improvement Development ----

$ 1 '1 1 ,028 $ 20,090 $ 3,794 

7 

1 ,061 228 1 7  
6,71 3 2,486 

1 02,362 
3,351 2,766 39 

76,050 

1 ,447 
827 

-----· 

$ 1 1 6,274 $ 29,797 $ 186, 1 95 
==: 

$ 2,662 $ $ 6,345 

1 6,065 2,91 1 550 
6,639 

59 

5 
40 2 ,676 

464 98 6 
315 59 

10 ,230 1 ,447 
1 0  

__ 36,479 . 3,010 1 1 ,093 

1 1 , 136 3,690 31 ,722 
827 1 79,859 

67,832 23,097 (36.479) 
-----

___!_;9,795 26,787 1 75,1 02 

$ 1 1 6,274 $ 29,797 $ 1 86 , 195 
Continued ... 



CITY OF LOS ANGELES 

Balance Sheet - (Continued) 
Governmental Funds 

June 30, 2003 
(amounts expressed in thousands) 

Municipal Improvement 
Corporation Other 

Seismic Bond Special Debt Governmental 
Reimbursement Revenue Service Funds Total 

ASSETS 
Cash and Pooled Investments $ 63,1 54 $ 1 98,722 $ 90,1 09 $ 1 ,776,864 $ 3, 143,804 
Other Investments 1 3,394 33,578 1 8,496 65,468 
Taxes Receivable 

(Net of Allowance for Uncollectibles of $25, 148) 1 3,830 256, 1 14 
Accounts Receivable 

(Net of Allowance for Uncollectibles of $339,442) 9,712 154,038 
Special Assessments Receivable 

(Net of Allowance for Uncollectibles of $2,31 2) 1 0,760 1 9,581 
Investment Income Receivable 667 773 22,556 36,064 
Intergovernmental Receivable 1 ,780 67, 181  158,930 
Loans Receivable 

(Net of Allowance for Uncollectibles of $509,059) 219,638 322,000 
Due from Other Funds 20,283 78,512 
Loans Receivable from Component Unit 

(Net of Allowance for Uncollectibles of $500) 76,050 
Inventories 30,345 
Prepaid Items and Other Assets 1 1 6 967 280 2,81 0 
Advances to other Funds 32, 1 40 50,315 
Restricted Assets 1 2 ,358 1 2,358 

TOTAL ASSETS $ 65,601 $ 213,005 $ 1 24,654 $ 2,204,098 $ 4,406,389 

LIABILITIES AND FUND BALANCES 
LIABILITIES 

Accounts, Contracts and Retainage Payable $ 2,969 $ 9,8 1 3  $ $ 56,732 $ 130,637 
Obligations Under Securities 

Lending Transactions 9, 1 51 5 ,616 232,035 469 , 159 
Accrued Salaries and Overtime Payable 2,187 1 06,249 
Accrued Compensated Absences Payable 5 1 ,614 
Estimated Claims and Judgments Payable 1 9,224 
Intergovernmental Payable 271 6,330 1 3,01 1 1 9,703 
Due to Other Funds 5 ,644 25,372 51 ,922 
Deferred Revenue and Other Credits 864 205 95,848 348,657 
Deposits and Advances 1 0,048 14,807 
Matured Bonds and Interest Payable 1 ,742 1 ,742 
Advances from Other Funds 54,286 1 17,961 
Other Liabilities 4,862 14,759 

TOTAL LIABILITIES 1 8,899 21 ,964 496 , 128 1 ,296,434 
FUND BALANCES 

Reserved for: 
Encumbrances 6,950 76,943 299,530 542.312 
Assets Not Available for Appropriation 1 1 6  252,031 480,526 
Debt Service 124,654 1 58,592 283,246 
Special Purposes 1 2,358 38,299 

Unreserved 
Designated for Special Purposes 7 1 ,000 
Un designated 

General Fund 438,826 
Special Revenue Funds 39,752 1 1 3,982 453,045 723,332 
Capital Projects Funds 532 ,41 4  532,414 

TOTAL FUND BALANCES 46,702 1 91 ,041 1 24,654 1 ,707,970 3,109,955 

TOTAL LIABILITIES AND FUND BALANCES $ 65,601 $ 213,005 $ 1 24,654 $ 2,204,098 $4,406,389 

The notes to the financial statements are an integral part of this statement. B-34 



CITY OF LOS ANGELES 

Reconciliation of the Balance Sheet of Governmental Funds 
to the Statement of Net Assets 

June 30, 2003 
(amounts expressed in thousands} 

Total Fund Balances ·· Governmental Funds 

Amounts reported for Governmental Activities in the Statement of Net Assets are 
different because: 

Capital assets usE�d in governmental activities are not financial resources and, 
therefore, are not reported in the funds. 

Oth1:!r long-term assets are not available to pay for current-period expenditures and, 
therefore, are deferred in the funds. 

Lon9-term liabilitieis , including bonds payable, are not due and payable in the 
current period and, themfore, are not reported in the funds. 

Net Assets ,of Governmental Activities 

The notes to the financial statements are an integral part of this statement. 
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$ 3, 1 09,955 

2,749,600 

346,313 

(4,590,866) 

$ 1 ,615,002 



REVENUES 
Property Taxes 
Sales Taxes 
Utility Users Taxes 
Business Taxes 
Other Taxes 
Licenses and Permits 
lntergovernmentat 
Charges for Services 
Services to Enterprise Funds 
Fines 
Special Assessments 
Investment Earnings 
Program Income 
Other 

TOTAL REVENUES 

EXPENDITURES 
Current 

General Government 
Protection of Persons and Property 
Public Works 
Health and Sanitation 
Transportation 
Cultural and Recreational Services 
Community Development 

Capital Outlay 
Debt Service 

Principal 
Interest 
Cost of Issuance 
Advance Refunding Escrow 

TOTAL EXPENDITURES 

CITY OF LOS ANGELES 

Statement of Revenues, Expenditures, 
and Changes in Fund Balances 

Governmental Funds 
For the Fiscal Year Ended June 30, 2003 

(amounts expressed in thousands) 

Proposition A 
Local Transit 

General Assistance 

$ 666,977 $ 
367, 1 12 
521 , 1 48 
356,937 
31 1 ,004 

38,345 
225,968 63,237 
360,372 5,887 
206,412 
1 1 6, 1 1 5  

1 ,397 
49,424 4,405 

33,664 1 ,474 

3,254,875 75,003 

931 ,71 0 
1 ,556,554 

170,546 
1 86,286 
1 03, 1 1 3  65,616  

30,502 
26,488 
22,01 3 6 ,619  

223 

3,027,435 72,235 

EXCESS (DEFICIENCY) OF REVENUES OVER 
EXPENDITURES 227,440 2,768 

OTHER FINANCING SOURCES (USES) 
Proceeds from Issuance of Debt 
Proceeds of Refunding Bonds 
Proceeds from HUD Loans 
Transfers In  227,227 37 
Transfers Out (375,740) (3,039) 
Payment to Refunded Bond Escrow Agent 

TOTAL OTHER FINANCING SOURCES (USES) (1 48,513) {3,002) 
NET CHANGE IN FUND BALANCES 78,927 (234) 
FUND BALANCES, JULY 1 ,  AS RESTATED 597,390 76,267 
INCREASE IN RESERVE FOR INVENTORIES 5,554 

FUND BALANCES, JUNE 30 $ 681 ,87 1  $ 76,033 

R-36 

Recreation Special Gas 
and Tax Street Community 

Parks Improvement Development 

$ $ $ 

579 
6,943 89, 1 21 1 08,323 

62,434 
1 0  

5,309 1 , 1 82 33 
1 ,693 

255 72 226 

75,530 90,375 1 1 0,275 

84,277 

1 56,649 
109,31 8 

1 6,7 1 1 4,634 

1 73 ,360 88,91 1 1 09,3 1 8  

(97,830) 1 ,464 957 

1 10,651 467 9,665 
(364) (3,126) 

1 10,287 467 6,539 
12,457 1 ,931 7,496 
67,338 24,856 1 67,606 

$ 79,795 $ 26,787 $ 1 75, 1 02 
Continued . . .  



CITY OF LOS ANGELES 

Statement of Revenues, Expenditures, 
and Changes in Fund Balances - (Continued) 

Governmental Funds 
For the Fiscal Year Ended June 30, 2003 

(amounts expressed in thousands) 

Municipal lmpr<>vement 
Coreoration Other 

Seismic Bond Special Debt Governmental 
Reimbursement Revenue Service Funds Total ----

REVENUES 
Property Taxes $ $ $ $ 1 25,862 $ 792,839 
Sales Taxes 367, 1 12 
Utility Usem Taxes 521 ,148 
Business Taxes 356,937 
Other Taxe,; 24,633 335,637 
Licenses and Permits 2,045 40,969 
lntergovern mental 15,888 426, 103 935,583 
Charges for Services 200 1 89,547 618,440 
Services to Enterprise Funds 538 206,960 
Fines 1 5,645 131 ,760 
Special Ai,sessments 9 1 , 1 71 92,568 
Investment Earnings 3,345 7,248 3,20E, 84,907 1 59,059 
Program Income 2,547 4 ,240 
Other 4 27,371 63,066 ----

TOTAL REVENUES 1 9,433 7,252 _ 3,20€_ 990,369 4,626,31 8 

EXPENDITURE:S 
Current 

General Government 223 34,279 966,21 2  
Protectic,n of Persons a1nd Property 153,884 1 ,71 0,438 
Public Works 20,449 59,074 334,346 
Health a.,d Sanitation 99,084 285,370 
Transpo1tation 74,464 243, 1 93 
Cultur;;1I and Recreational Services 89,798 276,949 
Comm1unity Development 237,341 373,147 

Capital Outl:1y 4,773 1 50,974 352,769 558,493 
Debt Servico 

Principal 89,695 101 ,021 1 90,716 
lnteresit 43, 132 1 00,652 1 43,784 
Cost of li;suance 2,488 671 1 1 ,005 1 4,387 

Advanc:e Refunding Ei;c:row ------ 23,076 23,076 

TOTAL EXPENDITURES 25,222 1 53,462 1 :i3,721 1 ,336,447 5,1 20, 1 1 1  

EXCESS (DEFICIENCY) OF FtEVENUES OVER 
EXPENDITURES (5,789) (146,21 0) _l!?0,515t {346,078} (493,793) 

OTHER FINANCING SOURCES (USl:S) 
Proceeds from Issuance c,f Debt 144,429 1 1 , 1 1 7  467,820 623,366 
Proceeds of Refunding Bonds 47,41 9 468,678 516,097 
Proceeds from HUD Loans 2,095 2,095 
Transfers In 342 1 00, 145 262,478 71 1 ,012 
Transfers Out (1 4,921 )  (301 ;, (101 ,585) (499,076) 
Payment tc• Hefunded Boner Escrow Agent {46,654t (535,341)  (581 ,995) 

TOTAL OTHER FINANCING SOURCES (USES) 1 29,850 __!1 1 ,726 564, 145 771 ,499 
NET CHANGE IN FUND BALANCES (5,789) (1 6,360) (1 8,789) 21 8,067 277,706 
FUND BALANCES, JULY 1 ,  AS RESTATED 52,491 207,401 143,443 1 .489,903 2,826,695 
I NCREASE IN RESERVE FOR: INVENTORIES 5,554 ------

FUND BALANCES, JUNE 30 $ 46,702 $ 1 91 ,041 $ 124,654 $ 1 ,707,970 $ 3, 109,955 

The notes to the financial statements c1re an integral part of this statement. 
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CITY OF LOS ANGELES 

Reconciliation of the Statement of Revenues, 
Expenditures, and Changes in Fund Balances of Governmental Funds 

to the Statement of Activities 
For the Fiscal Year Ended June 30, 2003 

(amounts expressed in thousands) 

Net Change in Fund Balances - Total Governmental Funds 

Amounts reported for Governmental Activities in the Statement of Activities are 
different because: 

Governmental funds report capital outlays as expenditures. However, in the statement of 
activities, the cost of those assets is allocated over their estimated useful lives and reported 
as depreciation expense. This is the amount by which capital outlays exceeded depreciation 
in the current period. 

Revenues in the statement of activities that do not provide current financial resources are 
not reported as revenue in the funds. 

The issuance of long-term debt (e.g. bonds) provides current financial resources to the 
governmental funds, while the repayment of the principal of long-term debt consumes the 
current financial resources of governmental funds. Neither transaction, however, has any 
effect on net assets . Also, governmental funds report the effect of issuance costs, 
premiums, discounts, and similar items when debt is first issued, whereas, these amounts 
are deferred and amortized in the statement of activities. This amount is the net effect of 
these differences in the treatment of long-term debt and related items. 

Some expenses reported in the statement of activities do not require the use of current 
financial resources and, therefore, are not reported as expenditures in the governmental 
funds. 

Increase in reserve for inventory. 

Change in Net Assets of Governmental Activities 

The notes to the financial statements are an integral part of this statement. 
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$ 277,706 

312,352 

16,81 8 

(331 ,862) 

(32,944) 

5 ,554 

$ 247,624 



CITY OF LOS ANGELES 

Statement of Revenues, Expenditures, and Changes in Fund Balances 
Budget and Actual (Non-GAAP Budgetary Basis) 

General Fund 
For the Fiscal Year Ended June 30, 2003 

(amounts expressed in thousands) 

REVENUES 
Taxes 
Licenses, Permits, Fees and Fines 
Intergovernmental 
Charges i::ir Services 
Interest 
Other 

TOTAL REVENUES 
EXPENDITURES 

Current 
Genoral Government 
Protection of Persons and Property 
Public Works 
Health and Sanitation 
Transportation 
Cultural and Rec;re;ational Services 
Comm unity Development 
Pension and Retirement Contributions 

Capital Outlay 

TOTAL EXPENDITURES 
EXCESS (DEFICIENCY) Of= REVENUES OVER 

EXPENDITURES 
OTHER FIW�NCING SOURCES (USES) 

Transfers from Other Funds 
Loans frorr Other Funds 
Transfers t,::i Other Funds 
Payment o·f Loans to Other Funds 

TOTAL OTHER FINANCING SOURCES (USES) 
EXCESS (DElFICIENCY) OF REVE:NUES AND OTHER 

Fl�NCINt3 SOURCES OVER EXPENDITURES 
AND OTHER FINANCING USE:S 

FUND BALANCES, JULY 1 
Appropriation c,f Fund Balance and Carryforward 

Appropriations 
EncumbranCE1s Lapsed 
Reversion to R,3serve Fund 

FUND BALANCES, JUNE :3,0 

Budgeted Amounts 
Original Final 

$ 2,177,564 
531 ,257 
264,896 

3,600 
29,179 
1 1 ,678 

$ 

3,018, 174 

1 , 122,732 
1 ,408,498 

286, 153 
201 ,881 
1 12,004 
1 09,380 
76,937 
96,929 

5,485 

3,41 9,999 

(401 ,825) 

774,1 60 

(372,335) 

401 ,825 

$ 2, 1 77,564 
531 ,823 
264,896 

3,600 
29,179  
1 1 ,678 

$ 

3,018,740 

1 , 1 91 ,933 
1 ,467,424 

314,736 
206,897 
1 1 9,904 
108,348 
99,929 

100,660 
24,072 

3,633,903 

(61 5, 163) 

1 ,016,688 
4,841 

(406,998) 

614,531 

(632) 

632 

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

(Budgetary 
Basis) 

$ 2,203,276 
579,912 
265,781 

2,725 
24,471 
12,405 

$ 

3,088,570 

1 ,092,046 
1 ,463,049 

286,398 
200,309 
1 1 5,760 
1 07,791 
91 ,882 

1 00,659 
10,771 

3,468,665 

(380,095) 

904, 120 
1 5,504 

(401 ,485) 
(1 0,256) 

507,883 

127,788 

26,063 
(153,851)  

===== 

Variance With 
Final Budget 

Positive 
(Negative) 

$ 

$ 

25,712 
48,089 

885 
(875) 

(4,708) 
727 

69,830 

99,887 
4,375 

28,338 
6,588 
4, 144 

557 
8,047 

1 
1 3,301 

165,238 

235,068 

( 1 12,568) 
1 0,663 
5,513 

{ 1 0,256) 

( 106,648) 

128,420 

(632) 
26,063 

(153,85 1 )  



CITY OF LOS ANGELES 

Statement of Revenues, Expenditures, and Changes in Fund Balances 
Budget and Actual (Non-GAAP Budgetary Basis} 

Proposition A Local Transit Assistance Fund 
For the Fiscal Year Ended June 30, 2003 

(amounts expressed in thousands} 

Budgeted Amounts 
Original Final 

REVENUES 
Intergovernmental 
Charges for Services 
Interest 

$ 62,695 $ 66,092 $ 

other 

TOTAL REVENUES 

EXPENDITURES 
Current 

Transportation 
Capital Outlay 

TOTAL EXPENDITURES 
EXCESS (DEFICIENCY) OF REVENUES OVER 

EXPENDITURES 
OTHER FINANCING SOURCES (USES) 

Transfers from Other Funds 
Transfers to Other Funds 

TOTAL OTHER FINANCING SOURCES (USES) 
EXCESS (DEFICIENCY) OF REVENUES AND OTHER 

FINANCING SOURCES OVER EXPENDITURES 
AND OTHER FINANCING USES 

FUND BALANCES, JULY 1 
Appropriation of Fund Balance and Carryforward 

Appropriations 
Encumbrances Lapsed 

FUND BALANCES, JUNE 30 $ 

3,208 
3,550 

69,453 

1 1 3,937 

1 13,937 

(44,484) 

(5,800) 

(5,800) 

(50,284) 

50,284 

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

$ 

3,208 
3,550 

72,850 

1 89,924 
6,327 

1 96,251 

(123,401 ) 

37 
( 1 0,836) 

(10,799) 

(134,200) 

50,284 

83,916 

$ 

Actual 
Amounts 

(Budgetary 
Basis) 

Variance With 
Final Budget 

Positive 
(Negative) 

68,430 $ 2,338 
2,853 

131 
1 ,485 

6,061 
3,681 
1 ,485 

79,657 

62,658 
5,543 

68,201 

1 1 ,456 

37 
(9,572) 

(9,535) 

1 ,921 

56,462 

6,807 

1 27,266 
784 

128,050 

134,857 

1 ,264 

1 ,264 

136,1 21 

6,178 

(83,916) 
36 36 

58,41 9  $ 58,4 1 9  
::::::::::==;;;;::= 



CITY OF LOS ANGELES 

Statement of Revenues, Expenditures, and Changes in Fund B�1lances 
Budget and Actual (Non-GAAP Budgetary Basis} 

Special Gas Tax Street Improvement Fund 
For the Fiscal Year Ended June 30, 2003 

(amounts expressed in thousands} 

REVENUES 
Intergovernmental 
Interest 
Other 

TOTAL REVENUES 

EXPENDITUF!ES 
Current 

PubliG Works 
Capital Outlay 

TOTAL EXPENDITURES 

EXCESS OF REVENUES OVER EXPENDITURES 

OTHER FINANCING SOURCES (IUSES} 
Transfers, from Other Funds 
Transfers tc, Other Funds 

TOTAL OTHER FINANCING SOURCES (USES) 
EXCESS {DEFICIENCY) OF REVENUES AND OTHER 

FINANCIN13 SOURCES OVER EXPENDITURES 
AND OTHER FINANCING USES 

FUND BALANGES, JULY 'I 

Appropriation i>f Fund Balance ancl Carryforward 
Appropria1ti,Jns 

Encumbranoef, Lapsed 

FUND BALANCES, JUNE JO 

$ 

$ 

Budgeted Amounts 
Original Final 

88,432 $ 
900 

20 

88,4:32 $ 
900 

:20 ----
89,352 

13,531 
9,031 

22,562 

66,790 

(74,758) 

(74,758) 

(7,968) 
7,968 

$ 

89,352 

1 3,5:31 
9,620 

23, 1 !51 

66,201 

(77,02§_ 

(77,026) 

( 10,825) 
7,968 

2,857 

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

(Budgetary 
Basis} 

Variance With 
Final Budget 

Positive 
(Negative) 

82,445 $ (5,987) 
273 

53 
1 , 173 

73 

83,691 

1 3,527 
2,773 

1 6,300 

67,391 

467 
(70,200) 

(69,733) 

(2,342) 
13,350 

39 

1 1 ,047 $ 

(5,661) 

4 
6,847 

6,851 

1 , 1 90 

467 
6,826 

7,293 

8.483 
5,382 

(2,857) 
39 

1 1 ,047 
===== 



CITY OF LOS ANGELES 

Statement of Revenues, Expenditures, and Changes in Fund Balances (Deficit) 
Budget and Actual (Non-GAAP Budgetary Basis} 

REVENUES 

Community Development Fund 
For the Fiscal Year Ended June 30, 2003 

(amounts expressed in thousands} 

Budgeted Amounts 
Original Final 

I ntergovemmental 
Interest 

$ 33,439 $ 132,288 $ 

Program Income 
Other 

TOTAL REVENUES 

EXPENDITURES 
Current 

Community Development 
Capital Outlay 

TOTAL EXPENDITURES 
EXCESS (DEFICIENCY) OF REVENUES OVER 

OVER EXPENDITURES 

OTH ER FINANCING SOURCES (USES} 
Transfers from Other Funds 
Transfers to Other Funds 

TOTAL OTHER FINANCING SOURCES (USES} 
EXCESS (DEFICIENCY) OF REVENUES AND OTHER 

FINANCING SOURCES OVER EXPENDITURES 
AND OTHER FINANCING USES 

FUND BALANCES (DEFICID, JULY 1 
Appropriation of Fund Balance and Carryfoiward 

Appropriations 
Encumbrances Lapsed 

FUND BALANCES (DEFICIT}, JUNE 30 

33,439 

9,961 

9,961 

23,478 

(23.478) 

(23,478) 

$ 

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

132,288 

1 79,01 3  
30 

1 79,043 

(46,755) 

(45,988) 

(45,988) 

(92,743) 

92,743 

$ 

Actual 
Amounts 

(Budgetary 
Basis) 

Variance With 
Final Budget 

Positive 
(Negative) 

105,724 $ (26,564) 
3 

22,402 
226 

3 
22,402 

226 

1 28,355 

81 , 1 04 
30 

81 , 1 34 

47,221 

1 ,261 
(35,432) 

(34, 171)  

1 3,050 
(53,896) 

(3,933) 

97,909 

97,909 

93,976 

1 ,261 
10,556 

1 1 ,817 

1 05,793 
(53,896) 

(92,743) 
5,451 5,451 

(35,395) $ (35,395) 
==;;;;;;;;;:=:::::::: 



CITY OF LOS ANGELES 

Statement of Fund Net Assets 
Proprietary Funds 

June 30, 2003 
(amounts expressed in thousands) 

Business-!lee Activitie!, • Entererise Funds 
Airports Harbor Power Water 

ASSETS 

CURRENT A:iSETS 
Cash and Pooled lnve8tments 

Unrestricted $ 531 ,747 $ 84,499 3; 369,433 $ 85,149 
Restricted 88,426 120,742 231 ,767 

Notes REtceivable 
(Net 1Jf Allowance 1'or Uncollectibles of $ 1 ,000) 63,827 

Accounts: Heceivabli:� 
Accounts Receivable1 

(Net of Allowance for Uncollectibles of $47,002) 31 ,975 33,709 171 ,442 52,775 
Accrued Unbilled Revenue 10,266 1 18,853 44,214 

lnvestmen:: Income Rec�3ivabfe 6,672 1 ,434 7 , 120 4,748 
lntergove1mmental Rec1;iivable 6,708 2,671 30,817  4,578 
Due from Other Funds 3,516 67,447 
Inventories 1 ,885 1 ,564 1 1 1 ,236 1 5,027 
Prepaid Items and Other Assets 1 0  998 95,635 32,557 

TOTAL CURRENT ASSETS 589,263 216,81 7  1 ,089, 1 05 538,262 

NONCURRENIT ASSETS 
Restricted Assets 

Cash and Investments 536,066 8,699 
Investments Held by Escrow and Fiscal Agents 53,821 95 961 ,265 4,613 
Investment Income Receivable 4,937 2 7, 156 366 
Passenger Facility Charge Receivable 8,786 

Total Res,tricted Assets 603,610 8,796 968,421 4,979 
Long-term Investment 

Investment in Joint V,anture 6,000 
Capital Assets 

Land 545,379 782,392 156,725 92,376 
Buildings, Facilities and Equipment 1 ,615,310 1 ,680,812 8,103,759 3,879,765 
Leased Property and Improvements 1 84,423 
Accurnu lated Depredation (829,431 )  (71 1 ,852) (4,073,466) ( 1 ,385,526) 
Construction in Progress 248,097 882,820 763,000 262,252 
Nuclei3r Fuel, at Amoirtized Gost 13,431 

Total Capital Assets 1 ,763,778 2,634, 172 4,963,449 2,848,867 

Other Noncurrent Assets 
Loans Receivable, - Notes 

{Net of Allowance for Uncollectibles of $1 ,000) 1 ,006 1 , 1 64,457 
AdvancHs to Other Funds 51 ,51 1. 
Net Pemsion Assets 1 1 9, 1 98 58,552 
Other Ai.sets 5,01 9 5,240 171 ,822 

Total OthE�r Noncurrent Assets 5,01 9 57,757 1 ,455,477 58,552 

TOTAL NONCURRENT ASSETS 2,372,407 2,706,725 7,387,347 2,91 2,398 

TOTAL ASSETS $ 2,961 ,670 $ 2,923,542 $ 8,476,452 $ 3,450,660 
Continued ... 
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CITY OF LOS ANGELES 

Statement of Fund Net Assets - (Continued) 
Proprietary Funds 

June 30, 2003 
(amounts expressed in thousands) 

ASSETS 

CURRENT ASSETS 

Cash and Pooled Investments 
Unrestricted 
Restricted 

Notes Receivable 
(Net of Allowance for Uncollectibles of $1 ,000) 

Accounts Receivable 
Accounts Receivable 

(Net of Allowance for Uncollectibles of $47,002) 
Accrued Unbilled Revenue 

Investment Income Receivable 
Intergovernmental Receivable 
Due from Other Funds 
Inventories 
Prepaid Items and Other Assets 

TOTAL CURRENT ASSETS 

NONCURRENT ASSETS 

Restricted Assets 
Cash and Investments 
Investments Held by Escrow and Fiscal Agents 
Investment Income Receivable 
Passenger Facil ity Charge Receivable 

Total Restricted Assets 
Long-term Investment 

Investment in Joint Venture 
Capital Assets 

Land 
Buildings, Facilities and Equipment 
Leased Property and Improvements 
Accumulated Depreciation 
Construction in Progress 
Nuclear Fuel, at Amortized Cost 

Total Capital Assets 
Other Noncurrent Assets 

Loans Receivable - Notes 
(Net of Allowance for Uncollectibles of $1 ,000) 

Advances to Other Funds 
Net Pension Assets 
Other Assets 

Total Other Noncurrent Assets 

TOTAL NONCURRENT ASSETS 

TOTAL ASSETS 
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Business-type Activities - Enterprise Funds 
Other-

Convention 
Sewer 

$ 48,421 $ 
221 ,334 

39,984 
33,757 

1 ,097 
17,042 

12,349 

Center Total 

4,651 $ 1 , 123,900 
662,269 

63,827 

2,602 332,487 
207,090 

21 ,071 
61 ,816 
70,963 

142,061 
__ ....;.2.;.:.,3.;..4.;...4_ 131 ,544 

373,984 

135,993 
27,936 

163,929 

33,045 
4,462,234 

(1 ,787,672) 
626,865 

3,334,472 

3,521 

1 7,395 
20,916 

3,519,317 

$ 3,893,301 $ 

9,597 

139,592 
593,21 1  

9,601 
(137, 158) 

605,246 

605,246 

614,843 

2,817,028 

680,758 
1 ,047,730 

12,461 
8,786 

1 ,749,735 

6,000 

1 ,749,509 
20,335,091 

194,024 
(8,925, 105) 
2,783,034 

13,431 
16 ,149,984 

1 ,  165,463 
55,032 

177,750 
1 99,476 

1 ,597,721 

19,503,440 

$22,320,468 
Continued ... 



LIABILITIES 

CURRENT ILIABILITIES 
Accounts, Contracts and Retainage 

Payable 
Obligations Under Securities 

Lending Transactions 
Accrued Salaries and Overtime 

Payable 
Accrued Compensated Absenc:es 

Payable 
Intergovernmental Payable 
Due to Other Funds 

CITY OF LOS ANGELES 

Statement of Fund Net Assets - (Continued) 
Proprietary Funds 

June 30, 2003 
(amounts expressed in thousands) 

Business-type Activitie�i - Enterprise Funds 
Airports Harbor Power Water 

$ 43,792 $ 29,425 $ 212, 161 $ 67,960 

1 55,672 12,956 243,361 40,071 

6,421 29 , 140 14,462 

3,545 306 35,267 18,548 

96,447 
Deferred F:evenue and Other Credits 50 358 
Deposits and Advancei; 42,321 
Capital Lease Obligations -
Current Portion 798 

Interest Payable 2,431 13,94'1 49,723 20,214  
Bonds and Notes Payable -

Current Portion, Net 25,525 20,503 1 63, 1 80 47,632 
Advancei; from Other Funds 
Other Cummt Liabilities 13,836 22,84:3 

TOTAL CUR.RENT LIABIUTIES 252,070 1 00,332 829,279 251 ,208 
LONG-TERM LIABILITIES 

Capital L1�c1se Obligations -
Noncurrent Portion 54,648 

Bonds and Notes Payabl'e -
Noncurrent Portion, Net 41 1 ,097 831 ,500 3,232,088 1 ,297,1 90 

Other Liabilities 44,220 60,914 491 ,330 1 0,969 
TOTAL LONG-TERM LIABILITIES 509,965 892,414 3,723,418 1 ,308,159 
OTHER NONC:URRENT LIABILlrf 

Accrued Pcistretirement Benefit 230,693 99,186 

TOTAL LIABILITIES 762,035 992,746 4,783,390 1 ,658,553 
NET ASSETS 

Invested in Capital Assets, Net of Related Debt 1 ,296,867 1 ,782, 169 1 ,568,405 1 ,688,726 
Restrictecl for: 

Capital Projects 16,345 222 
Debt Service 51 ,51 9 95 858,883 39,372 
Special Purposes 212,205 329,087 68,717 

Unrestrict,ed (Deficit) 622,699 148,532 936,465 {4,708! 

'TOTAL NET ASSETS $ 2, 1 99,635 $ 1 ,930,796 $ 3,693,062 $ 1 ,792, 1 07 
Continued ... 
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CITY OF LOS ANGELES 

Statement of Fund Net Assets - (Continued) 
Proprietary Funds 

June 30, 2003 
(amounts expressed in thousands) 

Business-type Activities - Enterprise Funds 
Other-

Convention 
Sewer Center Total 

LIABILITIES 

CURRENT LIABILITIES 

Accounts, Contracts and Retainage 
Payable $ 65,918  $ 1 ,465 $ 420,721 

Obligations Under Securities 
Lending Transactions 452,060 

Accrued Salaries and Overtime 
Payable 124 50, 147 

Accrued Compensated Absences 
Payable 887 58,553 

Intergovernmental Payable 
Due to Other Funds 1 ,079 97,526 
Deferred Revenue and Other Credits 408 
Deposits and Advances 2,287 44,608 
Capital Lease Obligations -

Current Portion 798 
Interest Payable 8,281 94,590 
Bonds and Notes Payable -

Current Portion, Net 331 ,530 588,370 
Advances from Other Funds 7 7 
Other Current Liabilities 1 9,757 56,436 

TOTAL CURRENT LIABILITIES 425,486 5,849 1 ,864,224 
LONG-TERM LIABILITIES 

Capital Lease Obligations -
Noncurrent Portion 54,648 

Bonds and Notes Payable -
Noncurrent Portion, Net 1 ,965,790 7,737,665 

Other Liabilities 32,500 639,933 
TOTAL LONG-TERM LIABILITIES 1 ,998,290 8,432,246 
OTHER NONCURRENT LIABILITY 

Accrued Postretirement Benefit 329,879 

TOT AL LIABILITIES 2,423,776 5,849 1 0,626,349 
NET ASSETS 

Invested in Capital Assets, Net of Related Debt 1 ,054,600 605,246 7,996,013 
Restricted for: 

Capital Projects 165,766 1 82,333 
Debt Service 1 57,961 1 , 1 07,830 
Special Purposes 33,600 643,609 

Unrestricted (Deficit) 57,598 3,748 1 ,764,334 

TOTAL NET ASSETS $ 1 ,469,525 $ 608,994 $1 1 ,694.1 1 9  

The notes to the financial statements are a n  integral part of this statement. 
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CITY OF LOS ANGELES 

Statem ent of Revenues, Expenses, and Changes in Fund Net Asi;ets 
Proprietary Funds 

For the Fiscal Year Ended June 30, 2003 
(amounts expressed in thousands) 

Business-type Activitiei, - Enterprise Funds 
Airports Harbor Power Water 

OPERATING REVENUES 
Charges for Services $ 189,343 $ 302,078 S 2, 145,913 $ 552,977 
Rent, Cor cessions and Royalties 307,585 40, 160 
Other Opmating Reve11ues 2,331 1 ,416 

TOT AL OPEi� TING REVENUEl3 499,259 343,654 2 , 145,913 552,977 
OPERATING EXPENSES 

Fuel for Generation 273,905 
Purchased PowerNVater 697,824 141 ,389 
Maintenance and Repairs 214,347 85,254 
Operating and Administrative 418,973 124,046 460,834 1 84,256 
Depreciation 61 ,344 59,365 268,612 91 ,520 

TOTAL OPEf� TING EXPENSES, 480,31 7  183,4 1 1  1 ,915 ,522 502,4 19  

OPERA TING INCOME (LOSS) 1 8,942 160,243 230,391 50,558 
NONOPER)� TING REVENUES (E:XPENSES) 

lnvestmemt Income 40,085 12,264 136,996 8,81 9 
Net lncmase (Decrease) in Fair Value of Investments 8,077 2,883 (4,565) 2,671 
Loss on .Ai;set Impairment and Abandoned Projects (8,330) (3,402) 
Interest Expense (26,610) (44,29:3) (1 39,439) (43,477) 
Gain on Sale of Capital Assets 2,270 
Other Income and Expenses, Net 78,824 �63,445l 12,206 538 

TOTAL NONOPERATING !REVENUES 
(EXPENSES) 100,376 (92,59'1 ) (3, 132} (32,581 )  

INCOME (LOSS) BEFORE CAPITAL 
CONTRIBUTIONS ANO TRANSFERS 1 1 9,318 67,652 227,259 17,977 
Capital Contributions 23,292 1 ,38!3 25,818 14,044 

Transfers In 
Transfers Out {185,358} (27,523) 

CHANGE IN MET ASSETS 142,610  69,038 67,71 9 4,498 
NET ASSETS . JULY 1 ,  AS RESTJ\TED 2,057,025 1 ,861 ,758 3,625,343 1 ,787,609 

NET ASSETS, JUNE 30 $ 2,199,635 $ 1 ,930,796 $ 3,693,062 $ 1 ,792, 1 07 
Continued . . .  
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CITY OF LOS ANGELES 

Statement of Revenues, Expenses, and Changes in Fund Net Assets (Continued) 
Proprietary Funds 

For the Fiscal Year Ended June 30, 2003 
(amounts expressed in thousands) 

Business-type Activities - Enterprise Funds 
Other-

Convention 
Sewer Center Total 

OPERA TING REVENUES 
Charges for Services $ 398,671 $ 6,045 $ 3,595,027 
Rent, Concessions and Royalties 10,537 358,282 
Other Operating Revenues 14,439 5,460 23,646 

TOTAL OPERA TING REVENUES 4 1 3, 1 1 0  22,042 3,976,955 
OPERATING EXPENSES 

Fuel for Generation 273,905 
Purchased Power/Water 839,213 
Maintenance and Repairs 572 300 , 173 
Operating and Administrative 1 97,516 22,455 1 ,408,080 
Depreciation 1 68,709 12,796 662,346 

TOTAL OPERATING EXPENSES 366,225 35,823 3,483,717 

OPERA TING INCOME (LOSS) 46,885 { 13,7811 493,238 
NONOPERATING REVENUES (EXPENSES) 

Investment Income 2,249 150 200,563 
Net Increase (Decrease) in Fair Value of Investments 9,314 1 8,380 
Loss on Asset Impairment and Abandoned Projects (4, 1 1 3) (15,845) 
I nterest Expense (82,626) (336,445) 
Gain on Sale of Capital Assets 2,270 
Other Income and Expenses, Net (2,966) 32 25,1 89 

TOTAL NONOPERATING REVENUES 
(EXPENSES) (78, 142) 1 82 (1 05,888) 

INCOME (LOSS) BEFORE CAPITAL 
CONTRIBUTIONS AND TRANSFERS (31 ,257) (13,599) 387,350 

Capital Contributions 23, 1 1 6  87,656 
Transfers In 1 ,000 1 ,000 
Transfers Out (55} (2 12,936) 

CHANGE IN NET ASSETS (8, 141 )  (12,654) 263,070 
NET ASSETS, JULY 1 ,  AS RESTATED 1 ,477,666 621 ,648 1 1 ,431,049 
NET ASSETS, JUNE 30 $ 1 ,469,525 $ 608,994 $1 1 ,694,1 1 9  

The notes to the financial statements are an integral part of this statement. 
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CITY OF LOS ANGELES 

Statement of Cash Flows 
Proprietary Funds 

For the Fiscal Year Ended June 30, 2003 

(amounts expressed in thousands) 

Business-type Activities - Enterprise Funds 
Airports Harbor Power Water 

CASH FLOWS FROM OPERATING ACTMTIES 
Receipts from Customers and Users $ 608,233 $ 352,692 $ 2,306,220 $ 595,237 
Receipts For lnterfund Services 283,803 235,41 2  
Payments to Suppliers (1 76,335) (6!5,379) ( 1 ,  141 ,70 1 )  (299,85 1 )  
Paymenfo to Employeeis (1 73,020) (5�J,671 )  (368,289) ( 179,61 1 )  
Payments: fo r  lnterfund Services (50,004) (18,525) (287,448) (238,347) 

NET CASH PROVIDED BY OPERA.TING 
ACTNmES 208,874 2 1 6, 1 1 7 792,585 1 1 2,840 

CASH FLOWH FROM NONCAPITAL FINANCING 
ACTNmES 

Transfers In 
Transfers Out ( 1 81 ,358) (27.523) 
Amounts l�eceived on Advances to Other Funds 3,,412 
Grants REiceived 5,090 
Cash P1:1icl for Grant Expenses 
Interest P aid on Noncapital R1:lvenue Bonds (6,862) 

NET CASH PROVIDED BY (USED FOR) 
NONCAPITAL FINANCING ACTMTIES 5,090 3,412  ( 1 88,220) (27,523) 

CASH FLOWS FROM CAPITALAllilD RELATED 
FINANCING A.CTIVITIE:S 

Acquisition and Construction of Capital Assets (84, 1 12) (250,309) (672,865) (245,944) 
Proceeds from Escrow Investment Maturities 28,593 3,085 
Proceeds from SalEi o1' 13onds and Notes 214,495 491 ,424 402,385 489,773 
Deposit=:; to Refunded Debt Escrow Account 
Payments on Capital l.E�ases -· Interest (5,301 )  
Payments on Capital LE�ases ·· Principal (69, 1 08) 
Payments on Bonds and Notes - Interest (20,322) (47,023) (1 43,462) (30,049) 
Paymenlts on Bonds and Notes - Principal (1 34,968) (427,099) (41 9,320) (2,565) 
Payments for Defeased Bonds and Notes ( 197,31 0) 
Capital Contributions/Grants Received 1 8,925 1 5.,91 8 26,025 1 6,936 
Purchas1:l of Escrow Investment (5,079) (34,408) 

NET CASH PROVIDED BY (USED FOR) CAPITAL 
AND RELA.Tl:D FINANCING ACTIVITIES {85,470) (21 7, 089) (81 3,052) 33,926 

CASH FLOWS FROM INVES,TING J:\CTMTIES 
lnvestme,nt Income Rec,eived 39,886 9, 5 1 5  1 40,255 8,91 1 
Increase (Decrease) in IF air Va1lue of 

Pooled Investments 8,077 2 ,883 (4,565) 2,671 
Cash Coill�1teral Received Under 

Securit,ies Lending Transacti ons 34,995 2,084 56, 1 8 1  6,290 
Distribution from Joint Venturei; 4,000 
Purchase of Investment Securities (4,637,343) (32,640) 
Proceeds from Maturiti19s of I nvestment Securities 4,636,609 
Collectio11 :m Notes Rec:eivabli:l 70,322 

NET CASH PRQVIDED BY (USED FOR) INVESTING 
ACTIVITIES 82,958 1 8,482 261 ,459 (14,768} 
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CITY OF LOS ANGELES 

Statement of Cash Flows · (Continued) 
Proprietary Funds 

For the Fiscal Year Ended June 30, 2003 
(amounts expressed in thousands) 

Business,.type Activities • Enterprise Funds 
Other· 

CASH FLOWS FROM OPERATING ACTIVffiES 

Receipts from Customers and Users 
Receipts for lnterfund Services 
Payments to Suppliers 
Payments to Employees 
Payments for lnterfund Services 

NET CASH PROVIDED BY OPERATING 
ACTIVITIES 

CASH FLOWS FROM NONCAPITAL FINANCING 
ACTIVITIES 

Transfers In 
Transfers Out 
Amounts Received on Advances to Other Funds 
Grants Received 
Cash Paid for Grant Expenses 
Interest Paid on Noncapital Revenue Bonds 

NET CASH PROVIDED BY (USED FOR) 
NONCAPITAL FINANCING ACTIVITIES 

CASH FLOWS FROM CAPITAL AND RELATED 
FINANCING ACTIVITIES 

Acquisition and Construction of Capital Assets 
Proceeds from Escrow Investment Maturities 
Proceeds from Sale of Bonds and Notes 
Deposits to Refunded Debt Escrow Account 
Payments on Capital Leases - Interest 
Payments on Capita! Leases - Principal 
Payments on Bonds and Notes - Interest 
Payments on Bonds and Notes - Principal 
Payments for Defeased Bonds and Notes 
Capital Contributions/Grants Received 
Purchase of Escrow Investment 

NET CASH PROVIDED BY (USED FOR) CAPITAL 
AND RELATED FINANCING ACTIVITIES 

CASH FLOWS FROM INVESTING ACTNITIES 

Investment Income Received 
Increase (Decrease) in Fair Value of 

Pooled Investments 
Cash Collateral Received Under 

Securities Lending Transactions 
Distribution from Joint Ventures 
Purchase of Investment Securities 
Proceeds from Maturities of Investment Securities 
Collection on Notes Receivable 

NET CASH PROVIDED BY {USED FOR} INVESTING 
ACTIVITIES 

$ 
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Sewer 

399,973 
1 4,822 

(69,878) 

(1 49,32 1 )  

1 95,596 

(600) 
1 ,258 

1 1 ,  1 59 

1 1 ,817  

(31 3,807) 

869,368 
(576,429) 

(87,31 7) 
(35,363) 

1 8,287 

( 125,26 1 )  

12 ,562 

9,314  

2 1 ,876 

Convention 

$ 

Center 

23,899 

(5,337) 
( 14,745) 

(1 ,960) 

1 ,857 

1 ,000 
(55) 

945 

(242) 

(242) 

1 50 

1 50 

$ 

Total 

4,286,254 
534,037 

(1 ,758,481)  
(789,336) 
(745 ,605) 

1 ,526,869 

1 ,000 
(209,536) 

4,670 
16,249 

{6,862) 

(1 94.479) 

(1 ,567,279) 
31 ,678 

2,467,445 
(576.429) 

(5,301 ) 
(69, 108) 

(328, 173} 
( 1 ,019,315) 

( 197,31 0) 
96,091 

(39,487) 

(1 ,207,1 88) 

21 1 ,279 

1 8,380 

99,550 
4,000 

(4,669,983) 
4,636,609 

70,322 

370,1 57 
Continued .•. 



CITY OF LOS ANGELES 

Statement of Cash Flows - (Continued) 
Proprietary Funds 

For the Fiscal Year Ended June 30, 2003 
(amounts expressed in thousands) 

Business-type Actlvirties - Ente!erise Funds 
Airports Harbor Power Water 

NET INCREA�;E IN CASH AND 
CASH EQUIVALENTS $ 21 1 ,452 $ 1 9,922 $ 52,772 $ 1 04 ,475 

CASH AND CASH EQUIVALENTS, JULY 1 856,361 153,003 437,403 212,441 

CASH AND C.�SH EQUIVALENTS,, JUNE 30 $ 1 ,067,81 3 $ 172,925 $ 490, 175 $ 316 ,916 
CASH AND CASH EQUIVALENTS COMPONENTS: 

Unrestricted Cash, Pooled and Other Investments $ 531 ,747 $ 84,499 $ 369,433 $ 85, 149 
RestrictEKI Cash, Pooled and Other Investments 536,066 88,426 1 20 ,742 231 ,767 

TOTAL CASH AND CASH EQUIVALENTS, JUNE 30 $ 1 ,067,81 3 $ 1 72,925 $ 490, 1 75 $ 31 6,916 
RECONCILIATION OF OPERATINC; INCOME (LOSS) 

TO NET CAHH PROVIDED BY OPERATING 
ACTIVITIES 

Operating Income (Loss) $ 1 8, 942 $ 160,243 $ 230,391 $ 50,558 
Adjustm1,mts to Reconcile Ope!rating 

Income, ( Loss) to Net Cash Provided by 
Operating Activities: 

Depr,3ciation 61 ,344 59,365 268,612 9 1 ,520 
Bad Debts (Recovery) (252) 20 ,378 12 ,791 5,848 
Pass,:mger Facility Charg:es Received 77,490 
Gain on Sale of C:::1pital Assets 2,270 
Cas;h Provided By Other Nonoperating Income 1 1 ,608 1 7,0 13  5, 156 
Cas:h Used in OthE1r Nonoperating Expenses (2 ,.724) (4,807) (4,61 8) 
Dec:mase (Increase) in Assets: 

Accounts Receivable 
A<:counts Rec13ivable 5,229 (9,398) 43,697 5,264 
A<�crued Unbilleid Revenue 15 , 138 1 , 1 75 (2,927) 

Due, from Other Funds (61 ,423) 
I nveintories (77) (160) (3,646) 2,725 
Prepaid Items and Other Current Assets 801 (694) ( 15,633) 2,005 
Other Assets 2,290 6,457 1 ,296 

I ncrease (Decrease) in Liabilities: 
Ac:counts, Contracts and Retainage Payable 9,420 ( 10, 1 1 5) 63.439 (18 ,386) 
Accrued Salaries and Overtime Payable 1 ,  14 1  1 1 ,346 5,502 
Ac:crued Compensated Absences Payable 6,675 (1 ,015) 2,266 1 ,507 
Due to Other  Funds 6 1 ,423 
Deforred Revenue and Other Credits (50) 44,335 
Deposits and Advances (2, 16 1 )  
Oth1�r Liabilities 1 ,465 (3,053) 53,726 28,704 

TOTAL ADJUSTMENTS 1 89, 932 54,874 562, 1 94 62,282 
NET CASH PROVIDED BY OPERATING 

ACTMTIES $ 208,874 $ 215, 1 1 7 $ 792,585 $ 1 1 2,840 

NONCASH CAPITAL AND RELATE[I FINANCING 
ACTMTIES 

Loss on Asset Impairment and Abandoned 
Projects $ $ $ (8,330) $ (3,402) 
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CITY OF LOS ANGELES 

Statement of Cash Flows - (Continued) 
Proprietary Funds 

For the Fiscal Year Ended June 30, 2003 
(amounts expressed in thousands) 

Business-type Activities - Enterprise Funds 
Other-

Convention 
Sewer Center Total 

NET INCREASE IN CASH AND 
CASH EQUIVALENTS $ 1 04,028 $ 2,710 $ 495,359 

CASH AND CASH EQUIVALENTS, JULY 1 301 ,720 1 ,941 1 ,962,869 

CASH AND CASH EQUIVALENTS, JUNE 30 $ 405,748 $ 4,651 $ 2,458,228 

CASH AND CASH EQUIVALENTS COMPONENTS: 
Unrestricted Cash, Pooled and Other Investments $ 48,421 $ 4,651 $ 1 , 123,900 
Restricted Cash and Other Investments 357,327 1 ,334,328 

TOTAL CASH AND CASH EQUIVALENTS, JUNE 30 $ 405,748 $ 4,651 $ 2,458,228 
RECONCILIATION OF OPERA TING INCOME (LOSS) 

TO NET CASH PROVIDED BY OPERATING 
ACTIVITIES 

Operating Income (Loss) $ 46,885 $ ( 1 3,781) $ 493,238 
Adjustments to Reconcile Operating 

Income (Loss) to Net Cash Provided by 
Operating Activities: 

Depreciation 168,709 1 2,796 662,346 
Bad Debts (Recovery} (923) 7 37,849 
Passenger Facility Charges Received 77,490 
Gain on Sale of Capital Assets 2,270 
Cash Provided By Other Nonoperating Income 32 33,809 
Cash Used in Other Nonoperating Expenses (20,488) (32,637) 
Decrease (Increase) in Assets: 

Accounts Receivable 
Accounts Receivable 4,750 1 ,569 51 , 1 1 1  
Accrued Unbilled Revenue (4,507) 8 ,879 

Due from Other Funds (61 ,423} 
Inventories 137 39 (982) 
Prepaid Items 580 (12,941)  
Other Assets 1 0,043 

Increase (Decrease) in Liabilities: 
Accounts, Contracts and Retainage Payable (3,350) (460) 40,548 
Accrued Salaries and Overtime Payable 1 24 18 ,  1 1 3 
Accrued Compensated Absences Payable (369) 9,064 
Due to Other Funds 1 ,079 62,502 
Deferred Revenue and Other Credits 44,285 
Deposits and Advances 823 ( 1 ,338) 
Other Liabilities 4,383 (582) 84,643 

TOTAL ADJUSTMENTS 148,71 1 1 5,638 1 ,033,631 
NET CASH PROVIDED BY OPERATING 

ACTIVITIES $ 1 95,596 $ 1 ,857 $ 1 ,526,869 

NONCASH CAPITAL, INVESTING AND FINANCING 
ACTIVITIES 

Loss on Asset Impairment and Abandoned 
Projects $ (4, 1 1 3) $ $ ( 1 5,845) 
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CITY OF LOS ANGELES 

Statement of Fiduciary Net Assets 
Fiduciary Funds 

June 30, 2003 
(amounts expressed in thousands) 

ASSETS 
Cash and Pooled lnv.�stments 
Other Investments 
Accounts Rec:Eiivable 
Special Assessments Receivable 
Investment Income Receivable 
Intergovernmental Receivable 
Due from Brok13rs 
Due from Other Fund:;; 
Advances to Other FL.inds 
Capital Assets (Net o1' Accumulated Depreciation 

of $27) 
TOTAL ASSETS 

LIABILITIES 
Accounts, Contracts aind Retainage Payable 
Fiduciary Liabilities 
Obligations Under Securities 

Lending Transactions 
Due to Other 1=unds 
D,sposits and Advancos 
Loans Payable-- Current Portion 
Loans Payable-- Noncurrent Portion 
Due to Brokers 

ro·rAL LIABIL.ITIE:S 

NET ASSETS 
Ht3ld in Trust for PenE;ion and Postemployment 

Healthcare EIEmefits 
Benefit Pemsion Plans 
Postemployment Healthcare Plans 
Disability Plan 
Death Benefit 

TOTAL NET ASSETS 

The notes to the financial statements are an integral part of this statement. 
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Pension 
Trm,t 
Funds -----

$ !>,742 
24, 1 5!l,459 

24,889 

1 0H,319 

21 1:i ,027 

56 -----

_24,51 E,,492 

3E: ,554 

1 ,360 ,413 

2,571 
206,747 

_ 353,887 

_ 1 ,962 , 172 

2'.1 ,299,741 
1 ,  166,886 

49,296 
___ 3_7,397 

$ 22,553 ,320 

Agency 
Funds 

$ 83,453 
1 ,057 

375 
290 
225 

1 1 1  
12,621 

$ 98, 1 32 

26,906 

2,360 
1 38 

68,728 

$ 98, 1 32 



CITY OF LOS ANGELES 

Statement of Changes in Fiduciary Net Assets 
Fiduciary Funds 

For the Fiscal Year Ended June 30, 2003 
(amounts expressed in thousands) 

ADDITIONS 
Contributions 

Employer 
Plan Member 
Other 

Total Contributions 
Investment Income 

Net Appreciation in Fair Value of Investments 
Interest Income 
Dividend Income 
Other Investment Income 
Real Estate Operating Income, Net 
Total Investment Income 
Investment Expense 

Net Investment Income 

TOTAL ADDITIONS 
DEDUCTIONS 

Benefit Payments 
Refunds of Member Contributions 
Administrative Expenses 

TOTAL DEDUCTIONS 
CHANGE IN NET ASSETS 

Benefit Pension Plans 
Postemployment Hea lthcare Plans 
Disability Plan 
Death Benefit Plan 

TOTAL CHANGE IN NET ASSETS 
Net Assets Held in Trust for Pension and Postemployment 

Healthcare Benefits, July 1 
Benefit Pension Plans 
Postemployment Healthcare Plans 
Disability Plan 
Death Benefit Plan 

NET ASSETS HELD IN TRUST FOR 
PENSION AND POSTEMPLOYMENT 
HEALTHCARE BENEFITS, JUNE 30 

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

Pension 
Trust 
Funds 

247, 179 
191 , 1 82 

4, 179 
442,540 

171 ,855 
440,791 
203,1 03 

6,363 
85, 1 88 

907,300 
(41 ,767) 
865,533 

1 ,308,073 

1 ,249,465 
21 ,806 
19,474 

1 ,290,745 

14,452 
1 ,364 
1 ,719 
{207} 

1 7,328 

21 ,284,237 
1 , 1 66,574 

47,577 
37,604 

$ 22,553,320 



Notes to the Basic Financial Statements 

The! Notes to the Ba1sic Financial Statements include disclosures considered necessary for 
a better understanding of the accompanying financial statements. An index to the Notes 
follows: 

Note 1 - Summary of Significant Accounting Policies 
A. General 56 
B. Fteporting Entity 56 
C. Gov,ernment-wide and Fund Financial Statements 60 
D. Measurement Focus, Basis of Accounting, and Financial 

Statement Presentation 61  
E .  Assets, Liabilities and Net Assets or  Equity 64 

Nc11E:l 2 - Reconciliation of Government-wide and Fund Financial Statements 
A. Explanation of Certain Difference Between the Governmental Funds 

13alance Sheet and the Government-wide Statement of Net Assets 73 
B. Explanation of Certain Differences Between the Governmemal Funds 

Statement of Revenues, Expenditures, and ChangE�s in 1=und 
Balances and the Government-wide Statement of Activities 73 

NotE� 3 - Stewrnrdship, Compliance, and Accountability 
A. Budgets and Budgetary Basis of Accounting 75 
B. Reconciliation of Operations on Budgetary Basis to the GAAP Basis 77 
C.  Fund Balances - Reserves, Designations and Deficit 79 

Note 4 - Detailed Notes on All Funds 
A. Cash, Deposits and Investments 80 
B. Receivables 89 
C. Restricted Assets 91 
D. Joint Ventures 91 
E. Capital Assets 93 
F. lnteri'und Heceivables, Payables, and Transfers 96 
G. Acc()unts Payable and Accrued Expenses 98 
H. Lon��-term Liabi lities 99 
I .  Tax and R19venue Anticipation Notes 1 1 0  

J .  lnternst Ra1te Swaps 1 1 0  
K. Power Ent,3rprise Fund Derivative Instruments 1 1 2  
L. Curmnt and Advance Refunding of Debt 1 1 5 
M. Prior Years Defeasance of Debt 1 1 7  
N. LeasE:is 1 1 8  
0. Risk Manaigement - Estimated Claims and Judgments Payable 122 
P. AccrL1ed Landfill Liability 123 
Q. Restatement of Beginning Fund Balance and Net Assets 1 24 

Note 5 - Other Information 
A. PEmsion arid Postemployment Healthcare Plans 1 25 
8. Commitments and Contingencies 1 32 
C. Conduit Debt Obligations 144 
D. Othe·r Matt,�rs 145 
E. Subsequent Events 1 53 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A. General 

The City of Los Angeles (City) was incorporated in 1850 under the provisions of a City 
Charter. The current Charter was approved by the electorate on June 8, 1 999 and 
became operative on July 1 ,  2000. Under the new Charter, the authority of the Mayor 
over the administration of City departments was increased, while the authority of the 
Council particularly over decisions by boards and commissions was decreased. The 
Controller was given more responsibilities including conducting performance audits of 
departments. The new Charter also required the creation of a system of self-selected 
advisory neighborhood councils and a Department of Neighborhood Empowerment, and 
a new Office of Finance. The new Charter modified a Mayor-Council form of City 
government and continued to provide for an independently elected City Attorney and 
independently elected Controller. 

As Executive Officer, the Mayor supervises the administrative process of the City and 
works with the Council in matters relating to legislation, budget, and finance. As 
governing body of the City, the 1 5-member full-time Council enacts ordinances, levies 
taxes, approves utility rates, authorizes contracts and public improvements, adopts 
zoning and other land use controls, and provides the necessary resources for the 
budgetary departments and offices of the City. Council action is subject to the approval 
or veto of the Mayor, and Council may override a Mayoral veto by a two-thirds vote. 

Public services provided by the City include: police; fire and paramedics; residential 
refuse collection and disposal, wastewater collection and treatment, street maintenance, 
and other public works functions; enforcement of ordinances and statutes relating to 
building safety; public libraries; recreation and parks; community development; housing 
and aging services; planning; airports; harbor; power and water services; and convention 
center. 

B. Reporting Entity 

The City (the primary government) , for financial reporting purposes, consists of the 
funds, departments, agencies, boards, and commissions for which the City is financially 
accountable. 

Criteria indicating financial accountability include, but are not l imited to, the following: 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

•• Appointment by the City of a majority of voting members of the governing body of an 
organization, and ability of the City to impose its will on the daily operations of an 
organization, such as power to remove appointed members at wil l ;  to modify or 
approve· bud�1ets, rates or fees; or to make other substantive d3cisions; or provision 
by the t::>rganization of specific financial benefits to the City; or imposition by an 
organi2:c1tion of specific financial burdens on the City, such as E1ssumption of deficits 
or provision of support; or 

• Fiscal dependency by the organization on the City such as lack of authority to 
determf ne a budget, approve rates or issue its own bonded debt without City 
approva l. 

Based on the foregoing criteria ,  the City's financial statements prepared in accordance 
with generally accepted accounting principles include 4S departments, bureaus, 
commissions ancl offices, and 3 pension systems governed by the City Charter. The 
financial statements of the departments of Airports, Harbor, and Water and Power, which 
are independent proprietary departments, are reported in the Business-type Activities -
Enterprise Funds. In  addition, joint power authorities and public benefit corporations 
meet the requirements for inclusion in the City's reporting entity. 

Ellended Cc,mponent Units - Although the following are legally se parate from the City, 
they are reported as if they are part of the City because their sole purpose is to provide 
services entirely to or exclusively for the City or the City Council is the governing body. 

Los Angele§ Convention and Exhibition Center Authority 

The Authority was formed under a joint powers agreement between the City and the 
County of Los Angeles for the purpose of constructing and operating a convention and 
exhibition hal l and related facilities within the City's boundary. The Authority is composed 
of 1 5  members, 1 0  of whom are appointed by the City Mayor and 5 are appointed by the 
County Board of Supervisors. Certificates of participation debt was issued by the 
.Authority in 1 990 to provide funding for the expansion of the existing Los Angeles 
Convention Centeir which is owned and operated by the City. The expansion activities 
are included! in the Other Governmental Funds. Completed capital assets have been 
contributed to thei Convention Center Enterprise Fund. In April 1 998, the Authority 
Issued taxable lease revenue bonds to partially finance the City's share of acquiring 
cmtain real property adjacent to the Convention Center, by the Community 
!Redevelopment Agency of the City of Los Angeles, for the development of the Staples 
Center. These financing activities are also included in the Other Governmental Funds. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Los Angeles Harbor Improvement Corporation 

The Corporation is a nonprofit, public benefit corporation organized for the sole purpose 
of assisting the City, acting through the Board of Harbor Commissioners, in providing 
financing for the acquisition, construction , replacement, or expansion of improvements to 
the facilities within the area controlled by the Port of Los Angeles (Port). The Corporation 
is a component unit of the Port and is included in the Harbor Enterprise Fund. 

Municipal Improvement Corporation of Los Angeles {The MICLA) 

The MICLA was formed for the purpose of rendering assistance to the City for financing 
the acquisition of properties and equipment, and the construction of buildings and other 
improvements, for the benefit of City residents, through the issuance of certificates of 
participation and revenue bonds. The MICLA is reported as a major special revenue and 
debt service fund. 

Parking Authority of the City of Los Angeles 

The Authority is a public agency created by a resolution of the City Council in September 
1 968, under the provisions of the Parking Law of 1949. Its purpose is to provide parking 
facilities for the City. The City Council is the governing board of the Authority. In May 
1996, the City Council approved the dissolution of the Authority and the transfer of all of 
its properties to the City. The dissolution of the Authority and the transfer of its 
remaining assets to the City will be completed after all obligations of the Authority to its 
bondholders are paid. The Authority is included in the Other Governmental Funds. 

Discretely Presented Component Unit - The Community Redevelopment Agency of 
the City of Los Angeles (the CRA) is a governmental entity that is legally separate from 
the City. It was created by the City to remove blight in accordance with Section 33000 of 
the California Health and Safety Code that authorized municipal agencies to form 
redevelopment areas and agencies. Under the Code, the local legislative body is 
required to approve the annual budgets and their amendments of such redevelopment 
agencies, when the local legislative body is not the governing body of the redevelopment 
agency. The Council as the governing body of the City reviews certain actions of the 
CRA that have significant policy or fiscal effect on the Agency, other City departments, 
policies, programs, or the public. A Board consisting of seven members appointed by the 
Mayor and confirmed by a majority vote of the City Council governs the CRA. Either the 
Mayor or the City Council, as joint appointing officers, may remove members pursuant to 
Section 331 1 5  of the California Health and Safety Code. The CRA is discretely 
presented because its governing body is not substantially the same as the City's 
governing body and it does not provide services entirely or exclusively to the City 
government. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended J une 30, 2003 

NOTE 'I - SUMMARY C>F SIGNIFICANT ACCOUNTING POLICIES (Continued) 

The Community Redevelopment Financing Authority of the City of Los Angeles (CRFA) 
is  included as a blended component unit in the CRA financial stab�ments. The financial 
statements of the CRA reflect the aggregated amounts of financial data for the CRA 
!�overnmental and business-type activities, presented discretely on the statement of net 
assets and statement of activities. 

Separate audited financial statements may be obtained through the Office of the City 
Controller, :200 North Main Street, Room 300, Los Angeles, California 90012, for the 
following City departments and component units: 

Department of Airports 
Department of Harbor 
Departmeint of Water and Power (DWP) 
Sewer Construction and Maintenance Fund 
Los Angel1es City Employees' Retirement System 
Fire and Police Pension System 
Water ancl Power Employees' Retirement, Disability and 

Death Benefit Insurance Plan 
Municipal Improvement Corporation of Los Angeles 
Communi1y Redevelopment Agency of the City of Los Angele�s 

!investment in Joint Venture 

The fol lowing entities are joint ventures of the Department of Harbor 

lntermodal Container Transfer Facil ity Joint Powers Authority (ICTF) 
Alameda Corridor Transportation Authority (ACTA) 
Los Angel,es Export Terminal, Inc. {LAXT) 

Excluded Organiizations 

Joint Ventu[!� 

The Los An9eles Memorial Coliseum Commission (Commission) w;:1s created by a joint 
powers agreement between the City, Los Angeles County, and the California Museum of 
Science and I ndustry, an institution of the State of California. Its purpose is to provide for 
the operation and maintenance of the Coliseum and Sports Arena. The Commission is 
not a City function and operates independent of City oversight and financial 
accountability. The City appointees comprise 33% of the Commission. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 301 2003 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Related Organization 

The Housing Authority of the City ci Los Angeles is an organization for which the City 
has appointed the voting majority of the members of the governing body but for which 
the City is not financially accountable. 

The City retains and exercises its authority over the entity only as provided by the State 
and municipal code. The entity is fiscally independent from the City. The City is unable to 
impose its will on the daily operations of the entity. The City's accountabi lity to this entity 
is limited to removal of a commissioner by the Mayor a the entire board by the City 
Council for cause and under due process. 

C. Government-wide and Fund Financial Statements 

The government-wide financial statements (i.e., the statement of net assets and the 
statement of activities) report information on a l l  cf the nonfiduciary activities of the 
primary government and its component units. For the most part, the effect of interfund 
activity has been removed from these statements. Governmental activities, which 
normally are supported by taxes and intergovernmental revenues, are reported 
separately from business-type activities, which rely, to a significant extent on fees and 
charges for support. Likewise, the primary government is reported separately from its 
legally separate component unit, which is presented discretely. 

The statement of activities demonstrates the degree to which the direct expenses of a 
given function or program are offset by program revenues. Direct expenses are those 
that are clearly identifiable with a specific function or program. Included in the direct 
expenses are indirect costs, such as fringe benefits, administrative overhead, and 
liability claims, which were automatically allocated to the specific function or program. 
Charges for workers' compensation ,  information technology services, telephone, 
postage, and fleet services are not allocated and are included as part of the general 
government functional activity. Program revenues include 1 )  charges to customers or 
applicants who purchase, use, or directly benefit from goods, services, or µ-ivileges 
provided by a given function or segment and 2) grants and contributions that are 
restricted to meeting operational or capital requirements of a particular function or 
segment. Taxes and other items not included among program revenues are reported 
instead as general revenues. 

Separate financial statements are provided for governmental funds, proprietary funds, 
and fiduciary funds, even though the latter are excluded from the government-wide 
financial statements. Major individual governmental funds and individual enterprise funds 
are reported as separate columns in the fund financial statements. 
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CITY OF LOS ANGELES 

NC>TES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 'I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

ID. Measurement Focus, Basis of Accounting, and Financial Statement Presentation 

The govemment··Wide financial statements are reported using the economic resources 
measurement focus and the accrual basis of accounting, as are the· proprietary fund and 
fiduciary fund financial statements. Revenues are recognized when earned and 
13xpenses .are recognized when a liability is incurred, regardless of the timing of related 
cash flows. 

The governmental fund financial statements are reported using '.the current financial 
resources nneasL1rement focus and the modified accrual basis of accounting. Revenues 
are recognized as soon as they are both measurable and available. Revenues are 
considered to be available when they are collectible within the current period or soon 
emough thereafte!r to pay liabilities of the current period. For this purpose, the City 
considers revenues to be available if they are collected within 60 days of the end of the 
current fiscal year. Expenditures generally are recorded when liability is incurred, as 
under accrual accounting. However, debt service expenditures are recorded only when 
payment is due, while expenditures related to compensated absences, claims and 
judgments, and landfill closure and postclosure care costs are recc,gnized to the extent 
ti1at they are normally expected to be liquidated with expendable available resources 
a1nd are due and payable at year-end. 

Revenues susceptible to accrual are property taxes, business taxes, sales taxes, utility 
users taxes, transient occupancy tax, charges for services, special assessments, 
franchise income, licenses and permits, and interest income. In  applying the susceptible 
to accrual concept to Federal and State grants and subventions, revenues are 
n3cognized when applicable eligibility requirements, including time re·quirements, are met 
and the resources; are available. 

The City reports the following major governmental funds: 

The General Fund is the primary operating fund of the City. lt is used to account 
for all financial resources of the general government, except those required to be 
accounted for in other funds. 

The Proposition A Local Transit Assistance Fund accounts for the City's 25% 
share of the additional one-half cent sales tax within the Co1Jnty of Los Angeles 
to (a) impri:Jve and expand existing public transit Countywide, including reduction 
of transit fctres, (b) construct and operate a rail rapid transit system, and (c) more 
effectively use State and Federal funds, benefit assessments, and fares. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

The Recreation and Parks Fund accounts for the revenues and expenditures of 
the Department of Recreation and Parks in operating and maintaining parks, 
playgrounds, swimming pools, public golf courses, recreation centers, recreation 
camps and educational facilities, and structures of historical significance. 

The Special Gas Tax Street Improvement Fund accounts for the revenues 
received from the State for the City's share of the gasoline tax and Traffic 
Congestion Relief Fund to be used for preservation, maintenance, and 
rehabilitation of local street and road system. The fund also accounts for federal 
grants from the Surface Transportation Program to finance the upgrade of the 
most heavily traveled highways. 

The Community Development Fund accounts for the Block Grant funds allocated 
by the United States Department of Housing and Urban Development (HUD) for 
the development of viable urban communities, including: decent housing and 
suitable living environment; expanding economic opportunities, principally for 
persons of low and moderate income; and physical improvements to 
communities accompanied by supportive social services. 

The Seismic Bond Reimbursement Fund accounts for the funds received from the 
Federal government and other sources to reimburse the City for its seismic bond 
program. 

The Municipal Improvement Corporation Funds account for the activity of the 
City's public financing entity component unit which finances the acquisition of 
properties and equipment, the construction of buildings, and other improvements 
for the benefit of City residents. The assets acquired or  constructed by the 
Corporation are leased to the City under long-term capital lease agreements and 
become property of the City at the termination of the lease. The effects of the 
capital lease arrangements have been eliminated from the basic financial 
statements. 

The City reports the following major proprietary funds: 

The Ai,ports Fund accounts for the operation, maintenance and development of 
City airports, namely: Los Angeles International Airport, Ontario International 
Airport, Van Nuys Airport and Palmdale Regional Airport. 

The Harbor Fund accounts for the operations of the Port of Los Angeles, 
including operations of a pilotage service, lease of land and facilities and 
production of oil in the Harbor District. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE ·1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

The Power and Water Funds account for the operations of the Department of 
Water and Power in supplying the City and its inhabitants with water and electric 
power by constructing, operating, and maintaining facilities located throughout 
the City and Inyo and Mono Counties. 

The Sewer Fund accounts for the construction ,  operations and maintenance of 
the City's wastewater collection and treatment system. 

Additionally, the City reports the following fund types: 

The Pension Trust Funds account for the activities of the City's three contributory 
defined benefit pension plans namely: Los Angeles City Employees' Retirement 
System (LAGERS); Fire and Police Pension System (Pensions); and Water and 
Power Employees' Retirement, Disability and Death Benefit Insurance Plan 
(DWP Retirement Plan). 

Thei Agency Funds account for assets held by the City ,�s an agent for others, for 
example: Federal and State income taxes withheld from employees; and 
assessments for payments of certain conduit debt. 

Private-sector standards of accounting and financial reporting issued prior to 
December 1 ,  1 98:9, generally are followed in both the government-wide and proprietary 
nJnd financial statements to the extent that those standards do not conflict with or 
contradict ��uidance of the Governmental Accounting Standards Board (GASB). 
Governments also have the option of following subsequent ptivate-sector guidance for 
their business-type activities and enterprise funds subject to this same limitation. The 
City has elected not to follow subsequent private-sector guidance eixcept for the Power 
and Water Enterprise Funds that followed private-sector guidance through fiscal year 
2002. 

In fiscal year 200:�. the Power and Water Enterprise Funds changed their election under 
the guidance in GASB Statement No. 20, ''Accounting and Financial Reporting for 
Proprietary Funds and Other Governmental Entities that Use Proprietary Fund 
Accounting. " Thie funds were required to retroactively apply this change. This change 
did not impact the Water Enterprise Fund's financial statements. The impact on the 
Power Enterprise Fund's financial statements was the discontinuatkm of the application 
of Statement of Financial Accounting Standards No. 1 33, ''Accounting for Derivative 
histruments and Hedging Activities " (SFAS No. 1 33), which,  prim to this change in  
election, required the Power Enterprise Fund to  report its derivativE! instruments at fair 
value. With the change in election, the Power Enterprise Fund is no longer required to 
re�port its derivativ1e instruments at fair value but must now comply with GASB Technical 
Bul letin No. 2003�1 , "Disclosure Requirements for Derivatives Not Reported at Fair 
Jlalue on the Statement of Net Assets. " The effect of the retroactive application d the 
change in accounting for derivative instruments resulted in the restatement of the 

b13ginning neit assE:?ts of the Power Enterprise Fund (see Note 4Q on page 124). 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued) 

The Power and Water Enterprise Funds continued to apply the provisions of SFAS No. 
1 06, "Employers ' Accounting for Postretirement Benefits Other Than Pensions, " and 
recognized expenses associated with postretirement healthcare benefits on an accrual 
basis. Currently, there is no prescriptive guidance under governmental standards, 
however the GASB is finalizing its project on accounting for postretirement benefits other 
than pensions. The Funds will continue to apply the provisions of SFAS No. 1 06 until the 
GASS has finalized its project and will adopt the new GASB Standard as required in the 
final transition guidance. 

As a general rule, the effect of interfund activity has been eliminated from the 
government-wide financial statements. Exceptions to this general rule are charges 
between the City's business-type activities and certain other governmental functions. 
Elimination of these charges would distort the direct costs and program revenues 
reported for the various functions concerned. 

Amounts reported as program revenues include 1 )  charges to customers or applicants 
for goods, services, or privileges provided, 2) operating grants and contributions, and 3) 
capital grants and contributions, including special assessments. I nternally dedicated 
resources are reported as general revenues rather than as program revenues. Likewise, 
general revenues include all taxes. 

Proprietary funds distinguish operating revenues and expenses from nonoperating 
items. Operating revenues and expenses generally result from providing services in 
connection with a proprietary fund's principal ongoing concern operations. The principal 
operating revenues of the City's enterprise funds are charges to customers for sales and 
services while operating expenses include cost of sales and services, administrative 
expenses, and depreciation on capital assets. All revenues and expenses not meeting 
this definition are reported as nonoperating revenues and expenses. 

When both restricted and unrestricted resources are available for use, it is the City's 
policy to use restricted resources first, and then unrestricted resources, as they are 
needed. 

E. Assets, Liabil ities and Net Assets or Equity 

Cash and Cash Equivalents 

For purposes of the statement of cash flows, all Proprietary Fund cash and pooled 
investments with the City Treasurer, cash deposits and other short-term investments that 
are both readily convertible to known amounts of cash and have maturities of three 
months or less at the time of purchase, are considered to be cash and cash equivalents. 
At June 30, 2003, the Proprietary Funds' investments held by escrow and fiscal agents 
of $1 ,047.7 million and restricted investments of $8.7 million have maturities beyond 
three months and therefore are not considered cash and cash equivalents. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

1nventorie!! 

Inventories for materials and supplies, valued at average cost for the governmental 
activities and governmental funds, consist of expendable supplies held for consumption 
and are recorded as expenditures when purchased in the fund financial statements, but 
are recorded as ,expenses when consumed in the governmental activities statement of 
cictivities. 

For the business-type activities and proprietary funds, inventories for materials and 
s;upplies are stated at average cost. 

The CRA I.and inventory, which is reported at cost, is acquired for eventual disposition 
for housing and commercial redevelopment projects. 

ftestricted �:! 

The restrictE�d assets for governmental activities and governmental funds are ralated to 
the State mandated deposit with a trustee bank to finance S()lid waste landfill closure 
and post:closure ,::are costs, and donated resources for the renovation of the Griffith 
Observatory. For the business-type activities and proprietary funds, amounts are 
mserved for accumulated resources for debt service payments, nuclear 
decommisskming trust funds, collected but unexpended passenger facility charges and 
accrued in1erest thereon,  a self-insurance reserve, deposits from service users, and 
mtention guaranteies from contractors. 

For the CRill1, included in this account are investments maintained with fiscal agents for 
payment of principal and interest on tax allocation bonds, and SE!CUrities pledged as 
ci:>llateral on loans for which it is directly or contingently liable . 

. 9apital Ass� 

Capital assets, which include property, plant, equipment, and infrastructure assets {e.g. 
:s1reets and bridges) are reported in the applicable governmental or business-type 
aGtivities columns in the government-wide statement of net assets. Generally, assets 
with an individual cost of at least $5,000 and an estimated useful life of more than one 
yE�ar are capitalized. Purchased or constructed capital assets are valued at historical 
cost or estimated historical cost if actual historical cost is not available. Assets acquired 
by donation are recorded at estimated fair value on the date received. 

The costs of normal maintenance and repairs that do not add to the value of the asset or 
materially extend assets lives are not capitalized . Major outlays for capital assets and 
improvements are capitalized as projects are constructed. 

The business-type activities and proprietary funds capitalize interest ,::osts, or in the case 
of the Power and Water Enterprise Funds, provide an "allowance for funds used during 
c:onstruction (AFUDC)." Interest and AFUDC capitalized during the year ended June 30, 
2003 was $8 . .7 million. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

The business-type activities and proprietary funds long-lived assets are reviewed for 
impairment whenever events or changes in circumstances indicate that the carrying 
amount of an asset may not be fully recoverable. Recoverability of assets to be held and 
used is measured by a comparison of the carrying amount of the assets to their fair 
value, which is normally determined through analysis of the future undiscontinued net 
cash flows expected to be generated by the assets. If such assets are considered to be 
impaired, the impairment to be recognized is measured by the amount that the carrying 
value exceeds the fair value of the assets. 

Depreciation, which includes amortization of assets under capital leases, is computed 
using the straight-line method over the estimated useful or service lives of the related 
assets, except as noted below. 

Depreciation for the Power Enterprise Fund facil ities completed prior to July 1 ,  1 973 is 
computed by the 5% sinking fund method based on estimated service lives. 
Decommissioning of a nuclear power plant, in which the City has an ownership interest, 
is expected to commence subsequent to the year 2024. The total cost to decommission 
the City's interest in the nuclear plant is estimated to be $1 1 2  million in 2001 dollars. 
During fiscal year 2000, DWP suspended contributing additional amounts to the trust 
funds, as management believes that contribution to date combined with reinvested 
earnings, will be sufficient to ful ly fund DWP's share of decommissioning costs. 

During fiscal year 2003, the Power Enterprise Fund changed its estimate of service lives 
of certain utility plant assets and ceased depreciating two of its major facilities as they 
reached the end of their useful l ives for accounting purposes. This change in estimate 
resulted in a reduction to the Power Enterprise Fund's depreciation expense by a total of 
$54 million. 

The Power Enterprise Fund's nuclear fuel is amortized and charged to operating 
expenses- fuel for generation on the basis of actual thermal energy produced relative to 
total thermal energy expected to be produced over the life of the fuel. 

The estimated useful lives of the primary government's capital assets are as follows: 

Category 
Infrastructure 
Buildings and facilities 
Equipment and vehicles 
Wastewater collection system 
Landplane ports 
Treatment and pumping plants 
Wharves and sheds 
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Useful Life 
Governmental 

Activities 
20-60 years 
40-50 years 

3-30 years 

Business-type 
Activities 

1 0-75 years 
3-20 years 

BO years 
1 0-35 years 
5-50 years 

1 0-1 5 years 
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NCITES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

The City's collection of artwork, certain scientific equipment, and zoo animals are not 
capitalized or depreciated . These capital assets are maintained for public exhibition, 
Hducation or res,earch and are being preserved for future generations. The proceeds 
from sales of any pieces of the collection are used to purchase other items for collection. 

The City is required to report new infrastructure assets beginning fo;cal year ended June 
�10, 2002. The City's infrastructure assets and the reporting methods the City has elected 
ctre as follows: 

Infrastructure 
Bridges 
Stormwater system 
Streets 
Traffic signals 
Aut()mated traffic signal and control 
Bikepaths 
Fiber optic telecommunication system 
Street hghtin!J system 
Street pavement markings 
Traffic signs 

Reporting Method 
Modified 
Modified 
Modified 
Modified 
Depreciation 
Depreciation 
Depreciation 
Depreciation 
Depreciation 
Depreciation 

The City has fully implemented the provisions of GASB Statement No. 34 on its fiber 
optic telecommunication system infrastructure while only the prospec;tive provisions were 
implemented on the other infrastructure categories. The City will ccntinue to implement 
the retroactive provisions as information becomes available. The retroactive reporting is 
subject to an extended implementation period and final implementation is required by 
fiscal year ending June 30, 2006. 

The Pension Trust Funds capital assets consist primarily of office furniture and 
equipment of the City Employees' Retirement System. Capital asse!ts acquisitions of at 
;1east $5,000 are capitalized and depreciated over five years .  

The CRA capital assets are stated at cost. Capital assets acquisitions of at least $100 
;are capitalized. Aclditions and improvements that extend the useful lives of capital assets 
;3re capitalized. D•:!preciation is provided over the estimated useful lives ranging from 3 
1:o 40 years using the straight- line method. 

£ompensat�1sences 

�v';3cation Pay: 

El igible employee:> accumulate annual vacation leave up to a maximum of 50 days 
<fopending on the length of service. Sworn employees of the Police and Fire 
Di:!partments accumulate from 28 to 42 days. All employees are pc:1id the accumulated 
leave upon termination or retirement. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

All vacation pay is accrued when incurred in the government-wide, proprietary and 
fiduciary fund financial statements. For the Governmental Funds, earned vacation is 
recorded as expenditures to the extent that they are normally expected to be liquidated 
with expendable available resources and are due and payable at year-end. Also, for 
governmental activities, earned vacation is generally liquidated by the General Fund . 

Sick Pay 

Beginning January 1 ,  1 998, all City employees (except those of the DWP) are entitled to 
1 2  days of sick leave at full pay and 5 days at 75% of full pay for each calendar year of 
employment. Employees may accumulate sick leave up to 1 00 days at full pay and 1 00 
days at 75% of full pay. The City pays 50% of the excess over the maximum 
accumulated 1 00 days at full pay in the subsequent calendar year. Upon retirement, the 
City pays 50% of the accumulated sick time at full pay. There is no provision for the 
payment of the accumulated sick time at 75% of full pay. Firefighters under 
Memorandums of Understanding (MOU) 22 and 23 may accumulate 896 hours at full 
pay. 

Starting January 1 ,  1 998, accrued and accumulated sick leave at 50% of full pay was 
frozen for any credits or withdrawals . However, the City will pay 25% of the balance 
upon retirement. 

DWP employees accumulate 40 hours of sick leave per year to a maximum of 80 hours. 
Any excess over the maximum is paid to the employee at 1 00% of their current salary 
rate. The employee goes on disability after taking 80 consecutive hours of sick leave. 

Governmental activities accrue the estimated value of sick leave (vested and probable of 
being vested) , which may be used in subsequent years, or paid upon termination or 
retirement up to a set maximum accumulated balance. The Proprietary and Pension 
Trust Funds accrue sick leave in the fiscal year earned. For the Governmental Funds, 
earned sick leave is recorded as expenditures to the extent that they are normally 
expected to be liquidated with expendable available resources and are due and payable 
at year-end. Also, for governmental activities, accrued sick leave is generally liquidated 
by the General Fund. 

Employees of the CRA accumulate 96 hours per fiscal year to a maximum of 800 hours. 
The CRA pays 50% of the accumulated sick leave hours to any employee who retires or 
has a balance in excess of 800 hours. 

Accumulated Compensated Time-Off 

The MOU with the union representing police officers at the rank of Lieutenant and below 
provides that officers will accrue compensated time-off for accumulated overtime to 
certain limits. Whenever an employee resigns, retires or is discharged from the Police 
Department, the employee shall be paid in cash for all compensated time-off due. In  
case of death, payment will be made to the estate. 
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NOTE �I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Con1tinued) 

Accrued compensated time-off is reported in the government-wide financial statements. 
For the G1)vernmental Funds, expenditures are recognized to the extent that they are 
normally expected to be liquidated with expendable available resources and are due and 
payable at year-E�nd. Also, for governmental activities, accrued compensated time-off is 
!�enerally liquidatied by the General Fund. 

!�isk Manageme!nt 

The City is self-administered and self-funded for workers' compem;ation , most property 
damage and the majority of tort liability exposures. Commercial insurance is used where 
�: is legally required, contractually required or judged to be the most effective way to 
finance risl<. Indemnity and insurance protection is also required from all City 
c:ontractors, vendors, and lessees and permit holders. Claims and judgments are 
recorded when it is probable that an asset has been impaired or a liability has been 
incurred and the amount of loss can be reasonably estimated. Thei recorded estimated 
liability for claims; and judgments includes a provision for Incurred But Not Reported 
( IBNR) l iabilities for workers' compensation, tort cases and l iabilities for allocated 
expenses. For th1� Governmental Funds, only the portion of the liability is recognized to 
the extent that they are normally expected to be liquidated with expendable available 
nesources cind are due and payable at year-end. Also, for governmental activities, 
liability for claims and judgments is generally liquidated by the General Fund . 

. Peferred RE�!.!! 

Deferred revenue, in the governmental funds arises when potenti,11 revenue does not 
meet both the "measurable" and "available" criteria for recognition. Deferred revenue 
also arises when the City receives resources before it has a legal claim to them. In 
subsequent periods, when both the revenue criteria are met, or when the City has a 
leigal claim to the resources, the deferred revenue is removed from the balance 
sheet/statement of net assets and revenue is recognized. 

In the govemment-wide financial statements, and proprietary fund types in the fund 
financial statements, long-term debt and other long-term obligations are reported as 
liabilities in the applicable governmental activities, business-type activities, or proprietary 
·fund type sti:1:tememt of net assets. Bond premiums, discounts and deferred losses on 
reifundings as we.II as issuance costs are deferred and amortized over the life d the 
!bonds. Bonds payable are reported net of the applicable bond premium or discount and 
d1�ferred losses on refundings. Bond issuance costs are reported as deferred charges 
and amortize!d ove!r the term of the related debt. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued) 

In the fund financial statements, governmental fund types recognize bond premiums and 
discounts, as well as bond issuance costs, during the current period. The face amount of 
the debt issued is reported as other financing sources. Premiums received on debt 
issuances are reported as other financing sources while discounts on debt issuances are 
reported as other financing uses. Issuance costs, whether or not withheld from the actual 
debt proceeds received, are reported as debt service expenditures. 

Property Taxes 

Secured property taxes are levied on or before the first business day of September of 
each year. They become a lien on real property on January 1 preceding the fiscal year 
for which taxes are levied. These tax payments can be made in two equal installments; 
the first is due November 1 and delinquent with penalties after December 1 0; the second 
is due February 1 and delinquent with penalties after April 1 0. Secured property taxes 
that are delinquent and unpaid as of June 30 are declared to be tax defaulted and are 
subject to redemption penalties, costs, and interest when paid. If the delinquent taxes 
are not paid at the end of five (5) years, the property can be sold at public auction. The 
proceeds are used to pay the delinquent amounts due, and any excess is remitted, if 
claimed, to the taxpayer. 

Additional tax liens are created when there is a change in ownership of property or upon 
completion of new construction. Tax bills for these new tax liens are issued throughout 
the fiscal year and contain various payments and delinquent dates but are generally due 
within one year. Unsecured personal property taxes are not a lien against real property. 
These taxes are due on January 1 and become delinquent, if unpaid, on August 31 . 

The County of Los Angeles assesses, bills and collects property taxes for all jurisdictions 
within its borders and remits the applicable portion less an administrative fee to the City 
throughout the year. Payments are normally remitted on the 201h day of the month 
following the month in which the taxes are collected. 

lnterfund Transactions 

lnterfund transactions are reflected as either loans, services provided, reimbursements 
or transfers. Loans are reported as receivables and payables as appropriate and are 
subject to elimination upon consolidation. Services provided are treated as revenues and 
expenditures/expenses. Reimbursements are when one fund incurs a cost, charges the 
appropriate benefiting fund and reduces its related cost as a reimbursement. All other 
interfund transactions are treated as transfers. Transfers between governmental or 
proprietary funds are netted as part of the reconcil iation to the government-wide 
columnar presentation. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued} 

fund Equity 

In the fund financial statements, governmental funds report reservations of fund balance 
for amounts that are not available for appropriation or are legally restricted by outside 
parties for use for a specific purpose. Designations of fund balance represent tentative 
management plans that are subject to change. 

t1et Assets 

The government-wide financial statements utilize net assets presentation. Net assets are 
categorized as follows: 

• Invested in  capital assets, net of related debt - This category groups all capital 
assets into one component of net assets. Accumulated depreciation and the 
outstanding balances of debt that are attributable to the acquisition, construction, 
or improvement of these assets reduce the balance in this category. 

• Restricted net assets - This category consists of net assets with constraints 
placed on their use, either externally or internally. Constraints include those 
imposed by creditors (such as through bond covenants) , grants or laws and 
regulations of other governments, or by law through constitutional provisions or 
enabling legislation. 

• Unrestricted net assets - This category represents net assets of the City that are 
not mstricted for any project or other purposes . 

. !Jse of Estirnates1 

The preparation of the financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that 
a1fect the amounts in the financial statements and accompanying notes. Actual results 
could differ from the estimates. 

J�eclassifica!i2fil! 

C,ertain reclassifications have been made to amounts reported in thE� separately audited 
financial statements of certain Enterprise Funds, Pension Trust Funds and other 
component units to conform to the City reporting entity's report formc1t and to account for 
transactions between the City's reporting entity and such entities in accordance with 
Gl\AP. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Adoption of New GASB Pronouncements 

The City adopted the following: 

Governmental Accounting Standards Board (GASB) Statement No. 41 , "Budgetary 
Comparison Schedules- Perspective Differences, An Amendment of GASB Statement No. 
34. " The amendment clarifies issues about presenting budgetary comparisons, for the 
general and major special revenue funds, when significant perspective differences exist. 
The City's General Fund perspective difference is shown as a reconciling item in the 
reconciliation of operations on budgetary basis to the GAAP basis (see Note 38 on page 
78). 

GASB Technical Bulletin No. 2003-1 (GTB 2003-1) ,  "Disclosure Requirements for 
Derivatives Not Reported at Fair Value on the Statement of Net Assets. " GTB 2003-1 
supersedes Technical Bulletin 94-1 and clarifies guidance on derivative disclosures. It 
applies to derivatives that are not reported at fair value on the statement of net assets. I t  
provides an updated definition of derivatives. I t  also provides disclosure requirements for 
the government's objective for entering into the derivative and the derivative's terms, fair 
value, and risk exposure. 

Recent GASB Pronouncements 

In May 2002, the GASS issued Statement No. 39 (GASB 39), 'Determining Whether 
Certain Organizations are Component Units. " The objective of GASB 39 is to provide 
criteria for determining whether certain organizations should be reported as component 
units based on the nature and significance of their relationship with a primary 
government and to clarify reporting requirements for those organizations. The provisions 
of GASB 39 are effective for the City beginning fiscal year 2004. The City is evaluating 
the financial impact of adopting this new statement. 

In March 2003, the GASB issued Statement No. 40, "Deposit and Investment Risk 
Disclosures, An Amendment of GASB Statement No. 3. " This statement establishes and 
modifies disclosure requirements related to investments and deposits risks: credit risk 
(including custodial credit risk and concentration of credit risk), interest rate risk, and 
foreign currency risk. This statement supersedes certain provisions of GASS Statement 
Nos. 3, 1 6, and 25 and will be effective for the City beginning fiscal year 2005. 

In November 2003, the GASB issued Statement No. 42, "Accounting and Financial 
Reporting for Impairment of Capital Assets and for Insurance Recoveries. " This 
statement establishes accounting and financial reporting standards for impairment of 
capital assets. This statement also clarifies and establishes accounting requirements for 
insurance recoveries. This statement is effective for the City beginning fiscal year 2005 
and will not require restatement of previously reported impairment charges. The City has 
not yet determined the financial impact of adopting the new statement. 
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NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS 

A Explanation of certain difference between the governmental funds balance 
sheet and the government-wide statement of net assets 

The govemmental funds balance sheet includes a reconciliation between total fund 
balances- governmental fimds and net assets of governmental activities as reported in the 
�1overnment-wide statement of net assets. One element of that re,conciliation explains 
that long-term liabilities, including bonds payable, are not due and payable in the current 
period and therefore are not reported in the funds. The details of this $4,590,866 
difference ;:ire as follows (in thousands): 

Bonds and Certificates of Participation 
Adel: Issuance Premium (to be amortized as interest 

income) 
Less: Deforred Charge on Refunding (to be amortized 

as interest expense) 
Less: Deferred Charge for Issuance Costs (to be 

amortized over the life of the debt) 
Loans Payable 
Accrued Interest Payable 
Accrued Landfill Liability 
Accrued Compensated Absences 
Estimated Claims and Judgments Payable 

Net adjustmeints to reduce governmental fund 
balcmce to arrive at governmental 
activities net assets 

$ 2,864,659 

39,692 

(29,508) 

( 1 9 ,365) 
1 04,501 
39,930 
46,01 3 

294,91 6  
1 ,250 028 

$ 4 590 866 

El. Explanation c>f certain differences between the governmental funds statement 

of revenues, expenditures, and changes in fund balances and the government
wide statement of activities 

The governmenta1I funds statement of revenues, expenditures, and changes in fund 
balances iricludes a reconciliation between net change in fund balances-total 
governmental funds and change in net assets of governmental activities as reported in 
the government-wide statement of activities. One element of that reconciliation explains 
that governmenb:11 funds report capital outlays as expenditure:s. However in the 
statement of activities, the cost of those assets is allocated over their estimated useful 
lives and reported as depreciation expense. The details of this $31 2,352 difference are 
as follows (in thousands): 

Capital Outlay 
Less: D1epreciation Expense 

Net adjustments to increase net change in fund balances of 
governmental funds to arrive at change in net assets of 
goveirnmental activities 
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NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS 

(Continued} 

Another element of that reconciliation states that the issuance of long-term debt provides 
current financial resources to the governmental funds while the repayment of the 
principal of Jong-term debt consumes the current financial resources of governmental 
funds. Neither transaction, however, has any effect on net assets. Also governmental 
funds report the effect of issuance costs, premiums, discounts, and similar items when 
debt is first issued, whereas, these amounts are deferred and amortized in the statement 
of activities. The details of this $331 ,862 difference are as follows (in thousands): 

Debt issued or incurred: 
General Obligation Bonds 

Add: Issuance Premium 
Less: Deferred Charge on Refunding 
Less: Deferred Charge for Issuance Costs 

Certificates of Participation and Revenue Bonds 
Add: Issuance Premium 
Less: Deferred Charge on Refunding 
Less: Deferred Charge for Issuance Costs 

HUD Loans 

Principal repayments and payments to refunded bond 
escrow agent: 

General and Judgment Obligation Bonds 
Certificates of Participation and Revenue Bonds 
Notes Payable 
HUD Loans 

Net adjustments to decrease net change in fund balances 
of governmental funds to arrive at change in net assets 
of governmental activities 

$ 341 ,255 
1 3 ,265 
(6,359) 
(2, 160) 

761 ,3 10  
23,601 
(25,728) 
( 1 1 ,717) 

2,095 

( 161 ,990) 
(598,801)  

(92) 
(2,817) 

$ 331 862 

Another element of that reconciliation states that some expenses reported in the 
statement of activities do not require the use of current financial resources and therefore 
are not reported as expenditures in governmental funds. The details of this $32,944 
difference are as follows (in thousands): 

Decrease in Accrued Landfill Liability 
Decrease in Accrued Interest 
Decrease in Accrued Compensated Absences 
Increase in Estimated Claims and Judgments 
Amortization of Deferred Charge on Refunding 
Amortization of Deferred Charge for Cost of Issuance 

Net adjustments to decrease net change in fund balances 
of governmental funds to arrive at change in net assets 
of governmental activities 
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NOTE: ;3 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY 

A Budgets and Budgetary Basis of Accounting 

Under the City Charter, the Mayor is required each year to submit to the Council a 
Proposed Budgeit by April 20 for the forthcoming fiscal year commencing July 1 .  The 
!Proposed Budgeit is based on the Mayor's budget priorities, the n3sponses of the City 
Administrative Officer and City Departments to the Mayor's budget policy letter, which is 
distributed early in  the fiscal year, and estimates of receipts from the City's various 
revenue sources. The Council's Budget and Finance Committee reviews the Mayor's 
Proposed Budget and reports its recommendations to the full Council. The Council must 
legally adopt the Mayor's Proposed Budget, as modified by the Council, by June 1 .  The 
Mayor has 1rive working days after adoption to approve or veto any items modified by the 
Council. The Council then has five working days to override by c1 two-thirds vote any 
items chan�1ed by the Mayor. 

The City Counci l  adopts an annual operating budget for 38 City departments, bureaus, 
commissions and offices. The annual budget is essentially prepared on a departmental 
basis, with budg1eted receipts and appropriations provided for the General Fund and 
certain Speicial Revenue, Debt Service, and Capital Projects Funds. Budgets are 
�1enerally limited to funds, which in addition to the General Fund finance the operations 
c1f the City departments. Furthermore. the budgeted receipts and appropriations for the 
Allocations from Other Governmental Agencies Special Revenue Fund (which includes 
Bicycle License, Bus Bench Advertising, Business Improvement, Community Based 
Services Pn::>gram AB2800, City Planning Systems Development, Environmental Affairs 
Trust, Fire Hydrant Installation and Main Replacement, First and Broadway Childcare, 
Pershing Square Project. Street Banners. Urban Development Action Grant, Used Oil 
Collection, Warner Center Transportation Improvement, Welfare to Work, and Youth 
Opportunitie,s Grant Special Revenue Funds). and the Parks Assessment (Proposition K) 
Capital Projects Fund are not all-inclusive because the budget provides for only the 
portion of fund receipts that are expended to finance City department operations. 

The City does not budget for the financial activities of all its Govemmental Funds. The 
following Major Governmental Funds are not included in the City's legally adopted 
annual operating budget and therefore are not included in th13 budget to actual 
c,:,mparisons: 

Gen�iral Fund 
Reserve and other accounts component 

§P-ecial Revenue 
Recreation and Parks 
Seismic Bond Reimbursement 
Municipal Improvement Corporation 

Debt Service 
Municipal Improvement Corporation 
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NOTE 3 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY (Continued) 

The City's original adopted budget is subject to revision to reflect the changes in revenue 
projections and to make necessary adjustments to appropriations. Transfers of 
appropriations are approved by the Mayor subject to the following limitations and 
conditions. Funds appropriated in the general City budget or thereafter by the Council 
may be transferred to the Reserve Fund or Unappropriated Balance of the General 
Fund, or appropriated for the same or other purposes amending the budget and other 
spending authority, upon approval of the Mayor provided the amounts do not exceed 
$50,000 and required notices are made by the City Clerk to the President of the Council, 
Controller and City Administrative Officer. Intra-Department transfers from one 
appropriated item to another may be approved by the Mayor provided the amount does 
not exceed the greater of $35,000 or 1 %  of the budget for the account receiving the 
transfer but not exceeding $100,000. The $35,000 limit is subject to adjustment based 
on the consumer price index. For fiscal year ended June 30, 2003, the adjusted amount 
was $37,639. Transfers that exceed the amount limits require the approval of the City 
Council. During the fiscal year, additional appropriations of $474.6 million and capital 
related appropriations of $77.5 million that were reappropriated from prior budget years 
were included in the current annual operating budget. Transfers from the Reserve Fund 
(a nonbudgeted General Fund component), unanticipated receipts, and available fund 
balances that carried forward from the prior budget year financed these additional 
appropriations. In addition, non-capital related appropriations of $591 . 7 million were 
automatically carried forward from the prior budget year. 

Unused and unencumbered appropriations lapse at year-end except for non-capital 
related continuing appropriations for certain Special Revenue and Capital Projects 
Funds that are carried forward to the next budget year. Capital related appropriations 
that are unused and unencumbered at year-end are re-appropriated in the subsequent 
budget year. 

The legal level of budgetary control (the level at which expenditures may not legally 
exceed appropriations) is as follows: The General Fund is by line item within each object 
by department, except for capital improvement program expenditures which are 
controlled by projects. Object levels of expenditures are salaries, expenses, equipment, 
special, capital outlay, and transfers. 

For the Special Revenue Funds, Debt Service Funds and Capital Projects Funds, the 
line items consist of departments, JJOjects, debt service, equipment and programs. 
Because of the large volume of detail, the budget and actual schedules on a budgetary 
basis have been aggregated by fund, function and object level. A separate budget and 
actual report by line item has been prepared. The budgetary documents are available to 
the general public in the Office of the City Controller. 
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NOTE :s - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY (Continued) 

The City's annu;;1I budget is prepared on a modified cash basis of accounting, which is 
different from GAAP. Revenues are recognized when cash is received , and expenditures 
include both cash disbursements and current year encumbemd appropriations that had 
not been p;;1id at 1the end of the budget year. 

Encumbrance accounting, under which purchase orders, contracts and other 
c:ommitments for the expenditure of monies are recorded in order to reserve that portion 
of the applicable appropriation, is used in the Governmental Funds, except for certain 
Special Revenue and Capital Projects Funds whose assets are managed by a third party 
trustee. Encumbrances outstanding at year-end are reported as reservations of fund 
balances since they do not constitute expenditures or liabilities. Theise commitments will 
be honored in subsequent year carryforward appropriations. 

B. Reconciliation of Operations on Budgetary Basis to the GAAP Basis 

The actual results of operations on a budgetary basis compared 1o the appropriations 
adopted by the C ity Council for budgeted major governmental funds are included in the 
fond financial statements. The comparisons of actual results with the budget for non
rnajor funds are presented as supplemental information in the combining schedules. 
Because accounting principles applied for purposes of developing data on a budgetary 
basis differ from those used to present financial information in accordance with GAAP, a 
ri3conciliatioin of the resultant basis and perspective differences on operations for the 
year ended June 30, 2003 is presented in the following pages for the City's budgeted 
major funds .. The dollar amounts are expressed in thousands. 
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NOTE 3 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY (Continued) 

Excess of Revenues and Other Sources Over 
Expenditures and Other Uses- Budgetary Basis 

Basis Differences 

Adjustments for net changes to accrued assets and liabilities. The GAAP 
basis operating statement recognizes revenues as soon as they are both 
measurable and available, and expenditures generally are recorded 
when liability is incurred and is due and payable; whereas, the budgetary 
basis operating statement reflects revenues when received and 
expenditures when paid. 

lnterfund borrowings are recorded in the debtor fund as an other 
financing source "Loans from Other Funds" and in the creditor fund as 
an other financing use "Loans to Other Funds" (budgetary) as opposed 
to "Due to Other Funds" in the debtor fund and "Due from Other Funds" 
in the creditor fund (GAAP). 

Encumbrances, which represent commitments to acquire goods and 
services, are recorded as the equivalent of expenditures in the budget 
year incurred (budgetary), as opposed to a reservation of fund balance 
(GAAP). 

Encumbrances reported as budgetary expenditures 
Prior year encumbrances expended in current year 

Perspective Difference 

For purposes of the budget, the General Fund is a legal entity that is 
separate and distinct from the Reserve Fund and other accounts that are 
classified to have General Fund type activity for GAAP purposes. 

Excess (Deficiency) of Revenues and other Financing Sources Over 
Expenditures and Other Financing Uses/Net Change in 
Fund Balance- GAAP Basis 
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General 
Fund 

$ 1 27,788 

31 ,067 

(5,248} 

209,530 
(1 99,298) 

(84 912) 

$ 78 927 

Proposition A 
Local Transit 
Assistance 

Fund 

$ 1 ,921 

(5,264) 

9,867 
(6,758) 

$ (234) 
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Fiscal Year Ended June 30, 2003 

NOTE: ;3 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY (Ct>ntinued) 

Excess (Deficiency) of Revenues and Other Sources Over 
Expenditures and Other Uses- Budgetary Basis 

Basis Differemces 

Adjustments for net changes to accrued assets and liabilities. The GAAP 
basis opera1ting statement recognizes revenues as soon as they are both 
measurable: and available, and expenditures generally are recorded 
when liability is incurred and is due and payable; whereas, the budgetary 
basis open;1ting statement reflects revenues when received and 
expenditures when paid. 

Encumbrances, which represent commitments to acquire goods and 
services, are recorcled as the equivalent of expenditures in the budget 
year incurrnd (budgetary), as opposed to a reservation of fund balance 
(GMP). 

Encumbmnces reported as budgetary expenditures 
Prior year encumbrances expended in current year 

Grant funded loans are recorded as expenditures when disbursed and 
as program income when repaid (budgetary), as opposed to adjustments 
to the Loans Receivable account balance (GAAP). 

Excess of Revenues and other Financing Sources Over 
Expenditurres and Other Financing Uses/Net Change in 
Fund Balance- GMP Basis 

G. Fund Balanc,es- Reserves, Designations and Deficit 

Sp1�cial 
Gas 

Tax :street 
Improve

ment 
_ ___..!:!:'� 

$ (2,342) 

7,079 

881 
(M87) 

Community 
Develop

ment 
Fund 

$ 1 3,050 

6,732 

23,422 
(31 ,382) 

(4 326) 

$ 7496 

Reserves of fund balances represent those amounts which are not available for 
appropriation in future periods or which are legally segregated for specific future uses. 

Fund designation:; indicate tentative plans for future utilization of financial resources. 
The City's designated fund balance in the General Fund of $71 million consists of 
advances and technical adjustments totaling $1 0 million, and an emergency reserve of 
$151 million. 

The Crime Bills and Workforce Investment Act Special Revenue Funds have deficit fund 
balances of $0.3 and $3.1  million, respectively, because Hligible government 
1sxpenditures. wem incurred with amounts recorded as deferred revenue that will be 
re,cognized as future revenues when available. 
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NOTE 4 - DETAILED NOTES ON ALL FUNDS 

A. Cash, Deposits and Investments 

As provided for by the California Government Code, the cash balances of substantially 
all funds on deposit in the City Treasury are pooled and invested by the City Treasurer 
for the purpose of maximizing interest earnings through pooled investment activities but 
safety and liquidity stil l take precedence over yield. Interest earned on pooled 
i nvestments is allocated to certain  participating funds, as authorized by the City Council 
and permitted by the City's Charter and California Government Code, based on each 
fund's average daily deposit balance during the allocation period with all remaining 
interest allocated to the General Fund. Investments in the City Treasury are stated at 
fair value based on quoted market prices except for money market investments that 
have remaining maturities of one year or less at time of purchase, which are reported at 
amortized cost. 

Pursuant to California Government Code Section 53607 and the Los Angeles City 
Council File No. 94-21 60, the City Treasury provides an Annual Statement of Investment 
Policy (the Policy) to the City Council .  The Policy governs the City's investment 
practices. The Policy addresses soundness of financial institutions in which the City will 
deposit funds, and types of investment instruments permitted by California Government 
Code Sections 53601 and 1 6429. 1 .  I nvestments permitted by the City's investment 
policy include obligations of the U.S. Treasury and government agencies, commercial 
paper notes, negotiable certificates of deposit, and guaranteed investment contracts. 

Oversight responsibility for conformance with the Policy is placed with the Investment 
Advisory Committee (IAC) composed of the City Treasurer as chairperson, the Office of 
the Mayor, City Controller, Chief Legislative Analyst, City Administrative Officer, Director 
of Office of Finance, and an external investment advisor. 

Other deposits and investments maintained outside the City Treasury are invested 
pursuant to policies adopted by the boards of commissioners of the City's pension 
systems, and Water and Power, governing bond covenants or California Government 
Code provisions. Investments made under these provisions are reported as follows. 
Investments are stated at fair value, and pension investments are reported in 
accordance with GASB Statement No. 25. Real estate investments are recorded in the 
financial statements under the equity method, and are carried at lower of cost or market 
value. Investments denominated in foreign currencies are translated to the U.S. dollar at 
the rate of exchange in effect at the statement of net assets date, with resulting gains 
and losses recorded in the statement of changes in fiduciary net assets. 
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NOTE 4 - DETAIL.ED NOTES ON ALL FUNDS (Continued) 

The stated fair value of securities investments are generally based on published market 
prices or quotations from major investment dealers. Real estate values are taken from 
recent appraisals, purchase prices and reports of investment advisors. The fair values of 
venture capital and alternative investments are estimated based on audited financial 
statements provided by the individual fund managers. 

The CRA cash deposits are maintained with different banks within the various 
redevelopment project areas. Its investments, carried at fair value, consist of U.S. 
novernment securities that are deposited into CRA safekee,ping accounts to ensure 
segregation of CHA owned securities. 

!,ummary e>f Cash and Investments 

A summary of ca:sh , pooled and other investments for all City funds and the CRA at June 
�10, 2003, is presEmted below (in thousands): 

Cash and Other Cash 
Investments and Investments 
With City Pension Treasurer Trust Other Total CRA 

Cash and Poole!d 
Investments $ 3,993,539 $ $ 363,360 $ 4,356,899 $ 1 50,001 

Other lnvestme nts 24, 1 59,459 1 09,632 24,269,091 1 0,424 
F!estricted Assets 1 342 760 1 060 355 2,403 1 1 5  78 031 

Total $ 5 336 299 $ 24 159 459 $ 1 533 347 Ul 029 105 $ 238456 

Primary Government 
Business-

Governmental type Fiduciary 
Activities Activities Funds Total 

Cash and Pooled 
Investments $ 3,143,804 $ 1 ,123,900 $ 89,195 $ 4 ,356,899 

Other Investments 65,468 43, 1 07 24, 1 60,516 24,269,091 
Restricted Assetts 

!Note 4C pa!ie s,1 ) 1 2,358 2 390 757 2 403 1 15 

T,:>tal $ 3 221 630 $ 3 552 26� $ 24 249 711 $ 31 Q29 1Q5 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Summary of Deposits and Investments 

A summary of the carrying amount of cash on hand, deposits and investments at June 
30, 2003, is as follows (in thousands}: 

Cash and Pooled 
Investments With 

City Treasurer 
Cash on Hand $ 1 
Deposits 349,055 
Investments 4 987,243 

Total $ 5 336 299 

Deposits 

Other Cash 
and Investments 

$ 726 
43,7 1 8  

25.648 362 

$ 25 692 806 

Total CRA 
$ 727 $ 

392,773 6,31 3 
30 635 605 232 143 

$31 029 105 $ 238 456 

At June 30, 2003, the book balance of the City's deposits was approximately $392.8 
million and the balance per various financial institutions was approximately $495.8 
million. The difference of $103 million represents primarily outstanding checks and other 
reconciling items. Of the bank balance, $6.8 million was covered by Federal depository 
insurance and $489 million was uninsured. The uninsured deposits of $489 million are 
held by financial institutions which are legally required by the California Government 
Code to collateralize the City's deposits by pledging government securities or first trust 
deed mortgage notes. The market value of the pledged government securities and first 
trust deed mortgage notes must be at least 1 1 0% and 1 50% of the City's deposits, 
respectively. The collateral is held by the pledging financial institution's trust department 
and is considered held in the City's name. 

The CRA cash deposits had a book balance of $6 .3  million at June 30, 2003, while the 
bank balance totaled $7.8 million. Of the bank balance, $0.8 million was covered by 
Federal depository insurance and $7 million was fully collateralized in accordance with 
State law as described above. 

The investments held by the City are categorized separately below to give an indication 
of the level of custodial credit risk assumed by the City at year-end. Category 1 includes 
investments that are insured or registered, or are held by the City or its agents in the 
City's name. Category 2 includes uninsured and unregistered investments held by the 
counterparty's trust department or agent in the City's name. Category 3 includes 
uninsured and unregistered investments held by the counterparty, or by its trust 
department or agent, but not in the City's name. 
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The three categories do not apply to certain types of investments, such as mutual funds, 
real estate, invt�stments held by broker-dealers under securities loans with cash 
collateral ,  venture capital investments, investments in a securitieis lending short-term 
investment pool, guaranteed investment contract, and State of Ca lifomia Local Agency 
Investment Fund (LAIF), a State Treasurer's investment pool. 

At June 30, 2003, the investments held in the City Treasury's General and Special 
Investment Pool Programs are as follows (in thousands): 

___ T. ye_e of Investments 
Categorized Investments 

Bonds 
Commercial Paper 
Negotiabh� Certificates of Deposits 
Repurchase Agreements 
Short-Term Investment Funds 
U .S.  Government Securities not on 

Securities Loan 

Total Categorized Investments 

I nvestments Not Cc1tegorized 
Investments Helcl by Broker-Dealer 

Under Securities Loans with 
Cash Collateral -

U.S. Government Securities 
Guaranteed lnveistment Contract 
State of C,31ifornia LAIF 

Total Genernl1 and Special Investment 
Pool Programs in City Treasury 

Category 1 

$ 630,471 
466,426 
1 73,859 

1 2  

2.1 83,787 

S 3 454 555 
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Category � 

$ 
1 7,€42 
2 1 , 0 00 

663,741 

-
----

L�83 

$ 

Total 

630,471 
484,068 
1 94 ,859 
663,741 

12 

2 1 83,787 

4 , 156,938 

651 ,585 
1 39,028 

39 692 

$ 4 987 ?43 
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Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

The City's other investments are categorized as follows at June 30, 2003 (in thousands): 

Type of Investments 

Categorized Investments 
U.S. Government Securities 
Bonds 
Stocks 
Commercial paper 
Repurchase Agreements 
Short-Term Investment Funds 
Negotiable Certificates of Deposits 
Futures Initial Margin 
Mortgage-backed Securities 
Investments Under Securities Loans 

with Securities Collateral: 
U.S. Government Securities 
Bonds 
Stocks 

Total Categorized Other Investments 

Investments Not Categorized 
Investments Held by Brokers-Dealers 

Under Securities Loans with 
Cash Collateral: 

U.S. Government Securities 
Bonds 
Stocks 
Mutual funds 

Securities Lending Short-term 
Investment Poot 

Mutual Funds 
Real Estate 
Venture Capital 
Alternative Investments 
Guaranteed Investment Contract 

Total Other Investments 

Category 
2 

$ 2,190,431 $ 51 ,847 
3,605,653 

1 1 ,91 0,749 
21 1 ,404 

1 ,225,249 
33,3 1 3  

2,146 
1 90,1 06 

1 56,408 
3,557 

1 38,298 

$ 1 9,667,314 

218,666 

$ 270,5 1 3  

3 

$ 

323,998 

$ 323,998 

$ 

Total 

2,242,278 
3,605,653 

1 1,910,749 
21 1 ,404 
218,666 

1 ,549,247 
33,313 

2,146 
1 90,1 06 

1 56,408 
3,557 

1 38,298 

20,261 ,825 

766,1 80 
1 24,686 
652,91 0 

209 

1 ,768,570 
148,509 

1 ,258,601 
255,532 
362,079 

49,261 

$ 25,648,362 

The CRA investments are categorized as follows at June 30, 2003 (in thousands): 

Category 1 Investments: 
U.S. Government Securities 
Negotiable Certificates of 

Deposit 

Total Categorized Investments 

Investment Not Categorized
State of California LAIF 

Total 

$ 1 76,376 

210 

176,586 

55 557 

$ 232 143 
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As of June 30, 2003, the City and the CRA's investments in the State of California Local 
Agency lnvestmE�nt Fund (LAIF) are $39.7 million and $55.€3 mil l ion, respectively. The 
total amount invE�sted by all public agencies in LAIF at that date is $55.4 billion. Of that 
amount, 97.7% is invested in non-derivative financial products and 2.3% in structured 
notes and asset-backed securities. The Local Investment Adviso ry Board (the Board) 
has oversight responsibility for LAIF. The Board consists of five members as designated 
by State statute. The value of the pool shares in LAIF, which may be withdrawn, is 
determined on an amortized cost basis, which is different than the fair value of the City's 
and CRA's position in the pool. 

Securities Lending Transactions 

pity Generql Investment Pool 

Securities lemdin9 is permitted and limited under provisions of California Government 
Code Section 531301 . The City Council approved the Securities l•�nding Program (the 
SLP) on October 22, 1 991 under Council File No. 91 - 1860, which complies with the 
California Government Code. The objectives of the SLP in priority order are: safety of 
loaned securities; and prudent investment of cash collateral to enhance revenue from the 
investment program. The SLP is governed by a separate policy and guidelines, with 
oversight responsibility of the Investment Advisory Committee ccimposed of the City 
Treasurer (as Chairperson), City Controller, Chief Legislative Analyst, City Administrative 
Officer, and a contracted financial advisor. 

The City's custodial bank acts as the securities lending agent. In the event a 
counterparl'.t defaults by reason of an act of insolvency, the bank :shall take all actions 
which it deems necessary or appropriate to liquidate permitted inve::itment and collateral 
in connection with such transaction and shall make a reasonable effort for two business 
days (Replac:eme11t Period) to apply the proceeds thereof to the purchase of securities 
identical to the loaned securities not returned. If during the Repl.::1cement Period the 
collateral liquidation proceeds are insufficient to replace any of the loaned securities not 
reiturned, the bank shall, subject to payment by the City of the amount of any losses on 
any permitted investments, pay such additional amounts as nece�;sary to make such 
1°erplacement.. 

Under the provisions of the SLP, and in accordance with the California Government 
Code, no more th;:m 20% of the market value of the General Investment Pool (the Pool) 
shall be available for lending. The City receives cash as collateral c>n loaned securities, 
which is reinvested in securities permitted under the Policy. In c1ccordance with the 
California Gc>vernrnent Code, the securities lending agent marks to market the value of 
both the collateral and the reinvestments daily. Except for open loans where either party 
can terminab:! a lending contract on demand, term loans shall have a maximum life of 90 
days. Mat:chE�d maturities between securities lent and securities invested shall be at least 
7fi% of the Pool's securities lending portfolio. Matched securities include those 
investments associated with a term loan and overnight investments c1ssociated with open 
lo;::1ns. Earnings frcim securities lending shall accrue to the Pool and shall be allocated on 
a pro-rata ba:sis to all Pool participants. 
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At June 30, 2003, the assets and liabilities arising from the reinvested cash collateral 
were recognized in the respective participants financial statements. Investments made 
with cash collateral were categorized in accordance with GASS Statement No. 3. 
Securities on loan that were collateralized with cash are not subject to custodial credit 
risk categorization. During the fiscal year, collateralizations on all loaned securities were 
within the required 1 02% of market value. The City can sell collateral securities only in 
the event of borrower default. The lending agent provides indemnification for borrower 
default. There were no violations of legal or contractual provisions and no borrower or 
lending agent default losses during the year. There was no credit risk exposure to the 
City because the amounts owed to the borrowers exceeded the amounts borrowed. 

Water and Power Enterprise Funds 

In December 1 999, DWP initiated a securities lending program for its power and water 
systems, which is managed by its custodial bank. The bank lends up to 20% of the 
investments held in the debt reduction trust funds, decommissioning trust funds, and 
plan assets held in the postretirement benefits trust funds for securities, cash collateral or 
letters of credit equal to 1 02% of the market value of the loaned securities and interest, if 
any. DWP can sell collateral securities only in the event of borrower default. The lending 
agent provides indemnification for borrower default. There were no violations of legal or 
contractual provisions and no borrower or lending agent default losses during the year. 
There was no credit risk exposure to DWP because the amounts owed to the borrowers 
exceeded the amounts borrowed. 

Pension Plans 

The City Charter and the investment policies adopted by their respective boards 
authorize the securities lending transactions of the three City pension systems. The 
securities lending transactions of the systems are described below: 

Water and Power Employees' Retirement, Disability and Death Benefit Insurance Plan 

The Plan's custodial bank manages its securities lending. The Plan or the borrowers can 
terminate the contract with advance notice. The lending arrangements are collateralized 
by cash and marketable securities (guaranteed by the full faith and credit of the U .S. 
Government) at 1 02% of the underlying securities market value. 

These arrangements provide for the return of the investments and a share of the interest 
earned on the collateral. The securities on loan to brokers remain the property of the 
Plan and continue to be included in their respective accounts on the statement of 
fiduciary net assets. Securities lent at year-end for cash collateral are presented as 
unclassified in the schedule of custodial credit risk; securities lent for securities collateral 
are classified according to the category for the collateral. At year-end, the Plan had no 
credit risk exposure to borrowers because the amounts the Plan owed the borrowers 
exceeded the amounts the borrowers owed the Plan. During the year, the Plan did not 
incur losses due to borrowers' default. 
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The Plan's custodian is the authorized agent to handle the Plan's securities lending 
activity. The custodian may invest the cash collateral received in connection with loaned 
securities in investments permitted by the Plan. The Plan bears sole risk of all losses of 
the invested collateral, including losses incurred in the event of liquidation of the 
permitted investments. The custodial bank is responsible for the return of loaned 
�;ecurities from the borrowers. The Plan does not have the abil ity to pledge or sell 
collateral as.sets unless the borrower is in default of its obligation. 

Los Angeles City Employees' Retirement System (LACERS) 

The LACEHS has entered into various short-term arrangemen1s with its custodian 
whereby securifo3s are loaned to various brokers. The cLStodic1n determines which 
f13nders' accounh; to lend securities from, by using an impartial sequential system that 
matches Imm requests with various lenders' accounts. All lenders are deemed to have 
relatively equal opportunity to profit from the lending of securities. Therefore, should a 
collateral diaficiency occur beyond the custodian's responsibil itie!s, the deficiency is 
c:11located pro rata among all lenders. 

Minimum required collateralization is 1 02% of fair value of the bom,wed U.S. securities 
and 1 05% for international securities. Collateral consists of cash, government securities 
and irrevocable bank letters of credit. The cash collateral may be invested separately or 
pooled in a separate fund for investing in money market or cash eq1Jivalent investments. 
LA.CERS cannot pledge or sell non-cash collateral unless the borrower defaults. The 
cash collateral values of securities on loan to brokers are shown at fair value in the 
statement o1f fiduciary net assets. Securities collateral and investments made wth the 
,cash collateral were categorized in accordance with GASB Statemeint No. 3. During the 
"fiHcal year, LACERS had no losses due to borrower default. Then3 was no credit risk 
exposure at year-E�nd because the amounts owed the borrowers ex1:eeded the amounts 
the borrowers owed LACERS. 

Fire and Police Pension System (Pensions) 

The Pensions also has entered into various short-term lending arrangements with its 
custodian whereby investments selected by the custodian are loaned to various brokers. 
The lending arrani�ements are collateralized by cash that can be r13invested , letters of 
credit and marketc:1ble securities, held on behalf of Pensions by the custodian. Pensions 
cE1nnot pledge or sell non-cash collateral unless the borrower defaults. The minimum 
required col lateraf ization is 1 02% of market value plus any accrued interest of the 
borrowed U .. S. securities and 1 05% of market value plus any accrued interest for non
U.S. securitieis. 
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The cash collateral received is included in the statement of fiduciary net assets at 
June 30, 2003. Investments made with the cash collateral were uncategorized in 
accordance with GASS Statement No. 3. During the year, Pensions had no losses due to 
borrowers default. There was no credit risk exposure because the amounts owed the 
borrowers exceeded the amounts the borrowers owed Pensions. 

Borrowers of LACERS and Pensions securities have all incidents of ownership with 
respect to borrowed securities and collateral, including the right to vote and transfer or 
loan borrowed securities to others. LACERS and Pensions are entitled to receive all 
distributions made by the issuer of the borrowed securities directly from the borrower. 
Under the securities lending agreements, the custodians will indemnify LAGERS and 
Pensions as a result of the custodian's failure to: 1 )  make a reasoned determination of 
the credit worthiness of a potential borrower before lending, and during the term of the 
loans, if the borrower files a petition of bankruptcy or similar action, 2) demand adequate 
collateral, or 3) otherwise maintain the securities lending program in compliance with the 
Federal Financial Institutions Examination Council Supervisory Policy on Securities 
Lending. 

Futures and Forward Contracts 

LACERS uses derivative financial instruments primarily to manage portfolio risk. Futures 
contracts are used to provide equity exposure for uninvested cash, and forward contracts 
are used to hedge against fluctuations in  foreign currency denominated cSsets primarily 
in trade settlements. Futures and forward contracts are marked to market and are 
recorded in the statement of plan net assets at fair value. 

At June 30, 2003, LACERS had outstanding futures contracts for foreign currencies and 
the Standard and Poor's 500 Index with an aggregate notional amount of $52.9 million. 
In addition, at June 30, 2003, LAGERS had outstanding forward purchase commitments 
with a notional amount of $69.1 million and offsetting forward sales commitments with 
notional amounts of $69.1 million which expire through September 2003. LAGERS 
maintains margin collateral on the positions with brokers, consisting of cash and U .S. 
Treasury Bil ls. The total collateral margin was $2. 1  million as of June 30, 2003. The 
realized gain on foreign currency translation was $39.2 million for the year ended June 
30, 2003. 

Futures contracts have little credit risk, as organized exchanges are the guarantors. 
Forward agreements are subject to the creditworthiness of the counterparties, which are 
principally large financial institutions. 

Lines of Credit 

The City has $100 million available line of credit with a financial institution that maintains 
the City's operating accounts. No amounts were drawn during the year on this line of 
credit. 

B-88 



CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE: 4 - DETAIL.ED NOTES ON ALL FUNDS (Continued) 

The MICL,l\ has a $5.6 million open line of credit related to a project. As of June 30, 
:2003, no amounts were drawn on this credit line. 

B. Receivables. 

The primary gcivernment's net receivables at June 30, .2003 are as fol lows (in 
thousands) : 

Gross Receivables 
Taxes 
Accounts 
Special Assessments 
Investment Income 
Intergovernmental 
Loans 

Total 

Allowance for Unccillectibles 
Taxes 
Accounts 
Special t1ssessments 
Loans 

Total 

Met Receivables 

Net Receivables ncit scheduled 
for colle<;tion d1..1ring the 
subseque·nt ye.;;1r: 

Loans 
Accounts 

Governmental 

$ 

Activities 

281 ,262 
493,480 

21 , 893 
36,064 

1 58 ,930 
831 059 

1 .822 688 

(25, 148) 
(339,442) 

(2,312) 
(509 Q59 ) 

(875 961 )  

:Ii 946 Z2Z 

$ 288,630 

Business-t�·pe 
Activities 

$ 
71 5 ,294 

2 1 ,071 
6 1 ,8 1 6  

_1 ,231 ,290 

_2,029,471 

(47,002) 

_ _(2.000) 

_-1§.QQ.2.) 

L...1�169 

$ 1 , 1 65,463 
1 28,1' 1 5  

The majority· of the governmental activities loans consist of grant fui1ded loans provided 
as follows: a) to property owners for the upgrading and rehabilitation of residential or 
mntal properties to eliminate the spread of slums and blight and repair earthquake 
damages; b) to businesses to carry out economic development projects; and c) to 
community based organizations to acquire, construct or improve existing public facilities. 
Interest rates ranged from 3% to 1 0% for interest bearing loans. The principal and 
interest are paid either monthly, quarterly, annually (amortizing loans), or when residual 
mceipts are generated in accordance with the loan agreements (residual receipts loans), 
01· deferred until maturity, transfer of title or sale of property occurs (deferred loans). 
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The governmental activities loans include net receivable of $38 million from the Los 
Angeles Community Development Bank (see Note 50 on page 145) . 

Governmental funds report deferred revenue in connection with receivables for revenues 
that are not considered to be available to liquidate liabilities of the current period. At 
June 30, 2003, the various components of deferred revenue reported in the 
governmental funds were as follows (in thousands): 

Taxes 
Accounts 
Intergovernmental 
Special Assessments 
Investment Income 

Total Deferred Revenue for 
Governmental Funds 

$ 72,291 
1 31 ,567 
1 17,069 

1 2 ,029 
13,357 

$ 346 313 

The business-type activities loans include the Power Enterprise Fund's long-term notes 
of $1 ,228.3 million from lntermountain Power Agency (see Note 58 on page 1 38), and 
$3 million long-term Harbor notes receivable. 

The $49.3 million net receivables of the CRA at June 30, 2003 consisted of $3.3 million 
property taxes, $5.1 million intergovernmental, $0.5 million investment income, $38.2 
million loans, and $2.2 million other. 

The CRA net loans receivable of $38.2 million reflected an adjustment to fair market 
value of $460.5 million. To enhance the redevelopment process, the CRA grants "below
market" interest rate loans primarily for the rehabilitation and development of low and 
moderate-income housing and the development of commercial properties. Since these 
loans are generated to assist various redevelopment areas, repayment terms are 
structured to meet requirements established by the CRA and the specific project areas. 

B-90 



CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NIOTES ON ALL FUNDS (Continued) 

C. Restricted Assets 

The prima�v goviarnment's restricted assets of $2.4 billion are composed of the following 
at June 30 , 2003 (in thousands): 

Cash and lnvestm1:nts: 
Cash and Pool1ed Investments 

With City Tre,asurer 
Other lnvestm,�nts 

Subtotal 

Other Restricted Assets: 
lnvestme,nt lnc1:>me Receivable 
Other Receivables 

Total 

Governmental 
Activities 

$ 4,014 
8,344 

12 ,358 

$ 12 358 

Business-fy pe 
Activities Total 

$ 1 ,3:38,7415 $ 1 ,342,760 
-1.Q.52.0 1 1 1 060 355 

2,3!30,757 2,403, 1 15 

'12 ,46 1 1 2,461 
_ 8.78(� 8,786 

$2 412 QQ•l $2 424 362 

The restricted assets for governmental activities are related to 1he State mandated 
deposit with a trustee bank to finance solid waste landfill closure and postclosure care 
c:osts, and donated resources for the renovation of the Griffith Observatory. For the 
business-type activities, the restricted amounts are for accumulated resources for debt 
s,ervice payments, nuclear decommissioning trust funds, collecte�d but unexpended 
passenger facili�r charges and accrued interest thereon, a self-insurance reserve, 
deposits from service users, and retention guarantees from contrai:tors. The restricted 
cash and investments are included in the discussion in Note 4A. 

The CRA's restricted assets totaling $78 million include investments maintained with 
fiscal agents that are pledged as collateral for the payment of principal and interest on 
tax allocation and parking revenue bonds. 

t1. Joint Venture,s 

lntermodal Container Transfer Facility Joint Powers Authori!L.fr�TF) and Alameda 
Corridor Tr�1sportation Authority (ACTA) 

The harbor departments of the City of Los Angeles (The Harbor) and the City of Long 
Beach , Cal ifornia (Port of Long Beach) entered into two separate joint exercise of 
powers agreements that formed the authorities. 
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The ICTF was formed for the purpose of financing and constructing a facility to transfer 
cargo containers between truck and railroad cars. The Southern Pacific Transportation 
Company (a wholly owned subsidiary of Union Pacific Corporation) operates the facility 
under a long-term lease agreement. The Harbor and the Port of Long Beach each have 
a 50% interest in the venture, with the Harbor having an investment of $6 million at June 
30, 2003. The Harbor's investment, which is accounted for using the equity method, is 
included in the government-wide and proprietary funds statement of net assets. 
Separate financial statements for the ICTF may be obtained from the Executive Director, 
Port of Long Beach, 925 Harbor Plaza, Long Beach, California 90802. 

The ACTA was formed for the purpose of establishing a comprehensive transportation 
corridor and related facilities consisting of street and railroad rights-of-way, and an 
improved highway and railroad network along Alameda Street between the Santa 
Monica Freeway and the Ports of Los Angeles and Long Beach in San Pedro Bay linking 
the two ports to the central Los Angeles area. The Harbor and the Port of Long Beach 
share income and equity distributions equally. During fiscal year 1 995, the Harbor and 
the Port of Long Beach purchased railroad rights-of-way and other assets along the 
proposed corridor route for approximately $370 million. 

At June 30, 1 998, the Harbor had advanced a total of $ 13.3 million to the ACTA to fund 
its share of planning and other costs incurred to date. During fiscal year 1 999, the ACTA 
reimbursed the Harbor for all amounts advanced plus approximately $3.2 million of 
interest on the advances out of debt or grant financing proceeds. The ACTA also 
reimbursed the Harbor for approximately $81 . 7 million of capital assets directly related to 
the ACTA's mission, which the Harbor had previously included in construction in 
progress. Of the capital assets transferred, approximately $22.2 million had been funded 
by capital grants. The Harbor's share of the ACT A's operations and assets, liabil ities and 
equity at June 30, 2003, is immaterial to the accompanying financial statements. 
Separate financial statements for ACTA may be obtained from the Controller, Alameda 
Corridor Transportation Authority, One Civic Plaza Drive, Suite 650, Carson, California 
90745. 

Los Angeles Export Terminal, Inc. (LAXD 

The Harbor entered into a shareholders' agreement which formed the LAXT for the 
purpose of financing, constructing and managing a dry bulk handling facility for the 
export of coal, petroleum coke and related products on land leased by permit from the 
Harbor. It contributed $19 million to the LAXT as part of the agreement, which 
represents a 1 3.2% equity participation of the total committed capital of $143.2 mill ion. 
This capital was raised from the shareholders through the purchase of stock in the 
corporation. The Harbor's investment totaled $19  million at June 30, 2003, which is 
accounted for using the equity method. The Harbor has a right to nominate two directors 
to a 1 9-member board of directors. In fiscal year 1 998, the terminal began operating 
under a long-term lease agreement with a terminal manager/operator. 
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lln June 2003, LAXT loaded the last coal vessel thereby ceasing the coal operations at 
the facil ity .. Due to these circumstances, the Harbor has set aside $1 9 mil lion as 1 00% 
investment loss reserve for its share of equity participation in the Lt\XT. The Harbor has 
also set aside $16.8 million reserve in the event that the receivable! from LAXT are lost. 
Separate financial statements for LAXT may be obtained from the General Manager of 
I.AXT, P.O. Box "1 769, San Pedro, California 90733. 

I:. Capital Assets 

Capital assE�t activity for Governmental Activities for the year ended June 30, 2003 is as 
follows (in thousainds): 

GovernmEmtal Activities 

Capital As!iets Not Depreciated 
Land 
lnfrastnicture 
Construction in Progress 

Total Capital A:,sets Not 
Depreciated 

Capital Assets Depreciated 
Buildings and Improvements 
Machinery, Furnitul'e and 

Equipment 
lnfrastnicture 

Total Capital A�:sets D1:!preciated 

Less: Accumulated Depreciation 
Buildings and Improvements 
MachinEiry, Furniture and 

Equipment 
Infrastructure 

Total Accumulated Depreciation 

Total Capital Assets DHpreclated, 
Net 

G overnmental Activitiei� Capital 
Assets, Net 

Balance 
July 1 ,  2002 

$ 336,848 
40,350 

495 652 

__fil'2.850 

1 ,623,431 

806,662 
101 5ZZ 

� 1 670 

(456,037) 

(490,950) 

(20 285) 
(967.272) 

1 564 398 

$ 2 43� 

$ 

$ 

Additions/ Ded11ctions/ Balance 
Transfers Transfers June 30, 2003 

48,522 $ $ 385,370 
17 ,027 57,377 

230 517  _!185.759) 540 41 0 

296.066 _!185,759) 983.1 57 

146,094 (3, 168) 1 ,766,357 

1 52,326 (38,924) 920,064 
38 084 --- 1�a 661 

336 504 __(42 092) 2 82§ 082 

{46,300) 738 (501 ,599) 

(80,220) :�8.924 (532,246) 
{5 509) (25 794) 

(1 32.029) :�9.662 (1 059 639) 

204 475 __ (2.430) 1 ,766.443 

50Q 541 �38 189) $ 2 749 600 

Depreciation expemse was charged to functions/programs of the governmental activities 
as follows (in thousands): 

. Func._tio_n_/_P_ro_..9._ra_m _____ _ 
General Government 
Protection of Persons and Property 
Public Works 
Health and Sanitation 
Transportation 
Cultural and Recreational Services 
Community Development 

Total Depreciation Expense- Governmental 
Activities 
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Amount 
$ 23,770 

42, 1 25 
1 3 ,792 
1 1 , 1 1 2 
12 ,813  
27,533 

884 

$ 132 029 
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Capital asset activity for Business-type Activities for the year ended June 30, 2003 is as 
follows (in thousands): 

Balance Additions/ Deductions/ Balance 
Business-!Y'.12e Activities Jutt: 1 2002 Transfers Transfers June 30, 2003 

Capital Assets Not Depreciated 
Land $ 1 , 653. 168 $ 97,229 $ (888) $ 1 .749,509 
Construction in Pro!lress '��l;i 2!Ja j ,a� :;i�!iil ,��� Z7Jl 2,783,034 

Total Capital Assets Not Depreciated 3 988 376 1 383 828 (839 661) 4 532 543 

Capital Assets Depreciated 
Buildin!ls, Facilities and Equipment 1 9.41 1 .623 1 .002,892 (79,424) 20,335,091 
Leased Property and Improvements 193,848 176 194 024 

Total Capital Assets Depreciated 1� 605 47:l 1 OQ3 Q!2!3 (79 424) 20,529 1 15 
Less: Accumulated Depreciation 

Buildin!ls, Facilities and Equipment (8,252,024) (690,049) 90,053 (8.852,020) 
Leased Property and Improvements (69 141.2) £3 94Ql (73 085} 

Total Accumulated Depreciation (8,321, 169} (693,989} 90,053 (8,925, 105} 

Capital Assets Depreciated, Net 1 1 ,284,302 309,079 1 0 629 1 1.604.Q10 

Nuclear Fuel at Amortized Cost 16,943 8,058 (1 1 570) 13 431 

Business-type Activities Capital Assets, Net $15,289,621 $ 1,700,965 $(840,602} $1 6, 149,984 

Additions to accumulated depreciation are accounted for as follows (in thousands): 

Depreciation expense charged to functions of 
business-type activities: 

Airports 
Harbor 
Power 
Water 
Sewer 
Other Enterprise Fund 

Capitalized depreciation expense: 

Total 

Power 
Water 
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$ 61 ,344 
59,365 

268,612 
91 ,520 

1 68,709 
1 2,796 

22,368 
9 275 

$ 693,989 
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The Power Ente1°prise Fund has direct interests in several electric;af generating stations 
and transmission systems that are jointly owned with other utilities. Each project 
participant is responsible for financing its proportionate share of construction and 
operating costs. The following schedule shows the investment in each jointly owned 
utility plant as included in capital assets in the statement of net assets at June 30, 2003 
(dollar amounts in thousands): 

Share of Plant in Service 
Ownership Capacity Accumulated 

Interest (megawatts) Gost Depreciation 
Palo Verd13 Nuclear Generating 

Station 5.7% 2 17  $ !: 14,284 $ 242,883 
Navajo Genen:1ting Station 21 .2% 477 21 0,205 199,063 
Mohave Gem:irating Station 10.0% 1 58 66,633 41 ,742 
Pacific lntertie DC Transmission Line 40.0% 1 ,240 192,277 55,2 17  
Other Transmission Systems various various _75 015 37 348 

ll.C� :Ii 576 253 

Capital assets activity for the CRA for the year ended June :30, 2003 s as follows (in 
thousands): 

Balance Additions/ Deduc1 ions/ Balance 
Jury 1 ,  2002 Transfers Transfers June 30, 2003 -----

Capital Assets Not Depr,eciated 
Land $ 57 127 $ 15.468 L.ffi:!ID $ 72 080 

Capital Assets Depreciated 
Buildings and Improvements 40,375 985 4 1 ,360 
Equipment 1 0 566 468 ·--- 1 1 ,� 

Total Capital Assets Depreciated 50,941 1 ,453 52,394 
Less - Accumulated Depreciation --11.6 440) (1.508) -- {17 948) ·---

Capital Assets Depreciated, Net _34,501 (55) ---- 34 446 

Tcital Capital As,sets, Net $ ll:1 628 $ Hi�13 �,ID $ :IQ6 526 

The CRA allocated the depreciation expense of $1 .5 million to its various projects. 
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F. lnterfund Receivables, Payables, and Transfers 

The following tables are summaries of the City's interfund balances at June 30, 
2003 (in thousands): 

Due To/From Other Funds 

Receivable Fund 
General 

Proposition A Local Transit Assistance 

Recreation and Parks 

Special Gas Tax Street Improvement 

Community Development 

Other Governmental Funds 

Harbor 

Water 

Agency Funds 

Total 

Payable Fund 
Proposition A Local Transit Assistance 
Recreation and Parks 
Community Development 
Seismic Bond Reimbursement 
Other Governmental Funds 
Power 
Other Enterprise Fund 
Agency Funds 

General 

Other Gove mm ental Funds 

General 
Seismic Bond Reimbursement 

General 

General 
Recreation and Parks 
Community Development 
Seismic Bond Reimbursement 
Other Governmental Funds 

General 

Power 

Other Governmental Funds 

Amount 
$ 394 

25 
2 ,330 
4,077 

1 4,9 1 1 
29,000 

1 ,079 
138 

51 954 

1 1 9  

3 351 

1 ,739 
1 027 
2 766 

39 

1 2,383 
1 5  

346 
540 

6 999 
20 283 

3 51 6 

67 447 

1 1 1  

$ 149 586 

The receivable balance of the General Fund from the various governmental funds 
resulted from transfers from the Reserve Account as short-term loan to cover tardy 
receipts of revenues, while the payable balance is composed primarily of encumbered 
and unexpended budgetary transfers for certain costs allocated to the various funds. The 
receivable from the Power Enterprise Fund is related to transfers in accordance with 
budgetary authorizations. 

The payable balance of the General Fund to the Harbor Enterprise Fund is related to the 
current portion of a litigation settlement. The payable balance of the Power Enterprise 
Fund to the Water Enterprise Fund is related to outstanding costs of certain 
administrative functions shared by the fundsB-96 
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it\dvances To/Freim Other Funds 

Receivable Fund Payable Fund Amount 
"i3eneral Recreation and Parks $ 3,230 

Other Governmental Funds 7,213 
Other Enterprise Fund 

1 0 450 

Proposition A Local Transit Assistance Other Governmental Funds 6 898 

Recreation and Parks Other Governmental Funds �27 

Other Governmental Funds Community Development 1 ,447 
Other Governmental Funds 30 693 

32 140 

Harbor General 51 51 1 

Sewer General 487 
Other Governmental Funds 3 034 

3 521 

Jl,gency Funds Recreation and Parks 7,000 
Other Governmental Funds 5,621 

1 2  621 

Total s nz 968 

lhe above balances represent interfund borrowings payable beyond one year. The 
payable batance of the General Fund to the Harbor Enterprise Fund is related to the 
noncurrent portion of a litigation settlement. 

lnterfund Tr]msfer� 

Transfors In Transfers Out Amount 
General MICLA Special Revenue $ 9,377 

Other Governmental Funds 4,969 
Power 1 85,358 
Water 27 523 

227 227 

Proposition A Local Transit Assistance General 
Other Governmental Funds 34 

37 

Recreation and Parks General 1 1 0, 167 
Other Governmental Funds 484 

1 1 0  651 

Special Gas Tax Streeit Improvement Other Governmental Funds 467 

Community Development Other Governmental Funds 9 665 

MICLA Specia l Revenue General 342 
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Transfers In 
MICLA Debt Service 

Other Governmental Funds 

Other Enterprise Fund 

Total 

Transfers Out 
General 
MICLA Special Revenue 
Other Governmental Funds 

General 
Proposition A Local Transit Assistance 
Recreation and Parks 
Community Development 
MICLA Debt Service 
Other Governmental Funds 
Other Enterprise Funds 

General 

Amount 
$ 54, 1 74 

5,544 
40 427 

1 00 1 45 

21 0,054 
3,039 

364 
3 , 126 

301 
45,539 

55 
262 478 

1 000 

$ 712 012 

Transfers are used to (a) move revenues from the fund that statute or budget requires to 
collect them to the fund that statute or budget requires to expend them, (b) move 
receipts restricted to debt service from the funds collecting the receipts to the debt 
service fund as debt service payments become due, (c) use unrestricted revenues 
collected in the General Fund to finance various programs accounted for in other funds 
in accordance with budgetary authorizations, and (d) move unrestricted revenues 
collected in certain enterprise funds to partially finance various programs in the General 
Fund in accordance with budgetary authorizations. 

G. Accounts Payable and Accrued Expenses 

The primary government's accounts payable and accrued expenses at June 30, 2003 is 
broken down as follows (in thousands): 

Accounts, Contracts and Retainage Payable 
Accrued Salaries and Overtime Payable 
Intergovernmental Payable 
Other Current Liabilities 

Total 
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Governmental 
Activities 
$ 130,637 

1 06,249 
1 9 ,703 

$ 256 589 

Business-type 
Activities 
$ 420,721 

50, 147 

24.208 

$ 495 076 
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H. Long-bnm Liabilities 

Governmental Activities 

!�hanges ii} Long-term Liabilities 

The changes in the governmental activities long-term liabilities for the year ended June 
:m, 2003 ar,e as follows (in thousands): 

Beginning Ending Due Wrthin 
Balance Additions Reductions Balance One Year 

General Obligation Bonds $ 765,535 $ 341,255 $ (128,670]1 $ 978 , 120 $ 66,730 
.ludgment Obligation Bonds 74,770 (33,320]1 41 ,450 6,655 
Notes Payable 92 (92] 
Certificates of Participation 

and Lease Revenue Bonds 1 ,477,890 671 ,405* (594,671 ) 1 ,554,624 1 03,888 
Special Assess1rents and 

Revenue Bonds 1 87,510 1 07,085 (4, 130) 290.465 6,435 
L.oans Payable lo HUD 1 05 223 2 095 (2 81Z) 1 04,501 2,282 
Total Bonds, Nc,t,:!s and Loans 2,61 1 ,020 1 , 121 ,840 (763,700) 2,969,1 60 1 85,990 
Compensated Absencen 309,676 22,042 (35, 188) 296,530 30,647 
Claims and Jud�1ments 1 ,231 , 1 92 225,931 (1 87,871) 1 ,269,252 236,224 
Landfill Liability 49 225 (3 262) 46,013 4,079 
Governmental Activities 

Long-tenr1 Liabilities $4 ?01 163 $1 369813 $ 1990 Q21) §4 58Q 955 s 456 940 

* Includes $17. 1 8  millii:>n adjustment as discussed on page 1 01 .  

General Obligation Bonds (GO Bonds} 

The voter authoriizations for general obligation bonds are summc:1rized as follows (in 
thousands): 

Amount Amount 
Election Amount Issued as of Authorized 

Date Project Authorized JunH 301 2003 But Unlssued 
Jl.pril 1 989 Branch Library Facilities $ 53,400 $ 53,400 $ 
Jl.pril 1 989 Police Facilities 176,000 1 76,000 
April 1 989 Fi re Safety Facilities 60,000 60,000 
June 1990 Se!ismic Safety Projects 376,000 376,000 
l\:ovember 1998 Library Facilities 1 78,300 1 78,300 
November 1 998 Zc10 Facilities 47,600 47,600 
November 2000 Fire, Paramedic, Helicopter and Animal 

Shelter Projects 532,648 230, 145 302,503 
March 200:2 Emergency Operations, Fire, Dispatch 

and Police Facilities 600,000 1 55,775 444,225 
T::ital i2,023,948 ... l..1.i277 220 � 746 728 
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The GO bonds outstanding as of June 30, 2003 and the original amounts issued are as 
follows (in thousands): 

Final Original Outstanding 
Maturity Interest Rates Amount Balance 

Series 1993-A 9/01/13 4.50% - 7.50% $ 1 47,000 $ 22,050 
Series 1993-B, Refunding 9/01/08 4.50% - 7.50% 31 ,320 29,1 35 
Series 1993-C, Refunding 9/01/1 1 4.60% - 7.60% 49,240 45,900 
Series 1994-A 9/01/14 4.75% - 7.50% 1 1 0,700 1 1 ,070 
Series 1995-A 9/01/1 5 4.20% - 6.50% 229,970 1 1 ,500 
Series 1 998-A, Refunding 9/01/15 4.00% - 5.25% 1 1 9,990 102, 1 80 
Series 1 999-A, Refunding 9/01/14 3.00% - 4.70% 97,320 94,020 
Series 1 999-B 9/01/19 4.75% - 6.00% 60,000 36,000 
Series 2000-A 9/01/20 4 . 1 25% - 5.50% 88,330 65,080 
Series 2000-B, Refunding 9/01/06 4.00% - 5.00% 49,440 48,835 
Series 2001-A 9/01 /21 4.00% - 5.00% 201 ,290 171 ,095 
Series 2002-A 9/01 /22 2.50% - 5.25% 262,200 262,200 
Series 2002-B, Refunding 9/01/14 2.00% - 5.00% 79 055 79 055 

Total $ 1 525 855 $ 978 120 

Judgment Obligation Bonds (JOBs} 

In  June 1 998, the City issued JOBs to refund taxes that were previously collected but 
were adjudicated as discriminatory against interstate and intercity commerce. The City 
issued two more JOBs in April 2000 and August 2000 to pay judgments related to claims 
under the Fair Labor Standards Act. 

The judgment obligation bonds outstanding at June 30, 2003, and the original amounts 
issued are as follows (in thousands): 

Final Original Outstanding 
Maturi!)! Interest Rates Amount Balance 

Series 1 998-A 4/01/08 4.25% - 4.75% $ 25,000 $ 12 ,755 
Series 2000-A 4/01/1 0 4.25% - 5.25% 25,000 1 7,500 
Series 2000-B 8/01/10 4.00% - 5.00% 1 3  995 1 1 , 1 95 

Total $ 63 995 $ 41 450 

Notes Payable 

The notes were issued for the purchase of a property that was developed into a parking 
facility. The notes, which were originally issued for $2.75 million, matured in September 
2002 and carried an interest rate of 1 1  %. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Certificate§ of Participation and Lease Revenue Bonds 

In 1 984, the Mc1yor and the City Council directed that a lease-purchase program for 
equipment be established. This program was subsequently exp:::inded to include real 
property projects. A nonprofit corporation, the Municipal lmproveme,nt Corporation of Los 
Angeles (MICLA) was created to serve as the lessor. The City and MICLA have entered 
i nto a number cif lease-purchase programs funded through the �;ale of certificates of 
participation and' lease revenue bonds. The City also entered into a lease-purchase 
agreement with the Los Angeles Convention and Exhibition Center Authority, a joint 
powers authority between the City and the County, for the construction and expansion of 
the Los Angeles Convention Center. 

During fiscal yecir 2003, MICLA issuances are as follows: (a) Program AU for $70.7 
million- to finance the acquisition and installation of cer1ain equipment and the 
acquisition of certain real property; (b) Program T3 for $42 .4 million- to finance the 
acquisition of and improvements to certain real property; (c) Program AV for $43.3 
million to current refund certain certificates of participation and revenue bonds with an 
aggregate outstanding balance of $42 .2 million; and (d) Project AW for $36.2 million- to 
finance the acquisition of an office building complex and to finance the design costs for a 
City police headquarters. 

Included in the additions for certificates of participation and lease revenue bonds is an 
adjustment to res.tore $17.2 million outstanding bonds that were subject to a crossover 
n3funding. Until the crossover date of September 1 ,  2007, both the refunding and the 
n3funded bonds will remain as long-term debt. 

The aggregate outstanding balance at June 30, 2003 and the aggregate original amount 
i�;sued far IVIJCLA's certificates of participation and lease revenue bonds are as follows 
(in thousands): 

Original Outstanding 
Final Maturity Interest Rates Amount Balance -----

I\/IICLA Various Projects Various dates 
through 2033 2.90% - 7.25% !,.Ll9.1 015 $ 981 330 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

The Convention Center lease revenue bonds outstanding at June 30, 2003, and the 
original amounts issued are as follows (in thousands): 

Final Original Outstanding 
Maturity Interest Rates Amount Balance 

1990 Series 8/1 5/21 6.200% - 7. 100% $ 202,030 $ 17 ,383 
1 993 Series A, Refunding 8/1 5/21 4.600% - 6. 125% 503,870 51 , 1 80 
1 998 Series A 8/1 5/24 6.500% - 7. 125% 45,580 43, 1 66 
2003 Series A, Refunding 8/1 5/15 2.000% - 5.000% 226,045 226,045 
2003 Series B through F, 

Refunding 8/1 5/21 variable 235 520 235 520 

Total $ :I 2:13 Q4f2 $ f2Z3 294 

In  May 2003, the City issued $226 million fixed rate and $235.5 million \0riable rate 
lease revenue refunding bonds to pay at maturity or current refund outstanding 
Convention Center lease revenue bonds with a par value totaling $452.5 million.  

The variable rate refunding bonds of $235.5 million accrue interest at the Initial I nterest 
Rate from the date of delivery to and including June 1 5, 2004 (2.903% - 2 .908%). There 
is no optional right to tender the bonds during the Initial Interest Rate period. On June 
1 6, 2004, the bonds will be subject to mandatory tender and unless the City directs in 
writing, the bonds will accrue interest based on the Weekly Rate Mode. Under the 
indenture agreement, the bonds may be converted to a Daily Rate Mode, a Weekly Rate 
Mode, an Auction Rate Mode, a Commercial Paper Mode, a Term Rate, or a Fixed Rate 
Mode. The remarketing agent determines the applicable interest rates. Bonds in the 
Daily Rate Mode or the Weekly Rate Mode will be subject to optional tender for 
purchase. The bonds are also subject to mandatory tender for purchase upon the 
occurrence of certain events. 

The purchase price of tendered bonds are payable from the proceeds of remarketing the 
bonds. To the extent that the remarketing proceeds are insufficient or not available 
therefore to pay the tendered bonds, payment shall be drawn from a liquidity facility 
provided under a Standby Bond Purchase Agreement entered into by the City, the 
Tender Agent and certain financial institutions on June 4, 2003. The liquidity facility 
agreement expires on June 4, 2008, unless extended or terminated. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTB 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS {Continued) 

Special A�sessment and Revenue Bonds 

In July 2002, th«:! City issued $1 9.6 million special assessment bends bringing the total 
special assessments debt issuances to $44.3 million as of ,June 30, 2003. The bonds 
were issued to finance the acquisition and construction of, and improvements to certain 
park, recre!ation and community facil ities owned by the City. The bonds carry interest 
rates ranging from 3.75% to 7.00% and mature through March 2022. At June 30, 2003, 
the outstanding special assessments bonds were $38.4 mill iC)n. The City levies annual 
assessments on the parcels located within the City in an amount s ufficient to provide for 
the debt s,erviCE! of the bonds. The assessments, which constitute fixed liens on the 
parcels, an� pledged to the payment of the bonds. The City has covenanted to take all 
steps necessary to assure the timely collection of the assessments, including without 
limitation, the enforcement of delinquent assessments. 

1ln February 2003, the City issued $39.6 million parking system revenue bonds to 
reimburse a fund for the cost of acquisition of a parking lot. As of June 30, 2003, the total 
parking revenue, bond issuances amounted to $120.6 million with an outstanding 
balance of' $1 1 7.6 million. The bonds are payable from and secured by a pledge of the 
parking revenues generated from parking facilities owned by the City. The bonds carry 
interest rates ranging from 2.00% to 5.25% with final maturity date cf May 2029. 

In April 2003, the, City issued $47.8 million sanitation equipment charge revenue bonds. 
As of June 30, 2003, the total sanitation charge revenue bond issuances amounted to 
S1 34.5 million. The bonds were issued to finance the acquisition and construction of 
certain equipment and facilities for the refuse collection and disposal system of the City. 
The total amount issued is outstanding at June 30, 2003. The bonds carry interest rates 
ranging from 3.625% to 5.25 % with final maturity date of February �:020. 

Pebt Servic•e Requirement 

The debt service requirement to maturity for the governmental aGtivities general and 
judgment obligatkm bonds, certificates of participation and revenue bonds are as follows 
(in thousands): 

Fiscal Year ___ 

2004 
2005 
2006 
2007 
2008 
2009 - 20 1 3  
2014 -20 1 8  
201 9 - 2023 
2024 - 2028 
2029 - 2033 

Net UnamortizHd Premium/ 
(Discounts and Deferred 
Charges) 

Total 

Principal 
$ 183,708 

198,578 
194,998 
198,280 
213,970 
789,090 
560,210 
41 4,590 
86,350 
24 !;!85 

2,864,659 

(9 181 )  
$2 855 478 
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Interest 
$ 1 25,414 

125,080 
1 1 9,047 
1 00,929 
92, 195 

341 ,308 
185,413 
73,722 
20,075 

2 924 
1 ,  186, 1 07 

$1 186 1Q7 

Total 
-----

$ 309, 1 22 
323,658 
314,045 
299,2:)9 
306,1 135 

1 , 130,398 
745,6:23 
488,3 12  
106,425 
27 809 

4,050,7H6 

_ _N.1Jtl) 
$4 041 Sli.Q 



CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Contin ued) 

Interest requirements include those of the Convention Center variable rate refunding 
bonds using the 2.903% - 2.908% initial interest rate. 

Loans Payable to HUD 

The Loans Payable to HUD will be repaid from program income generated by HOME 
and Community Development Block Grant entitlements and the Section 1 08 Loan 
Program Funds. The debt service requirements to maturity are as follows (in thousands): 

Fiscal Year Principal I nterest Total 

2004 $ 2,282 $ 5,731 $ 8,01 3 
2005 4,343 5,534 9,877 
2006 2,423  5,331 7 ,754 
2007 2,563 5, 1 84 7,747 
2008 9,613 4,828 14,441 
2009 - 2013 41 ,405 1 6,073 57,478 
2014 - 201 8 31 ,432 4,634 36,066 
201 9  10 440 4 190 14 630 

Total $104 501 $ 51 505 $156 006 

The interest rates on the above loans range from 2.92% to 7.21 % and have maturity 
dates through 201 9. 

Business-type Activities 

Changes in Long-term Liabilities 

The changes in  the business-type activities long-term liabilities for the year ended June 
30, 2003 are as follows (in thousands): 

Bei:iinnini:i Endini:i Due Within 
Balan�2 8gdili2ns Bed!.!�i!21JS Bi!lsnce One Year 

Airports Revenue Bonds and Notes, Net $ 341,542 $ 228,864 $ (133,784) $ 436,622 $ 25,525 
Harbor Revenue Bonds and Notes, Net 890, 1 16 388,233 (426,346) 852,003 20,503 
Power Services Revenue Bonds and 

Notes. Net 3.413,588 464,655 (482,975) 3,395,268 163,180 
Water SeNices Revenue Bonds and 

Notes. Net 1 ,045,551 516,480 (217,209) 1 ,344,822 47,632 
Wastewater Svstem Revenue Bonds and 

Notes, Net 2 033,780 835,279 (571 739} 2,297,320 331 ,530 

Total Revenue Bonds and Notes, Net 7,724,577 2.433,5 1 1  (1,832,053) 8,326,035 588,370 
Capital Lease Oblii:tations 1 24,554 (69, 108) 55,446 798 
Compensated Absences 87,354 85,547 (72,271) 100,630 78.013 
Claims and Judriments l2§ 2Ja J� az!:l £,l lQ�l l,Q Z§2 12  767 

Business-type Activities Long-term 
Liabilities i 8 064 503 § 2 532 934 i (1 994 5;m i 8 602,900 § 679 948 
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CITY OF LOS ANGELES 

NC)TES TO THE BASIC FINANCIAL STATEMENn, 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

New lssua_nces 

The Airports issued the following revenue bonds in fiscal year 2003: $32.5 million and 
$57.4 mill ii:m in December 2002, $23.7 million in February 2003 to finance capital 
improvements, a1nd $103.6 million in May 2003 to advance refund a portion of a prior 
revenue bond issue. These bonds are payable from and secured by a pledge of the 
Airports revenues. The $57.4 million and $23.7 million bonds are1 also secured by an 
irrevocable direct pay letter of credit from a consortium of certain financial institutions. 

In November 2001 , the Harbor obtained a credit agreement to provide liquidity support 
for the issuance of commercial paper notes not to exceed $:175 million as a means of 
i nterim financing primarily for the construction, maintenance, ancl replacement of the 
Harbor's structures, facilities, and equipment. The Harbor intends to refinance the 
i:;ommerciall pap1:!r on a long-term basis by uninterrupted renewc1I of the commercial 
paper and future1 issuance of revenue bonds. Rates varied on the commercial paper 
from 0.80%, to 1 .65% during the fiscal year ended June 30, 2003. Due dates also vary 
but nom,ally less than 270 days from the issue dates. As of June 30, 2003, the Harbor's 
<:ommercial paper outstanding was $92 million. 

In  August 2002, the Power Enterprise Fund issued $388.5 million variable rate bonds for 
the purpose of clefeasing outstanding commercial paper. The net proceeds from the 
issuance were deposited into a trust and were used to secure the new bonds until 
September 2002 at which time the commercial paper was paid. In November 2002, the 
Power EnterprisH Fund issued $14 million fixed rate minii bonds to be used for 
d istribution system capital improvements. 

In January 2003, the Water Enterprise Fund issued $300 million fixed rate bonds to be 
used for water system capital improvements. In March 2003, an additional $202 million 
fixed rate refunding bonds were issued to refund outstanding revenue bonds issued in 
1 993. 

Wastewater revenue bonds and commercial paper notes amounting to $569.8 million 
and $300 million, respectively, were issued during the year. The bonds are refunding 
issues while1 the proceeds of the commercial paper notes were issiued as a means of 
interim financing for the construction of sewer facilities. 

R- 1 05 



CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Outstanding Balances 

The business-type activities outstanding revenue bonds and notes at June 30, 2003, and 
the original amounts issued are as follows (in thousands): 

Airports 
Fixed rate revenue bonds 
Commercial paper notes 
Subtotal 

Harbor 
Fixed rate revenue bonds 
Commercial paper notes 
Notes payable 
Subtotal 

Power 
Fixed rate revenue bonds 
Variable rate revenue bonds 
Subtotal 

Water 
Fixed rate revenue bonds 
Variable rate revenue bonds 
Loans payable 
Subtotal 

Sewer 
Fixed rate revenue bonds 
Variable rate revenue bonds 
Commercial paper notes 
Subtotal 

Total 

Less: Unamortized deferred 
charges and discounts/ 
premiums 

Net Revenue Bonds and Notes 

Final 
Maturity 

2026 

2027 

201 5 

2032 
2036 

2044 
2036 
2022 

2033 
2031 

Interest Rates 
Original 
Amount 

3.500% - 8.380% $ 706, 1 05 
variable 1 5  500 

4.875% - 6.625% 
0.800% - 1 .650% 
4.500% - 5.500% 

4.375% - 5.945% 
variable 

4.014% - 5.202% 
variable 
2 .320% 

3.600% - 8.700% 
variable 

0.800% - 1 .200% 

721 .605 

964,625 
92,002 

9,887 

2,929,430 
1 ,009. 100 
3,938,530 

1 ,056,635 
325,000 

1 3,252 

1 ,845,660 
308,600 
300,000 

2,454.260 

$ 9.575,796 

B- 1 06 

Outstanding 
Balance 

$ 41 1 ,465 
1 5,500 

426.965 

758,21 5  
92,002 
9,887 

860. 1 04 

2,443,180 
1 ,009,1 00 
3,452,280 

1 ,053, 1 53 
325,000 

1 3,252 
1 ,391,405 

1 ,741 , 1 65 
307,900 
299.800 

2.348,865 

8,479,61 9 

(1 53,584) 
$ 8,326,035 



CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTB 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Contin ued) 

The Airports variable rate commercial paper notes of $1 5.5 million 1::;urrently bear interest 
at a market rate! not to exceed 12% per annum. During the yec1r the actual average 
interest rate was 1 . 1 3%. The Airports implemented a commerc 1al paper program to 
finance a portion of the Airports' short-term borrowing needs as well as pay all of the 
principal of and interest on the notes when due. The program authorization is $300 
million. The commercial paper notes are secured by an irrevocable direct pay letter of 
credit in the amount of $163.5 million from a consortium of certain financial institutions. 

The Power and Water Enterprise Funds' variable rate bonds cum:mtly bear interest at 
daily and weekly rates ranging from 0.97% to 1 .05%,  and 0.85% to 1 .05%, respectively, 
as of June 30, 2003. DWP can elect to change the interest rate period of the bonds, with 
certain limitatiom,. The bondholders have the right to tender the bonds to the tender 
agent on any business day with seven days prior notice. DWP has entered into Standby 
Agreements with a syndicate of commercial banks in an initial amc,unt of $620.6 million 
and $388.5 million for Power, and $325 million for Water to provide liquidity for these 
bonds. The extended Standby Agreements expire in February 2004 (for the $620.6 
million) and August 2004 (for the $388.5 million) for Power, and in March 2004 and 
November 2004 for Water. Bonds purchased under the agreements will bear interest 
that is payable quarterly at the greater of the Federal Funds Rat,s plus 0.50% or the 
bank's announced base rate, as defined. The unpaid principal of bonds purchased is 
payable in ten equal sem ... annual installments, commencing after the termination of the 
c1greements. At its discretion, DWP has the ability to convert the outstanding bonds to 
fixed rate obligations, which cannot be tendered by the bondholder� •. These bonds have 
been classified as long-term in the financial statements as the liquidity facilities give 
DWP the ability to refinance on a long term basis and DWP intend�; to either renew the 
facility or exercisei its right to tender the debt as long term financing . That portion which 
would be due in the next fiscal year in the event that the outstandin�1 variable rate bonds 
were tendered and purchased by the commercial banks under the Standby Agreements 
has been included in the current portion of long-term debt and Wc:IS $100.9 million for 
Power and $32.5 million for Water as of June 30, 2003. 

The Wastewater System variable rate revenue bonds initially carriecl interest in the Long 
Mode at the Long Rate, which was 2. 1 5%, and was paid on OctobHr 31 , 2002, the final 
d,ate of the initial Long Mode. The interest thereafter automatically converted to the 
·weekly Mode (1 .25% as of June 30, 2003) and the bonds are no longer subject to 
mandatory tEmder. Long Mode and Weekly Mode are defined as thH mode in which the 
iinterest rate! payable is adjusted at the intervals determined by the applicable 
remarketing agent. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

The debt service requirements to maturity for the business-type activities revenue bonds 
and notes to be paid from operating revenues of the respective Enterprise Funds are as 
follows (in thousands): 

2004 
2005 
2006 
2007 
2008 
2009 - 2013  
201 4 - 2018 
201 9 - 2023 
2024 - 2028 
2029 - 2033 
2034 - 2038 
2039 - 2043 
2044 
Total 

Fiscal Year 

Less: Unamortized Discounts/ 
Premiums and Deferred Charges 

Net 

Principal 
$ 454,960 

170,253 
164,831 
156,873 
137,055 

1 ,027,970 
1 , 195,539 
1 ,560,406 
1 ,380, 1 1 5  
1 , 144,765 

544,365 
255, 180 
179 805 

8,372, 1 17 

(1 53 584) 

$ 8 218 533 

Interest 
$ 353,364 

342,923 
334,144 
326,133 
319,361 

1 ,458,225 
1 ,1 53,41 7 

823,268 
458,059 
225,447 
1 30,983 
63,055 

5,988,379 

$5 988 379 

Total 
$ 808,324 

513,176 
498,975 
483,006 
456,416 

2,486,195 
2,348,956 
2,383,674 
1 ,838,174 
1 ,370,212 

675,348 
31 8,235 
179 805 

14,360,496 

(153 584) 

$ 14 206 912 

The above schedule does not include the debt service requirements for the Airports' 
$15.5 million and the Harbor's $92 million commercial paper notes. The Airports and the 
Harbor intend to refinance the notes on a long-term basis by uninterrupted renewal of 
the commercial paper and/or issuance of revenue bonds. 

The schedule of maturities for fiscal year 2004 exclude $1 00.9 million and $32.5 million 
in variable rate bonds for the Power and Water Funds, respectively, that were classified 
as short term for reporting purposes as described earlier. 

Interest requirements include those of the variable rate debt using the average variable 
debt interest rate in effect as of June 30, 2003 as follows: Power Services Variable Rate 
Bonds- 1 .01 %, Water Services Variable Rate Bonds- 0.997%, and Wastewater System 
Variable Rate Refunding Bonds- 1 .25%. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTF: 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Fiduciary Funds 

The notes payable of the Fire and Police Pension System are secured by real estate. 
Interest rates ra nge from 2.82% to 8.26%. The debt service payments to maturity for 
these notes are as follows (in thousands): 

Fiscal Year Principal Interest Total -
2004 $ 2,571 $ 9,786 $ 12 ,357 
2005 58 ,433 9,574 68,007 
:W06 1 5, 555 9,039 24,594 
:W07 1 4,952 7 , 165 22, 1 1 7  
:wo8 1 5,773 6,606 22,378 
2009 - 201 �1 66,770 14 ,457 81 ,227 
201 4  - 201 8  5 ,8 1 8  1 1  ,989 1 7,807 
201 9 - 202�: 8,383 9,424 1 7,807 
2024 - 2028 1 3,537 5,718 19 ,255 
2029 - 2032: 7 526 1 ,1 83 8,709 

Total $ 209 31B $ 84 !MO $ 294 258 

C:omponent Unit 

At June 30, 2003 balances and the original amounts of the CRA's long-term liabilities are 
as follows (in thoLtsands): 

Final Interest Ori!:1inal OutstandinA 
Maturi!Y Rates Amount Balance 

Tax Allocation Bonds 
Fixed Ratet 2032 2.625% - 9. 750% $501 ,501 $ 445,889 
Variable Rate 2018 variable 80,000 50.000 

Project Notes 
Fixed Rate· 2009 8.000% - 8. 750% 1 .098 825 

Variable Rate 2003 variable 10,000 6,444 
No fixed tenn 0.00% - 1 0.000% 3,41 8 3,350 

ParkinQ System Revenue Bonds and Notes 2032 4.60% - 10.000% - �§ 2�� 46 258 
Total 0042,275 552,766 
Unamortized Discount (2,628) 
Amount due within one year (15 012) 
Amount due in more tihan one year � 535,1 26 

loans Payable to Primary Government 
Communitv Develc,pment Block Grant Loans !� 50.671 $ 50,671 
CDBG 20-vear and Float loans 2021 3.000% - 5.000% 2l2 JZ� 25 379 

Total 8 76,050 $ 76,050 

The interest: rate on the outstanding variable tax allocation bond:; of $50 million is 
de1termined by the remarketing agent pursuant to the bond indenture, agreement (1 .95% 
sis of June �10, 2003). The interest rate on the outstanding variable rate project note of 
$€,.4 million is dete�rmined by using the bank's prime rate plus 1 00 basis points or the 
L.1 130R rate plus 2�(5 basis points pursuant to the revolving loan agreement (3.79% as of 
June 30, 200:3). 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Contin ued) 

The debt service requirements to maturity for the CRA's long-term liabil ities to be paid 
from incremental property taxes and certain special revenues are as follows (in 
thousands): 

Ei§!:iii!I :l!i!ii!C P[j[J"ii;iat l[Jl!i!�it Totar 

2004 $ 15,012 $ 30,950 $ 45,962 
2005 16,001 29.473 45.474 
2006 19.418 29,064 48.482 
2007 14,103 27,91 8 42,021 
2008 14.454 27,097 41 ,551 
2009 - 201 3  99, 173 122,229 221 .402 
201 4 - 201 8  94.946 92.718 1 87.664 
201 9 - 2023 1 57,337 59,426 216,763 
2024 - 2028 105.308 29.223 134,531 
2029 - 2033 42,343 5,268 47.61 1 
2034 - 2038 50 721 50 721 

Total 628,81 6  453,366 1 ,082,182 
Unamortized Discount (2 62t;U (2 628) 
Net $ 626,1 88 $ 453,366 $ 1 ,079,554 

Interest requirements include those of the variable rate bonds and notes using the 
variable debt interest rate in effect as of June 30, 2003 of 1 .95% and 3.79%, 
respectively. 

I. Tax and Revenue Anticipation Notes 

During the year, the City issued tax and revenue anticipation notes in advance of 
property tax and other revenue collections, depositing the proceeds in a General Fund 
account. The notes are issued to pay the City's annual contribution to the Fire and Police 
Pension Fund at the beginning of the fiscal year and to provide effective cash flow 
management of the General Fund. The additional interest earned by the pension fund 
from this early payment is used to discount the required City contribution without 
reducing the pension fund's annual receipts. 

Short-term debt activity for the fiscal year ended June 30, 2003 was as follows (in 
thousands): 

Tax and Revenue Anticipation Notes 

J. Interest Rate Swaps 

Beginning 
Balance 

$ 

Issued 

$332,600 

Redeemed 

$ (332,600) 

Ending 
Ba ranee 

$ 

Objective of the swaps. In May 2003, in order to protect against the potential rising of 
interest rates, the City entered into two separate pay-fixed, receive-variable interest rate 
swap agreements on the $235 .5 million Convention Center variable-rate lease revenue 
refunding bonds. The costs associated with the swaps are less than what the City would 
have paid to issue fixed-rate debt. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAfLED NOTES ON ALL FUNDS (Continued) 

Terms, fair values, and credit risks. The terms, including the ��air values and credit 
ratings of the outstanding swaps as of June 30, 2003 are as follows (dollar amounts in 
thousands): 

Swap 
Notional Effective Fixed Rate Variable Rate Tem1ination Counterparty 
8rmu.mt _J� eaid Be�ei�d Estic llal �d� ___ !;>si1� Credit Rating 

$ 1 17,760 06/01/04 2.9030% 65% of LIBOR $ 1 ,2 19  AugLst 2021 Aaa/AANAAA 
:I :11 7g,Q __ 06/01/04 2.9075% 65% of LIBOR l H23 ALIQLSt 2021 Aa3/AA-/AA-

$ 2351520 $ 2,382 

The notional amounts of the swaps match the principal amount of the associated debt. 
The swap agreements contain scheduled reductions to outstand. ng notional amounts 
that follow scheduled reductions in the associated debt. 

Fair Values. Because interest rates have risen since the date the swaps were entered 
into, the s•i11,aps have a positive fair value as of June 30, 2003. The fair values were 
nstimated using the zero-coupon method. This method calculates the future net 
settlement payments required by the swap agreements, assuming that the current 
forward ratE�s implied by the yield curve correctly anticipate future! spot interest rates. 
These payments are then discounted using the spot rates implied by the current yield 
curve for hypothe!tical zero-coupon bonds due on the date of each future net settlement 
on the swaps. 

Credit risk. The fair values of the swaps represented the City's credit exposure to the 
swap counterpaiiies as of June 30, 2003. Should the counterparties to these 
transactions. fail to perform according to the terms of the swap contracts, the City faced a 
maximum possible loss equivalent to the swaps' aggregate fair value of $2.4 mi llion. To 
mitigate credit risl<, a counterparty must fully collateralize the fair va lue of the swap with 
U.S. government securities if two of its credit ratings fall below Moody's Investors 
Service Aa3i, and/or AA- of Standard & Poor's and Fitch Ratings. Col lateral would be 
posted with a thircl-party custodian. 

Basis risk. The C ity is exposed to basis risk on the swaps after June 1 ,  2004 when the 
mlationship betweien LIBOR and the actual rates on the associated variable rate bonds 
converge.  Should the rates move to convergence, the expected cost savings may not be 
re�alized . .As of June 30, 2003, the variable bond rate was 0.86% while 65 percent of the 
LIBOR was 0.728%. 

Termination risk. The City or the counterparties may terminate the swap if the other party 
fa1ils to perform under the terms of the contract. If at the time of the t,�rmination the swap 
has a negative fair value, the City would be liable to the counterparty for that payment. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Swap payments and associated debt. Using rates as of June 30, 2003, net swap 
payments and debt service requirements of the associated variable-rate debt are as 
follows (in thousands): 

Variable-Rate Bonds Interest Rate 
Fiscal Year Princi12al Interest Swa12s, Net Total 

2004 $ $ 2,096 $ $ 2,096 
2005 2,025 4,61 5 6,640 
2006 2,025 6,998 9,023 
2007 2,025 6,998 9,023 
2008 2,026 6,998 9,024 
2009-201 3  1 0, 127 34,991 45. 1 1 8  
2014-201 8  73,850 9,81 5 33,91 0 1 17 ,575 
201 9-2022 1 61 ,670 3,346 1 1  578 1 76,594 
Total i 235.520 $ 33,485 $ 1 06

1
088 $ 375

1
093 

As rates vary, variable-rate bond interest payments and net swap payments will vary. 

K. Power Enterprise Fund Derivative Instruments 

As a result of the change in election under GASB Statement No. 20, the Power 
Enterprise Fund no longer records its derivative instruments at fair value in the 
statement of net assets. The Power Enterprise Fund has four main types of derivative 
instruments as of June 30, 2003: electricity forward contracts, electricity swaps, 
electricity option and swaption contracts, and gas forward contracts. 

Objective of electricity forward contracts. DWP routinely enters into electricity 
forward contracts to manage its requirements to service its electric customers. Forward 
contracts to buy or sell energy scheduled for delivery in future periods generally qualify 
as derivative instruments as described in GASB Technical Bulletin 2003-1 , ''Disclosure 
Requirements for Derivatives Not Reported at Fair Value on the Statement of Net 
Assets," (GTB 2003-1) .  

Objective of electricity swaps, options and swaptions. In order to obtain the highest 
market value on energy that is sold into the wholesale market, DWP monitors the sales 
price of energy which varies based on which hub the energy is to be del ivered. There 
are three primary hubs within DWP's transmission region: Palo Verde, California-Oregon 
Border and Mead. DWP enters into various locational swap transactions with other 
electric utilities in order to effectively utilize its transmission capacity and to achieve the 
most economical exchange of energy purchased and sold. 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE: 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

A call option is the right, but not the obligation, to buy energy at a fixed price on or before 
a specific date. Because the DWP has excess electric generation available at certain 
times during the year, it sells call options for a premium to other utilities. If the buyer calls 
the option.. DWP is obligated to sell the energy for a specified dollar amount and deliver 
it to a specific de,livery point. If the buyer does not call the option, DWP has no obligation 
to deliver emergy, but does retain the premium paid. Premiums received are deferred 
and amortized to income over the period the option is outstanding and are recorded as 
part of sales for resale revenue. As of June 30, 2003, the Power Enterprise Fund has 
J"ecorded $1 .3 million of deferred option revenue relating to options and swaptions 
1�ntered into prior to the fiscal year end. 

Objective of ga�; forward contracts. DWP enters into gas forward contracts in order to 
i;upply its gas requirements to produce electricity to serve its custcmers. DWP does not 
routinely enter into sale or swap transactions for gas. Through fisc:al year 2003, all gas 
transactions entered into by DWP were physical transactions. 

Certain of the derivatives described above qualify as an exception provided under GTB 
2003-1 for actMties that are considered normal purchases and normal sales. These 
transactions are E�xcluded from the scope of GTB 2003-1 . 

1rerms, fai't value, and credit risks. As of June 30, 2003, the Power Enterprise Fund 
had the following derivatives which were not rec orded at fair valuH in the statement of 
riet assets: 

Cash 
Received at 

Firs I Last Fair Derivative 
Total Contract Contract Price Effective Termination Value Inception 

j)�§C[iQligo QysuJtitiij§ RQ!UJ� i P�� !JCil !;liiite Dal!il ,ic llJeU§fi!!Js!W [in thousands' 

Electricity Swaps 
Purchases. ·• 1 1 0,451 MW $ 59.00 - $ 70.25 7/1/03 9/30/03 $ (219) $ 
Sales * 1 1 0.451 MW 63.60 - 78.00 7/1/03 9/30/03 71 82 

Electricity Swaption 
Contract 30,800 MW 78.00 7/1/03 9/30/03 242 601 

Electricity Option 
Contracts 

Sales ** 87,640 MW 76.49 95.00 7/1/03 9/30/03 2,963 937 

Gas Contract *"* 49,500,000 MMBtu 3.76 - 5.18 3/15/91 3/15106 (2,736) 

* The swap contracts include one contract with a price partially dependent on the SoCal Border Daily Gas 
Index, whi-ch averaged $5. 1 0  per MMBtu (Million British Thermal Units) a; of June 30, 2003 for the 
forward period of July 1 ,  2003 - September 30, 2003. 

"" The electrii::ity option contracts include one contract with a price that is dependent on the SoCal Border 
Daily Gas Index, which averaged $5. 10 per MMBtu as of June 30, 2003 for the forward period of July 1 ,  
2003 - SBptembeir 30, 2003. 

''*" The gas contract quantities represent the contract maximum of 50,000 MMBtu per day. Contract prices 
are based in part -on Gas Price Indices, including Henry Hub and Kern River Prices. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Fair value. As a result of forward wholesale electricity prices being in excess of contract 
prices as of June 30, 2003, all of the Power Enterprise Fund's electric sale derivative 
contracts generally had positive fair values, and the electric purchase derivative 
contracts generally had negative fair values. All fair values were estimated using forward 
market prices available from broker quotes or exchange prices in the case of the gas 
contract 

Credit Risk. The Power Enterprise Fund is exposed to credit risk related to 
nonperformance by its wholesale counterparties under the terms of these contractual 
agreements. In order to limit the risk of counterparty default, DWP has implemented a 
Wholesale Marketing Counterparty Evaluation Policy (the Policy). The Policy includes 
provisions to limit risk including: the assignment of internal credit ratings to all 
counterparties based on counterparty and/or debt ratings; the requirement for credit 
enhancements (including irrevocable letters of credit. escrow trust accounts and parent 
company guarantees) for counterparties that do not meet an acceptable level of risk; and 
the use of standardized agreements which allow for the netting of positive and negative 
exposures associated with a single counterparty. During fiscal year 2001 , the Power 
Enterprise Fund experienced nonperformance and material counterparty default with the 
California Independent System Operator (CISO) and the California Power Exchange 
(CPX). The Power Enterprise Fund does not anticipate nonperformance by any other of 
its counterparties and has no reserves related to nonperformance at June 30, 2003. The 
Power Enterprise Fund did not experience any material counterparty default during fiscal 
year 2003. 

Termination Risk. The Power Enterprise Fund or its counterparties may terminate the 
contractual agreements if the other party fails to perform under the terms of the contract. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

L. Current and Advance Refunding of Debt 

Governmental Activities 

The following d13bt advance refunding activities occurred during the fiscal year that 
resulted in the clefeasance of certain outstanding obligations. The proceeds from the 
refunding issues and amounts available from the debt service funds of the refunded 
bonds were deposited into irrevocable trusts with escrow a�1ents. (Amounts in 
thousands.) 

___ R, ef�nding D_e_b_t __ _ 
GOB Refunding 
Series 200;1-.s 
$79,055 
2.0% - 5.0% 

MICLA Program AV 
Refundin!J Re,venue Bonds 
$43,330 
3 .00% - 5.W% 

Convention Center 
Lease Reve111L1e Refunding 
Bonds, Serie,s 2003-A 
$226,045 
:2.00% - 5.00% 

Convention Center 
Variable Rate Lease Revenue 
Hefunding Bonds 
Series 2003-B throu!Jh 2003-F 
$235,520 

Refunded Debt 
GOB Series 1 993-A 
$22,050 
5.00% - 5.25% 

GOB Series 1 999-B 
$15, 000 
5.00% - 5.25% 

GOB Series 2000-A 
$18,600 
4.50% - 5.00% 

GOB Series 2001-A 
$20,130 
5.00% 

MICLA Program R 
Refunding Revenue Bonds 
$53,080 
4.75% - 7.75% 

Convention Center 
Lease Revenue Refunding Bonds 
Series 1 993-A 
$452,485 
4.700% - 5.375% 

Cash Flow 
Savings 
$ 3,045 

3,343 

1 02,755 

Economic 
Gain 

$ 2,391 

3,326 

71 ,445 

(Note: The above cash 
flow savings and 
economic gain were 
computed based on 
an assumed 
variable rate of 
0.97% during the 
initial varable rate 
period, date of 
delivery through 
6/15/04, and an 
assumed variable 
rate of 3.23% after 
the initial period.) 

The above debt reifunding transactions resulted in a net loss for accounting purposes of 
$!� million, which is deferred and amortized through 2021 . They also represent in
isubstance defeasance such that the refunded debts were removed from the 
accompanyrng financial statements. 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Business-type Activities 

Airports Enterprise Fund 

The Airports issued the $1 03.6 million 2003 Series B Revenue Bonds on May 7, 2003 to 
advance refund a portion of its 1 995 Revenue Bonds. The refunding resulted in cash 
flows difference between the old debt and the new debt of $0.8 mil lion with an economic 
gain of $3.9 million. 

Power Enterprise Fund 

In August 2002, DWP issued $388.5 million Power Services variable rate bonds for the 
purpose of defeasing outstanding commercial paper. The net proceeds from the 
issuance were deposited into a trust and were used to secure the new bonds until 
September 2002, at which time the commercial paper was paid. The defeasance is not 
expected to reduce total debt payments over the life of the new issues nor to result in 
present value savings. The purpose of this defeasance was to bring the variable rate 
bonds under DWP's new Master Bond Resolution. 

In  July 2000, DWP deposited $32 million into a trust established for the purpose of 
making future debt service payments on specified revenue bonds with a par value of $35 
million. The final maturity of the related revenue bonds is 2031 . The escrow balance was 
$34.3 million stated at fair value as of June 30, 2003. Interest expense from refunding 
bonds and interest earned on related escrow investments are included in investment 
income. 

Water Enterprise Fund 

In March 2003, DWP issued $202 million Water Services fixed rate bonds to refund 
outstanding bonds issued in 1 993. Based on interest cost of 4.0% for the fixed rate 
bonds, the defeasance is expected to decrease total debt payments over the life of the 
new issues by approximately $15 million and is expected to result in present value 
savings of approximately $1 O million. These transactions resulted in a net loss for 
accounting purposes of $1 5 million which was deferred and will be amortized through 
2030. 
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NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Sewer Enterprise Fund 

During th13 year, the Sewer Enterprise Fund issued $569.8 million fixed rate bonds to 
current refund outstanding bonds with a par value of $503,.2 million and commercial 
paper revenue notes of $50.2 million. The Fund deposited the $563.3 million net 
proceeds of thei refunding bonds plus an additional $1 3.2 million in an irrevocable 
escrow account to be used solely for satisfying scheduled principal, interest and call 
premiums on the refunded bonds and notes. The current refunding represents an in
substance defoasance such that the refunded debt was removed from the 
accompanying 11nancial statements. These transactions resulted in a net loss for 
accounting purposes of $27.7 million, which is deferred and amc,rtized through 2023. 
The current refunding increased aggregate future debt service payments by $1 1 8.3 
million and resulted in an economic gain of $43.1 million. 

Community Redevelopment Agency 

During the year, the CRA used a portion of the proceeds of a ce,rtain refunding bond 
issue to purchase $1 .5 million U .S. government securities that were deposited in an 
irrevocable escrow account to provide debt service payments on outstanding bonds with 
a par valuei of $·1 .3 million. The transaction resulted in the defeasance of the old debt 
and although it resulted in an economic loss of $0. 1 million, the defeasance removed 
certain restrictions in the issuance of tax increment-supported debt i n  the project area. 

M. Prior Years Defeasance of Debt 

In prior years, the City and CRA defeased certain bonds and loans by placing the 
proceeds o·f the new bonds in irrevocable trusts to provide for al l future debt service 
payments on the old bonds and loans. Accordingly, the trust account assets and the 
l iability for the cfefeased bonds and loans are not included in the City's financial 
s;tatements. 

At June 30, 200:�. the following bonds and certificates of participation are considered 
clefeased (in thousands): 

Governmental Activities 
General Obligc1tion Bonds 
Los An!�eles Convention and Exhibition 

Authority C1�rtificates of Participation 
Public Facilities Corporation Leasehold 

Mort{1age Bonds 
Total 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Business-type Activities 
Harbor Revenue Bonds 
Power Revenue Bonds 
Water Revenue Bonds 
Wastewater System Revenue Bonds 

Total 

Component Unit 
Community Redevelopment Agency 

N. Leases 

$ 1 05,81 5 
729,590 
193,750 

8,1 50 

$ 1 037 305 

$ 88 290 

The City leases a significant amount of property and equipment under operating leases. 
Total rental expenditures, incurred primarily in the General Fund, on the operating 
leases for the fiscal year ended June 30, 2003 were approximately $31 .9 million. The 
future lease payments under noncancelable operating lease agreements are as follows 
(in thousands): 

Fiscal Year Ending June 30 
2004 $ 1 5,287 
2005 1 3,778 
2006 1 1 ,221 
2007 9,765 
2008 6,942 
2009 - 201 3  14 ,697 
2014  - 201 8 1 , 140 
201 9 - 2023 160 
2024 - 2027 157 

Total $ Z3 BZ 

The City also leases certain property and equipment under capital leases with the 
following component units/funds. 

Municipal Improvement Corporation 

The MICLA was formed to finance certain capital improvement projects of the City and 
enter into long-term capital lease agreements with the City. Under the lease agreements, 
title transfers to the City at the end of the lease term. If the City defaults under the Lease 
and Trust Agreements, the Trustee may terminate the lease and re-let the properties. 
Since MICLA is included in the City's reporting entity, the lease payments by the City are 
accounted for in  1he fund financial statements as transfers from the General Fund and 
certain Special Revenue Funds to the MICLA Debt Service Fund. The leases have been 
eliminated in the government-wide financial statements. 
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Fiscal Year Ended June 30, 2003 

NOTI: 4 - DETAILED l�OTES ON ALL FUNDS (Continued) 

Los Ange�s Convention and Exhibition Center Authority 

Pursuant to a Facility Lease between the City and the Los An£1eles Convention and 
Exhibition Center Authority (Authority) , the Authority issued certificates of participation to 
provide financing for the acquisition and construction of certain improvements for the Los 
Angeles Convention Center, and taxable lease revenue bonds to finance the City's 
share of the development of the Staples Center. Under the lease, the City is obligated to 
make rental payments sufficient to pay the debt service requirements on the certificates 
and bond:;. The City's General Fund has made rental payments dL1ring fiscal year ended 
June 30, 2003. Since the Authority is included within the City's rep()rting entity, the lease 
payments by thei City are accounted for in the fund financial statements as transfers from 
the General Fund to the Convention Center Debt Service Fund. The leases were 
eliminated in the government-wide financial statements. 

Enterprise: Funds 

Airports 

.Airports has entered into various lease agreements with certain airlines. These 
agreements are classified as capital leases and are for certain public areas at the Los 
Angeles International Airport. The agreements generally provide for the payment of 
amounts over various terms between 27 and 35 years, with interest at the rate incurred 
loy the lessor on their related borrowings, which include imprc,vement bonds. The 
property capitalized under these lease agreements at June 30, 200:3, was $184.4 million. 
Accumulated depreciation with respect to such property at June :30, 2003, was $73. 1 
mill ion. 

Estimated future minimum lease payments under these agreements are as follows (in 
thousands): 

Fiscal Year Ending June 30: 
2004 
2005 
200!3 
2007 
2008 
2009 - 2013  
2014  - 2018  
2019  - 2023 
2024 - �1027 
Total minimum lease payments 
Less - Portion representing interest 

Present value of minimum lease payments 

B-1 1 9  

$ 2,852 
2,880 
2,905 
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NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

The Airports currently uses rental credits to finance its obligations on capital leases with 
certain airlines. These rental credits are applied as an offset of amounts owed to the 
Airports by such airlines for terminal leases and landing fees. 

Harbor 

A substantial portion of the Harbor Department's land and facilities is leased to others. 
The majority of these leases provide for cancellation on a 30-day notice by either party 
and for retention of ownership by the Harbor or restoration of the property at the 
expiration of the agreement. Accordingly, no leases are considered capital leases for 
purposes of financial reporting. 

These lease agreements are intended to be long-term in nature (up to 30 years) and to 
provide the Harbor with a firm tenant commitment for a minimum fixed income stream. 
Many agreements also provide for additional payment beyond the fixed portion based 
upon tenant usage, revenues or volume. These agreements are also generally subject 
to periodic inflationary escalation of base amounts due to the Harbor. For the year ended 
June 30, 2003, revenues from such agreements aggregated approximately $195.5 
million. 

The property on lease at June 30, 2003 consists of the following (i n thousands): 

Wharves and sheds 
Cranes/bulk facilities 
Municipal warehouses 
Port pilot facilities and equipment 
Buildings and other facilities 
Cabrillo Marina 

Total 
Less - Accumulated Depreciation 

Net 

$ 439,621 
63,81 8 
1 1 ,606 

5,1 1 1  
462,449 

35,430 
1 , 01 8,035 

(479,726) 
$ 538 309 

Assuming that current agreements are carried to contractual termination, minimum 
tenant commitments due to the Harbor over the next five years are as follows (in 
thousands): 

Fiscal Year Ending June 30: 
2004 
2005 
2006 
2007 
2008 

Total 

$ 209,707 
210,693 
21 1 ,454 
21 1 ,670 
212.461 

$1 055 985 
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The Water Enterprise Fund leases an advanced wastewater treatment facility operated 
by a separate City department. The use of this facility is accounted for as an operating 
lease. Estimated expenditures for fiscal year 2004 are approximately $2 mi llion to 
operate and maintain this asset. There are no minimum rental payments that the Water 
Enterprise Fund has to make. However, the Water Enterprise Fund is obligated to 
reimburse the other City department for that department's operating and maintenance 
costs to operate the facility, estimated to be about $2 million per year, for a term of 25 
years. The Water Enterprise Fund will also pay additional monies to the other City 
department, if revenues generated by the Water Enterprise Fund exceed the costs of 
operation and maintenance as defined by the agreement. The Water Enterprise Fund 
does not expect to pay such additional amounts as it doE�s not expect that a net 
operating profit will be achieved based on current demand of recyck:�d water. 

Pension Trust Fund 

The Fire and Police Pension System leases an office space undeff an operating lease 
agreement: that expires on December 31 , 201 1 .  Lease payments for the fiscal year 
13nded Jum� 30, 2003 were $0. 7 million. Future minimum lease payments under the 
;3greement are as follows (in thousands): 

1=iscal Year Ending June 30: 
2004 
2005 
2006 
2007 
2008 
200�1 - :201 1  

Total 

$ 809 
820 
834 
956 
976 

3 1 02 

$ 7 497 

<:ommunity Redevelopment Agency 

The CRA leases office spaces under operating lease agreements that expire through 
201 9. Lease payments for the fiscal year ended June 30, 2003 wem $1 .5 million. Future 
minimum lease payments under the agreements are as follows (in thousands): 

Fiscal Year Ending June 30: 
2004 
200S 
2006, 
2007 
2008 
2009 - 20 1 3  
20 14 - �W 18 
20 1 9  

Total 

$ 1 ,616  
1 ,546 
1 ,364 
1 ,283 
1 ,21 9 
2,844 

676 
135 

$ 10 683 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

0. Risk Management - Estimated Claims and Judgments Payable 

Government Activities 

As discussed in the summary of significant accounting policies (Note 1 E), the City 
recognizes a liability for claims and judgments when it is probable that an asset has 
been impaired or a liability has been incurred and the amount of the loss can be 
reasonably estimated. Included in the account are amounts for tort liability and workers' 
compensation, which include Incurred But Not Reported (IBNR) liabilities, and provision 
for allocated expenses. 

As of June 30, 2003, a number of lawsuits and claims were pending against the City that 
arose in the normal course of the City's general governmental operations. The City 
estimates the amount of liability to be probable of occurring as of June 30, 2003 at 
approximately $438.7 million. Of this amount, approximately $97.7 million is estimated 
to be payable in the next fiscal year. The City Attorney also estimates that certain 
pending lawsuits and claims have a reasonable possibility of resulting in additional 
General Fund liability totaling $197.2 million of which $58 million would be payable to 
other City Funds. However, no amount has been accrued in the accompanying financial 
statements because it is not probable that a loss has been incurred as of June 30, 2003. 

The City's liability for tort cases was actuarially estimated. The total of the present value 
of the estimated outstanding losses and loss adjustment expenses was used to record 
the City's liability for tort cases. The present value of the estimated outstanding losses 
and loss adjustment expenses was calculated based on a 5% yield on investments. 

The liability for workers' compensation was recorded using the present value of the 
actuarially estimated outstanding losses, which were based on an analysis of the City's 
historical loss and allocated loss adjustment expenses (ALAE) development for all fiscal 
years since July 1 ,  1 984. The present value of the estimated outstanding losses was 
calculated based on a 5% yield on investments. At June 30, 2003, the City estimates its 
workers' compensation liability at $830.5 million. Of this amount, $1 38.5 million is 
estimated to be payable in the next fiscal year. 

The City has never purchased excess insurance over specific retention and therefore is 
responsible for the ful l amount of every claim. The City does not anticipate purchasing 
excess insurance for the 2003-04 fiscal accident year. During the last three fiscal years 
insurance claims have not exceeded commercial insurance coverages. 

Business-type Activities 

The Enterprise Funds estimated claims and judgments payable of $120.8 mil lion 
consists of $63.7 million long-term litigation-type claims and $57.1 million workers' 
compensation liability. The amount estimated to be payable in the next fiscal year is 
approximately $1 2.8 million. 
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Cla im Changes 

The chan�1es in the City's total estimated claims and judgments liability are as follows (in 
thousands:): 

Unpaid daims, July 1 
Provision for current year's events and changes 

in provisi,on for prior years' events 
Claims payments 

Unpaid claims, June 30 

P. Accrued Landfill Liabil ity 

2003 
$1 ,359,2 10  

239,807 
(208,976) 

$1 390 041 

2002 
$ 867,465 

688,627 
(1 96.882) 

$1 359 210 

Until July 1 996, the City operated the Lopez Canyon Sanitary Landfill under a 
Conditional Use Permit (CUP), which expired on July 1 ,  1 996. State and Federal laws 
required the City to close the landfill upon expiration of the CUP, and to monitor and 
maintain the site for thirty years after closure. The City recogni�'.ed a portion of the 
eistimated closure and postclosure care costs in each fiscal year based on landfill 
capacity used. As of June 30, 2003, the City's liability of $46 million represents 1 00% of 
tl1e estimated closure and postclosure care costs of the landfill . The estimated costs of 
closure and postdosure care are subject to changes due to inflation, changes in laws 
a1nd regulations, or changes in technology. 

As required by the California Integrated Waste Management Board (CIWMB), the City 
makes annual contributions to a trust fund to finance closure construction. The City is in 
compliance with the State requirements, and, at June 30, 2003, investments of $8.3 
million are held for these purposes and are reported as Restricted Assets. The City is 
not currently required to advance fund postclosure care costs. 

The City owns or operated other landfills that were already closed before the State and 
Federal requiremE�nts became enforceable. Therefore, no liability was included in the 
financial statements for these landfills (Toyon Canyon, Gaffey, Branford, Bishops 
Canyon and Shelclon-Arleta). 

Tlhe Landfill Closure and Post-closure Maintenance Special Revenue, Fund was set up to 
d13fray the closure and postclosure maintenance costs of City landfill:,. 
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NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued) 

Q. Restatement of Beginning Fund Balance and Net Assets 

For the fiscal year ended June 30, 2003, the City restated the previously reported fund 
balance of the MICLA Debt Service Fund as follows (in thousands): 

Fund balance, July 1 ,  2002, as previously reported $ 1 25,539 

Adjustment to record deposit made to refunded bond 
escrow agent for the crossover refunding of certain 
MICLA bonds. Until the crossover date of 
September 1 ,  2007, the amount deposited as well 
as the outstanding amount of the refunded debt 
will remain in the Fund's balance sheet. 17 904 

Fund balance, July 1 ,  2002, as restated $ 143 443 

As discussed in Note1 D on page 63, the Power and Water Enterprise Funds changed 
their election under the guidance in GASS Statement No. 20 to follow GASS statements 
and only FASS statements and interpretation issued prior to December 1 ,  1 989. The 
impact of this change was on the previously reported net assets of the Power Enterprise 
Fund. Also, the Sewer Enterprise Fund made adjustments to record the cumulative 
effect of the retroactive recalculation of wastewater billings. These adjustments are as 
follows (in thousands): 

Net assets, July 1 ,  2002 as previously reported 

Adjustment to record the effect of the 
discontinuation of the application of 
FASB 1 33, ''Accounting/or Derivatives 
and Hedging Activities, " as a result of 
the chanQe in election under GASB 
Statement No. 20. 

Adjustment to record the cumulative effect 
of the retroactive recalculation of 
wastewater billinqs. The recalculation 
resulted from a universal term aQreements 
entered into between the Sewer Fund and 
two of its contract aQencies. 

Net assets, July 1 ,  2002 as restated 
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Power 
Enterprise 

fund 

$3,630,881 

(5,538) 

$3 625 343 

Sewer 
Enterprise 

fund 

$1 ,501 ,217 

(23,551) 

Business
tvoe 

Activities 

$1 1 ,460, 138 

(5,538) 

(23.551) 

$1 477 666 $1 1 431 049 



CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTB 
Fiscal Year Ended June 30, 2003 

NOTE: 5 - OTHER INFC>RMATION 

A. Pension ancl Postemployment Healthcare Plans 

Plan Description 

The City cf Los Angeles contributes to three single-employer defined benefit pension 
plans: Los Ange�les City Employees' Retirement System (LACE RS), Fire and Police 
Pension System (Pensions), and Water and Power Employees' Retirement, Disability 
;and Death Benefit Insurance Plan (DWP Retirement Plan). Each plan provides 
1·etirement, disability, death benefits, postemployment healthcare and annual cost-of
l iving adjustments to plan members and beneficiaries. The City Charter assigns the 
,:1dministration of the plans to the Board of Administration/Commissioners of each plan. 
Subject to Council approval, the Boards adopt and amend benefit provisions. Each plan 
issues a publicly available financial report that includes financial statements and required 
f;upplementary information for that plan. 

Those reports mHy be obtained by writing or calling the plans. 

Los Angeles City Employees' Retirement System 
360 E. Second Street 
Los Angeles, CA 90012 
(21 3) 473-7200 

Fire and Police Pension System 
360 IE. Second Street 
Los Angel,es, CA 90012 
(21 �3) 978-4545 

Wateir and Power Employees' Retirement, Disability 
and Deiath Benefit Insurance Plan 

1 ·1 1 N. Hope Street 
Los AngelE�s. CA 90012 
(2.1 �'t) 367-1689 

B- 1 25 



CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 5 - OTHER INFORMATION (Continued) 

Benefit Pension Plans 

Funding Policy and Annual Pension Cost 

The Board of Administration/Commissioners of each plan establishes and may amend 
the contribution requirements of plan members and the City. The City's annual pension 
cost for the current year and related information for each plan is as follows (dollar 
amounts in thousands): 

Contribution Rates: 
City 

Plan Members 

Annual pension cost 

Contributions made 

Actuarial valuation 
date 

Actuarial cost method 

Amortization method 

Remaining amorti
zation period 

Asset valuation 
method 

Actuarial assumptions 
Investment rate of 

return 

Projected salary 
increases 

Includes inflation 
rate at 

Cost-of-living 
adjustments 

LAGERS 

3.84% of covered payroll 

8.22% to 1 3.33% of 
salaries at entry age 
with subsidy from 
the City for members 
prior to February 
1 983; 6% for entry 
date after January 
1983 

$51 ,604 

$70,923 (including City 
subsidy of $19, 108 and 
death insurance cost of 
$21 1 )  

June 30, 2001 

Projected unit credit 

Level percent 
supplemental cost 

Varies 1 5-30 years, 
closed 

5-year market related 

8% 

5%, higher for members 
with less than five 
years of service 

4% 

3% 
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Pensions 

6.6% of covered payroll 

6% - Tier 1 
7% - Tier 2 
8% - Tiers 3, 4, and 5 

$64, 134 

$64, 134 

June 30, 2001 

Entry Age Normal 

Level Dollar- Tiers 1 & 2 
Level Percent of 

Payroll- Tiers 3,4,& 5 

34 years, closed 

5-year market related 

8.5% 

5.5% to 1 0% 

5% 

5% - Tiers 1 & 2 
3% - Tiers 3, 4 & 5 

DWP Retirement Plan 

8.66% of covered payroll 

6% of salaries upon 
becoming a member 
on or after June 1 ,  
1 984; Prior to June 
1 ,  1 984, amount 
based on entry age 
percentage rate 

$48,330 

$40,577 

June 30, 2002 

Entry Age Normal 

Rolling 1 5-year periods 
effective July 1 ,  2000 

Varies 15 years, closed 

4-year smoothing 

8% 

5.5% 

3% 

3% 



CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENT:; 
Fiscal Year Ended J une 30, 2003 

NOTE: 5 - OTHER INF()RMATION (Continued) 

Three -Year Trend Information (dollar amounts in thousands) 

Annual Pension Percenta!�e of 
Year Ended CQSt (APC} APC Contri buted 

LACERS 6/30/01 $ 59,1 53 1 00% 
6/30/02 32,296 100% 
6/30/03 5 1 ,604 1 00% 

Pensions 6/30/01 1 1 3,849 1 00% 
6/30/02 73, 121 1 0C% 
6/30/03 64, 1 34 1 0C% 

DWP Retirement Plan 6/30/01 6,200 413% 
6/30/02 6,830 400% 
6/30/03 48,330 84% 

Net Pension 
Assets 
$ 

1 65,084 
1 85,503 
1 77,750 

The DWP Power and Water Systems' combined annual pension cost (APC) and interest 
on net pension obligation (NPO) (asset) consists of the following (in thousands): 

Annual required contribution 
Interest on net pension asset 
Adjustment to annual required contribution 

APG (including $14. 1 million of amounts 
capitalized in fiscal year 2003) 

Department contributions 

Change in NPO (asset) 
NPO (asset) at beginning of year 

NPO (assE�t) at end of year 

Postemployment: Healthcare Benefits 

$ 41 ,417 
(14, 1 07) 

�020 

48,330 
_{!Q,;577) 

7,753 
(185,503) 

($ 177 750) 

The LAGERS and Pensions are currently actuarially funding retire� health insurance 
benefits for curre11t retirees and active eligible members for retire!d health insurance 
bi�nefits. The City Charter, the Administrative Code and related ordinance define the 
postemployment health subsidy benefits for members of both the LACERS and 
P,ensions. There are no member contributions for health subsidy benefits. 

R,etired members of the LAGERS are paid monthly medical and dental insurance 
SL1bsidies tha1t are applied to the cost of the City health insurance plan they selected. In 
HEmeral ,  members are eligible for subsidy at retirement after age fi5 with 10 years of 
seirvice or reltirement at age 70 (if it was compulsory) . The medical benefits are available 
to an eligible spouse or domestic partner after the death of the eligibl,e member. 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 5 - OTHER INFORMATION (Continued) 

The maximum medical subsidy is the rate currently paid for active City employees. For 
retired members under age 65, or 65 and over with only Medicare Part B coverage, the 
subsidy is 4% (of the maximum subsidy or the actual premium paid to a City approved 
health carrier, if less) for each year of service up to a maximum of 1 00% after 25 years. 
For retired members age 65 and over with Medicare Parts A and B coverage, the 
subsidy is a percentage of the premium paid to a City approved health carrier based on 
years of service: 75% for 1 0-14 years; 90% for 1 5-1 9 years; and 1 00% for 20 years or 
more. Medicare Part B premiums are also paid. For eligible surviving spouse or 
domestic partners, the subsidy is the same as the subsidy provided to the member, 
except that this benefit is limited to the Kaiser single party premium for members without 
Medicare Parts A and B. Surviving spouses do not receive subsidy for Medicare Part B 
premiums or for dental. Dental subsidy is 4% per year of service to certain maximum 
amounts paid to City approved dental carriers. The City's actuarially required and actual 
contribution for medical and dental subsidies for fiscal year ended June 30, 2003 was 
$26.6 million (1 .89% of covered payroll). 

Members of the Fire and Police Pension System who retire from the System with ten 
years of service are eligible for health subsidy benefits. Regular benefits begin at age 
fifty-five. Temporary subsidies are available to certain groups at earlier stages. The 
benefit paid is a percentage of a maximum subsidy for health care based on the lesser 
of the amount used by the LACERS and active Safety Members. Effective July 1 ,  2002, 
the maximum monthly subsidy is $563. The City also pays Medicare Part B premiums 
for any pensioner receiving a subsidy and Medicare Parts A and B coverage. Health 
benefits are available to members and their spouses/domestic partners on disability and 
service retirement. Effective January 1 ,  2000, surviving spouses/domestic partners are 
eligible for health subsidy benefits but not for dental subsidy. Dental subsidy is based on 
the lesser of the amount used by the LAGERS and active Safety Members. In 
determining the dental subsidy, members receive 4% for each year of service, up to 
1 00% of the subsidy. Effective January 1 ,  2003, the maximum monthly dental subsidy is 
$38.38. The City's actuarially required and actual contribution for fiscal year ended June 
30, 2003 was $33.9  million (3.5% of covered payroll) . 

At June 30, 2003 the total active plan participants were 26,358 for LAGERS and 24,472 
for Pensions. As of June 30, 2003, the unfunded healthcare benefits liability of LAGERS 
and Pensions based on the actuarial cost method and assumptions used for the related 
pension plans are as follows (in thousands): 

Healthcare benefits liability: 
Retired members 
Active members 

Total healthcare benefits liability 
Less - Reserve for healthcare benefits 

at actuarial value (Market value 
of $723,900 and $442,987, 
respectively) 

Unfunded healthcare benefits liability 
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LAGERS 

$ 660 , 138 
545 673 

1 ,205,81 1 

(848.983) 

$ 356 828 

Pensions 

$ 677,061 
249 700 
926,761  

(592.539) 

$ 334 222 



CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE: 5 - OTHER INFORMATION (Continued) 

DWP provides certain health care benefits to active and retired employees and their 
dependents. Thei health plan is administered by DWP, and the Reti rement Board and the 
Board of V\fater and Power Commissioners have the authority to approve provisions and 
obligations. Eligibility for benefits is dependent on a combination of age and service of 
the participants pursuant to a predetermined formula. Any change1s to these provisions 
must be c1pproved by the Board. DWP pays a maximum su bsidy of health plan 
premiums. Partidpants choosing plans with a cost in excess of the subsidy are required 
to pay the� difference. The total number of active and retired participants entitled to 
i-eceive benefits was approximately 14,200 at June 30, 2003. The c:ost of providing such 
benefits amount43d to $134 million for Power and $42 million for Water for fiscal year 
:2003. Of these c:osts, $33 million for Power and $1 7 million for Water were capitalized 
and the remainde�r was charged to expense. 

As stated in Not43 1 D, the Power aid Water Enterprise Funds continued to account for 
postretirement benefits in accordance with SFAS No. 1 06, "Employers ' Accounting for 
Postretirement Benefits Other Than Pensions," which requires that the cost of 
postretirement beinefits be recognized as expense over employees' service periods. The 
postretirement benefit costs for the Power and Water Enterprise Funds for the fiscal year 
emded June 30, 2:003 are as follows (in thousands): 

Service cost 
Interest cost 
Expe!c:ted return on plan assets 
Amortization of transition obligation 
Amo1iization of prior service costs 
Amortization of actuarial losses 

Total 

$ 20,164 
66,704 
(4,0 14) 

1 5, 1 42 
14,008 

_ 7 6�� 

$ 1 19 6(� 

The funded status and the accrued benefit cost related to postretirement benefits for 
both Power and Water Enterprise Funds are summarized as follows (in thousands): 

Change in benefit obligation: 
Benefit obligation at beginning of year 
Se!rvice ,::ost 
Interest cost 
Actuarial losses 
Benefits paid 
Benefit obligation at end of year 

Chan 1ge in faiir value of plan assets: 
Fair value of plan assets at beginning of year 
Departm ent contribution 
Actual return on plan assets 
Fa ir vafu,e of plan assets at end of year 

Funded status 
Unrecognized net loss 
Unrecognized transition obligation 
Unrecognized prior service cost 

Accrued beniefit cost 
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$ 941 ,6�'.6 
20, 1 �,4 
66,704 

846 ,0CO 
(43 1 �,2) 

..1.§31 35i 

8 1 ,493 
96,000 

_ 7,23� 
_184,722 

(1 ,646,627) 
1 ,  1 :24,2513 

1 52,72 1 
__ :39,771 
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CITY OF LOS ANGELES 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 5 - OTHER INFORMATION (Continued) 

Weighted average actuarial assumptions used in determining postretirement benefit 
costs are as follows: Discount Rate- 5. 75% and Expected Return on Plan Assets-
6.25%. Plan assets consist primarily of commercial paper, United States Government 
and governmental agency securities, and corporate bonds. No funding policy has been 
established for the future benefits to be provided under this plan. However, in fiscal year 
2003, DWP made an employer contribution of $96 million. 

For measurement purposes, a 1 0% annual rate increase in the per capita cost of 
covered health care benefits was assumed for 2003; the rate was assumed to decrease 
gradually to 5.5% in 201 2 and remain at that level thereafter. For the dental plan, an 8% 
annual rate of increase in the per capita cost was assumed for 2003; the rate was 
assumed to decrease gradually to 5.5% in 2008 and remain at that level thereafter. The 
effect of a 1 % change in these assumed health care cost trend rates would increase or 
decrease DWP's total benefit obligation by approximately $387 million or $298 million, 
respectively. In addition, such a 1 % change would increase or decrease the aggregate 
service and interest cost components of net periodic benefit cost by approximately $1 3 
or $1 0 million, respectively. 

During fiscal year 2000, DWP began contributing toward dental coverage for retirees 
enrolled in a DWP-sponsored plan. This amendment resulted in a $46 million increase in 
the DWP's accumulated postretirement benefit obligation at June 30, 2000. The increase 
is being amortized through 2008, the remaining average service period. This change 
also resulted in a $12  million increase in postretirement benefit costs for fiscal year 
2003. 

Deferred Retirement Option Plan 

Effective May 1 ,  2002 and through April 30, 2007, members of the Fire and Police 
Pension System have the option to enroll in a Deferred Retirement Option Plan (DROP). 
Members of Tiers 2 and 4 who have at least 25 years of service, and members of Tiers 3 
and 5 who have at least 25 years of service and who are at least 50 years old are 
eligible for the DROP. Members who enroll continue to work and receive their active 
salary for a period of time not to exceed five years. Enrolled members continue to make 
contributions to the System until they have completed the number of years required for 
their specific tiers but cease to earn retirement service and pay credits. Monthly pension 
benefits that would have been paid to enrolled members are credited to their DROP 
accounts which will earn 5% annual interest, credited sem�annually. Once the DROP 
participation period ends, enrolled members must terminate active employment. They 
then receive a monthly benefit based on their service and salary at the beginning date of 
the DROP, as well as proceeds from their DROP account. At June 30, 2003, 882 
pensioners were enrolled in the program and the total estimated value of the DROP 
accounts was $63 million. 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE: 5 - OTHER INFORMATION (Continued) 

Communit�, Red:!velopment Agency Employees Retirement Systen1 

The CRA participates in the California Public Employees Retirement System (PERS), an 
agent multiple-employer defined benefit retirement system.  PERS provides retirement 
and disability bi3nefits, annual cost-of-living adjustments, and dE!ath benefits to plan 
members and beneficiaries. The PERS serves as the CF�'s investment and 
administratiive a�Jent with respect to the pension plan. A separat,3 report for the CRA 
Plan within the PERS is not available, however, copies of PERS' cinnual financial report 
may be obtained from its Executive Office at 400 P Street, Sacramento, California 
95814. 

The pension plan covers all full-time employees of the CRA Under the provisions of 
PERS, pension benefits fully vest after five years of service. An employee may retire at 
age 50 and receive annual pension benefits equal to a predetermined percentage of the 
E!mployee's high13st salary during the highest 1 2  consecutive months of employment 
multiplied by the number of service years. Effective July 1 ,  1997, tl,e CRA amended its 
contract with PEHS changing retirement formulation from 2% at agH 60 to 2% at age 55 
in order to provide a retirement incentive to the employees. As a result of this 
amendment, the service requirement benefits now vary from 1 .426% at age 50 to 
?.41 8% at age 6�1 and over multiplied by the number of years of sen,ice. 

Participants are n3quired to contribute 7% of their annual covered s::ilary. As a benefit to 
tl,e employee, thE� CRA pays the employee contribution to the plan. The CRA is required 
to contribute at an actuarially determined rate; the current rate is 0% of annual payroll. 
The contribution requiremEmts of plan members and the CRA are E�stablished and may 
be amended by PERS. 

For fiscal year 2003, the actuarial value of the assets exceeds the present value of the 
projected actuarial value of future benefits. As a result, the CRA's annual pension costs 
and required contribution is zero. The required contribution was dE�termined as part of 
the June 30, 2000 actuarial valuation using the entry age normal ac:tuarial cost method. 
The actuarial assumptions included (a) 8.25% investment ratE� of return, net of 
administrative expenses, (b) projected annual salary increases that vary by duration of 
s13rvice, and {c) :�% per year cost-of-living a:ljustments. Both assumption (a) and (b) 
included an inflation component of 3.5%. The actuarial value of PERS assets was 
d13termined using techniques that smooth the effects of short-term volatility in the market 
value of investments over a three-year period (smoothed market value). PERS unfunded 
a1:;tuarial liability/(surplus) is being amortized as a level percentage of projected payroll 
over a closed 20-year period. The annual pension cost for the curremt year and related 
information for the CRA PERS is as follows: 

Three-Year Trend Information (amounts in thousands): 

Ye§r Endeg_ 
6/30/01 
Ei/30/02 
Ei/30/03 

Annual Pension Percentage of 
Cost (APC) APC Contributed 

$ 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 
Fiscal Year Ended June 30, 2003 

NOTE 5 - 0THER INFORMATION (Continued) 

In addition to the pension benefits, the CRA provides post retirement health benefits to 
all employees who retired on or after January 1 ,  1 993 with at least 1 0  years of service 
prior to retirement. The CRA subsidizes health benefits starting at 40% of the maximum 
current subsidy to its employees for the first 1 0  years of service and the rate increases at 
4% for each additional year of service. Expenditures for post-retirement benefits are 
recognized in the year incurred. The CRA recognized $0.3 million for the current fiscal 
year for 73 eligible retirees. 

B. Commitments and Contingencies 

Pending Lawsuits and Claims 

As mentioned in Note 40, certain pending lawsuits and claims have a reasonable 
possibility of resulting in additional General Fund liability totaling approximately $197.2 
million. However, no amount has been accrued in the accompanying financial 
statements because it is not probable that a loss has been incurred as of June 30, 2003. 

Rampart Division Litigation 

Investigations are continuing into alleged illegal activities of some police officers at the 
Los Angeles Police Department's Rampart Division. As of January 1 6, 2004, two 
hundred twenty four lawsuits have been served on the City so far. One hundred thirty 
seven cases have been resolved for approximately $43.9 million. The total estimated 
cases may range from 250 to 275. The City estimates the total liability for all Rampart 
Division cases at $125 million. The Los Angeles Police Department has announced an 
expansion of the corruption investigation into additional police divisions. It is possible 
that additional incidents of wrongdoing could be uncovered and that the potential liability 
of the City in connection with the investigations could increase beyond the $125 million 
currently estimated by the City Attorney. 

Federal Consent Decree 

On June 1 5, 2001 , the City entered into a consent decree with the U.S. Department of 
Justice as a result of a lawsuit alleging a pattern and practice of police misconduct. It is a 
five-year agreement that the City is required to implement in order to avoid litigation with 
the Federal government. To the extent that the Court determines that the terms and 
conditions have not been met after the five-year term, the term may be extended. Under 
the agreement, the City is required to build a database to track officer performance as 
well as undertake additional risk management and integrity assurance measures. 

Expenses associated with implementing the agreement include the design and 
implementation of the officer tracking system, staff to implement and audit reforms, and 
an independent monitor to oversee implementation of the provisions of the agreement. 
The City expects to absorb the costs of implementing the agreement through the regular 
budget process. 
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NOTE 5 - OTHE�t INFORMATION (Continued) 

Airports Enterprise Fund 

City ServiC2_es Re imbursements 

Two nearly identical administrative proceedings involving formal complaints were filed in 
March and June 1 995, concerning a transfer to the City General Fund in the amount of 
$58 million . The complaints challenge the transfer of funds related to a condemnation 
award received from the State of California in connection with real E!State acquired by the 
State for the Century Freeway Project. The complainants, the Air Transport Association 
,:if America (ATA) and Aircraft Owners and Pilots Association alleged that the transfer 
was in violation of the Airport and Airways Improvement Act of 1 �t82 (MIA) governing 
the use of airport revenues, and certain grant assurances executed pursuant to MIA. 

The compl,:1inants seek an order barring the City from expendin!� the funds for non
airport uses, direding the City General Fund to repay to the Airports amounts already 
transferred!, suspending Airports eligibility for grant funds pending compliance with its 
!�rant assurances and imposing a civil penalty of $50,000. The Federal Aviation 
Administration (FAA) failed to act on the complainants' request for a preliminary ruling 
that the City be barred from using the funds while proceedings are pending. Answers to 
both complaints have been filed. In December 1 995, the FAA denied respondents' 
motion to dismiss the complaints. There has been no decision by the FAA as to whether 
or not to institute an investigation on the complaints or to hold full heiarings. 

!:nvironmental Issues 

Through the normal course of operations, Airports and its facilities are subject to 
potential prnblems with environmental contamination and other environmental concerns. 
Accordingly,. Airports has established a comprehensive hazardous materials 
management plan for all its facilities under its control. This plan calls; for the evaluation of 
alll property utilizeid by Airports and the environmental cleanup at a.ny sites found to be 
contaminated . This evaluation has not been completed to date. 

Airports bears the responsibility for the cleanup of environmental contamination on 
property owned by it. However, Airports believes that if the contamination originated 
based on contractual arrangements, the primary responsibility for any such cleanup 
would be borne by the tenants, even if they declare bankruptcy. Airports, as property 
owner, however, assumes the ultimate responsibility for cleanup of such contamination 
in the event that the tenant is unable to make restitution. As a result of the hazardous 
materials management plan noted above, Airports has already begun cleanup of several 
s ites, is in the process of implementing additional safeguards tc1 prevent additional 
hazardous substance contamination and is completing the environmental evaluation of 
Airports fac:i l ities. However, the extent of the cleanup and/or the c1bility of the original 
temants to reimburse Airports for such cleanup cannot be deterrninecl at the present time. 
Therefore, under he circumstances, it is reasonably possible that losses could be 
incurred; however, until such matters are resolved , the range of loss, if any, cannot be 
masonably estima1ted. 
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NOTE 5 - 0THER INFORMATION (Continued) 

Contracting Practices 

In a performance audit, the City Controller raised concerns regarding the existing 
contracting practices and procedures for procuring professional and personal services, 
concessions, construction services, purchasing, leasing, and other contracts at the 
Airports. The im pact of those concerns, if any, on the City's basic financial statements 
for the period ended June 30, 2003 is not determinable at this time. 

Power Enterprise Fund 

Claims and a lawsuit for damages have been filed with the DWP, IPA and SCPPA 
seeking $100 million in special damages and like amount in general damages. The 
claimants allege, among other things, that due to improper grounding of the transmission 
line of Southern Transmission System, their dairy herds were damaged and the value of 
their land was diminished. The claimants also seek injunctive relief. DWP, IPA and 
SCPPA intend to vigorously defend the claims. 

Harbor Enterprise Fund 

Alameda Corridor Transportation Authority Agreement 

In 1 998, the Harbor and the Port of Long Beach (Ports), Alameda Corridor 
Transportation Authority (ACTA), and the railroads that will operate on the corridor 
entered into a Corridor Use and Operating Agreement (Corridor Agreement). The 
Corridor Agreement obligates the railroads, after completion of construction, to pay 
certain Use Fees and container charges that ACTA will assess for the privilege of using 
the corridor to transport into and out of the Ports. 

The Use Fees will be used to pay for (a) the debt service which ACTA incurs on 
approximately $1 .2 billion of bonds issued by ACTA in 1 999 and on a $400 million loan 
which ACTA has received or will receive from the U.S.  Department of Transportation 
(the loan may reach a balance of $900 million with accrued interest depending on the 
level and timing of ACTA revenues received); and (b) the cost of funding required 
reserves and costs associated with the financing, including credit enhancement and 
rebated requirements, if any. The Use Fees end after 35 years or sooner if ACTA 
obligations are paid off earlier. 

If ACTA revenues are insufficient to pay ACTA obligations, the Corridor Agreement 
obligates each Port to pay 20% of the shortfall on an annual basis. If this contingency 
occurs, the payments to ACTA are intended to ensure that the Corridor is available to 
maintain continued cargo movement through the Ports. Annual shortfall payments by the 
Harbor to ACTA, if required, are estimated to range from $20,000 to $1 2.7 million per 
year from fiscal year 2002 through 201 8. Completion of the Corridor, and therefore, the 
amount and timing of the Harbor's obligation to make shortfall payments, is subject to a 
variety of risks and contingencies. 
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In addition , the Corridor Agreement obligates the Harbor to pay up to $2 million per year 
for each of the nine years after the Corridor is substantially comple1ted to be used for an 
ACT A capital and expense reserve fund if monies payable to this reserve fund by the 
railroads do not maintain an annual reserve fund balance of $1 5 million. The Corridor 
Agreement allows the Harbor to make certain payments to ACTA if ACTA revenues do 
not cover .ACT.A administrative expenses. The Harbor's payments to ACTA to cover 
such administrative expenses are estimated to range from $'155,000 to $760,000 each 
year for the1 peric>d 2002 through 201 9. 

Any shortfall advance made by the Harbor is reimbursable with interest subject to the 
priority pc1yments ordered in the Corridor Agreement. The agreement subordinates 
repayment of shortfall advances to principal and interest payment on debt issued and 
loans received 'for construction of the Corridor, operating and maintenance reserve 
account funding, subordinate lien revenue bonds, ACTA administrative expenses, and 
property assembly reimbursements. The construction of the Corridor was completed in 
April 2002 .. 

,Natural Resourc«:?s Defense Council Settlement Judgment 

In Marc:h :2003, the Harbor settled a lawsuit entitled "Natura/ Resources Defense 
Council,. Inc. vs. City of Los Angeles, " regarding the environmentc1J review of a project. 
The settlement c:alls for a total of $50 million mitigation measures to be undertaken by 
the Harbor. The $50 million settlement liability has been charged as a n  expense of the 
Harbor Enterprise Fund as of June 30, 2003. The Harbor has also set up a restricted 
mitigation fund and has funded the first $10 million called for in the settlement. Of this 
$1 O million, $5 million has actually been disbursed from the fund as of June 30, 2003 to 
pay for the· designated uses. 

�3ettlement�of Dispute on Nexus Study 

In Janumy 2001 , the City, Harbor, and the State Lands Commission ,  entered into a 
settlement and mutual release agreement to amicably resolve their disputes concerning 
the General Fund's entitlement to historic and future reimbursements for costs incurred 
and oould incur in providing services to the Harbor. Such entitlement resulted from a 
series of studies collectively referred to as the Nexus Study. The settlement agreement 
provides that the: City's General Fund, as reimbursement for payments made by the 
Harbor to the City General Fund for retroactive billings for City Gemeral Fund services 
during the period July 1 .  1977 through June 30, 1 994, inclusive, pay the Harbor $53.4 
million in principal plus 3% simple interest over 1 5  years. The settlement agreement also 
provides that the City General Fund reimburse Harbor for the payment differential, that 
amount representing the difference between the actual payments and the amount to 
which the City G eneral Fund would have been entitled to reimbursement during fiscal 
year 1994-95 ancl fiscal year 2001-02, inclusive, had the reimbursement been computed 
during thosei fisca1I years using the settlement formula. This amount is estimated as $8.4 
million. Payment ·for this period is to be reimbursed to the Harbor over 1 5  years including 
�:% simple interest 
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The agreement also provides that at any time after five years from January 1 9, 2001 , the 
City, the Harbor and State Lands Commission may negotiate to amend their agreement 
to account for new or changed circumstances. The three parties have agreed to mutually 
release and discharge the other from any and all claims, demands, obligations and 
causes of action ,  of whatever nature pertaining in any way to the use, payment, transfer 
or expenditure for any of the services or facilities identified in the Nexus Study or the 
1 997 MOU and provided during the period July 1 ,  1 977 through June 30, 2003. 
Accordingly, the Harbor had recorded the amount due from the City General Fund as 
Advances From Other Funds of $51 .5 million and the current portion as Due From Other 
Funds of $3.5 million as of June 30, 2003. 

Sewer Enterprise Fund 

Claims and lawsuits related to several construction projects seek compensation and/or 
payment of damages stemming from allegations of defective construction specifications, 
delayed early completion, concealed conditions, issues of interpretation of contract 
language, and other doctrines of construction and contract law which are asserted to 
support a claim for monies above the contract price. The City Attorney estimates $27.5 
million liability to be probable of occurring and payable in the long-term. 

On November 9, 1 998, the Santa Monica Baykeeper filed an action under the Federal 
Clean Water Act (Act) Citizen Suit Provisions i:>r alleged violations of the Act. The suit 
seeks to recover approximately $539 million in damages. On December 23, 2002, a 
federal court found the City in violation of the Act and a trial date is set for April 2004. 
The Regional Water Quality Control Board has already issued a Cease and Desist Order 
requiring the construction of a number of sewer projects totaling approximately $600 
mill ion and an Administrative Civil Liability Penalty for the same events covered by the 
Baykeeper lawsuit. The City cannot estimate the potential impact of the lawsuit on the 
Fund at this time. 

Community Redevelopment Agency 

Angels Flight 

On February 1 ,  2001 , an accident occurred at the Angels Flight Funicular Railway when 
two cars collided. In its report, the National Transportation Safety Board cited improper 
design and construction of the drive system that caused the collision. The report also 
cited the failure of the CRA and the California Public Utilities Commission to ensure that 
the railway system conformed to safety design specifications and known funicular safety 
standards. 

The CRA is a co-defendant in lawsuits resulting from the funicular accident. In addition,  
there are a number of cross-complaints among the defendants and their insurance 
carriers. 
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At the time of the Angels Flight accident, the CRA's primary insurance carrier, Reliance 
National ln:surance Company (Reliance) was under liquidation. Reliance's l imit of liabil ity 
is $4 million per occurrence. Although the CRA t-as excess insurance coverage with 
another carrier, 1that carrier has taken the position that it has no rn,sponsibility to fi ll the 
gap in insurance: coverage due to Reliance's liquidation. Accordinoly, the CRA may be 
responsiblei to cover the insurance coverage gap, which could be reduced by amounts 
available from thie other co-defendants' insurance. 

VVhile the total financial exposure cannot be determined at this timH, CRA's portion may 
be reduced because of certain indemnity agreements among the co-defendants. 
Currently, the CRA is a participant in settlement mediations with several claimants where 
the collective demand is less than $4 million. 

�:;entral Business District (CBD) Tax Increment Revenues and Related Litigation 

A 1977 judgment resulting from litigation challenging the CBD redevelopment plan 
provided that during the life of the CBD Redevelopment Project (Project) , the CRA could 
not receive more, than $750 million tax increment revenues (lifetime cap) for use in 
c:onnection with the Project, or more than $75 million in any one fiscal year. Since the 
Project reached its lifetime cap in fiscal year 2000, redevelopmE�nt activities will be 
��nded by nion-ta)( increment sources through the Project's end date of July 201 0. 

The Projec:t was amended in May 2002 and detached certain ,:1reas. Some of the 
detached areas were incorporated in the May 2002 City Center Redevelopment Project 
aind in the November 2002 City Industrial Redevelopment Project. The County of Los 
Angeles and another party filed separate lawsuits challenging the amendment of the 
Project and the adoption of the City Center and City Industrial Rede,velopment Projects. 
On July 28, 2003, the Superior Court ruled that the Project amendment and the adoption 
of the two new reidevelopment projects violated the 1 977 judgment. The CRA and the 
City filed a notice of appeal on August 21 ,  2003. 

Commitments 

As of June 30, 2003, the following Enterprise Funds have commitments for construction 
contracts and open purchase orders in the following amounts (in thousands): 

Airports 
Harbor 

$ 1 3, 187 
649, 1 98 
222,500 
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Other Enterprise Fund Commitments 

Power Enterprise Fund 

Long-term Purchased Energy and Transmission Contracts 

The DWP has entered into a number of energy and transmission service contracts that 
involve substantial commitments scheduled to expire from 2027 to 2030 (dollars in 
thousands): 

DWP's Interest in A�ency Share 
Capacity Outstanding 

Agency Agency Share Interest (Megawatts} Princi[!:al 
lntermountain Power Project IPA 1 00% 66.8% 1 , 068 $ 1 ,670,1 00 
Palo Verde Nuclear 

Generating Station SCP PA 5.9% 67.0% 15 1  510, 175 
Mead-Adelanto Project SCPPA 67. 9% 35.7% 291 8 1 ,828 
Mead-Phoenix Project SCPPA 17.8%-22.4% 24.8% 148 1 7,883 
Southern Transmission System SCP PA 100% 59.5% 1 , 142 594,194 

IPA: The lntermountain Power Agency is a Utah State Agency established to own, acquire, construct, 
operate, maintain, and repair the Intermountain Power Project (!PP). DWP Power System serves 
as the Project Manager and Operating Agent of /PP. 

SCPPA: The Southern California Public Power Authority, a California Joint Powers Agency. 
Note: SCPPA's interest in the Mead-Phoenix Project includes three components. 

All these agreements require the Power Enterprise Fund to make certain minimum 
payments that are based mainly upon debt service requirements. In addition to average 
annual fixed charges of approximately $295 million in each of the next five years, the 
Power Enterprise Fund is required to pay for operating and maintenance costs related to 
actual deliveries of energy under these agreements (averaging approximately $245 
million annually during each of the next five years). Total payments under these 
contracts were approximately $546 million in fiscal year 2003. 

The Power Enterprise Fund earned fees under the IPP Project Manager and Operating 
agreements totaling $1 5.8 million in fiscal year 2003. 

Long-term Notes Receivable 

Under the terms of its purchase power agreement with IPA, DWP is charged for its 
output entitlements based on its share of IPA's costs, including debt service. During 
fiscal year 2000, DWP restructured a portion of this obligation by transferring $1 . 1 2  
billion to IPA in exchange for long-term notes receivable. The funds transferred were 
obtained from the debt reduction trust funds and through the issuance of new variable 
rate debentures. IPA used the proceeds from these transactions to defease and to 
tender for bonds with par values of approximately $615 million and $61 1 million, 
respectively. The net discount of $1 14 million is being amortized using the effective 
interest method over the lives of the bonds through 2023. 
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On September 7, 2000, DJVP transferred another $1 87 million to IPA in exchange for 
additional long-te!rm notes receivable. IPA used the proceeds to clefease bonds with a 
·face value of $1 98 million. The net discount of $9 million is being amortized using the 
,effective interest method over the life of the bonds through 201 7. 

The IPA notes are subordinate to all of IPA's publicly held debt obligation. DWP's future 
payments to IPA will be partially offset by interest payments and principal maturities from 
the subordinated notes receivable. 

Energy Entitlement 

DWP has a contract through 201 7 with the U.S. Department of Energy (DOE) for the 
purchase c,f available energy generated at the Hoover Power Plant. Its share of capacity 
at Hoover is approximately 500 megawatts. The cost of power purchased under this 
contract was $1 1 million in fiscal year 2003. 

Palo Verde Nucle·ar Generating Station (PVNGS) 

As a joint project participant in Palo Verde Nuclear Generating Station, DWP has certain 
commitments with respect to nuclear spent fuel and waste disposal. Under the Nuclear 
Policy Act, the DE�partment of Energy (DOE) was to develop the facilities necessary for 
the storage and disposal of spent fuel and to have the first such facility and operation by 
1 998; however, the DOE has announced that such a repository cannot be completed 
before 201 0. There is ongoing litigation with respect to the DOE's ability to accept spent 
nuclear fuel; howeNer, no permanent resolution has been reached. 

In July 200;�. a measure was signed into law designating the Yui:ca Mountain in the 
State of Nevada, as the nation's high-level nuclear waste repository. This means the 
DOE can now file a construction and operation plan for Yucca Mountain with the Nuclear 
R'.egulatory Commission (the NRC). The DOE expects that the Yucca Mountain site 
would be open by 201 0, a date which many believe is highly optimistic. The State of 
Nevada and! its congressional delegation have vowed to prevent the launch of the 
project through th1� NRC process or through legal challenges. 

Disagreement over funding of the repository is ongoing. The Administration and 
Congressional leaders continue to push for full and adequate funding, in order for the 
DOE to meet the application deadline of 2004. The Nevada delegation has been working 
diligently to try to delay the DOE's work on the license application for the Yucca site in 
hopes of halting the transfer of nuclear waste to the Nevada facility. 

Capacity in existing fuel storage pools at PVNGS were exhausted i11 2003. A Dry Cask 
Storage F:ac:ility (also called the Independent Spent Fuel Storage Facility) was built and 
completed in 2003 at a total cost of $33.9 million (about $3.3 milllion for Power Enterprise 
Fund) .  In addition '.to the facility, the costs also account for heavy lift E!quipment inside the 
units and at the yard, railroad track, tractors, transporter, transport canister, and 
surveillance e�quipment. 
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The facility has the capacity to store all the spent fuel generated by the plant until 2026, 
the end of its tifetime. To date, five casks, each containing 24 fuel assemblies, from Unit 
2 were placed in the Storage Facility. Moving of the spent fuel from Unit 1 to the Storage 
Facility is in  progress. The current plan calls for the removal of between 240 and 288 
fuel assemblies from the units to the Storage Facility every year. The costs incurred by 
the procurement, packing, preparation and transportation of the casks are included as 
part of the fuel expenses, and would cost approximately $1 2 million a year (about $1 .2 
million for Power Enterprise Fund) . If the permanent repository in Yucca Mountain is 
opened as scheduled in 201 0, the spent fuel from PVNGS will be shipped to the 
repository starting in 2031 . The Power Enterprise Fund accrues for current nuclear fuel 
storage costs as a component of fuel expense as the fuel is burned. DWP's share of 
spent nuclear fuel costs related to its indirect interest in PVNGS is included in the Power 
Enterprise Fund's purchased power expense. 

The Pric�Anderson Act (the Act) requires that all utilities with nuclear generating 
facilities share in the payment of claims resulting from a nuclear incident. The Act limits 
liability from third-party claims to over $9.5 billion per incident. Participants in the 
PVNGS currently insure potential claims and liabil ity through commercial insurance with 
a $300 million limit; the industry-wide retrospective assessment program provided under 
the Act covers the remainder of the potential liability. This program limits assessments to 
a maximum of $1 00.6 million for each licensee for each nuclear incident occurring at any 
nuclear reactor in the United States. Payments under the program are l imited to $10  
million per incident, per year. Based on  DWP's 5.7% direct interest and its 3.95% 
indirect investment interest through SCPPA, DWP would be responsible for a maximum 
assessment of $9 million per incident, limited to payments of $1 million per incident 
annually. 

Environmental Matters 

Numerous environmental laws and regulations affect the Power System's facilities and 
operations. DWP monitors its compliance with laws and regulations, and reviews its 
remediation obligations on an ongoing basis. 

DWP's generating station facilities are subject to the Regional Clean Air Incentives 
Market (RECLAIM) nitrogen oxide (NOx) emission reduction program adopted by the 
South Coast Air Quality Management District (SCAQMD). In accordance with this 
program, SCAQMD established annual NOx allocations for NOx RECLAIM facilities 
based on historical emissions and type of emissions sources operated. These 
allocations are in the form of RECLAIM trading emission credits (RTCs). Facilities that 
exceed their allocations may buy RTCs from other companies that have emissions 
below their allocations. DWP has a program of installing emission controls and 
purchasing RTCs, as necessary, to meet its emission requirements. 
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Based cm DWP's significant increase in sales for resale during the spring and the early 
summer of 2000, DWP anticipated a potential shortfall in RTCs to provide for both its 
native load and demands of the California grid during the remaining months of calendar 
year 2000. As a result, during August 2000, DWP entered into a Settlement Agreement 
(Agreement) with the SCAQMD. The Agreement released DWP from any and all claims 
or penalties arising from the incidents that give rise to the RECLAIM violations at its local 
facilities through December 31 , 2000. The Agreement also provides for a civil penalty of 
not less than $14 million. The Civil penalty must be spent within a three-year period on 
supplemental environmental projects agreed to by the SCAQMD arid DWP. 

Although DWP d id not have a shortfall of RTCs at the end of calendar year 2000, DWP 
has continued its partnership with SCAQMD in DWP's funding of environmental projects. 
DWP and SCAQMD have agreed to projects in the areas of micro-turbine development 
and commercialization , natural gas fueling station infrastructure, tree plantings at 
s;chools, advanced fuel cell demonstration,  and hybrid-electric midsize school buses. 

In May 200·1 , SC)·\QMD adopted amendments to RECLAIM with the intention of lowering 
and stabilizing RTC prices. One key element of the amendments is that existing power 
plants are bifurcated from the rest of the RECLAIM market and are required to install 
Best Available Retrofit Control Technology (BARCT) through compliance plans. DWP's 
compliance plans were submitted for SCAQMD approval in August 2001 . The plans 
clemonstrate that DWP has sufficient RTCs to meet its needs for the next five years, 
ciperates its generating units using "environmental dispatch," and has installed BARCT 
eir better on all sources of NOx emissions or will do so by January �:003. Thus DWP has 
eistablished a program of installing NOx control equipment and repowering existing 
generating units with more efficient, cleaner equipment such that NOx emissions will be 
n�uced 65 percent from 1 999 levels. 

Surface Water Treatment Rule 

The State <>f California Surface Water Treatment Rule (SWfR) imposes increased 
filtration requirements at open distribution reservoirs exposed to surface water runoff. 
The Water System has four major reservoirs that are subject to SWTR: Upper and 
Lower Hollywood, Lower Stone Canyon and Encino. To comply with SWTR, DWP has 
designed projects to remove these reservoirs from regular service through construction 
of larger pip1�1ines and storage facilities. These changes will improv13 water quality while 
maintaining 1�exibility in the water system. 

The Hollywood Water Quality Improvement Project was completed in July 2002. Upper 
a11d Lower Hollywood Reservoirs were removed from service and functionally replaced 
lby two 30 million gallon tanks and additional pipelines. ConstruGtion began on the 
Encino projeict in Decem ber 2002 and the Stone Canyon Water Ouality Improvement 
P roject is sclhedul1ed to begin construction in December 2003. As of June 30, 2003, the 
1:ost of the SWTR compliance related to engineering studies and construction activities 
at the four rE�servc>irs and for the additional key pipelines in the San Fernando Valley 
totaled $3HI millioin and are expected to reach $539 million at complE�tion in 2007. 
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Owens Valley 

During 1 997, the Great Basin Unified Air Pollution Control District (the District) adopted 
an initial State Implementation Plan (SIP), as amended, and an implementing order 
requiring DWP to initiate pollution control measures to control particulate matters 
emitting from the Owens Dry Lake bed. DWP disputed the remediation measures 
imposed by the original order; however, in July 1 998, the District and the City Council 
approved a Memorandum of Agreement (MOA) to mitigate the dust problem. The MOA 
delineated the dust producing areas on the lakebed that needed to be controlled, 
specified what measures must be used to control the dust, and specified a timetable for 
the phased implementation of the control measures. 

The District incorporated the MOA into a formal air quality State Implementation Plan 
(S IP) that was approved by the United States Environmental Protection Agency in 
October 1 999. The SIP will demonstrate that upon completion of work, emissions from 
the Owens Lake bed will be reduced so that the Owens Valley Planning Area will attain 
and maintain ambient air quality standards for particulate matters as required by the 
Federal Clean Air Act. The Clean Air Act requires that the area meet the ambient air 
quality standards by the end of 2006. The District is in the process of revising the SIP for 
the redefined 30 square miles of the lakebed area that needs to be controlled. The City 
has committed to complete dust control measures on 16.5 square miles by 2003 and on 
the additional areas delineated in the District's revised 2003 SIP. 

To date, the City has completed construction and is operating dust control measures 
covering an area of approximately 1 9  square miles. Planning and design are underway 
for the additional 1 1  square miles. The control measures that the District has certified as 
Best Available Control Measures for Owens Lake are: shallow flooding, managed 
vegetation, and gravel. 

As of June 30, 2003, DWP has incurred capital costs of approximately $21 2 million 
associated with the Owens Dry Lake project. Based on the anticipated 2003 SIP, DWP 
management estimates that the total capital related costs of implementing the pollution 
control measures through 2006 will be approximately $41 5  million. 

Fire and Police Pension System 

The System has commitments to contribute capital for real estate and venture capital 
investments in the aggregate amount of approximately $330.6 million at June 30, 2003. 

All members of the System, except Tier 4 members, who were active on or after July 1 ,  
1 982 have vested rights to their past contributions and accrued interest in the event of 
termination prior to retirement. At June 30, 2003, the total amount is $975.9 million. 

Los Angeles City Employees Retirement System 

At June 30, 2003, the LAGERS was committed to future purchases of real estate and 
alternative investments at an aggregate cost of approximately $305.5 million. 
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!Community Redlevelopment Agency 

J-lollywoodL. Highl.and and Marketplace Projects 

The CRA facilitated public improvements financing for the Hollywood and Highland 
commercial deVE!lopment by the TrizecHahn Corporation. Public ·�nancing consists of 
tax-exempt parking revenue bonds issued by the City for a s;ubterranean parking 
f;tructurE! and taxable certificates of participation issued by MIGLA for the live broadcast 
theater. 

The parking revenue bonds are secured by the City's Special Parking Revenue Fund 
which collects all City parking lot and meter monies. If City parking revenues generated 
outside Council District 1 3  are needed and are unable to be reimbursed by Council 
District ·1 3 ,  the CRA has agreed to reimburse the City for that oxcess amount from 
Hollywood Redevelopment Project Area (Hollywood Project) tax increment revenues. 
This obligatDon is subordinate to outstanding and future tax allocation bond debt service, 
pass-throug1h obligatrons and housing set-aside requirements. 

The theater certificates of participation represent annual lease rental payments from the 
City's General Fund. TrizecHahn has guaranteed a level of revenue generation that is 
s;ufficient tc, pay for the debt service requirements of the bonds .. Under certain conditions, 
the guarantee mc1y be released after the eleventh year. Following such release, the CRA 
has agreed to provide a back-up reimbursement mechanism from subordinate 
Hollywood Project tax increment revenues, on the same terms and conditions as the 
TrizecHahn guara,ntee. 

The obligation to, pay Hollywood Project tax increment revenues. to the City, under 
certain conditions, is subject to prior and senior obligations to pay tax a llocation bond 
debt service, housing set-asides as required by State law, and pa:;s-through payments 
arising from agreements with the County of Los Angeles, the Los Angeles Unified 
School District, and the Los Angeles Community College District. 

On August 31 , 2000, the CRA executed an Owner Participation Agreement with 
Hollywood Marketplace LLC for the development of a commercial-residential project at 
Sunset Boulevard! and Vine Street in the Hollywood Redevelopment Project. Under the 
agreement, the CRA signed a $3.3 million promissory note payablo to the developer at 
the rate of 1 0% interest annually, which will accrue beginning July 2002. 

Payments are due annually on September 30 following successful completion of the 
mtail and pmking components and are limited, on a basis subordi nated to outstanding 
t,1x allocation bond debt service. Payment of the note will come from additional tax 
increment gE:meraited at the development site. If such revenues are insufficient to pay the 
s1:;heduled principal and interest based on level amortization, the unpaid amount will be 
compounded into the principal balance of the loan. 
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Others 

At June 30, 2003, the CRA had approximately $71 .3 million in outstanding commitments 
under various agreements, including construction, public improvements, housing loans, 
professional services and other costs related to redevelopment plans. 

C. Conduit Debt Obl igations 

The City participated in the issuance of the following indebtedness to provide financing 
to private-sector entities for the acquisition, construction and improvements of housing, 
commercial, educational, medical and other facilities deemed to be in the public interest 
(in thousands): 

Issue 

Multifamily Housing Bonds - 80 Issues 
Home Mortgage Revenue Bonds - 10  Issues 

Bond proceeds were used to provide mortgage loans for the construction and 
financing of multifamily rental and single-family residences in the City. The 
indebtedness is secured solely by the property financed by the respective 
bond issues and by credit guarantees by reinvestment-grade financial 
institutions. 

I ndustrial Development Bonds - 1 1  Issues 
The proceeds were used to provide manufacturers low cost financing to 
expand industrial capacity and stimulate job creation in the City. The City has 
no financial obligation as each bond is secured through a Jette r of credit. 

Limited Obligation Medium -Term Improvement Notes - 1  Issue 
The proceeds were used to provide financing for fire safety improvements in 
privately owned buildings in the City. The notes are supported solely through 
annual assessments on the properties and the value of the underlying 
properties themselves. 

Community Facilities District No. 3 Special Tax Bonds 
The proceeds were used to fund the acquisition and construction of certain 
public improvemens for the Cascade Business Park and Golf Course. The 
City's obligation is limited to collecting the special taxes annually levied and 
collected from the District for the debt service payments. 

Community Facilities District No. 4 Special Tax Bonds 
The proceeds were used to fund the acquisition and construction of certain 
public improvements for the Playa Vista Development Project. The City's 
obligation is limited to collecting the special taxes annually levied and collected 
from the District for the debt service payments 

Street Improvement Assessment 191 1/1 913 Act Bonds 
The proceeds were used to finance certain public improvements for the 
Westwood Village Streetscape Assessment District. The City's obligation is 
limited to collecting the assessments annually levied for debt service 
payments. 

Total 
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The City is not obligated in any manner for repayment of the indebtedness. Accordingly, 
the liabilitie�s are not reported in the accompanying financial statem,�nts. 

�::;ommu!Jl!y Rede!velopment Agency 

In order to encourage redevelopment activities by the private sector, the CRA has 
authorized the issuance of tax-exempt revenue bonds and certific:ates of participation. 
The private sector assets and revenues generated by the rE!spec:tive projects are the 
collateral for the indebtedness. As of June 30, 2003, the outstanding balance of such 
issues was $402.7 million. The CRA is not obligated for the repc1yment of such debt; 
therefore, the liabilities are not included in the accompanying financial statements. 

D. Other Matters 

r�orthridge Earthquake Damage 

As of June 30, 2003, the Federal and State governments have obligated approximately 
$770 million to fund repairs to City buildings, streets and bridges:, sewer and related 
facilities, anid recreation and parks facil ities damaged in the January 1 994 Northridge 
Earthquake. The total amount reimbursed by the Federal and Statei governments to the 
City as of June 30, 2003 was $685 million. 

The Federal Emergency Management Agency (FEMA) has asked the State Office of 
Emergency Servi,ces (OES) to accelerate the closeout of completed projects by the end 
of March 2003. This emphasis is due to the Federal government's reprogramming of 
unused funds to more recent disasters and the fight against terrorism. However, 
because of the State budget crisis, there are delays in the collection of the $85 million 
balance from FEMA and OES. 

Loans RecE!ivable from Los Angeles Community Development Bank 

The City's loans receivable includes $45 million from the Los Angeles Community 
Development Bank (LACDB), a nonprofit corporation and not a commercial bank. This 
amount represents the outstanding portion of the City's participation in the U.S. 
Department of Housing and Urban Development Section 1 08 Govt�rnment Guaranteed 
Participation Certificates, Series HUD 1 999-A (Section 1 08 Certificates). The original 
amount of the City's participation was $55 million ,  of which $1 0 million was defeased in 
July 200 1 .  The City participated in another issue, Series HUD 1 9H7-A, for $30 million 
that was def,eased in July 2000. The County of Los Angeles also participated in the issue 
and its outstandi ng portion is $1 million. The Section 1 08 Certificates represent a 
fractional undivide,d interest in a portion of a trust sponsored by the Secretary of HUD 
and administered by a trustee. At June 30, 2003, of the $4!5 mill ion receivable from 
U\CDB, the! City recognized $7 million uncollectible allowance. 
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The City recognizes a long-term debt equivalent to its participation in the Section 1 08 
Certificates. As required by law to assure the repayment of the certificates, the City's 
participation is secured by a pledge of Community Development Bock Grants that the 
City may become eligible. 

The independent auditor's report on the LACDB's financial statements for the year 
ended December 31 , 2002 identified circumstances that raise substantial doubt about 
LACDB's ability to continue as a going concern. Subsequently, LACDB submitted a 
Transition Plan (Plan) on October 1 5, 2002. The County Board of Supervisors approved 
the Plan on December 1 0, 2002. The Mayor and City Council approved the amended 
Plan on January 6, 2003 with instructions that LACDB continues to work with certain City 
departments so that by the end of calendar year 2003 there will be a transition to 
sustainable self sufficiency or assumption of functions by another entity. As part of the 
Plan, LACDB is considering selling its loan portfolio or retaining a contractor to assume 
day-to-day responsibilities for managing the portfolio. If LACDB sells its loan portfolio, 
the proceeds would be used to def ease or retire the outstanding Section 1 08 certificates. 

On October 30, 2003, the LACDB submitted an updated Transition Plan, which provides 
for the transfer of assets and liabilities to the City and the wind up and dissolution of the 
LACDB by December 31 , 2003. The Council disapproved the updated Transition Plan 
and instructed the same City . c:epartments and LAC DB to work on a more viable plan 
and report back by March 31 , 2004. 

Airports Enterprise Fund 

Terrorist Activities 

The Airports like the rest of North American transport system, has been adversely 
affected by the terrorist attacks hat occurred in the United States on September 1 1 ,  
2002 (the September 1 1  Events) . As a result of the September 1 1  Events, there was a 
temporary suspension of air carrier operations in the United States, including operations 
at the Airports. Since the September 1 1  Events, due in part to the September 1 1  Events 
and in part to the slowdown in the national economy, significant declines have been 
experienced in aviation activity and enplaned passenger traffic, as well as in activity
based revenues consisting primarily of landing fees, passenger facil ity charges, 
concession revenues and parking revenue. For the fiscal year ended June 30, 2003, 
Airports experienced a 1 % reduction in passenger levels and a 20% reduction in air 
traffic movements. Aviation activity \M3s also affected by the hostilities in Iraq and the 
outbreak of severe acute respiratory syndrome (SARS). 

As part of its program of proactively addressing heightened security concerns and 
requirements, Airports has engaged in a review of its rates and charges, and has 
implemented revenue enhancements and expenditure controls that affect a variety of 
operating expenses. Capital expenditures were reevaluated and much of such 
expenditures were suspended except where the affected projects were near completion 
or essential from a security or safety standpoint. 
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Reductions in operating levels at the Airports from those that existed prior to the 
September 1 1  Events may continue for a period of time and to a degree that is 
uncertain. The future level of aviation activity and enplaned pansenger traffic at the 
Airports will depend upon several factors directly and indirectly related to the September 
1 1  Events, including, among others, the financial condition of individual airlines and the 
viability of continued services. A number of airlines were experiencing economic 
difficulties prior to the September 1 1  Events. This situation was worsened by the 
September 1 1  E:vents and most of the airlines have been down graded by the rating 
agencies. Several airlines operating at LAX, including United Airlines, have filed for 
bankruptcy protE�ction and two of them suspended operations. UAL Corporation, the 
parent company of United Airlines, has also filed for bankruptcy protection. 

Airports is unable to predict (i) the duration of current reduced air traffic volume, (ii) the 
l ong-term impact of the above-mentioned events on costs and rev1�nues of Airports, (iii) 
the future financial condition of the airlines using Airports facilities, or (iv) the likelihood of 
future incidents of terrorism or other air transport disruptions. 

passenggr_Facility Charges 

The Aviation Safety and Capacity Act authorized domestic ai rports to impose a 
passenger facili1y charge (PFC) on enplaning passengers. Tl1e Federal Aviation 
Authority (FAA) issued the regulations for the use of PFC's for airport projects that must 
meet at least one of the fol lowing criteria: (a) preserve or enhanc:e safety, security or 
capacity of the national air transportation system; (b) reduc:e mise or mitigate noise 
impacts resulting from an airport; or (c) furnish opportunities for enhanced competition 
between or among airlines. 

The FAA has approved the Airports' applications to impose $3 per passenger PFC's at 
the Los Angeles International (LAX) and Ontario International Airports to fund certain 
�1pproved projects. Through June 30, 2003, the cumulative PFC collections and the 
related interest e,arned as reported to the FAA were $614 million and $82.5 million, 
respectively. The: increased rate d $4.50 effective August 1 ,, 2003 at LAX has been 
c1pproved by the FAA. 

Power and Water Enterprise Funds 

Fair Value 12f Power and Water Enterprise Funds Bonds and Notes Payable 

The fair value of bonds payable are based on estimates that represeint the present value 
of interest and principal payments on the long-term debt discounted using current 
interest rates obtc1inable by DWP for debt of similar quality and maturities. The fair value 
of both current and long-term bonds payable is $3.2 billion for Power and $1 .3 billion for 
Water. 
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Regulatory Matters Affecting the Power System 

Effective April 1 ,  1 998, customers of California's investor-owned utilities (IOU) became 
eligible for direct access. The introduction of direct access resulted in significant 
structural changes to the electric power industry , including plant divestitures and 
management of IOU transmission assets through the California Independent System 
Operator (CISO). In 2001 , legislation was enacted to suspend direct access to retail 
customers in California. 

As a government-owned utility, DWP was not compelled to participate in direct access or 
divest its generation assets. Management continues to evaluate DWP's alternatives in 
response to deregulation, the introduction of direct access and participation in the CISO. 
In addition, management has implemented debt and cost reduction programs and 
restructured certain power commitments in response to the changes in the electric utility 
market. Furthermore, in August 2000, the City Council approved a $1 .7 billion, ten-year 
plan to upgrade DWP's local power plants and to implement a program that includes 
demand side management, alternative energy sources and distributed generation. This 
plan has been amended to allow for a total budget of $2 billion. Through June 30, 2003, 
DWP has incurred $930.8 million related to such upgrades. 

No definitive plan for allowing direct access to customers in the DWP service area has 
been adopted. However, if DWP implements direct access in the future, it is likely that its 
generation business will no longer qualify for accounting under SFAS No. 71 , which 
requires that the effects of the rate making process be recorded in the financial 
statements. Based on current and projected market prices, management does not 
believe that market issues or the introduction of direct access will negatively impact 
DWP's financial position. 

Federal Energy Regulatory Commission (FERC) Price Mitigation Plan 

In June 2001 , the Federal Energy Regulatory Commission issued a price mitigation plan 
that imposes price limits on spot market electricity sales in the Western Electric 
Coordinating Council (WECC). The price limits are based on a calculation that estimates 
the cost of production of the least efficient gas-fired generation plant in California, and a 
fixed factor to account for other variable costs. The calculation is based on factors 
existing at the then most current California Stage 1 Emergency. Sellers and other 
marketers have the opportunity to justify prices above the limit to the FERC. On July 17, 
2002, FERC ordered effective October 1 ,  2002, among other things, a new price cap 
and certain automatic procedure in the WECC, designed to mitigate the effects of market 
power. The Power Enterprise Fund's purchases and sales of electricity occur entirely 
within the WECC and as such are subject to these measures. These measures have in 
part contributed to stabilizing the market and resulted in overal l lower wholesale prices. 
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California Beceivables and FERC Refund Hearings 

During ·fiscal year 2001 , Power Enterprise Fund made sales to two California agencies 
that were formed by Assembly Bill 1 890 to facil itate the purchase and sale of energy and 
ancillary seirvices in the State of California. Through June 30, 200::1, these agencies, the 
CISO and the California Power Exchange (CPX), have made minimal payments since 
April 2001 on amounts outstanding to counterparties, including the Power Enterprise 
Fund, for certain aiergy purchases in fiscal years 2000 and 2001 . The CPX filed for 
protection under Chapter 1 1  of the Federal Bankruptcy Statute in January 2001 . Two 
utility companies that owe significant amounts to these agencies, the Southern California 
Edison Company and the Pacific Gas & Electric, have stated in public disclosure 
documents that they may not be able to pay all the power they consumed in 200 1 .  
Southern Califomia Edison Company has paid all amounts due by it to the CPX, 
however, the amounts remain in escrow accounts pendin!J the resolution of 
disbursement of the funds. Pacific Gas & Electric has filed for pro1ection under Chapter 
1 1  of the Federal Bankruptcy Statute and all amounts due from that entity are 
outstandin�,. 

As of June 30, �'.003, the receivable of the Power Enterprise Fund from CISO and CPX 
totaled $1 6i8 .7 million. The FERC has questioned whether amounts charged for energy 
sold to the CISO and CPX during 2000 and 2001 represent "unlawful profits" that should 
be subject to refund. The FERC has considered various options to determine a refund 
amount but has not issued definitive guidance on what represents unlawful profits for 
sales during the period. If the FERC issued an order requiring a refund under defined 
conditions, the Power Enterprise Fund may be liable to refund a portion of amounts 
recorded as sales. However, it has not been established that the FERC has any 
jurisdictions over municipal utilities, including the DWP. 

As of June, 30, 2003, the Power Enterprise Fund has recorded a $40 million !ability 
against the $16a.7 million receivable, for potential refunds pertaining to its wholesale 
:sales during 2000 and 2001 . DWP management believes that this is the most probable 
amount that will be paid and is based on the most recent formula disclosed by FERC. 
However, DWP management believes that it is entitled to all amou nts due from sales to 
i:ounterparties in California, including those mentioned above. In addition, DWP 
management do1::!s not believe that the Power System's exposure to losses with respect 
to these re,ceivable balances can be currently estimated. If final settlement of these 
1·eceivables resullts in an amount less than the recorded balance, inet of the $40 million 
reserve, DWP will be required to record a loss in the Power Enterprise Fund's operating 
:statement. 
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Public Benefits 

In accordance with State Assembly Bill 1 890, as amended by Assembly Bill 995, and 
pursuant to direction from the Board, a percentage of the Power Enterprise Fund's retail 
revenue is designated for use for qualifying public benefits programs. Qualifying 
programs include cost-effective demand side management services to promote energy 
efficiency and energy conservation, new investment in renewable energy resources and 
technologies, development and demonstration programs to advance science and 
technology, and services provided for low-income customers. The program is currently 
expected to cease on January 1 ,  201 2. 

DWP defers public benefits revenue from customers in excess of costs incurred under 
qualifying programs and defers qualifying expenses in excess of collection pursuant to 
approval received from the Board. During fiscal year 2003, the Power Enterprise Fund 
changed its public benefits deferral estimate. The change in estimate was the result of 
an updated interpretation of Assembly Bill 1 890. As a result, Power Enterprise Fund 
recorded an increase in its public benefits deferred credit balance of $27 million. During 
fiscal year 2003, $7 4.9 million was spent on public benefits programs including 
investments in electric buses and vehicles, photovoltaic power and other alternative 
energy sources, and support for low-income customers. As of June 30, 2003, the Power 
Enterprise Fund recorded deferred expenses of $1 1 .  7 which will be recognized when the 
corresponding revenue is earned. 

The Impact of the Right to Vote on Taxes Act- Proposition 218 

On November 5 ,  1 996, California voters approved Proposition 2 18  (the Proposition) that 
adds Articles XII IC and XII ID to the California Constitution. The Proposition requires 
majority voter approval before the imposition, extension or increase of general taxes, 
and 2/3-voter approval before imposition, extension or increase of special taxes by a 
local government, which is defined in the Proposition to include charter cities such as the 
City. Such voter requirements would apply to all general and special taxes that were 
newly created or increased after January 1 ,  1 995. 

The Proposition also extends the initiative power to reducing or repealing local taxes, 
assessments, and property related fees and charges, regardl�ss of the date such taxes, 
assessments, fees and charges were imposed. In addition, the Proposition limits the 
appl ication of assessments, fees and charges and requires them b be submitted to 
property owners for approval or rejection, after notice and public hearing. 
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The Proposition will restrict the City's ability to impose or increase certain taxes and 
assessments, and land-based user fees and charges. It would su bject existing sources 
of City revE3nue to reduction or repeal. Existing taxes at existing levels such as Utility 
Users Tax, Documentary Transfer Tax, Parking User Tax, Sales Tax, Vehicle License 
Fees, Municipal Court Fines, Transient Occupancy Tax, and Licemses, Permits, Fees 
and Fines would not be affected by the Proposition. Fees and Charges of the Power 
System and its transfers to the General Fund are exempted from Proposition 21 8. The 
City's Sanitation Equipment Charge is subject to the Proposition, however, fee increases 
for refuse collection services are exempted from the voter approval requirement in the 
Proposition. 

The Proposition will require a vote of the electorate to either increase an existing tax or 
levy any new tax. The impact on future revenues will depend on the willingness of the 
,electorate to support new taxes and cannot be determined at this time. 

Recent Litigation Involving Assessment Practices 

Properties which have been subject to downward valuation by county assessors as a 
1�esult of natural disasters, economic downturns or other factors, have often had that 
value restored by the assessors at rates higher than 2% annually depending on the 
:3uccess of repairs following a disaster or the speed of a recove,y from an economic 
downturn. All fifty-eight county assessors have followed this procedure that was codified 
in  the State of California Revenue and Taxation Code. On December 27, 2001 , an 
Orange County Superior Court ruled that such decreases create a new "base year 
value" for purposes of Proposition 1 3  and that subsequent increases in the assessed 
value of a homeowners property by more than 2% in a single year violated Article XIIIA 
of the California Constitution. The Court's ruling only applies to the particular 
assessment involved in the "County of Orange v. Orange County Assessment Appeals 
Board No. 3 "  case. If the Court's reasoning is applied to other local governments, 
property ta>C reve1nues, including those of the City, may be reduced. On May 30, 2002, 
the Court denied the Orange County Assessor's Motion for Judgm1�nt on the Pleadings. 
On December 1 2, 2002, the Court granted class-action status to the, lawsuit. 

The same attorm:�y pursuing the Orange County case subsequently filed a similar case 
in Los Ang13les County seeking a refund from the Los Angeles C ounty Assessor. On 
April 30, 2002, the judge in the Los Angeles County case dismissed the plaintiffs' action 
�;tating in part that no support presently exists in statute, case law or policy for the 
contention that upon property decline in value below its acquisition value, its Proposition 
·1 3 based value is permanently reduced. 

The City cannot predict the impact on its property tax revenues future actions and court 
decisions that may apply to other similarly situated property owners. 
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The South Coast Air Quality Management District (SCAQMD) Fleet Rules 

The SCAQMD has adopted new rules with which the City must comply related to clean 
air requirements for government fleets (Fleet Rules). Current estimates indicate that 
implementing the Fleet Rules will cost the City $1 00 million over a seven-year period 
starting in fiscal year 2002. Funding this program will be considered as part of the annual 
budget process of the City. 

Community Redevelopment Agency 

Bunker Hill Project 

On December 30, 1 997, the CRA issued $80 million of variable-rate Bunker Hill 
Subordinate Tax Allocation Refunding Bonds. The refunding debt defeased $25 million 
of Series D taxable bonds dated November 1 991 and funded a $49.7 million 
Supplemental Debt Service Fund held by the bond trustee. The Supplemental Debt 
Service Fund is available to pay principal and interest and certain fees related to the 
subordinate bonds and if necessary, principal and interest on the senior tax allocation 
bonds. 

The bond insurance requires that all future Bunker Hil l tax increment revenues in excess 
of current debt service requirements be used to redeem subordinate bonds. In 
December 2002, the CRA redeemed $30 mill ion of the subordinated bonds. After the 
subordinate bonds are fully retired, the release of tax increment revenues to the CRA, 
after payment of senior bond debt service, will be conditioned upon meeting coverage 
tests imposed by the insurer. Therefore, while the subordinate and the senior bonds are 
outstanding, the Bunker Hill budget and work program wil l  be funded by available non
tax increment resources such as program income, special revenues and grants. 

Cinerama Dome Public Parking 

The i:arking revenue generated by the facility is the primary source for debt service 
payments of the $44.2 million Parking System Revenue Bonds. Under circumstances 
where net revenues are insufficient to service the debt, the shortfall will be covered by a 
$9.3 million letter of credit provided by the developer and the CRA's pledge of the project 
area's incremental tax revenues of up to $1 million annually. However, the pledge of 
incremental tax revenues is subordinate to the project area's tax allocation bonds, 
project notes, and pass-through payments. Such pledge will be released when net 
revenues during two consecutive twelve-month periods equal 1 .35 times the maximum 
annual debt service on the bonds. 
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On two instances during the fiscal year, the CRA directed the bond trustee to draw a 
total of $2 million from the letter of credit to cover debt service mquirement shortfalls. 
The CRA is oblioated to reimburse the developer for the drawings at 1 0% interest from 
available cash from the parking garage operations and/or any property tax increment 
!Jenerated by the project. 

IE. Subsequent Events 

!Indebtedness 

Subsequent to June 30, 2003, the City and the CRA issued the following indebtedness 
(in millions): 

ISSUE! Date Bond Description Amount Interest Rate 
---- -----

City 
July 1 ,  2003 2003 Tax and Revenue Anticipation Notes $ 443.6 2.000% - 6.000% 
July 1 ,  2003 Wastewater System Subordinate Revenue 

Bonds Refunding Series 2003-B 269.5 1 .250% - 5.000% 
July 8, 2003 Power System Revenue Bonds 2003 

Series A 955.9 2 .000% - 5.000% 
July 29, 2003 General Obligation Bonds Series 2003-A 233.4 3.000% - 6.000% 
July 29, 2003 General Obligation Bonds Refunding 

Series 2003-B 77.3 3.625% - 6.000% 
August ·1 . �'.003 Wastewater System Revenue Bonds 

Refunding Series 2003-B 225.5 2.000% - 5.000% 
August 20, 2003 Power System Revenue Bonds 2003 

Series B 200.0 3.500% - 5. 1 25% 
December 2, 2003 Sanitation Equipment Charge Revenue 

Bonds Series 2003-B 61 . 1  4.000% - 5.000% 
CRA 

August 26, 2003 CRFA Taxable Financing Bonds Series J 18.0 4. 1 80% - 6.380% 
August 26, 2003 CRFA Ta)f-exempt Financing Bonds 

Series J 4.5 2.000% - 5.000% 
August 26, 2003 CRFA Taxable Financing Bonds Series K 4.6 6.980% - 9.380% 
November 2:5, 200�1 Tax Allocation Refunding Bonds 

Hollywood Series D 23.0 3.940% - 6.000% 
December ·ta, 200�, Tax Allocation Refunding Bonds 

Little Tokyo Series D 1 1 .4 4.300% - 4.750% 
December ·18, 200�, Tax Allocation Bonds Little Tokyo 

Series E 8.1 2.000% - 5.400% 

Impact of State 13udget Crisis on City Budget 

The original Statei budget adopted for fiscal year 2004 included a mduction in the motor 
vehicle license fe,e (VLF), a major local government revenue collected and distributed by 
tlhe State. The effect of this State action was a $45 million revenue loss for the City. The 
State recently made changes to the VLF, and depending upon the outcome of those 
changes, th1e City may sustain additional revenue loss of $60 million in fiscal year 2004. 
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The Governor has instructed the State Controller to issue VLF backfill payments to local 
governments. However, neither the Governor nor the State Legislature has identified the 
source of the backfil l payments. 

The Governor's proposed State budget for fiscal year 2004-05 involves property tax shift 
from local governments to the State. The tax diversion, if approved by the State 
Legislature will reduce the City's property tax revenues by approximately $40-$45 
million. 

Pension Plans Contribution Increases 

Due to prior losses in investment earnings and decline in value of the City's pension 
plans assets, the City's contributions to the three pension plans are expected to post a 
cumulative increase of over $1 00 million in fiscal year 2004. 

Department of Water and Power 

On December 1 7 , 2003, the Board of Water and Power Commissioners approved the 
$37 million reduced sale price of one of the DWP's administrative facilities. The original 
sale price approved by DWP management in 2001 was $50 million. The facility being 
sold has mold in the structure. DWP and the purchaser each conducted a study to 
determine the estimated cost for mold clean up. This reduction in price caused DWP to 
recognize an additional total loss of $1 1 .  7 million as of June 30, 2003. The reduced price 
remains subject to the City Council approval. 

On December 1 7, 2003, the DWP Retirement Board adopted a change in the actuarial 
asset valuation method for the DWP's Retirement, Disability and Death Benefit 
Insurance Plan from the four-year smoothing method to recognizing the unrecognized 
returns for each of the last five years (but not before July 1 1  , 2001 )  over a five-year 
period. 

Sewer Rates 

On September 1 6, 2003, the City Council approved to increase, effective October 25, 
2003, the sewer service charge rate from $2.26 per one hundred cubic feet (hcf) to 
$2.33 per hcf (1 hcf = 748 gallons). 

Community Redevelopment Agency 

On December 31 , 2003, due to the shortages in revenues of the Cinerama Dome Public 
Parking Project, the CRA made a $.6 million draw down from the irrevocable letter of 
credit issued by a bank that secures the parking project revenue bonds. The letter of 
credit was provided by the developer of the project as part of the development 
agreement. The CRA is obligated to reimburse the developer for the drawing at 1 0% 
interest from any available cash flow from the parking garage operations and/or property 
tax increment generated by the project. Through December 31 , 2003, drawings from the 
$9.3 million letter of credit totaled $2.6 million. 
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Actuariail Ac:tuarial 
Valuation Value of 

Date . .G,ssets ------

Los Angeles City Employees' 
Retiremen1t System 

06/30/01 $ 6,988,782 $ 
06/30/02 7,060,1 88 
06/30/03 6,,999,647 

Fire and Police Pension System 

06/30/01 $ 1 1 ,835,549 $ 
06/30/02 1 1 ,491 , 9:22 
06/30/03 1 1 ,690,7:51 

Water and P1>wer Employees' 
Retireme111t and Death Benefit 
Insurance IPlan 

06/30/01 $ 5,833,275 $ 
06/30/02 5,790,263 
06/30/03 13, 1 28,376 

Actuarial Actuarial 
Valuation Value of 

Date Assets ------

06/30/9'9 $ 95,066 $ 
06/30/00 1 04,616  
06/30/01 1 06,876 

CITY OF LOS ANGELES 

Schedule of Funding Progress 
Benefit Pension Plans 

(amounts expressed In thousands) 

Actuarial 
Accrued Overfunded 
Liability (Unfunded) Funded 

(AAL) AAL Ratio 

6,468,066 $ 520,716 1 08. 1 %  
7, 252, 1 1 8  (191 ,930) 97.4% 
7,659,846 (660, 1 99) 91 .4% 

9,954,056 $ 1 , 881 ,493 1 1 8.9% 
1 0,606,825 885,097 1 08.3% 
1 1 ,203,559 487, 1 92 104.3% 

5,306,263 $ 527,012 1 09.9% 
5,71 4,525 75,738 1 01 .3% 
6,042,087 86,289 1 01 .4% 

COMMUNITY REDEVELOPMENT AGENCY 

Schedule of Funding Progress 
Employee Retirement System 

(amounts expressed in thousands) 

Actuarial 
Accrued 
Liability Overfunded Funded 
{AAL) AAL Ratio 

76, 1 31 $ 18,935 1 24.Bo/o 
80,994 23,622 1 29. :�% 
88,427 18,449 120.!�% 
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Overfunded 
(Unfunded) 
AAL as a 

Percentage 
Covered of Covered 
Payroll Payroll 

$ 1 ,293,350 40.3% 
1 ,334,335 -14.4% 
1 ,405,058 -47.0% 

$ 882,758 213. 1 %  
946,037 93.6% 
970,727 50.2% 

$ 403,266 130.7% 
430,398 1 7.6% 
472,432 18.3% 

Overfunded 
AAL as a 

Percentage 
Covered of Covered 
Payroll Payroll 

$ 12,832 147.6% 
12,733 185.5% 
14,124 130.6% 
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APPENDIX C 

CERTAIN DEFINITIONS AND SUMMARY OF THE FINANCING DOCUMENTS 

Set forth below are th1� defmitions of certain terms used in the Official Statement, the Trust Agreement and 
the Lease Agreement applicable to the Program AX Certificates, followed by a brief summary of certain provisions 
of such documents. Set forth thereafter are the definitions of certain terms used in the Trust Agreement, First 
Supplemental Trust Agreement, Lease Agreement, First Amendment to Lease Agreement, Site Lease and First 
Amendment to Site Lease applicable to the Additional AR Certificates, followed by a brief summary of certain 
provisions of such documents, and a sununary of the Continuing Disclosure Certificate applicable to each series of 
the Certificates. All capitalized terms not defined here or elsewhere in the Official Str,tement have meanings set 
forth in such financing documents. In some cases, the def med terms used in the body of the Official Statement vary 
from the definitions used in th is summary; the latter conform to the definitions used in such financing documents. 
This summary is not intended to be definitive and is qualified in its entirety by reference to the financing documents 
for the complete text thereof. Copies of such financing documents are available from the City upon written request. 

CERTAIN DEF'INITIONS IN THE PROGRAM AX FINANCING DOCUMENTS 

"A,:quisition Costs" means the price paid or to be paid by the City or the Corporation for the acquisition of 
the Equipment. 

"Acquisition Fund" m eans the fund by that name established and held by the City pursuant to the Trust 
Agreement. 

"Additional Certificates" means the certificates of participation executed and delivered from time to time 
pursuant to 1:he Lease Agreemelllt and the Trust Agreement. 

"Additional Payments" means the payments required by of the Lease Agreement 

"Basic Lease Payments" means all payments required to be paid by the City on any date pursuant to the 
Lease Agret:ment, including any prepayment thereof pursuant to the Lease Agreement. 

"Business Day" means a day of the year which is not a Saturday or Sunday, or a day on which banking 
institutions located in California are required or authorized to remain closed, or on which the New York Stock 
Exchange is closed. 

"Capitalized Interest" means the portion of the proceeds of the Certificates to be used to pay a portion of 
the Basic Lt:ase Payments all as set forth on Exhibit B to the Trust Agreement. 

"Certificates of Participation" or "Certificates" means the Program AX Certificates plus any Outstanding 
Additional Certificates. 

"Certificate Yield" means, with respect to each series of Certificates, the yield on the Certificates within the 
meaning set forth in Section 148(a) of the Code. 

"City" means the City of Los Angeles, a charter city and municipal corporation duly organized and existing 
under the Constitution and laws of the State. 

"C:1ty Representative" means the City Administrative Officer, any Assistant C ity Administrative Officer, 
the City Controller, the Chief Deputy City Controller, the Principal Deputy City Controller, the Chief Accountant 
Controller, the City Treasurer, any Deputy City Treasurer, or such other employee: of the City as the City 
Administrative Officer or the City Controller or the City Treasurer shall designate in writing, acting on behalf of the 
City with respect to the Trust Agreement and the Lease. 

"Closing Date" means the day when the Program AX Certificates duly executed by the Trustee, are 
delivered to the Original Purchaser. 
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"Code" means the Internal Revenue Code of I 986, as amended. 

"Continuing Disclosure Certificate" means the Continuing Disclosure Certificate dated as of the Closing 
Date, entered into by the City with respect to the Program AX Certificates. 

"Corporation" means the Municipal Improvement Corporation of Los Angeles, a nonprofit public benefit 
corporation duly organized and existing under the Nonprofit Public Benefit Corporation Law of the State or any 
successor entity. 

"Corporation Representative" means the President, Vice President, Secretary, Treasurer, any Assistant 
Secretary and Treasurer of the Corporation, or any other person authorized by resolution of the Board of Directors of 
the Corporation to act on behalf of the Corporation under or with respect to the Lease or the Trust Agreement. 

"Costs of lssuance" means all items of expense directly or indirectly payable by or reimbursable to the City 
or the Corporation relating to the execution and delivery of the Lease Agreement or the execution, sale and delivery 
of the Certificates, including but not limited to filing costs, settlement costs, printing costs, document reproduction 
and binding costs, initial fees and charges of the Trustee, financing discounts, legal fees and charges, bond insurance 
fees and charges, fmancial and other professional consultant fees, costs of rating agencies for credit ratings, initial 
insurance premiums, fees related to the Depository Trust Company, accounting fees, fees for execution, 
transportation and safekeeping of the Certificates and charges and fees in connection with the foregoing. 

"Costs of Issuance Account" means the Costs of Issuance Account within the Trustee Acquisition Fund 
established and held by the Trustee pursuant to the Trust Agreement. 

"Credit Facility" means a letter of credit, line of credit, surety bond, insurance policy or other similar credit 
enhancement. 

"Equipment" means those items of personal property more particularly described in Exhibit B to the Lease. 

"Event of Default" means an event of default under the Lease Agreement. 

"Federal Securities" means any of the following which are noncallable and which at the time of investment 
are legal investments under the laws of the State for trust funds held by the Trustee: 

(1) Cash (insured at all times by the Federal Deposit Insurance Corporation or otherwise with 
obligations described in paragraph (2) below), or 

(2) Direct obligations of (including obligations issued or held in book entry form on the books of) 
the Department of the Treasury of the United States of America. 

"Financing Statement" means a completed financing statement within the meaning of Section 9 10 1  et seq. 
of the Commercial Code of the State of California showing the Trustee to be the secured party thereunder for those 
items of Equipment secured by a Financing Statement. 

"Independent Counsel" means an attorney duly admitted to the practice of law before the highest court of 
the state in which such attorney maintains an office and who is not an employee of the Corporation, the Trustee or 
the City. 

"Insurance and Condemnation Fund" means the fund by that name established and held by the Trustee 
pursuant to the Trust Agreement. 

"Interest Payment Date" means each April 1 ,  and October 1 ,  beginning October 1 ,  2004, so long as any 
Certificates are Outstanding under the Trust Agreement. 
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"Lt:ase Agreement" or "Lease" means the Lease Agreement dated as of April I ,  2004, by and between the 
City and the Corporation, together with any duly authorized and executed amendments thffeto. 

"Lt:ase Payments" means the Basic Lease Payments and the Additional Payments . 

"Lease Payment Date" means the fifteenth (1 5th) day of March and September in each year during the 
Term of the: Lease, commencing September 15 ,  2004, except that if the Principal Cor:>orate Trust Office of the 
Trustee is not open for business on any such date, then that Lease Payment Date shall be the next day on which such 
office is open for busine:ss. 

"Lease Payment Fund" means the fund by that name established and held by tb.e Trustee pursuant to the 
Trust Agreement. 

"Maximum Armual Basic Lease Payments" means the aggregate Basic Lease Payments under the Lease 
Agreement and required to ht:: paid in any future rental period calculated for the Rental Period in which such 
aggregate Basic Lease Payments are the greatest and taking into account the effect of any scheduled prepayments on 
the amount of future Basic Lease Payments. 

"Moody's" means Moody's Investors Service, Inc., or its successors. 

"Net Proceeds" means any insurance proceeds (including self insurance proceeds) or condemnation award 
paid with respect to the Equipment, to the extent remaining after payment therefrom of all expenses incurred in the 
collection thereof. 

"Official Statement" means the Official Statement dated April 20, 2004, relating 1:0 the Certificates. 

"Original Purchaser" means the first purchaser of any series of Certificates, and, in the case of the Program 
AX Certificates, means J.P. Morgan Securities, Inc. 

"Outstanding", when used as of any particular time with respect to Certificates, means (subject to the 
provisions of the Trust Agreement) all Certificates theretofore executed and delivered by the Trustee under the Trust 
Agreement except: 

(a) Certificates theretofore canceled by the Trustee or i;urren:lered to the Trustee for 
cancellation; 

(b) Certificates for the payment or redemption of which funds or Federal Securities in the 
necessary amount shall have theretofore been deposited with the Trustee (wh:::ther upon or prior to the 
maturity or reckmption date of such Certificates), provided that, if such Certificates are to be redeemed 
prior to maturity, noti•;e of such redemption shall have been given as provided in or provision satisfactory 
to the Trustee i:hall have been made for the giving of such notice; and 

(c) Certificates in lieu of or in exchange for which other Certificates shall have been 
executed and delivered by the Trustee pursuant to the Trust Agreement. 

"().:vner" or "Certificate Owner" or "Owner of a Certificate", or any similar term when used with respect to 
a Certificat,::: means the person in whose name the ownership of such Certificate shall be registered on the 
Registration Books. 

"Permitted Encumbrances" means, as of any particular time: (i) liens for gen,!ral ad valorem taxes and 
assessments, if any, not then delinquent, or which the City may, pursuant to provisions of the Trust Agreement, 
permit to rnmain unpaid; (ii) the Lease Agreement (including any amendment thereto); (iii) any encumbrance, 
indebtedness and leases permitlted under the Lease Agreement; and (iv) any right or claim of any mechanic, laborer, 
materialman, supplier or vendor not filed or perfected in the manner prescribed by law or any mechanics or other 
liens permit1:ed under the Trust Agreement. 
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"Permitted Investments" means any of the following which at the time of investment are legal investments 
under the laws of the State of California for the moneys proposed to be invested therein: 

1 .  Direct obligations of the United States of America (including obligations issued or held in book
entry form on the books of the Department of the Treasmy) or obligations the principal of and interest on 
which are unconditionally guaranteed by the United States of America. 

2 .  Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by any of the 
following federal agencies and provided such obligations are backed by the full faith and credit of the 
United States of America (stripped securities are only permitted if they have been stripped by the agency 
itself): 

a. Farmers Home Administration (FmHA) 

Certificates of beneficial ownership 

b. Federal Housing Administration Debentures (FHA) 

c. General Services Administration 

Participation certificates 

d. Government National Mortgage Association (GNMA or "Ginnie Mae") 

GNMA - guaranteed mortgage-backed bonds 

GNMA - guaranteed pass-through obligations (participation certificates) 

(not acceptable for certain cash-flow sensitive issues .) 

e. U.S. Maritime Administration 

Guaranteed Title XI financing 

f. U.S. Department of Housing and Urban Development (HUD) 

Project Notes 

Local Authority Bonds 

3 .  Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by any of the 
following non-full faith and credit U.S. government agencies (stripped securities are only permitted if they 
have been stripped by the agency itself): 

a. Federal Home Loan Bank System 

Senior debt obligations (Consolidated debt obligations) 

b. Federal Home Loan Mortgage Corporation (FHLMC or "Freddie Mac") 

Participation Certificates (Mortgage-backed securities) 
Senior debt obligations 
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c. Federal National Mortgage Association (FNMA or "Fannie Mae") 

Mortgage-backed securities and senior debt obligations (excluded are stripped mortgage 
securities which are valued greater than par on the portion of unpaid principal.) 

d. Student Loan Marketing Association (SLMA or "Sallie Mae") 

Senior debt obligations 

e. Resolution Funding Corp. (REFCORP) Only the interest component of REFCORP strips 
which have been stripped by request to the Federal Reserve Bank of New York in book 
entry form are acceptable. 

f. Farm Credit System 

Consolidated systemwide bonds and notes 

4. Money mark•�t funds registered under the Federal Investment Company Act of 1 940, whose shares 
are registered under the Federal Securities Act of 1933,  and having a rating by S&P of AAAm-G; AAAm; 
or AA-m and if rated by Moody's rated Aaa, Aal or Aa2. 

5. Certificates of deposit secured at all times by collateral described in ( 1 )  and/or (2) above. CD's 
must have a one year or less maturity. Such certificates must be issued by commercial banks, savings and 
loan associations or mutual savings banks whose short term obligations ar1� rated "A-1 +" or better by S&P 
and "Prime- I " by Moody's. 

The collateral must be: held by a third party and the Trustee must have a perfected first security interest in 
the collateral. 

6. Certificates of deposit, savings accounts, deposit accounts or money market deposits which are 
folly insured by FDIC, including BIF and SAIF. 

7. Investment Agreements, including GIC's, acceptable to the bond insurer. 

8. Commercial paper rated "Prime - 1 "  by Moody's and "A-1 +" or better by S&P. 

9. Bonds or noti�s issued by any state or municipality which are rated by Moody's and S&P in one of 
the two highest long-term rating categories assigned by such agencies. 

1 D. Federal funds or bankers acceptances with a maximum term of one yeru· of any bank which has an 
urn,ecured, uninsured and unguaranteed obligation rating of "Prime - 1 "  or "A3" or better by Moody's and 
"A-1+" by S&P. 

1 1 .  Repurchase agreements ("repos") hat provide for the transfer of securities from a dealer bank or 
s1�curities firm (seller/borrower) to the Trustee (buyer/lender), and the transfer of cash from the Trustee to 
the dealer bank or securities firm with an agreement that the dealer bank or securities firm will repay the 
cash plus a yield to the Trustee in exchange for the securities at a specified date. 

Repurchase Ah•reements must satisfy the following criteria: 

a. Repm, must be between the Trustee and a dealer bank or securities firm 

( I) Primary dealer::; on the Federal Reserve reporting dealer list which fall under the jurisdiction of the 
SIPC and which are rated A or better by S&P and Moody's, or 

(2) Banks rated "A" or above by S&P and Moody's. 
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b. The written repo contract must include the following: 

(I) Securities which are acceptable for transfer are: 

(a) Direct U.S. governments 

(b) Federal agencies backed by the full faith and credit of the U.S. government (and FNMA & 
FHLMC) 

(2) The term of the repo may be up to 30 days 

(3) The collateral must be delivered to the Trustee (if Trustee is not supplying the collateral) or third 
party acting as agent for the trustee (if the Trustee is supplying the collateral) before/simultaneous 
with payment (perfection by possession of certificated securities). 

(4) The Trustee has a perfected first priority security interest in the collateral. 

(5) Collateral is free and clear of third-party liens and in the case of SIPC broker was not acquired 
pursuant to a repo or reverse repo. 

(6) Failure to maintain the requisite collateral percentage, after a two day restoration period, will require 
the Trustee to liquidate collateral. 

(7) Valuation of Collateral 

(a) The securities must be valued weekly, marked-to-market at current market price plus accrued 
interest 

(b) The value of collateral must be equal to I 04% of the amount of cash transferred by the Trustee 
to the dealer bank or security firm under the repo plus accrued interest. If the value of 
securities held as collateral slips below 104% of the value of the cash transferred by Trustee, 
then additional cash and/or acceptable securities must be transferred. If, however, the 
securities used as collateral are FNMA or FHLMC, then the value of collateral must equal 
105%. 

c. Legal opinion which must be delivered to the Trustee: 

Repo meets guidelines under state law for legal investment of public funds. 

12. Pre-refunded municipal bonds rated "Aaa" by Moody's and "AAA" by S&P. If, however, the 
issue is only rated by S&P (i.e., there is no Moody's rating), then the pre-refunded bonds must have been 
pre-refunded with cash, direct U.S. or U.S. guaranteed obligations, or AAA rated pre-refunded municipals 
to satisfy this condition. 

(8) Municipal obligations rated "Aaa/AAA" or general obligations of states with a rating of at least "A2/A" 
or higher by both Moody's and S&P. 

The Value of the above investments shall be determined as follows: 

"Value", which shall be determined as of the end of each month, means the value of any 
investments shall be calculated as follows: 

a) For securities: 

( I )  the closing bid price quoted by Interactive Data Systems, Inc; or 
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(2) a valuation performed by a nationally recognized and accepted pricing 
service whose valuation method consists of the composite average of various bid 
price quotes on the valuation date; or 

(3) the lower of two dealer bids on the valuation date. The dealers or their 
parent holding companies must be rated at least invc:stment grade by Moody's 
and S&P and must be market markers in the securities being valued. 

b) As to certificates of deposit and bankers' acceptanc�:: the face amount thereof, plus 
accmed interest; and 

c) As to any investment no specified above: the value thereof established by prior 
agre,ement between the City and the Trustee. 

"Principal Corporate Trust Office" means the corporate trust office of the Trustee, in Los Angeles, 
California, provided, however, that for the transfer, registration, exchange, payment and surrender of Certificates, 
such terms: means in care of the corporate trust office of the Trustee in St. Paul, Minnesota, or such other of office of 
the Trustee! designated from time to time. 

"Principal Payment Date" means each October 1 ,  beginning October 1 ,  2005. 

"Program AX Certificates" means the $64,170,000 original aggregate principal amount of Certificates of 
Participation (Equipment Acquisition Program AX) to be executed and delivered pursuant to the Trust Agreement . 

"Rating Agencies" means Moody's and S&P, or the one of such rating agencies then providing a rating for 
the Certificates if only one such agency then provides a rating for the Certificates. 

"R1!bate Fw1d" means the fund by that name established and held by the Trustee pursuant to the Trust 
Agreement. 

"R1!gistration Books" means the records maintained by the Trustee pursuant to the Trust Agreement for 
registration of the ovmership and transfer of ownership of the Certificates. 

"Regular Record Date" means the close of business on the fifteenth day of 1:he month preceding each 
Interest Payment Date, 'Nhether or not such fifteenth day is a Business Day. 

"R1!ntal Period" mean::. each twelve-month period during the Term of the Lease commencing on July I in 
any year and ending on June 30 in the next succeeding year; except that the first Rental Period under the Lease shall 
commence on the Closing Date and end on June 30, 2004. 

"R1�serve Fund" means the fund by that name established and held by the Trnstee pursuant to the Trust 
Agreement. 

"R,eserve Requirement" means, (A) on the Closing Date and until March 1 5, 20 10, an amount equal to the 
least of (i) the Maximum Annual Basic Lease Payments, (ii) the amount equal to 10% of the proceeds of the 
Certificate:s), or (iii) the amount which is 125% of the average of the aggregate Basic Lease Payments required to be 
paid in each future Rental Period taking into account the effect of any scheduled prepayments in the amount of 
future Basic: Lease Payments, aind (B) after March 15 ,  20 10, the amount which is an amount equal to the average of 
the aggregate Basic Lease Payments required to be paid in each future Rental Period takmg into account the effect of 
any scheduled prepayments in the amount of future Basic Lease Payments. 

"S&P" means Standard & Poor's, a division of The McGraw-Hill Companies, and its successors. 

" Special TaK Counsel' means an attorney or firm of attorneys of nationally recognized standing in matters 
pertaining to the tax-exempt status of interest on obligations issued by states and their poli tical subdivisions. 
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"State" means the State of California. 

"Supplemental Trust Agreement" means a Supplemental Trust Agreement entered into pursuant to the 
Trust Agreement. 

"Term of the Lease Agreement" or "Term" means the time during which the Lease Agreement is in effect, 
as provided in the Lease Agreement. 

"Trust Agreement" means the Trust Agreement, together with any amendments or supplements thereto. 

"Trustee" means U.S. Bank National Association, or any successor thereto acting as Trustee pursuant to the 
Trust Agreement. 

"Trustee Acquisition Fund" means the fund by that name established and held by the Trustee pursuant to 
the Trust Agreement. 

THE PROGRAM AX LEASE AGREEMENT 

General 

The Corporation and the City will enter into the Lease, pursuant to which the Corporation will lease the 
Equipment to the City for the Term of the Lease. 

Term of the Lease; Possession 

The Term of the Lease will commence on the Closing Date and will end on May 1 ,  2014; provided, 
however, that the Term will end at an earlier time upon the discharge of the Trust Agreement due to prepayment of 
the Certificates; and the Term may be extended due to an abatement or nonpayment of rental payments until the 
Basic Lease Payments have been paid and the Trust Agreement discharged, but in no event later than May I, 2024. 

The City will accept possession and use of the Equipment on the Closing Date or as soon thereafter as the 
Equipment become available. The City will make the first Basic Lease Payment on September 1 5, 2004, the first 
Basic Lease Payment Date. All or a portion of the initial Basic Lease Payments will be made from proceeds of the 
Certificates used as capitalized interest pursuant to a schedule included in the Trust Agreement. 

Lease Payments 

Subject to the provisions of the Lease, the City will pay to the Corporation, its successors and assigns, as 
rental for the use and possession of the Equipment during each Rental Period, the Basic Lease Payments, each 
comprised of components of principal and interest in the amounts specified in the Lease, to be due and payable on 
the respective Lease Payment Dates specified in the Lease. The City also will pay the Additional Payments required 
under the Lease. 

Any amount held in the Lease Payment Fund on any Lease Payment Date ( other than amounts resulting 
from partial prepayment of Basic Lease Payments and amounts required for payment of past due principal or interest 
with respect to any Certificates not presented for payment) will be credited toward the Basic Lease Payment next 
due and payable; and no Basic Lease Payment need be made if the amounts then held in the Lease Payment Fund are 
at least equal to the Basic Lease Payment then required to be paid; provided, however, that amounts contained in the 
Lease Payment Fund representing capitalized interest shall be expended only as set forth in the Trust Agreement. 
The Lease Payments for the Equipment payable in any Rental Period will be for the use of the Equipment for such 
Rental Period. Notwithstanding any dispute between the Corporation and the City, the City shall make all Basic 
Lease Payments when due and shall not withhold any Basic Lease Payment pending final resolution of the dispute. 

If the City prepays all remaining Lease Payments in full, the City's obligations under the Lease will 
terminate, including, without limitation, the City's obligation to pay Basic Lease Payments. If the City purchases 
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any of the Equipment or prepays the Lease Payments in part as a result of any insurance or condemnation award 
with respect to the Equiipment, such prepayment will be credited entirely towards the prepayment of the Lease 
Payments al locable to such Equipment as follows: (i) Additional Payments due or to become due pursuant to the 
Lease attributable to such Equipment shall be paid or provided for; (ii) the principal components of each remaining 
Basic Lease Payment sball be reduced on a pro rata basis in integral multiples of $5 ,000; and (iii) the interest 
component of each remaining Basic Lease Payment attributable to such Equipment, shall be reduced by the 
aggregate corresponding amount of interest which would otherwise be payable with respect to the Certificates 
thereby redeemed pursuant to the Trust Agreement. 

If the City fails to make any of the Basic Lease Payments, the payment in default shall continue as an 
obligation of the City until the amount in default shall have been fully paid. The City has agreed to pay the same 
with intere,st thereon, to the ext,ent permitted by law, from the date of default to the date of payment at the rate equal 
to the Certificate Yield on the Certificates. 

The Lease Payments for the Equipment for each Rental Period shall constitute the total rental for such 
Equipment for such Rental Period, and shall be paid by the City in each Rental Period for and in consideration of the 
right of the use of, and the corntinued quiet use and enjoyment of Equipment durin.g suc:i Rental Period. The City 
and the Corporation hav1� determined that the Lease Payments for the Equipment under the Lea5e Agreement is not 
greater than the fair rental value for such Equipment. In making such determination, consideration has been given to 
the appraist::d or market value of the Equipment, other obligations of the parties: undf:r the Lease, the uses and 
purposes which may be served by the Equipment and the benefits therefrom which will accrue to the City and the 
general pub:lic. 

Thi'! City covenants to take such action as may be necessary to include all Lease Payments due thereunder 
in its annual budgets and to make the necessary annual appropriations for all such Lease Payments. In so providing 
for the payment of Lease Payments in its annual budgets, the City may take into accotnt funds on deposit in the 
various Funds and Accounts under the Trust Agreement that are properly available to make such Lease Payments. 

Th,e City assents to the Corporation's assignment of the Basic Lease Payments to the Trustee pursuant to the 
Trust Agreement. The Corporation will direct the City, and the City will agree to pay the Trustee at the Principal 
Corporate Trust Office of the Trustee, all payments payable by the City pursuant to the Lt:ase. 

Quite Enjo:yment 

The Corporation will provide the City with quiet use and enjoyment of the Equipment during the Term, so 
that the City will peaceably and quietly have and hold and enjoy the Equipment. The Corporation will, at the request 
of the City and the City's cost, join in any legal action in which the City asserts its right to such possession and 
enjoyment to the extt:nt the Cmporation may lawfully do so. 

Prepaymc:nt of Lease PaymeEits 

If the City prepays all remaining Lease Payments in full or makes the advance deposit as permitted by the 
Lease, or pays all Lease Paymmts during the Term of the Lease as they become due and payable, all right, title and 
interest of the Corporation in and to the Equipment shall be transferred to and vested in the City, and the Lease 
Agreement shall terminate. If the City prepays the Lease Payments in part but not in whole in an amount sufficient 
to purchase any of the Equipment, all right, title and interest of the Corporation in and to such Equipment shall be 
transferred to and vested in the City, and the Lease Agreement shall terminate as to such Equipment. 

Additional Payments 

In addition to the Basic Lease Payments, the City shall pay as Additional Payments (i) all taxes, fees or 
assessment�: levied upon the Equipment leased under such Lease Agreement or upon any interest therein of the 
Corporation or the Trustee, (ii) insurance premiums, if any, on insurance required under such Lease Agreement, (iii) 
all fees and expenses of the Tmstee, and expenses of the City required to comply with mch Lease Agreement and 
Trust Agre,!ment, (iv) any other fees, costs, or expenses incurred by the Corporation in connection with the 
execution, performance ·Dr enforcement of such Lease Agreement or such Trust Agreement, including any amounts 
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necessary to indemnify and defend the Corporation, and (v) any amounts required to be paid to the United States 
Government pursuant to Section 148 of the Internal Revenue Code. The City must pay all such amounts when due 
within 30 days after notice in writing from the Trustee to the City stating the amount of Additional Payments then 
due and payable and the purpose thereof. 

Maintenance; Taxes; Insurance and Other Matters 

During the Term of the Lease, all improvements to or repair and maintenance of the Equipment will be the 
responsibility of the City. The City will also pay or cause to be paid all taxes and assessments of any type or nature, 
if any, charged to the Corporation or the City and affecting the Equipment or the respective interests therein. 
However, with respect to special assessments or other governmental charges that may lawfully be paid in 
installments over a period of years, the City must pay only such installments as are required to be paid during the 
Term of the Lease as and when the same becomes due. 

The City has the right, at its own expense, to make additions, modifications and improvements to the 
Equipment. All such additions, modifications and improvements, will comprise part of the Equipment and be 
subject to the provisions of the Lease except for those fixtures, replacements or modifications which are added to the 
Equipment by the City at its own expense and which may be removed without damaging the Equipment. Additions, 
modifications and improvements must not cause the Equipment to be used for purposes other than those authorized 
under the provisions of state and federal law. Upon completion of any additions, modifications and improvements, 
the Equipment shall have a fair rental value which is approximately equal to or greater than the fair rental value of 
such Equipment immediately prior to the making of such additions, modification and improvements. Toe City will 
not permit any mechanic's or other lien to be established or remain against any of the Equipment for labor or 
materials furnished in connection with any remodeling, repair or replacements made by the City. 

Toe City will maintain or cause to be maintained, commencing upon its possession of the Equipment, and 
thereafter throughout the Term of the Lease, a program of general liability insurance protecting the Corporation, the 
City and their respective officers, directors, agents, assigns and employees. Such policy or policies must provide for 
indemnification of such parties against loss or liability for damages for bodily and personal injury, death or property 
damage occasioned by reason of the use of the Equipment. Such insurance shall provide coverage in the minimum 
liability limits of $3,000,000 combined single combined single limit per occurrence (subject to a deductible clause 
of not to exceed $ 1 ,000,000). Such insurance may be satisfied by a combination of commercial insurance, risk 
pooling under a joint powers authority or similar statutory provision, self-funded loss reserves and risk retention 
programs in such proportions as are deemed appropriate and actuarially sound by professional risk management 
personnel or independent consultants. 

The City shall procure and maintain, or cause to be procured and maintained, commencing upon its 
possession of the Equipment, and thereafter throughout the Term, insurance against loss or damage to any structures 
or equipment constituting any part of the Equipment by fire and lightning, with extended coverage and vandalism 
and malicious mischief, and earthquake insurance, but as to earthquake insurance only if such insurance is required 
by a Rating Agency rating the Certificates as a condition precedent to obtaining or maintaining an investment grade 
rating on the Certificates and such insurance is available on the open market from reputable insurance companies at 
a reasonable price. The determination as to whether earthquake insurance is available on the open market from 
reputable insurance companies at a reasonable price shall be made annually by a professional risk manager or 
insurance consultant. If acceptable to the applicable Rating Agencies the City may provide satisfactory self
insurance or a favorably completed Natural Hazards Survey for Earthquake Risks (or similar survey) for any 
structures in which any Equipment is located in lieu of commercial earthquake insurance on the structures. In the 
event such earthquake insurance shall at any time during the Term not be commercially available at a reasonable 
price as determined in the manner set forth in the Lease Agreement, the City shall not be obligated to maintain 
earthquake insurance during the period of such unavailability; provided, however, that in the event of any uninsured 
loss to the Equipment resulting from earthquake, (a) the City must apply for and use its best efforts to obtain 
financial assistance from the United States of America to be used for the repair, reconstruction or replacement of 
such Equipment, and (b) the City must repair or replace the Equipment or defease the outstanding Certificates from 
moneys, if any, legally available therefor. Said extended coverage shall as nearly as practicable cover loss or 
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damage by explosion, windstonn, riot, aircraft, vehicle damage, smoke and such other hazards as are normally 
covered by such insurance. Such insurance will be in an amount equal to 1 00% of the replacement cost of the 
applicable Equipment (it being understood and agreed that in the event of the loss of such improvements and the 
redemption of Certificates from the Net Proceeds of such insurance, the remaining Equipment will have a fair rental 
value equal to or exceeding the remaining Lease Payments). Such insurance may be sut1ect to a deductible clause 
of not to exceed $ 100,000 for any one loss except that such earthquake insurance may be subject to a deductible 
clause of not to exceed 10% of said replacement costs of the insured Equipment for any one loss. Such insurance, 
including earthquake insll.lrallce, may be satisfied by a combination of commercial insunnce, risk pooling under a 
joint powers authority or similar statutory provision, self-funded loss reserves and, to the extent permitted by law, 
risk retention programs all in such proportions as are deemed appropriate by professional risk management 
personnel or independent consultants; provided, however, that the City shall includ1� in it:, annual budget an item to 
provide funds for commercial insurance covering physical property damage to the Equipment. 

If commercially available, the City will, commencing upon its possession of the Equipment pursuant to the 
Lease, procure and maintain rental interruption or use and occupancy insurance to cover loss, total or partial, of the 
use of the Equipment during the Term as a result of any of the hazards covered in the fire and extended coverage 
insurance required of the Lease, in an amount to insure against loss of substantial use and possession of any part of 
the Equipment for a period of 1 2  months during the Term of the Lease. Loss under this insurance shall be adjusted 
with the City and the Net Proc,�eds of such insurance will be paid to the City and the Trustee as their interest may 
appear, and will be credited towards the payment of the Lease Payments in the order in "'hich such Lease Payments 
come due and payable. 

Each policy of insurance required by the Lease will name the Trustee as a loss payee as its interests may 
appear and provide that all proceeds thereunder shall be payable to the Trustee and applied as provided in the Lease. 

Substitution 

The City shall, at any time, have the right to substitute for all or a portion of the Equipment other personal 
property of a comparable valu,� and having a remaining useful life not less than the useful life of the Equipment 
substituted! for, but only by providing the Trustee with a written certificate describing both the new Equipment and 
the Equipment for which it is to be substituted, and stating that such Equipment ii; of comparable value and has a 
useful life not less th:m the useful life of the Equipment described in the Lease for which it is being substituted and a 
Financing Statement for the new Equipment. All costs or expenses incurred in connection with the substitution shall 
be borne by the City. The property substituted for the original Equipment shall be imbject to the terms of the Lease. 
Notwithstanding any substitution of Equipment, there shall be no reduction in the Basic Lease Payments due from 
the City under the Lease and no reduction of the aggregate fair rental value of the Equipment as a result of such 
substitution. 

Damage, D1estruction and Eminent Domain; Use of Net Proceeds 

The City covenants that if any component of the Equipment is damaged in a manner that substantially 
interferes with its use, such Equipment shall be promptly repaired, or replaced, unless such damage (taking into 
account any other Equipment lost, damaged or destroyed) would not result in the abatement of any portion of the 
Lease Payments. 

If all of the Equipment shall be taken permanently under the power of condemnation or eminent domain or 
sold to a government entity threatening to exercise the power of eminent domain, the Le:ase Tenn shall cease as of 
the day pos:,ession shall be so taken. If less than all of the Equipment shall be taken p�rmanently, or if all of the 
Equipment or any part thereof shall be taken temporarily, under the power of eminent domain, (a) the Lease shall 
continue in full force and effect and shall not be terminated by virtue of such taking and the parties waive the benefit 
of any law to the contrary, and (b) there shall be a partial abatement of Lease Payments as a result of the application 
of the Net Proceeds of :my condemnation or eminent domain award to the prepayment of the Lease Payments under 
the Lease, u11 an amount to be agreed upon by the City and the Corporation such that the resulting Lease Payments 
represent fair consideration for the use and occupancy of the remaining usable portion of 1he Equipment. 
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The Net Proceeds of any insurance award resulting from any damage to the destruction of any of the 
Equipment by fire or other casualty shall be deposited in the Insurance and Condemnation Fund by the Trustee 
promptly upon receipt thereof and applied as set forth in the Trust Agreement. 

The Net Proceeds of any condemnation or eminent domain award shall be deposited in the Insurance and 
Condemnation Fund and applied as set forth in the Trust Agreement. 

Abatement 

The Lease Payments will be abated during any period in which by reason of damage, destruction or 
otherwise ( other than by condemnation or eminent domain) there is substantial interference with the use and 
possession by the City of the Equipment. The City and the Corporation must calculate the rental abatement amount 
taking into account the entire 12  month period (commencing with each October 1 5  within which the damage or 
destruction occurs). Such abatement will continue for the period commencing with such interruption of use and 
possession and end with the substantial completion of the work of repair or reconstruction. In the event of any such 
interruption of use and possession, the Lease will continue in full force and effect and the Lease Payment shall not 
be subject to abatement to the extent that the proceeds of rental interruption insurance pursuant to the Lease or 
amounts in the Reserve Fund are available to pay Lease Payments which would otherwise be abated under the 
Lease. 

Assignment, Subleasing and Amendment 

The Lease may not be assigned by the City. The City may sublease the Equipment or any portion thereof, 
and the following additional conditions: 

(i) The Lease and the obligation of the City to make Lease Payments thereunder shall remain 
obligations of the City; 

(ii) The City shall, within 30 days after the delivery thereof, furnish or cause to be furnished to the 
Corporation and the Trustee a true and complete copy of such sublease; 

(iii) No such sublease by the City or any further sublease or use of such Equipment shall cause any of 
the Equipment to be used for a purpose other than as may be authorized under the provisions of the 
Constitution, the laws of the State or the City Charter; 

(iv) The City shall furnish the Corporation and the Trustee with a written opinion of Special Tax 
Counsel, stating that such sublease and any use related to such sublease does not cause the interest 
components of the Lease Payments to be included in the gross income for federal income tax purposes and 
that such sublease complies with the Lease requirements for subleasing the Equipment; 

(v) Each sublease and all further subleases shall be subject to termination upon default by the City 
under the Lease and shall not diminish the rights and remedies of the Trustee to the Equipment and the 
improvements thereon in such event of default; 

(vi) Each sublease and subsequent sublease shall contain such provisions for the maintenance of 
insurance on any improvements constructed on the subleased Equipment and such provisions for the 
allocation of proceeds from such insurance and the allocation of proceeds from eminent domain or 
condemnation proceedings as shall be satisfactory, in the opinion of Independent Counsel to maintain the 
rights of the Trustee to such proceeds; 

(vii) Each sublease and subsequent sublease shall contain provisions securing the timely payment of all 
taxes and assessments arising from or related to any improvements constructed on the subleased 
Equipment, and securing such Equipment from the establishment and maintenance of any mechanics liens 
or other liens for labor or materials furnished in connection with such improvements; 
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(viii) Improvements existing on subleased Equipment at the time of thf: sublease may be modified by a 
sublease only in accordance with the provisions of the Lease Agreement; and 

(ix) Prior to any sublease being effective, the City shall furnish the Trustee such opinion of counsel 
and certificate to evidence the satisfaction of the above conditions precedent to sublease. 

Tiw City will not, modify or cancel, or agree or consent to modify or cancel the Lease excepting only such 
or modification or canc:e:llation as may be permitted by the Trust Agreement or as follows. The Lease may be 
amended without the consent of the Owners of the Certificates for any of the following purposes: 

(a) to add to the agreements, conditions, covenants and terms contained in the Lease required to be 
observed or performed by the City or the Corporation, other agreements, conditions, covenants and terms 
hereafter to be observed or performed by the City or the Corporation, or to surrender any right reserved 
herein to or conferred herein on the City or the Corporation, and which in eitht:r case shall not materially 
adversely affect the interests of the Owners; 

(b) to make such provisions for the purpose of curing any ambiguity or of correcting, curing or 
supplementing any defective provision contained herein or in regard to questions arising hereunder which 
the City or the Corporation may deem desirable or necessary and not inconsistent herewith, and which will 
not materially adversely affect the interests of the Owners; 

(c:) to modlify th1e legal description of the Equipment to add or delete the property description of 
Equipment, or to provides for substitution or addition of Equipment pursuant to the Lease; 

(cl) to make any modifications or changes to the Lease including any increase in Basic Lease 
Payments resulting therefrom in order to enable the execution and delivery of Additional Certificates on a 
parity with the Certificates (unless otherwise provided in any Supplemental Trust Agreement) in 
accordance with the Trust Agreement and to make any modifications or chang<::s necessary or appropriate 
in connection with the execution and delivery of Additional Certificates; 

( e:) to reflect the :mbstitution of one or more components of the Equipment 1mder the Lease; or 

(f) to make any other modification or change to the provisions of the Lea,e which do not materially 
adversely affect the interests of the Owners of the Certificates. 

Events of Default and Remedies 

Th,� following will be "events of default" under the Lease: 

(i) Failure by the City to pay any Basic Lease Payment or other payment required to be paid 
thereunder at th,e time specified therein, and the continuation of such failure for a period of 1 0  days. 

(ii) Failure by the City to observe and perform any covenant, condition or agreement in the Lease or 
Tmst Agreement on its part to be observed or performed, other than as referred to in clause (i) above, for a 
p1eriod of 30 days after written notice specifying such failure and requesting that it be remedied has been 
given to the City by the Corporation, the Trustee, or the Owners of not less than 5% in aggregate principal 
amount of Certificates then Outstanding; provided, however, if the failure s1:ated in the notice can be 
corrected, but not within the applicable period, the Corporation, the Trustee :ind such Owners shall not 
um-easonably withhold their consent to an extension of such time if the Tmstee 1eceives a certificate from a 
City Representative to the effect that corrective action is being instituted by the City within the applicable 
pe1iod and is being di1igently pursued to correct the default. 

(iii) The filing by the City of a voluntary petition in bankruptcy, or failure by the City promptly to lift 
any execution, garnishment or attachment, or adjudication of the City as a bankrupt entity, or assignment 
by the City for the bmefit of the creditors, or the entry by the City into an agreement of composition with 
creditors, or the approval by a court of competent jurisdiction of a petition applicable to the City in any 
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proceedings instituted under the provisions of the Federal Bankruptcy Act, as amended, or under any 
similar acts which may hereafter be enacted. 

(iv) The occurrence of an event of default or a default under any sublease or related document entered 
into pursuant to the Lease. 

Whenever any event of default shall have happened and be continuing, the Corporation may exercise any 
and all remedies available pursuant to law or granted pursuant to the Lease; however, there will be 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 Lease provides that in the event such a default and notwithstanding any re
entry by the Corporation or termination of the Lease, the City will continue to remain liable for the payment of the 
Lease Payments and/or damages for breach of the Lease and the performance of all conditions contained therein 
and, in the event such rent and/or damages shall be payable to the Corporation at the time and in the manner as 
provided in the Lease, as follows: 

(a) If the Corporation does not elect to terminate the Lease (as described below), the City will remain 
liable for the payment of all Lease Payments and the performance of all conditions contained therein and 
will reimburse the Corporation for any deficiency arising out of the re-leasing of the Equipment or, if the 
Corporation is unable to re-lease the Equipment, then for the full amount of all Lease Payments to the end 
of the Term, but such Lease Payments and/or deficiency will be payable only as in the Lease provided for 
the payment of Lease Payments, notwithstanding such repossession by the Corporation or any suit in 
unlawful detainer, or otherwise, brought by the Corporation for the purpose of obtaining possession of the 
Equipment or exercise of any other remedy by the Corporation. 

(b) In an event of default thereunder, the Corporation at its option may terminate the Lease and re
lease all or any portion of the Equipment. In the event of such a termination due to a default by the City 
(and notwithstanding any repossession of the Equipment by the Corporation in any manner whatsoever or 
the re-leasing of (or subleasing) the Equipment), the City must pay to the Corporation all costs, losses or 
damages howsoever arising or occurring payable at the same time and in the same manner as is provided 
therein in the case of payment of Lease Payments. The Lease provides that any surplus received by the 
Corporation from such re-leasing shall be the absolute property of the Corporation and the City shall have 
no right thereto, nor shall the City be entitled to apply any surplus as a credit in the event of a deficiency in 
the rentals received by the Corporation from the Equipment. 

THE AX TRUST AGREEMENT 

The Trust Agreement authorizes and directs the Trustee to prepare, execute and deliver the Program AX 
Certificates to the Original Purchaser. Transfers of the Certificates are to be registered in a register maintained by 
the Trustee. 

On the Closing Date the City and the Corporation will pay or cause to be deposited with Trustee the 
proceeds of the sale of the Certificates as follows: (i) an amount equal to the Reserve Requirement will be deposited 
in the Reserve Fund, (ii) all capitalized interest will be deposited in the Capitalized Interest Account of the Lease 
Payment Fund, and (iii) the remaining balance of the proceeds of the sale of the Certificates will be deposited in the 
Trustee Acquisition Fund. All moneys held under the Trust Agreement will be invested in accordance with the 
restrictions set forth in the Trust Agreement. 

Trustee Acquisition Fund; Acquisition Fund 

The City will establish a special fund designated as the "Acquisition Fund" or the "MICLA AX Acquisition 
Fund" and will keep such fund separate and apart from all other funds and moneys held by it. Moneys in the 
Acquisition Fund will be disbursed to pay Acquisition Costs and any Costs of Issuance paid after September I ,  
2004. 

The Trustee will establish a special fund designated as the "Trustee Acquisition Fund" and within such fund 
shall establish a "Costs of Issuance Account" and disburse moneys from said fund pursuant to the Trust Agreement. 
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The Truste:e will deposit in the Trustee Acquisition Fund the proceeds of sale of the Certificates required to be 
deposited therein and any other funds from time to time deposited with the Trustee in the Trustee Acquisition Fund 
for such purposes. Upon the City's written notice to the Trustee that the City has estabfo:hed the Acquisition Fund, 
the Trustef: shall transfor the amount in the Trustee Acquisition Fund to the City, provided that the Trustee shall 
retain in the Costs of Issuance Account the amount designated for the Costs of Issuance, which shall be paid by the 
Trustee pursuant to the terms of the Trust Agreement. Moneys in the Trustee Acquisition Fund will be disbursed as 
follows: (1 ) in the case of payment of Costs of Issuance, the Trustee will disburse moneys upon the written 
requisition of the City Representative, and (2) during such time, if any, that the Trustee holds funds in the Trustee 
Acquisition Fund to pay Acquisition Costs, in the case of Acquisition Costs, the Tmstee will disburse moneys from 
the Costs of Issuance Ac:count uipon the written requisition of the City Representative. 

Sutject to c1!rtain provisions of the Trust Agreement, the Trustee will be responsible for the safekeeping 
and investini!nt of the moneys in the Trustee Acquisition Fund, and the City will be responsible for the safekeeping 
and investment of the moneys held in the Acquisition Fund prior to disbursement a:; described above. Until 
expended in accordance with the Trust Agreement, the moneys in the Acquisition Fund aod the Trustee Acquisition 
Fund shall he held for the benefit of the Trustee on behalf of the Owners of the Certificates, and the City shall 
promptly remit all such moneys remaining in the Acquisition Fund to the Trustee witbout the requirement of a 
demand or notice thereof in the case there is an Event of Default. 

Upon the earlier of (A)(i) April I ,  2007 with respect to moneys for Acquisi tion Costs in the Trustee 
Acquisition Fund, if applicable, and (ii) December 1 ,  2004 with respect to moneys for Costs oflssuance in the Costs 
of lssuanc,! Account, or {B) or the filing with the Tmstee by the Corporation of a certificate stating that all of the 
Acquisition Costs and/or Costs of Issuance, as applicable, have been paid, the Trustee will withdraw all remaining 
moneys in the Trustee! Acquisition Fund and will transfer such moneys for deposit in the Lease Payment Fund to be 
applied to the payment of the Basic Lease Payments as the same shall become due and payable. Upon the request of 
the City Rt!presentative supported by an opinion of Special Counsel, the Trustee may retain such remaining moneys 
in the Trustee Acquisition Fund. 

Moneys in the Trustee Acquisition Fund and the Acquisition Fund in Permitted Investments are subject to 
the restrictions and conditions set forth in the Trust Agreement. All investment income on moneys held in the 
Trustee Acquisition Fund! will be held in the Trustee Acquisition Fund, and all investinent income on moneys held in 
the Acquisition Fund willl be held in the Acquisition Fund. 

Assignme11t of Rights in Least: 

Pursuant to the Trust Agreement, the Corporation has assigned and set over to the Trustee its rights in the 
Lease, incJuding but not limited to all of the Corporation's rights to receive and collect all the Basic Lease Payments, 
and all other amounts :required to be deposited in the Lease Payment Fund pursuant to the Lease or the Trust 
Agreement. All Basic Lt::ase Pa,yments and such other amounts to which the Corporation may at any time be entitled 
will be paid directly to the Trustee, and all of the Basic Lease Payments collected or received by the Corporation 
will be deemed to be held and to have been collected or received by the Corporation as the agent of the Trustee, and 
if received by the Corporation at any time shall be deposited by the Corporation with the Trustee within one 
Business Day after the receipt thereof, and all such Basic Lease Payments and such other amounts will be forthwith 
deposited by the Trustee: upon the receipt thereof in the Lease Payment Fund. 

Lease Payment Fund 

The Trustee win establish a special fund designated as the "Lease Payment Fund," and within such fund the 
Trustee will establish a "'Capitalized Interest Account."  All moneys at any time depo:;ited by the Trustee in the 
Lease Payment Fund wil:l be held by the Trustee in trust for the benefit of the Owners of the Certificates. So long as 
any Certificates are Outstanding, neither the City nor the Corporation will have 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. 

There will be d�:posited in the Lease Payment Fund all Basic Lease Payments received by the Trustee, and 
any other moneys requiied to be deposited therein pursuant to the Lease or pursuant to the Trust Agreement. All 
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amounts in the Lease Payment Fund will be used and withdrawn by the Trustee solely for the purpose of paying the 
principal, interest and prepayment premiums, if any, with respect to the Certificates as the same shall become due 
and payable, and to the extent funds are available and upon the written direction of the City, to make Additional 
Payments. 

Any surplus remaining in the Lease Payment Fund after redemption and payment of all Certificates, 
including premiums and accrued interest, if any, and payment of any applicable fees and expenses of the Trustee, or 
provision for such redemption or payment having been made, shall be drawn by the Trustee and remitted to the City. 

Reserve Fund 

The Trustee will establish a special fund designated as the "Reserve Fund." All moneys at any time on 
deposit in the Reserve Fund will be held by the Trustee in trust for the benefit of the Owners of the Certificates. On 
the Closing Date, there will be deposited into the Reserve Fund an amount equal to the Reserve Requirement. Such 
moneys will be held in trust as a reserve for the payment when due of all the Basic Lease Payments to be paid 
pursuant to the Lease. 

At the option of the Corporation as directed by the City, a Credit Facility in the amount of all or a portion 
of the Reserve Requirement may be substituted for the funds held by the Trustee in the Reserve Fund provided that: 

(i) the Credit Facility is issued by a bank or other financial institution and the Credit Facility is rated 
the equivalent of the rating on the Certificates by the Rating Agencies then rating the Credit Facility or, if 
issued by an insurance company, such company and its claims paying rating or obligations insured by such 
insurance company at the time of issuance of the Credit Facility are rated at least equivalent to the rating on 
the Certificates by the Rating Agencies then rating the Certificates, but in no case will the Credit Facility be 
rated lower than "A" by both Rating Agencies; 

(ii) such Credit Facility is renewable or extendable on an annual basis and such Credit Facility 
unconditionally permits the Trustee to draw funds thereunder not less than 10  days prior to the expiration of 
the Credit Facility in the event the term of the Credit Facility (not including any optional renewals thereof} 
is less than the final maturity date of the Certificates; 

(iii) such Credit Facility is issued for at least an initial three year term (or the term remaining to the 
maturity of the Certificates, if shorter); 

(iv) such Credit Facility provides for a reimbursement term of not less than three years from the date 
of any draw thereunder; 

(v) such Credit Facility contains terms consistent with the Trust Agreement requirements regarding 
the substitution of a Credit Facility, as described below; and 

(vi) The Trustee receives written evidence from the Rating Agencies then rating the Certificates that 
the substitution will not cause the Certificates to be downgraded. 

If the Corporation, at the direction of the City, exercises its option to substitute the Credit Facility for the 
moneys held by the Trustee in the Reserve Fund, then such moneys, on or after date that the Credit Facility becomes 
effective, shall be transferred to the Lease Payment Fund and used as a credit against Basic Lease Payments or 
constitute a partial prepayment thereof as shall be directed by the City to the Trustee in writing. Upon any such 
transfer, neither the City nor the Corporation shall direct investment of any amounts transferred so as to provide a 
yield greater than the yield on the Certificates. 

If the Corporation, at the direction of the City, exercises its option to substitute the Credit Facility for the 
moneys held by the Trustee in the Reserve Fund, the City shall give prompt notice of such substitution to the Rating 
Agencies. 
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If a Credit Facility is substituted for the moneys held by the Trustt:e in the Reserve Fund, then, 
notwithstanding any othe:r provision of the Trust Agreement, (i) the Trustee will draw upon the Credit Facility for 
amounts which the terms of the Trust Agreement require to be transferred from the Rese1ve Fund, and (ii) amounts 
required by the terms of the Trust Agreement to be deposited or transferred to the Reserve Fund shall (a) in the event 
the Credit Facility has been dn:1wn upon, be paid to the Credit Facility issuer if the: City or the Corporation has an 
outstanding reimbursc!ment obligation to such issuer resulting from such draw, which will result in an increase in the 
amount of the Credit Facility equal to such payment or (b) otherwise be transferred or deposited pursuant to the 
terms of the Trust Agreement as if no deposit or transfer to the Reserve Fund is required. 

Semiannually 0111 each March 15  and September 15 ,  beginning September 15 ,  2004, until the earlier of 
March 1 5, 2007 or the date on which the City certifies to the Trustee that all acquisition costs for the Equipment 
have been paid, the Trustee shall transfer any moneys on hand in the Reserve Fund in excess of the Reserve 
Requirement to the Lease Payment Fund to pay capitalized interest by being credited to the Basic Lease Payments 
next coming due and payable. In determining the amount of the Basic Lease Payment required to be paid on each 
Lease Payment Date, the City and the Trustee shall be entitled to take moneys to be transferred from the Reserve 
Fund into account. Upon receipt by the Trustee or the transfer by the Trustee from the Reserve Fund of the Basic 
Lease Payment required to be paid by the City each March 1 5  and September 15 ,  the Reserve Requirement as of 
such March 1 5, and September 1 5 , shall be determined as if the Basic Lease Payment and the corresponding 
principal and interest with respect to the Certificates becoming due and payable on the immediately next Certificates 
Payment Date have been duly paid. 

If on any Interest Payment Date the moneys available in the Lease Payment Fund do not equal the amount 
of the principal and interest with respect to the Certificates then coming due and payable, the Trustee will apply the 
moneys ava.ilable in the Rese:rve Fund to make delinquent Basic Lease Payments on behalf of the City by 
transferring the ammmt necessary for this purpose to the Lease Payment Fund. Thereafter, the Trustee shall apply 
delinquent Basic Lease Payments with respect to which moneys have been advanced from the Reserve Fund, such 
Basic Lease Payments shall be deposited in the Resen,e Fund to the extent of such advance. 

If on any Interc!st Payment Date, the moneys on deposit in the Reserve Fund and the Lease Payment Fund 
(excluding amounts required for payment of past due principal or interest and redemption premium, if any, with 
respect to Certificates not presented for payment) are sufficient to pay all Outstanding Certificates, including all 
principal, interest and redemption premiums, if any, plus any additional amounts which may be payable under the 
Lease, the Trustee will notify the City Representative and transfer all amounts then on hand in the Reserve Fund to 
the Lease Payment Fund to be applied to the payment of the Basic Lease Payments on b::half of the City, and such 
moneys will be distributed to the Owners of Certificates in accordance with the Trust Agreement. Any amounts 
remaining in the Reserve Fund upon payment in full of all Outstanding Certificates, or upon defeasance, shall be 
withdrawn by the Tmstee and paid to the City. 

Insurance 1md Condemnatio111 Fund 

Any Net Proceeds of insurance against accident to or destruction of any item of the Equipment collected by 
the City in the event of any such accident or destruction shall be paid to the Trustee by the City and deposited by the 
Trustee in a special fund designated as the "Insurance and Condemnation Fund". If the City determines within 90 
days following the date of such deposit, that the replacement, repair, restoration or modification of such Equipment 
is not economically feasible or in the best interest of the City, then the Trustee shall use, such Net Proceeds to pay 
any unpaid Additional Payments attributable to the Equipment and transfer the remaining amounts to the Lease 
Payment Fund to be applied to prepayment of Basic Lease Payments and redemption of Certificates as provided in 
the Trust Agreement and the Lease; provided, however, that in the event of damage or destruction of a portion of the 
Equipment m full, such Net Proceeds shall be transferred to the Lease Payment Fund only if sufficient, together with 
other moneys available therefor, to cause the prepayment of the principal components of all unpaid Basic Lease 
Payments allocable to such Equipment. All Net Proceeds deposited in the Insurance and Condemnation Fund and 
not so transferred to the Lease Payment Fund or used to make Additional Payments shall be applied to the 
replacement, repair, restoration or modification of the damaged or destroyed Equipment by the City. 

Any Net Proce,e:ds of condemnation or eminent domain proceedings ( or sale to a government threatening to 
exercise the power of eminent domain} with respect to any portion of the Equipmtmt co]ected by the City shall be 
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deposited by the Trustee in the Insurance and Condemnation Fund and disbursed by the Trustee (i) to pay any 
unpaid Additional Payments and to prepay Basic Lease Payments for such portion of the Equipment, where use of 
such Equipment is not affected and such proceeds are not needed to repair or rehabilitate the Equipment, and to 
redeem a portion of the Certificates as provided in the Trust Agreement, or (ii) to repair, rehabilitate or replace the 
Equipment where the use of the Equipment is not materially affected but the Equipment must be rehabilitated, 
repaired or replaced, with any balance of such Net Proceeds being applied to make up any deficiency in any funds or 
accounts established under the Trust Agreement or if no deficiency exists then said amounts shall be paid to the 
City, or (iii) to prepay Basic Lease Payments and to redeem a portion of the Certificates as provided in the Trust 
Agreement, where any partial taking of the Equipment materially affects its use or there is a full taking of a 
Equipment. 

All investment income on moneys held in the Insurance and Condemnation Fund will be held in the 
Insurance and Condemnation Fund. 

Investment of Moneys 

The moneys and investments held by the Trustee under the Trust Agreement are irrevocably held in trust 
for the benefit of the Owners of the Certificates, and for the purposes specified in the Trust Agreement, and such 
moneys, and any income or interest earned thereon, will be expended only as provided in the Trust Agreement, and 
will not be subject to levy or attachment or lien by or for the benefit of any creditor of the Corporation, the Trustee 
or the City or any Owner of Certificates. Investments in any and all funds may be commingled for the purposes of 
making, holding and disposing of investments provided that the Trustee shall at all times account for such 
investments strictly in accordance with the particular funds to which they are credited and otherwise as provided in 
the Trust Agreement. 

Moneys held by the Trustee will be invested and reinvested by the Trustee in Permitted Investments in 
accordance with the written order of the City Representative and, in the absence of such written order, shall be 
invested by the Trustee in Permitted Investments set forth in (4) of the definition thereof. 

The Trustee is not responsible or liable for selection or liquidation of investments or any loss suffered in 
connection with any investment of funds made by it in accordance with the Trust Agreement. 

For the purpose of determining the amount in any fund, all Permitted Investments shall be valued as 
provided in the definition of "Value" in the Trust Agreement, which definition is contained in the definition of 
Permitted Investments. The Trustee will sell at the best price obtainable after accepting at least three bids or 
consulting at least three potential bidders, or present for redemption, any Permitted Investment so purchased by the 
Trustee whenever it is necessary in order to provide moneys to meet any required payment. 

Rebate 

The Corporation and the City individually covenant that each such entity shall take all action as is 
necessary to comply with the rebate provisions of Section 148 of the Code and the Trustee shall establish and 
maintain a fund separate from any other fund designated the "Rebate Fund," the funds of which will be pledged to 
secure the payments to the United States Government for purposes of satisfying the rebate provisions. 

Modification or Amendment 

The Trust Agreement and the rights and obligations of the Owners of the Certificates and the Lease and the 
rights and obligations of the parties thereto, may be modified or amended at any time by a supplemental agreement 
which will become effective when the written consents of the Owners of at least 60% in aggregate principal amount 
of the Certificates then Outstanding, exclusive of Certificates disqualified as provided in the Trust Agreement are 
filed with the Trustee. No such modification or amendment shall (i) extend or have the effect of extending the fixed 
maturity of any Certificate or reducing the interest rate with respect thereto or extending the time of payment of 
interest, or reducing the amount of principal thereof or reducing any premium payable upon the redemption thereof, 
without the express consent of the Owner of such Certificate, or (ii) reduce or have the effect of reducing the 
percentage of Certificates required for the affirmative vote or written consent to an amendment or modification of 
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the Trust Agreement or the Lease, or (iii) modify any of the rights or obligations of the Trustee without its written 
assent thereto. 

Th•� Trust Agreement :md the rights and obligations of the Owners of the Certificates and the Lease and the 
rights and obligatiorn; of the parties thereto, may be modified or amended at any time by a supplemental agreement, 
without the consent of such Ov.ners, but only to the extent permitted by law and only (i) tl> add to the covenants and 
agreements of any party, other covenants to be observed, or to surrender any right or power herein reserved for the 
Corporation or the City, (ii) to cure, correct or supplement any ambiguous or defective provision contained in the 
Trust Agrt:ement or the Lease, (iii) in regard to questions arising under the Trust Agreement or under the Lease, as 
the parties deem necessary or desirable, which shall not be inconsistent with the Tmst Agreement or the Lease, and 
which do not materially adversely affect the interest of the Trustee or the Owners of the Certificates, (iv) to modify 
the rebate provisions of the Trust Agreement, or (v) with respect to the Lease, for the purpose of the amendment 
thereto as pmnitted by ttle Lease. 

Limited Lfability of the City 

Ex1;ept for the payment of Lease Payments when due in accordance with the Leccse and the performance of 
the other covenants and agreements of the City contained in the Trust Agreement and the Lease, the City has no 
pecuniary obligation or liability to any of the other parties or to the Owners of the: Certificates with respect to the 
Trust Agreement or the terms, execution, delivery or transfer of the Certificates, or the distribution of Basic Lease 
Payments to the Owners by the Trustee. Neither the City nor the Corporation shall have obligation or liability to any 
of the otht:r parties or to the Owners of the Certificates with respect to the performance by the Trustee of any duty 
imposed on the Trustee lilnder the Trust Agreement, 1:xcept to the extent the Trustee's action was at the authorized 
direction of such parties. 

Events of Default; Remedies 

"Events of Default" under the Trust Agreement shall be the Events of Default as defined in the 
Lease. If an Event ofDdault shall occur, then and in each and every such case during tht:, continuation of the Event 
of Default, the Trustee may, and upon request of the Owners of at least 25% in aggregate principal amount of the 
Certificates then Outstanding shall (subject to the provision of an indemnity bond to the Trustee, if so requested), 
exercise any and all remedies available pursuant to law or granted pursuant to Lease; provided, however, there shall 
be no right under any circumstances to accelerate or otherwise to declare any Lease Payment by the City not then in 
default to b,: immediately due and payable. 

Applicatio111 of Funds 

All moneys received by the Trustee pursuant to any right given or action taken in exercising remedies 
following an Event of Default will be deposited into the Lease Payment FWld and be ap plied by the Trustee in the 
following order upon presentation of the several Certificates, and the stamping thereon of the payment if only 
partially paid, or upon the surrender thereof if fully paid--

Fir.,t, to the payment of the costs and expenses of the Trustee and of the Certi:ticate Owners in declaring 
such Event of Default, including reasonable compensation to its or their agents, attorneys and counsel; 

Second, to the payment to the persons entitled thereto of all installments of inten�st then due in the order of 
maturity of such installment, and, if the amoWlt available is not sufficient to pay in full any installment or 
installments maturing on the same date, then to the payment thereof ratably, according to the amounts due 
thereon, to the persons entitled thereto, without any discrimination or preference; and 

Third, to the: payment to the persons entitled thereto of the unpaid principal of any Certificates which has 
become due, in the order of their due dates, with interest on the overdue principal and interest at a rate 
equal to the rate paid with respect to the Certificates and, if the amoWJt available is not sufficient to pay in 
full all the amounts due with respect to the Certificates on any date, together with such interest, then to the 
payment thf:reof ratably, according to the amounts of principal due on such date to the persons entitled 
thereto, without any discrimination or preference. 
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Events of Default; Institution of Legal Proceedings 

If one or more Events of Default shall occur and be continuing, the Trustee in its discretion may, and upon 
the written request of the Owners of a majority in principal amount of the Certificates then Outstanding, and upon 
being indemnified to its satisfaction therefor, shall, proceed to protect or enforce its rights or the rights of the 
Owners of Certificates by a suit in equity or action at law, either for the specific performance of any covenant or 
agreement contained in the Trust Agreement, or in aid of the execution of any power granted in the Trust 
Agreement, or by mandamus or other appropriate proceeding for the enforcement of any other legal or equitable 
remedy as the Trustee shall deem most effectual in support of its rights or duties thereunder. 

Limitation on Certificate Owners' Right to Sue 

No Owner of any Certificate has the right to institute any suit, action or proceeding at law or in equity, for 
any remedy under or upon the Trust Agreement, unless (i) such Owner shall have previously given to the Trustee 
written notice of the occurrence of an Event of Default under the Lease Agreement; (ii) the Owners of at least 25% 
in aggregate principal amount of all the Certificates then Outstanding shall have made written request upon the 
Trustee to exercise the powers granted or to institute such action, suit or proceeding in its own name; (iii) said 
Owners shall have tendered to the Trustee reasonable indemnity against the costs, expenses and liabilities to be 
incurred in compliance with such request; and (iv) the Trustee shall have refused or omitted to comply with such 
request for period of 60 days after such written request shall have been received by, and said tender of indemnity 
shall have been made to, the Trustee. 

Defeasance 

If and when all Outstanding Certificates are paid and discharged in any one or more the following ways--

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

(ii) by depositing with the Trustee, in trust, at or before maturity, money which, together with amounts 
then on deposit in the Lease Payment Fund and the Reserve Fund and available therefor, is sufficient to pay 
all Certificates Outstanding, including all principal and interest and prepayment premium, if any; 

(iii) by depositing with the Trustee, in trust, cash and Federal Securities in such amount as will (as 
verified by an independent certified public accountant), together with interest to accrue thereon and moneys 
then on deposit in the Lease Payment Fund and the Reserve Fund and available therefor together with the 
interest to accrue thereon, be fully sufficient to pay and discharge all Certificates (including all principal, 
interest and prepayment premiums) at or before their maturity date; or 

(iv) by depositing with the Trustee, under an escrow deposit and trust agreement, security for the 
payment of Basic Lease Payments as more fully described in the Lease, said security to be held by the 
Trustee as agent for the City to be applied by the Trustee to pay the Basic Lease Payments as the same 
become due and payable and prepay the Basic Lease Payments in full on any prepayment date pursuant to 
the Lease; then 

notwithstanding that any Certificates shall not have been surrendered for payment, all obligations of the 
Corporation, the Trustee and the City with respect to all Outstanding Certificates shall cease and terminate, except 
only the obligation of the Trustee to pay or cause to be paid, from Basic Lease Payments paid by or on behalf of the 
City from funds deposited pursuant to paragraphs (ii) thru (iv) above, to the Owners of the Certificates not so 
surrendered and paid all sums due with respect thereto, and in the event of deposits pursuant to paragraphs (ii) 
through (iv), the Certificates shall continue to represent direct and proportionate interests of the Owners thereof in 
Basic Lease Payments under the Lease. 
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Filing Financing Statement 

The City shall file the Financing Statement :md all such documents as may be required by law (and shall 
take all further actions which may be necessary or be reasonably required by the Trustee), all in such manner, at 
such times and in such places a!. may be required by law in order fully to preserve, protect and perfect the security of 
the Trustee and the Certificate Owners. With respect to each item of Equipment that is (i) a vehicle and registered 
pursuant to the California Vehicle Code, or (ii) aircraft or a boat and registered as to ownership with a State agency, 
a Financing Statement need not be filed, and the certificate of ownership (the "Ownership Certificate") for each such 
item shall show the Corporation as the lessor and the City as the lessee and registere:l owner for such item of 
Equipment. The City, on behalf of the Corporation pursuant to the Agency Agret:ment, shall hold the Ownership 
Certificates for such items of Equipment and shall maintain such Ownership Certificates in a safe and secure place. 
At the request of the Tmstee, the City and the Corporation shall promptly (a) transfer pos:;ession of such Ownership 
Certificates to the Truste:e or (b) cause a duplicate of such Ownership Certificates to be issued by the appropriate 
State ageni:::y to the Trust,ee, in order to permit the Trustee to enforce the City's obligations pursuant to the Lease and 
Trust Agre,ement an protect an enforce its rights and the rights of the Owners of Certificates. 

Additional Certificates: 

By execution c.f a Supplemental Trust Agreement without the consent of the Owners, the City, the 
Corporation and the Trustee may provide for the execution and delivery of Additional Certificates representing 
additional Basic Lease Paymen1ls, and the Trustee may execute and deliver to or upon the \vritten request of the City, 
such Additional Certificates, in such principal amount as shall reflect the additional principal components of the 
Basic Leai;e Payments. The proceeds of such Additional Certificates may be applied, under, to acquire, construct or 
improve property owned or to be owned by the City or any improvement thereon or related thereto, or to refund 
Certificates. Such Additional Certificates may only be executed and delivered upon compliance with the following 
requirements: 

(i) The City and the Corporation shall not be in default under the Trust Agreement or any 
Supplemental Trust Agreement or under the Lease; 

(ii) The Additional Certificates shall be payable as to principal on May I or November I of each year 
in which principal components are due and shall be payable as to interest on May I and November 1 of 
eac:h year commencing after their date of execution and delivery and extending no longer than the useful 
life of the property financed by such Additional Certificates; 

(iii) The aggregate principal amount of Certificates executed and delivered and at any time 
Outstanding hereundei· or under any Supplemental Trust Agreement shall not exceed any limit imposed by 
law, by the Trust Agreement or by any Supplemental Trust Agreement; 

(iv) The Le:ase shilll have been amended so as to modify the Basic Lease Payments payable by the City 
thereunder to be equal in aggregate amount to the principal and interest represented by the Certificates that 
are Outstanding plus such Additional Certificates (the "New Basic Lease Payments"), payable at such times 
and in such manner as may be necessary to provide for the payment of the principal and interest 
represented by all such Certificates; provided, however, that no such amendment shall be made such that 
the sum of the New Basic Lease Payments, including any such amendment, plus Additional Payments shall 
be in excesi; of the fair rental value of the Equipment after taking into account the use of the proceeds of 
any Additional Certificates, executed and delivered in connection therewith ( evidence of the satisfaction of 
this condition shall be by written certificate of the City); 

(v) If Additional Certificates are to be executed and delivered for the purpose of permitting the City to 
farther improve or acquire additional Equipment pursuant to the Lease Agreement, the New Basic Lease 
Payments shall not f:xceed the fair rental value of the existing Equipment (including the additional 
Equipment) fo:r the remainder of the Lease Term; 

(vi) Such Supplemental Trust Agreement shall provide that from such proceeds or other sources an 
amount shall be: deposited in the Reserve Fund so that the following such depo� it there shall be on deposit 
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in the Reserve Fund an amount at least equal to the Reserve Fund Requirement for the New Basic Lease 
Payments; and 

(vii) Such Supplemental Trust Agreement shall provide principal payment dates and/or mandatory 
redemption of Additional Certificates in amounts sufficient to provide for the payment of the Additional 
Certificates when principal and interest components on said Additional Certificates are due. 

Any Additional Certificates must be on parity with, and each Owner thereof shall have the same rights 
upon an Event of Default as, the Owner of any other Certificates delivered under the Trust Agreement, except as 
otherwise provided in the Supplemental Trust Agreement under which Additional Certificates are executed and 
delivered. 

Before such Additional Certificates shall be executed and delivered, the City and Corporation shall file or 
cause to be filed certain documents with the Trustee, including, in particular, an opinion of Special Counsel 
addressing certain issues relating to the Additional Certificates and a written certification of the City stating that the 
requirements for the issuance of Additional Certificates as provided in the Trust Agreement have been satisfied. 

CERTAIN DEFINITIONS IN THE PROGRAM AR FINANCING DOCUMENTS 

"Acquisition Costs" means the price to be paid by the City or the Corporation for the acquisition and 
improvement of the AR Projects. 

"Acquisition Fund" means the fund by that name established and held by the City pursuant to the Trust 
Agreement. 

"Additional AR Certificates" means the $ 16,875,000 aggregate principal amount of additional Certificates 
of Participation (Real Property Program AR), Series 2004, executed and delivered pursuant to the Fisrt Supplement. 

"Additional Certificates" means the additional certificates of participation executed and delivered from time 
to time pursuant to the Lease and the Trust Agreement. 

"Additional Payments" means the payments required to be paid by the City pursuant to the Lease. 

"Ambac" or "Ambac Assurance" means Ambac Assurance Corporation, a Wisconsin-domiciled stock 
insurance company. 

"AR Certificates" means the $62,105,000 initial aggregate principal amount of Municipal Improvement 
Corporation of Los Angeles Certificates of Participation (Real Property Program AR). 

"AR Projects" means the improvement of real property by that name as described in the Official Statement 
for the Additional AR Certificates. 

"Assignment Agreement" means each of the Assignment Agreements, dated as of April 1 ,  2002, by and 
between the Corporation and the Trustee, together with any duly authorized and executed amendments thereto, 
pursuant to which the Corporation assigns substantially all of its rights under the Lease to the Trustee. 

"Basic Lease Payments" means the payments required to be paid by the City pursuant to the Lease 
including any prepayment thereof. 

"Capitalized Interest" means the portion of the proceeds of the Certificates to be used to pay a portion of 
the Basic Lease Payments, all as set forth in the Trust Agreement. 

"Certificates of Participation" or "Certificates" means the AR Certificates, plus any Outstanding Additional 
Certificates (including the Additional AR Certificates). 

"Certificate Yield" means the yield on the Certificates within the meaning of Section 148(a) of the Code. 
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"Ci1y" means the City of Los Angeles, a charter city and municipal corporation duly organized and existing 
under the Constitution and laws of the State. 

"City Representative" means the City Administrative Officer, any Assistant City of Administrative Officer, 
the City Controller, the Chief Deputy City Controller, the Principal Deputy City Contro:tler, the Chief Accountant 
Controller, the City Treasurer, any Deputy City Treasurer or such other employee of the City as the City 
Administrative Offict:r, the City Controller or the City Treasurer shall designate in writing, acting on behalf of the 
City with respect to the Trust Agreement and the Lease. 

"Closing Date" means the day when the Additional AR Certificates, duly executed by the Trustee, are 
delivered to the Original Purchaser. 

"Code" means the Internal Revenue Code of 1986, as amended. 

"Continuing Disclosure Certificate" means the Continuing Disclosure Certificate dated as of the Closing 
Date. 

"Corporation" means the Municipal Improvement Corporation of Los Angeles, a nonprofit public benefit 
corporation duly organiz1ed and existing under the Nonprofit Public Benefit Corporation Law of the State and any 
successor entity. 

"Corporation Representative" means the President, Vice President, Secretary, Treasurer or any Assistant 
Secretary or Assistant Secretary and Treasurer of the Corporation, or any other person authorized by resolution of 
the Board of Directors of the Corporation to act on behalf of the Corporation under or with respect to the Lease or 
the Trust Agreement . 

"Credit Facility''' means a letter of credit, line of credit, surety bond, insurance policy or other similar credit 
enhancement. 

"Event of Default" means an event of default under the Lease Agreement. 

"Federal Securities" means any of the following which are noncallable and which at the time of investment 
are legal investments undler the laws of the State for trust funds held by the Trustee: 

( 1 )  Cash (insured at all times by the Federal Deposit Insurance Corporation or otherwise with 
obligations described in paragraph (2) below), or 

(2) Direct obligations of (including obligations issued or held in book entry form on the books of) 
the Department of the Treasury of the United States of America. 

"Financial Guaranty Insurance Policy" means the financial guaranty insurance policy issued by Ambac 
Assurance insuring the payment when due of the principal of and interest on the Additional AR Certificates as 
provided tht:rein. 

"First Amendment to Lease" means the First amendment to Lease dated as of April 1 ,  2004, by and 
between the Corporation. as lessor, and the City, as lessee, which amends the Lease. 

"First Amendment to Site Lease" means the First Amendment to Site Lease and Grant of Support Easement 
dated as of April 1 ,  2004, by and between the City, as lessor, and the Corporation, as lessi:,e. 

"First Suppleme:nt" mt:ans the First Supplemental Trust Agreement dated as of April 1 ,  2004, by and among 
the City, the Corporation and the Trustee. 
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"Independent Counsel" means an attorney duly admitted to the practice of law before the highest court of 
the state in which such attorney maintains an office and who is not an employee of the Corporation, the Trustee or 
the City. 

"Insurance and Condemnation Fund" means the fund by that name established and held by the Trustee 
pursuant to the Trust Agreement. 

"Interest Payment Date" means the first day of each April I and October 1 ,  beginning October 1 ,  2002, so 
long as any Certificates are Outstanding. 

"Lease" or "Lease Agreement" means the Lease Agreement dated as of April 1 ,  2002, by and between the 
Corporation, as lessor, and the City, as lessee, for the Property, along with any duly authorized and executed 
amendments thereto (including the First Amendment to Lease). 

"Lease Payments" means the Basic Lease Payments and the Additional Payments. 

"Lease Payment Dates" means the fifteenth day of March and September in each year during the Tenn of 
the Lease, commencing September 1 5, 2002, except that if the Principal Corporate Trust Office of the Trustee is not 
open for business on any such date, then that Lease Payment Date shall be the next day on which such office is open 
for business. 

"Lease Payment Fund" means the fund by that name established and held by the Trustee pursuant to the 
Trust Agreement. 

"Maximum Annual Basic Lease Payments" means the aggregate Basic Lease Payments under the Lease 
Agreement and required to be paid in any future rental period calculated for the Rental Period in which such 
aggregate Basic Lease Payments are the greatest and taking into account the effect of any scheduled prepayments on 
the amount of future Basic Lease Payments. 

"Moody's" means Moody's Investors Service, Inc., or its successors. 

"Net Proceeds" means any insurance proceeds (including self-insurance proceeds) or condemnation award, 
paid with respect to the Property, to the extent remaining after payment therefrom of all expenses incurred in the 
collection thereof. 

"Official Statement" means the Official Statement dated April 20, 2004, relating to the Additional AR 
Certificates. 

"Original Purchaser" means the first purchaser of any series of Certificates, and, in the case of the 
Additional AR Certificates, means Fidelity Capital Markets. 

"Outstanding" when used as of any particular time with respect to the Certificates, means (subject to the 
provisions of the Trust Agreement) all Certificates theretofore executed and delivered by the Trustee under the Trust 
Agreement except: 

(a) Certificates theretofore canceled by the Trustee or surrendered to the Trustee for cancellation; 

(b) Certificates for the payment or redemption of which funds or Federal Securities in the 
necessary amount shall have theretofore been deposited with the Trustee (whether upon or prior to 
the maturity or redemption date of such Certificates), provided that, if such Certificates are to be 
redeemed prior to the maturity, notice of such redemption shall have been given as provided in the 
Trust Agreement or provision satisfactory to the Trustee shall have been made for the giving of 
such notice; and 

(c) Certificates in lieu of or in exchange for which other Certificates shall have been executed and 
delivered to the Trustee pursuant to the Trust Agreement. 
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"Owner" or "Ce:rtificak Owner" or "Owner of a Certificate" means, when used with respect to a Certificate, 
the person in whose name: the ownership of such Certificate shall be registered on th1! Registration Books. 

"Permitted Encll!Dlbrances" means, as of any particular time: (i) liens for general ad valorem taxes and 
assessments, if any, not then delinquent, or which the City may, pursuant to provisions of the Lease Agreement, 
permit to r1ernain unpaid; (ii) the� Site Lease; (iii) the Lease Agreement (including any amendment thereto); (iv) any 
encumbranc1�, indebtedness and leases permitted under the Lease Agreement; (v) any right or claim of any 
mechanic, la.borer, materialman, supplier or vendor not filed or perfected in the manner prescribed by law or any 
mechanics or other liens permitted under the Lease Agreement; and (vi) easements, rights of way, mineral rights, 
drilling righ1:s and other rights, reservations, covenants, conditions or restrictions which exist of record as of the 
Closing Da1tc and which the City certifies in writing will not materially impair the use of the Property. 

"Permitted Investment:;" means any of the following which at the time of investment are legal investments 
under the laws of the State of California for the moneys proposed to be invested therein: 

A. ( 1 )  Cash (insured at all times by the Federal Deposit Insurance Corporation), 

(2) Obligations of, or obligations guaranteed as to principal and interest by, the U.S. or any agency or 
instrumentality thereof, when such obl igations are backed by the full faith and credit of the U.S. 
including: 

• U.S . treasmy obligations 
• All direct or fully guaranteed obligations 
• Farmers Home Administration 
• General Services Administration 
• Guaranteed Title XI financing 
• Government National Mortgage Association (GNMA) 
• State and Local Government Series 

Any security us1�d for defeasance must provide for the timely payment of principal and interest and cannot be 
callable or prepayable prior to maturity or earlier redemption of the rated debt (excluding securities that do 
not have a fixed par value and/or whose terms do not promise a fixed dollar amount at maturity or call date). 

B. Ambac will allow the following Obligations to be used as Permitted Investments for all purposes other than 
defeasance investments in refunding escrow accounts. 

(1) Obligations of any of the following federal agencies which obligations represent the full faith 

and credit of the United States of America, including: 
-Export-Import Bank 
-Rural Economic Community Development Administration 
-U.S. Maritime Administration 
-Small Business Administration 
-U.S. Departroent of Housing & Urban Development (PHAs) 
-Federal Housing Administration 
-Federal Financing Bank 

(2) Direct obligations of any of the following federal agencies which obligations are not fully guaranteed by 
the full faith artd credi1t of the United States of America: 

-Senior debt obligations issued by the Federal National Mortgage Aswciation (FNMA) or Federal 
Home Loan Mortgage Corporation (FHLMC). 
-Obligations of the Resolution Funding Corporation (REFCORP) 
-Senior debt obligations of the Federal Home Loan Bank System 
-Senior debt obligations of other Government Sponsored Agencies approved by Ambac 

C-25 



(3) U.S. dollar denominated deposit accounts, federal funds and bankers' acceptances with domestic 
commercial banks which have a rating on their short tenn certificates of deposit on the date of purchase of 
"P-1"  by Moody's and "A-1 "  or "A-1+" by S&P and maturing not more than 360 calendar days after the 
date of purchase. (Ratings on holding companies are not considered as the rating of the bank); 

(4) commercial paper which is rated at the time of purchase in the single highest classification, "P-1 "  by 
Moody's and "A-1+" by S&P and which matures not more than 270 calendar days after the date of 
purchase; 

(5) investments in a money market fund rated "AAAm" or "AAAm-G" or better by S&P; 

(6) Pre-refunded Municipal Obligations defined as follows: any bonds or other obligations of any state of the 
United States of America or of any agency, instrumentality or local governmental unit of any such state which 
are not callable at the option of the obligor prior to maturity or as to which irrevocable instructions have been 
given by the obligor to call on the date specified in the notice; and 

(A) which are rated, based on an irrevocable escrow account or fund (the "escrow"), in the highest rating 
category of Moody's or S&P or any successors thereto; or 

(B) (i) which are fully secured as to principal and interest and redemption premium, if any, by an escrow 
consisting only of cash or obligations described in paragraph A(2) above, which escrow may be 
applied only to the payment of such principal of and interest and redemption premium, if any, on 
such bonds or other obligations on the maturity date or dates thereof or the specified redemption date 
or dates pursuant to such irrevocable instructions, as appropriate, and (ii) which escrow is sufficient, 
as verified by a nationally recognized independent certified public accountant, to pay principal of 
and interest and redemption premium, if any, on the bonds or other obligations described in this 
paragraph on the maturity date or dates specified in the irrevocable instructions referred to above, as 
appropriate; 

(7) municipal obligations rated "Aaa/ AAA" or general obligations of States with a rating of "A2/ A" or higher 
by both Moody's and S&P. 

(8) investment agreements approved in writing by Ambac Assurance Corporation ( supported by appropriate 
opinions of counsel); and 

(9) other forms of investments (including repurchase agreements) approved in writing by Ambac. 

C .  The value of  the above investments shall be determined as follows: 

a) For the purpose of determining the amount in any fund, all Permitted Investments credited to such fund 
shall be valued at fair market value. The Trustee shall determine the fair market value based on accepted 
industry standards and from accepted industry providers. Accepted industry providers shall include but 
are not limited to pricing services provided by Financial Times Interactive Data Corporation, Merrill 
Lynch, Salomon Smith Barney, Bear Stearns, or Lehman Brothers. 

b) As to certificates of deposit and bankers' acceptances: the face amount thereof, plus. accrued interest 
thereon; and 

As to any investment not specified above: the value thereof established by prior agreement among the Issuer, the 
Trustee, and Ambac. 

"Principal Corporate Trust Office" means the principal corporate trust office of the Trustee in Los Angeles, 
California. 

"Property" means the real property leased by the City pursuant to the Lease, including all improvements 
and facilities currently located thereon, together with all other improvements, facilities and improvements thereon 
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pursuant to the Lease Ag-,reement, but excluding improvements or items excluded under the Lease Agreement and 
excluding new improvements subsequently constructed on such Property with moneys other than the proceeds of the 
Certificates. 

"Rating Agencie,s" means Moody's and S&P or the one of such rating agencies then providing a rating for 
the Certific:ates if only one such agency then provides a rating for the Certificates. 

"Rebate Fund" means the fund by that name established and held by the Tru:;tee pursuant to the Trust 
Agreement . 

"Regular Record Date " means the close of business on the fifteenth day of the month preceding each 
Interest Payment Date, whether or not such fifteenth day is a Business Day. 

"Rmtal Period" means each twelve-month period during the Term of the Lease commencing on July I in 
any year and ending on Jlllne 30 in the next succeeding year, except that the first Rental Period under the Lease shall 
commence en April 2, 2002 and end of June 30, 2002. 

"R�:serve Fund" means the fund by that name established and held by the Trustee pursuant to the Trust 
Agreement. 

"Reserve Requiremenit" means, as of the date of calculation, an amount equal to the least of (i) the 
Maximum .Annual Basic: Lease Payments, (ii) an amount (which is equal to 10% of the proceeds of the Certificates, 
or (iii) 125% of the average of the aggregate Basic Lease Payments required to be paid ir each future Rental Period 
taking into account the e:ffect of any scheduled prepayments in the amount of future Basic Lease Payments. 

"S&P" means Standard & Poor's Ratings Services, a division of McGraw-Hill, and its successors. 

"Site Lease" means of the Site Lease and Grant of Support Easement, dated April 1 ,  2002, by and between 
the City and the Corporation, pursuant to which the City leases the Property, to the Corporation, and any duly 
authorized and executed amendments thereto (including the First Amendment to Site Lease). 

"Special Tax Counsel" means an attorney or firm of attorneys of nationally recognized standing in matters 
pertaining to the tax-exempt status of interest on obligations issued by states and their political subdivisions. 

"State" means the Stat1� of California. 

"Supplemental Trust Agreement" means a Supplemental Trust Agreement, entered into pursuant to the 
Trust Agreement. 

"Tt:rm of the Le:ase Agreement" or "Term" means the time during which the Leii.se Agreement is in effect, 
as provided in the Lease Agreement. 

"Tmst Agreemmt" means the Trust Agreement dated as of April 1 ,  2002, by and among the City, the 
Corporation and the Trustee together with any amendments or supplements thereto (including the First Supplement). 

"2004 Acquisition Costs" means the cost of acquiring and improving the AR Pr�jects. 

"2004 Acquisition Fund" means the fund by that name established and held by the City pursuant to the First 
Supplement. 

"2004 Capitaliz-ed Interest Account" means the amount by that name established within the Lease Payment 
Fund pursmmt to the First Supplement. 

"2004 Costs of Issuance" means all items of expense directly or indirectly payable by or reimbursable to 
the City or the Corporation relating to the execution and delivery of the First Amendment to Lease or the execution, 
sale and delivery of the Additional AR Certificates, including but not limited to filing and recording costs, 
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settlement costs, printing costs, document reproduction and binding costs, initial fees and charges of the Trustee, 
financing discounts, legal fees and charges, bond insurance fees and charges, financial and other professional 
consultant fees, costs of rating agencies for credit ratings, initial insurance premiums, fess related to the Depository 
Trust Company, accounting fees, fees for execution, transportation and safekeeping of the Additional AR 
Certificates and charges and fees in connection with the foregoing. 

"2004 Costs of Issuance Account" means the 2004 Costs of Issuance Account within the 2004 Trustee 
Acquisition Fund established and held by the Trustee pursuant to the First Supplement. 

"2004 Trustee Acquisition Fund" means the fund by that name established and held by the Trustee pursuant 
to the First Supplement. 

THE SITE LEASE 

Pursuant to the Site Lease, the City leases the Property to the Corporation for a term concurrent with the 
term of the Lease (except in the event of a default by the City under the Lease), in consideration for which the 
Corporation will pay to the City a prepaid rental of $1 .00. The First Amendment to Site Lease amends the original 
Site Lease by modifying the Property leased pursuant thereto. 

THE LEASE AGREEMENT 

General 

The Corporation and the City have entered into the original Lease and will enter into the First Amendment 
to Lease, pursuant to which the Corporation will lease the Property to the City for the Term of the Lease. 

Term of the Lease; Possession 

The Term of the Lease commenced on April 2, 2002 and will end on April 1 ,  2027, provided, however, that 
the Term will end at an earlier time upon the discharge of the Trust Agreement due to prepayment of the 
Certificates; and the Term may be extended due to an abatement or nonpayment of rental payments until the Basic 
Lease Payments have been paid and the Trust Agreement discharged, but in no event later than April I ,  2037. 

The City will accept possession, use and occupancy of the Property on the Closing Date or as soon 
thereafter as the Property become available. The City made the first Basic Lease Payment on September 1 5, 2002, 
the first Basic Lease Payment Date. All or a portion of the initial Basic Lease Payments attributable to the 
Additional AR Certificates will be made from proceeds of the AR Additional Certificates used as capitalized interest 
pursuant to a schedule included in the Trust Agreement the First Supplement. 

Lease Payments 

Subject to the provisions of the Lease, the City will pay to the Corporation, its successors and assigns, as 
rental for the use and possession of the Property during each Rental Period, the Basic Lease Payments, each 
comprised of components of principal and interest in the amounts specified in the Lease, to be due and payable on 
the respective Lease Payment Dates specified in the Lease. The City also will pay the Additional Payments required 
under the Lease. 

Any amount held in the Lease Payment Fund on any Lease Payment Date ( other than amounts resulting 
from partial prepayment of Basic Lease Payments and amounts required for payment of past due principal or interest 
with respect to any Certificates not presented for payment) will be credited toward the Basic Lease Payment next 
due and payable; and no Basic Lease Payment need be made if the amounts then held in the Lease Payment Fund are 
at least equal to the Basic Lease Payment then required to be paid; provided, however, that amounts contained in the 
Lease Payment Fund representing capitalized interest shall be expended only as set forth in the Trust Agreement. 
The Lease Payments for the Property payable in any Rental Period will be for the use of the Property for such Rental 
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Period. Notwithstanding any dispute between the Corporation and the City, the City sball make all Basic Lease 
Payments when due and s.hall not withhold any Basic Lease Payment pending fmal resolution of the dispute. 

If the City prepays all remaining Lease Payments in full, the City's obligations under the Lease will 
terminate, including, without limitation, the City's obligation to pay Basic Lease Payments. If the City purchases 
any of the Property or prepays the Lease Payments in part as a result of any insurance or condemnation award with 
respect to the Property, such prepayment will be credited entirely towards the prepayment of the Lease Payments 
allocable to such Prop1!11y as follows: (i) Additional Payments due or to become due pursuant to the Lease 
attributabk ·to such Prop·erty shall be paid or provided for, (ii) the principal component , of each remaining Basic 
Lease Paymient shall be reduced on a pro rata basis in integral multiples of $5,000; and (iii) the interest component 
of each nemaining Basiic Lease Payment attributable to such Property, shall be reduced by the aggregate 
corresponding am01mt of interest which would otherwise be payable with respect to the Certificates thereby 
redeemed pttrSuant to th1e Trust Agreement. 

If the City fails to make any of the Basic Lease Payments, the payment in default shall continue as an 
obligation of the City until the amount in default shall have been fully paid. The City has agreed to pay the same 
with interest thereon, to the extent permitted by law, from the date of default to the date of payment at the rate equal 
to the Cert:iftcate Yield on the Certificates. 

The Lease Payments for the Property for each Rental Period shall constitute the total rental for such 
Property for such Rental Period, and shall be paid by the City in each Rental Period for and in consideration of the 
right of thti use of, and the continued quiet use and enjoyment of Property during such Rental Period. The City and 
the Corporation have det1ermined that the Lease Payments for the Property under the Lease Agreement is not greater 
than the fair rental valm! for such Property. In making such determination, consideration has been given to the 
appraised or market value of the Property, other obligations of the parties under the Lease, the uses and purposes 
which may be served by the Property and the benefits therefrom which will accrue to the City and the general 
public. 

The City covenants to take such action as may be necessary to include all Lease Payments due thereunder 
in its annual budgets and to make the necessary annual appropriations for all such Lease Payments. In so providing 
for the payment of Leas·e Payments in its annual budgets, the City may take into accomt funds on deposit in the 
various Funds and Accounts under the Trust Agreement that are properly available to make such Lease Payments. 

The City assents to the: Corporation's assignment of the Basic Lease Payments to the Trustee pursuant to the 
Trust Agreement. The Corporation will direct the City, and the City will agree to pay the Trustee at the Principal 
Corporate Trust Oftke of the Trustee, all payments payable by the City pursuant to the Lease. 

Thie Corporation will provide the City with quiet use and enjoyment of the Property during the Tenn, so 
that the City will peaceably and quietly have and hold and enjoy the Property. The Corporation will, at the request 
of the City and the City's cost, join in any legal action in which the City asserts its right to such possession and 
enjoyment to the extent the Corporation may lawfully do so. 

Prepaymt:nt of Lease J>ayme111ts 

If the City prepays the Lease Payments in full or makes the advance deposit as permitted by the Lease, or 
pays all L«ease Payments during the Term of the Lease as they become due and payable, �ill right, title and interest of 
the Corporation in and to the Property shall be transferred to and vested in the City, and the Lease Agreement shall 
terminate. If the City prepays the Lease Payments in part but not in whole in an amount sufficient to purchase any 
of the Property, all right, title and interest of the Corporation in and to such Property shall be transferred to and 
vested in th1e City, and the Lease Agreement shall terminate as to such Property. 

Additional Payments 

In additon to the Basic Lease Payments, the Cith shall pay as Additional Payments (i) all taxes, fees or 
assessments levied upon the Property leased under such Lease Agreement or upon :my interest therein of the 
Corporation or the Trustee, (ii) insurance premiums, if any, on insurance required under :mch Lease Agreement, (iii) 
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all fees and expenses of the Trustee, and expenses of the City required to comply with such Lease Agreement and 
Trust Agreement, (iv) any other fees, costs, or expenses incurred by the Corporation in connection with the 
execution, performance or enforcement of such Lease Agreement or such Trust Agreement, including any amounts 
necessary to indemnify and defend the Corporation, and (v) any amounts required to be paid to the United States 
Government pursuant to Section 148 of the Internal Revenue Code. The City must pay all such amounts when due 
within 30 days after notice in writing from the Trustee to the City stating the amount of Additional Payments then 
due and payable and the purpose thereof. 

Maintenance; Taxes; Insurance and Other Matters 

During the Term of the Lease, all improvements to or repair and maintenance of the Property will be the 
responsibility of the City. The City will also pay or cause to be paid all taxes and assessments of any type or nature, 
if any, charged to the Corporation or the City and affecting the Property or the respective interests therein. 
However, with respect to special assessments or other governmental charges that may lawfully be paid in 
installments over a period of years, the City must pay only such installments as are required to be paid during the 
Term of the Lease as and when the same becomes due. 

The City may, at its own expense, make additions, modifications and improvements to the Property. All 
such additions, modifications and improvements, will comprise part of the Property and be subject to the provisions 
of the Lease except for those fixtures, replacements or modifications which are added to the Property by the City at 
its own expense and which may be removed without damaging the Property. Additions, modifications and 
improvements must not cause the Property to be used for purposes other than those authorized under the provisions 
of state and federal law. Upon completion of any additions, modifications and improvements, the Property shall 
have a fair rental value which is approximately equal to or greater than the fair rental value of such Property 
immediately prior to the making of such additions, modification and improvements. The City will not permit any 
mechanic's or other lien to be established or remain against any of the Property for labor or materials furnished in 
connection with any remodeling, repair or replacements made by the City. 

The City will maintain or cause to be maintained, commencing upon the acquisition of the Property, and 
thereafter throughout the Term of the Lease, a program of general liability insurance protecting the Corporation, the 
City and their respective officers, directors, agents, assigns and employees. Such policy or policies must provide for 
indemnification of such parties against loss or liability for damages for bodily and personal injury, death or property 
damage occasioned by reason of the use of the Property. Such insurance shall provide coverage in the minimum 
liability limits of $3,000,000 combined single combined single limit per occurrence (subject to a deductible clause 
of not to exceed $ 1 ,000,000). Such insurance may be satisfied by a combination of commercial insurance, risk 
pooling under a joint powers authority or similar statutory provision, self-funded loss reserves and risk retention 
programs in such proportions as are deemed appropriate and actuarially sound by professional risk management 
personnel or independent consultants. 

The City shall procure and maintain, or cause to be procured and maintained, commencing upon the 
acquisition of the Property, and thereafter, throughout the Term, insurance against loss or damage to any structures 
or equipment constituting any part of the Property by fire and lightning, with extended coverage and vandalism and 
malicious mischief insurance, and earthquake insurance, but as to earthquake insurance only if such insurance is 
required by a Rating Agency rating the Certificates as a condition precedent to obtaining or maintaining an 
investment grade rating on the Certificates and such insurance is available on the open market from reputable 
insurance companies at a reasonable price. The determination as to whether earthquake insurance is available on the 
open market from reputable insurance companies at a reasonable price shall be made annually by a professional risk 
manager or insurance consultant. If acceptable to the applicable Rating Agencies the City may provide satisfactory 
self-insurance or a favorably completed Natural Hazards Survey for Earthquake Risks (or similar survey) for the 
structures in lieu of commercial earthquake insurance on the structures. In the event such earthquake insurance shall 
at any time during the Tenn not be commercially available at a reasonable price as determined in the manner set 
forth in the Lease Agreement, the City shall not be obligated to maintain earthquake insurance during the period of 
such unavailability; provided, however, that in the event of any uninsured loss to the Property resulting from 
earthquake, (a) the City must apply for and use its best efforts to obtain financial assistance from the United States 
of America to be used for the repair, reconstruction or replacement of such Property, and (b) the City must repair or 
replace the Property or defease the outstanding Certificates from moneys, if any, legally available therefor. Said 
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extended coverage shall as near:ly as practicable cover loss or damage by explosion, windstorm, riot, aircraft, vehicle 
damage, smoke and such other hazards as are normally covered by such insuranc{:. Such insurance will be in an 
amount equal to I 00% of the replacement cost of the Property (it being understood and agreed that in the event of 
the loss of mch improvements and the redemption of Certificates from the Net Proceeds of such insurance, the 
remaining Properties wiill have a fair rental value equal to or exceeding the remaining Lease Payments). Such 
insurance may be subj�:ct to a deductible clause of not to exceed $ 100,000 for any one loss except that such 
earthquake insurance may be subject to a deductible clause of not to exceed 10% of said replacement costs of the 
insured Property for any one loss. Where the insured coverage applies to aircraft then the insurance may be subject 
to a deductible clause not to exceed 5% of the replacement cost of the insured aircraft for any one loss. Such 
insurance, including �:arthquake insurance, may be satisfied by a combination of commercial insurance, risk pooling 
under a joint powers authority or similar statutory provision, self-funded loss reserves and, to the extent permitted by 
law, risk r,etention programs all in such proportions as are deemed appropriate by professional risk management 
personnel or independent consultants; provided, however, that the City shall include in its annual budget an item to 
provide fund s for commercial insurance covering physical property damage to the Property. 

If commercially available, the City will, commencing upon its possession of th! Property pursuant to the 
Lease, procme and maintain rental interruption or use and occupancy insurance to c:over :loss, total or partial, of the 
use of the Property during the Term as a result of any of the hazards covered in the fire and extended coverage 
insurance required of the Lease, in an amount to insure against loss of substantial use and possession of any part of 
the Properly for a period of 24 months during the Term of the Lease. Loss under this insurance shall be adjusted 
with the Ci�r and the Net Proceeds of such insurance will be paid to the City and the Trustee as their interest may 
appear, and will be credited towards the payment of the Lease Payments in the order in which such Lease Payments 
come due and payable. 

The City shall obtain at its own expense on or before the commencement of the Term of the Lease, a CLTA 
title insurance policy in the amount not less then the appraised value of the Prope1ty, in:mring the City's leasehold 
estate in the Property, subject only to permitted encumbrances. All Net Proceeds r{:ceive under any of said policies 
shall be dep,osited with the Trustee and shall be credited towards the prepayment of the 1emaining Lease Payments 
pursuant to the Lease. 

Each policy of insurance required by the Lease will name the Trustee as a loss payee at its interests may 
appear and provide that all proceeds thereunder shall be payable to the Trustee and applied as provided in the Lease. 

Substitution of Property 

The City shall, at any time, have the right to substitute for all or a portion i:>f the Property other real 
property of a comparahJe value and having a remaining useful life not less than the useful life of the Property 
substituted for, but only by providing the Trustee with a written certificate describing both the new Property and the 
Property for which it is to be substituted, and stating that such Property is of comparable value and has a useful life 
not less than the useful ]ife of the Property described in the Lease for which it is being substituted. All costs or 
expenses incurred in connection with the substitution shall be borne by the City. The Property substituted for the 
original Property shall be: subject to the terms of the Lease. Notwithstanding any substitution of Property, there shall 
be no reduction in the Basic Lease Payments due from the City under the Lease and no reduction of the aggregate 
fair rental value of the Property as a result of such substitution. 

Damage, Dt!struction and Eminent Domain; Use of Net Proceeds 

Tht! City covenants that if the Property is damaged in a manner that substantially interferes with its use, 
such Property shall be piromptly repaired, or replaced, unless such damage (taking into account any other Property 
lost, damaged or destroyed) would not result in the abatement of any portion of the Lease Payments. 

If all of the Property shall be taken permanently under the power of condemnation or eminent domain or 
sold to a government entity thteatening to exercise the power of eminent domain, the Lease Term shall cease as of 
the day possession shall be so taken. If less than all of the Property shall be taken permanently, or if all of the 
Property or any part thereof shall be taken temporarily, under the power of eminent domain, (a) the Lease shall 
continue in full force and effect and shall not be terminated by virtue of such taking and the parties waive the benefit 
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of any law to the contrary, and (b) there shall be a partial abatement of Lease Payments as a result of the application 
of the Net Proceeds of any condemnation or eminent domain award to the prepayment of the Lease Payments 
hereunder, in an amount to be agreed upon by the City and the Corporation such that the resulting Lease Payments 
represent fair consideration for the use and occupancy of the remaining usable portion of the Property. 

The Net Proceeds of any insurance award resulting from any damage to the destruction of any of the 
Property by frre or other casualty shall be deposited in the Insurance and Condemnation Fund by the Trustee 
promptly upon receipt thereof and applied as set forth in the Trust Agreement. 

The Net Proceeds of any condemnation or eminent domain award shall be deposited in the Insurance and 
Condemnation Fund and applied as set forth in the Trust Agreement. 

Abatement 

The Lease Payments will be abated during any period in which by reason of damage, destruction or 
otherwise ( other than by condemnation or eminent domain) there is substantial interference with the use and 
occupancy by the City of any of the Property. The City and the Corporation must calculate the rental abatement 
amount taking into account the entire 12 month period (commencing with each March 1 5  within which the damage 
or destruction occurs). Such abatement will continue for the period commencing with such interruption of use and 
end with the substantial completion of the work of repair or reconstruction. In the event of any such interruption of 
use, the Lease will continue in full force and effect and the Lease Payment shall not be subject to abatement to the 
extent that the proceeds of rental interruption insurance pursuant to the Lease or amounts in the Reserve Fund are 
available to pay Lease Payments which would otherwise be abated under the Lease. 

Assignment, Subleasing and Amendment 

The Lease may not be assigned by the City. The City may sublease any of the Property or any portion 
thereof, subject to the following additional conditions: 

(i) The Lease and the obligation of the City to make Lease Payments thereunder shall remain 
obligations of the City; 

(ii) The City shall, within 30 days after the delivery thereof, furnish or cause to be furnished to the 
Corporation and the Trustee a true and complete copy of such sublease; 

(iii) No such sublease by the City or any further sublease or use of such Property shall cause any of the 
Property to be used for a purpose other than as may be authorized under the provisions of the Constitution, 
the laws of the State or the City Charter; 

(iv) The City shall furnish the Corporation and the Trustee with a written opinion of Special Tax 
Counsel, stating that such sublease and any use related to such sublease does not cause the interest 
components of the Lease Payments to be included in the gross income for federal income tax purposes and 
that such sublease complies with the Lease requirements for subleasing the Property; 

(v) Each sublease and all further subleases shall be subject to termination upon default by the City 
under the Lease and shall not diminish the rights and remedies of the Trustee to the Property and the 
improvements thereon in such event of default; 

(vi) Each sublease and subsequent sublease shall contain such provisions for the maintenance of 
insurance on any improvements constructed on the subleased Property and such provisions for the 
allocation of proceeds from such insurance and the allocation of proceeds from eminent domain or 
condemnation proceedings as shall be satisfactory, in the opinion of Independent Counsel to maintain the 
rights of the Trustee to such proceeds; 

(vii) Each sublease and subsequent sublease shall contain provisions securing the timely payment of all 
taxes and assessments arising from or related to any improvements constructed on the subleased Property, 
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and securing such Property from the establishment and maintenance of any mechanics liens or other liens 
for labor or materials fomished in connection with such improvements; 

(viii) hnprovements existing on subleased Property at the time of the sublease may be modified by a 
sublease only in accordance with the provisions of the Lease Agreement; and 

(ix) Prior to any sublease being effective, the City shall furnish the Truste1! such opinion of counsel 
and certificate to evidence the satisfaction of the above conditions precedent to sublease. 

The City may not, modify or cancel, or agree or consent to modify or cancel the Lease excepting only such 
or modifica1 ion or c:mce:llation as may be permitted by the Trust Agreement or as fot:lows. The Lease may be 
amended wi1:hout the consent of the Owners of the Certificates for any of the following purposes : 

(a) to add to the agreements, conditions, covenants and terms contained in the Lease required to be 
observed or performed by the City or the Corporation, other agreements, conditions, covenants and terms 
hereafter to be observed or performed by the City or the Corporation, or to SUJTender any right reserved 
her,ein to or conferred herein on the City or the Corporation, and which in either case shall not materially 
adversely affect the interests of the Owners; 

(b) to make such provisions for the purpose of curing any ambiguity or of correcting, curing or 
supplementing any defective provision contained herein or in regard to questions arising hereunder which 
the City or the Corporation may deem desirable or necessary and not inconsistent herewith, and which will 
not materially adversely affect the interests of the Owners; 

(c) to provide for substitution or addition of Property pursuant to the Lease. 

(d) to make any modifications or changes to the Lease including any increase in Basic Lease 
Payments resulting therefrom in order to enable the execution and delivery of Additional Certificates on a 
parity with the Certificates (unless othetwise provided in any Supplemental Trust Agreement) in 
accordance with the Trust Agreement and to make any modifications or changes necessary or appropriate 
in connection with the execution and delivery of Additional Certificates, 

( e) to reflect the mbstitution of one or more components of the Property under the Lease; or 

(f) to make any other modification or change to the provisions of the Lea:;e which do not materially 
adversely affec:t the initerests of the Owners of the Certificates. 

Events ofUefault and Remedies 

The following will be "events of default" under the Lease: 

(i) Failure by the City to pay any Basic Lease Payment or other payment required to be paid 
thereunder at th1� time specified therein, and the continuation of such failun� for a period of I O  days. 

(ii) Failure by thi! City to observe and perform any covenant, condition or agreement in the Lease or 
Tmst Agreement on its part to be observed or performed, other than as referred to in clause (i) above, for a 
period of 30 days afte:r written notice specifying such failure and requesting that it be remedied has been 
given to the City by the Corporation, the Trustee, or the Owners of not less than 5% in aggregate principal 
amount of Certificates then Outstanding; provided, however, if the failure stated in the notice can be 
corrected, but not within the applicable period, the Corporation, the Trustee �nd such Owners shall not 
unreasonably withhold their consent to an extension of such time if the Tmstee receives a certificate from a 
Ci1y Representative to the effect that corrective action is being instituted by the City within the applicable 
period and is being diligently pursued to conect the default. 

(Hi) The filing by the City of a voluntary petition in bankruptcy, or failure by the City promptly to lift 
any execution, garnishment or attachment, or adjudication of the City as a bankrupt entity, or assignment 
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by the City for the benefit of the creditors, or the entry by the City into an agreement of composition with 
creditors, or the approval by a court of competent jurisdiction of a petition applicable to the City in any 
proceedings instituted under the provisions of the Federal Bankruptcy Act, as amended, or under any 
similar acts which may hereafter be enacted. 

(iv) The occurrence of an event of default or a default under any sublease or related document entered 
into pursuant to the Lease. 

Whenever any event of default shall have happened and be continuing, the Corporation may exercise any 
and all remedies available pursuant to law or granted pursuant to the Lease� however, there will be 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 Lease provides that in the event such a default and notwithstanding any re
entry by the Corporation or termination of the Lease, the City will continue to remain liable for the payment of the 
Lease Payments and/or damages for breach of the Lease and the performance of all conditions contained therein 
and, in the event such rent and/or damages shall be payable to the Corporation at the time and in the manner as 
provided in the Lease, as follows: 

(a) If the Corporation does not elect to terminate the Lease (as described below), the City will remain 
liable for the payment of all Lease Payments and the performance of all conditions contained therein and 
will reimburse the Corporation for any deficiency arising out of the re-leasing of the Property or, if the 
Corporation is unable to re-lease the Property, then for the full amount of all Lease Payments to the end of 
the Term, but such Lease Payments and/or deficiency will be payable only as in the Lease provided for the 
payment of Lease Payments, notwithstanding such repossession by the Corporation or any suit in unlawful 
detainer, or otherwise, brought by the Corporation for the purpose of effecting such re-entry or obtaining 
possession of the Equipment or exercise of any other remedy by the Corporation. 

(b) In an event of default thereunder, the Corporation at its option may terminate the Lease and re
lease all or any portion of the Property. In the event of such a termination due to a default by the City (and 
notwithstanding any repossession of the Property by the Corporation in any manner whatsoever or the re
leasing of ( or subleasing) the Property), the City must pay to the Corporation all costs, losses or damages 
howsoever arising or occurring payable at the same time and in the same manner as is provided therein in 
the case of payment of Lease Payments. The Lease provides that any surplus received by the Corporation 
from such re-leasing ( or subleasing) shall be the absolute property of the Corporation and the City shall 
have no right thereto, nor shall the City be entitled to apply any surplus as a credit in the event of a 
deficiency in the rentals received by the Corporation from the Property. 

Prepayment of Lease Payments 

Notwithstanding any other provisions of the Lease, the City may on any date secure the payment of Lease 
Payments by a deposit with the Trustee of: (i) an amount which, together with amounts on deposit in the Lease 
Payment Fund, the Insurance and Condemnation Fund and the Reserve Fund, is sufficient to pay all unpaid Basic 
Lease Payments, including the principal and interest components thereof, in accordance with the Lease Payment 
Schedule set forth in the Lease, and any Additional Payments to become due pursuant to the Lease, or (ii) Federal 
Securities together with cash, if required, in such amount as will, in the opinion of an independent certified public 
accountant, together with interest to accrue thereon and, if required, all or a portion of moneys or Federal Securities 
then on deposit in the Lease Payment Fund, the Insurance and Condemnation Fund and the Reserve Fund, be fully 
sufficient to pay all unpaid Basic Lease Payments and any unpaid Additional Payments pursuant to the Lease on 
their respective Lease Payment Dates or by a permitted prepayment thereof, as the City shall instruct at the time of 
such deposit. In the event of such a deposit, all obligations of the City for such Basic Lease Payments shall cease 
and terminate, excepting only the obligation of the City to make, or cause to be made, Basic Lease Payments from 
the deposit made by the City, and the Lease will terminate on the date of such deposit automatically and without 
further action by the City or the Corporation. 

The City may exercise its option to prepay the Basic Lease Payments for all of the Property attributable to 
the AR Certificates on any Lease Payment Date on or after March 15 ,  2012, by paying a prepayment price equal to 
(i) the aggregate unpaid principal components of all such remaining Basic Lease Payments, (ii) the interest 
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component of such Basic Lease Payments required to be paid on such date, and (iii) all Additional Payments related 
thereto to become due under th1! Lease. Such prepayment price shall be deposited with the Trustee to be applied to 
the redemption of AR Certificates pursuant to the Trust Agreement. The City shall give the Trustee notice of its 
intention to exercise its option not less than sixty (60) days in advance of the date of exerci se. 

TI�t: City may t:xercise its option to prepay the Basic Lease Payments for all of the Property attributable to 
the Additional AR Certificates on any Lease Payment Date on or after March 1 5, 2014 ,  by paying a prepayment 
price equal to (i) the aggregate unpaid principal components of all such remaining Basic Lease Payments, (ii) the 
interest component of such Basic Lease Payments required to be paid on such date, and (iii) all Additional Payments 
related there,to to become due under the Lease. Such prepayment price shall be deposited with the Trustee to be 
applied to the redemption of Additional AR Certificates pursuant to the Trust Agre:ement. The City shall give the 
Trustee notice of its intention to exercise its option not less than sixty (60) days in advance of the date of exercise. 

The City must prepay the Lease Payment allocable to any portion of the Property, in whole or in part, on 
any Lease Payment Date, from and to the extent of any Net Proceeds of any insurance award or a condemnation or 
eminent domain award with re�pect to such Property deposited with the Trustee for such purpose pursuant to the 
Lease and Trust Agreement. The Lease further provides that in the event of any such prepayment of the principal 
components in full such that the Trust Agreement is discharged, all amounts then on deposit in the Lease Payment 
Fund, the Insurance and Condemnation Fund and the Reserve Fund shall be credited towards the amounts required 
to be prepaid. 

THE TRUST AGREEMENT 

The First Supplemental authorizes and directs the Trustee to prepare, execute :md deliver the Additional 
AR Certificates, to the Original Purchaser. Transfers of the Certificates are to be registered in a register maintained 
by the Trustee. 

On the Closing Date the City and the Corporation will pay or cause to be deposited with Trustee the 
proceeds of the sale of the Add itional AR Certificates as follows: (i) an amount necessary to bring the amount in the 
Reserve Fund to the Reserve Requirement will be deposited in the Reserve Fund, (ii) capitalized interest will be 
deposited iin the 2004 Capitalized Interest Account of the Lease Payment Fund, and (iii) the remaining balance of the 
proceeds of the sale of the Additional AR Certificates will be deposited in the 2004 Trustee Acquisition Fund. All 
moneys held under the Trust Agreement will be invested in accordance with the restrictions set forth in the Trust 
Agreement. 

Trustee Ac11uisition Fund; Acquisition Fund 

The City will ,�stablish a special fund designated as the "2004 Acquisition Fund" and will keep such fund 
separate and apart from all other funds and moneys held by it. Moneys in the 2004 Acquisition Fund will be 
disbursed to pay 2004 Acquisition Costs and any 2004 Costs oflssuance paid after September 1 ,  2004. 

Thi! Trustee will establish a special fund designated as the "Trustee Acquisition Fund" and within such fund 
shall establ:ish a "2004 Costs of Issuance Account" and disburse moneys from said fond pursuant to the First 
Supplement. The Tmstee will deposit in the 2004 Trustee Acquisition Fund the proceeds of sale of the Additional 
AR Certificates required to be deposited therein and any other funds from time to time deposited with the Trustee in 
the 2004 Tmstee Acquisition Fund for such purposes. Upon the City's written notice to the Trustee that the City has 
established the 2004 Acquisition Fund, the Trustee shall transfer the amount in the 2004 Trustee Acquisition Fund to 
the City, provided that the Trustee shall retain in the 2004 Costs of Issuance Account the amount designated for the 
2004 Costs of lssuance, which shall be paid by the Tmstee pursuant to the terms of the First Supplement. Moneys in 
the 2004 Trustee Acquisition Fund will be disbursed as follows: (1) in the case of payment of 2004 Costs of 
Issuance, the Trustee will disburse moneys upon the written requisition of the City Representative, and (2) during 
such time, if any, that the Trustee holds funds in the 2004 Trustee Acquisition Fund to pay 2004 Acquisition Costs, 
in the case of 2004 Acquisition Costs, the Trustee will disburse moneys from the 2004 Costs of Issuance Account 
upon the w1itten requisition of the City Representative. 
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Subject to certain provisions of the Trust Agreement, the Trustee will be responsible for the safekeeping 
and investment of the moneys in the 2004 Trustee Acquisition Fund, and the City will be responsible for the 
safekeeping and investment of the moneys held in the 2004 Acquisition Fund prior to disbursement as described 
above. Until expended in accordance with the First Supplement, the moneys in the 2004 Acquisition Fund and the 
2004 Trustee Acquisition Fund shall be held for the benefit of the Trustee on behalf of the Owners of the AR 
Additional Certificates, and the City shall promptly remit all such moneys remaining in the 2004 Acquisition Fund 
to the Trustee without the requirement of a demand or notice thereof in the case there is an Event of Default. 

Upon the earlier of (A)(i) April 1 ,  2007 with respect to moneys for 2004 Acquisition Costs in the 2004 
Trustee Acquisition Fund, if applicable, and (ii) December I ,  2004 with respect to moneys for 2004 Costs of 
Issuance in the 2004 Costs of Issuance Account, or (B) or the filing with the Trustee by the Corporation of a 
certificate stating that all of the 2004 Acquisition Costs and/or 2004 Costs of Issuance, as applicable, have been 
paid, the Trustee will withdraw all remaining moneys in the 2004 Trustee Acquisition Fund and will transfer such 
moneys for deposit in the Lease Payment Fund to be applied to the payment of the Basic Lease Payments as the 
same shall become due and payable. Upon the request of the City Representative supported by an opinion of Special 
Counsel, the Trustee may retain such remaining moneys in the 2004 Trustee Acquisition Fund. 

Moneys in the 2004 Trustee Acquisition Fund and the 2004 Acquisition Fund in Permitted Investments 
subject to the restrictions and conditions set forth in the Trust Agreement. All investment income on moneys held in 
the 2004 Trustee Acquisition Fund will be held in the 2004 Trustee Acquisition Fund, and all investment income on 
moneys held in the Acquisition Fund will be held in the 2004 Acquisition Fund. 

Assignment of Rights in Lease 

Pursuant to the Assignment Agreement and the First Supplement, the Corporation has assigned and set over 
to the Trustee its rights in the Lease, including but not limited to all of the Corporation's rights to receive and collect 
all the Basic Lease Payments, and all other amounts required to be deposited in the Lease Payment Fund pursuant to 
the Lease or the Trust Agreement. All Basic Lease Payments and such other amounts to which the Corporation may 
at any time be entitled will be paid directly to the Trustee, and all of the Basic Lease Payments collected or received 
by the Corporation will be deemed to be held and to have been collected or received by the Corporation as the agent 
of the Trustee, and if received by the Corporation at any time shall be deposited by the Corporation with the Trustee 
within one Business Day after the receipt thereof, and all such Basic Lease Payments and such other amounts will be 
forthwith deposited by the Trustee upon the receipt thereof in the Lease Payment Fund. 

Lease Payment Fund 

The Trustee has established a special fund designated as the "Lease Payment Fund," and within such fund 
the Trustee will establish a "2004 Capitalized Interest Account." 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. So 
long as any Certificates are Outstanding, neither the City nor the Corporation will have 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. 

There will be deposited in the Lease Payment Fund all Basic Lease Payments received by the Trustee, and 
any other moneys required to be deposited therein pursuant to the Lease or pursuant to the Trust Agreement. All 
amounts in the Lease Payment Fund will be used and withdrawn by the Trustee solely for the purpose of paying the 
principal, interest and prepayment premiums, if any, with respect to the Certificates as the same shall become due 
and payable. 

Any surplus remaining in the Lease Payment Fund after redemption and payment of all Certificates, 
including premiums, if any, and accrued interest, if any, and payment of any applicable fees and expenses of the 
Trustee, or provision for such redemption or payment having been made, shall be drawn by the Trustee and remitted 
to the City. 
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Reserve Fund 

Tiw Trustee has established a special fund designated as the "Reserve Fund. '' All moneys at any time on 
deposit in the Reserve Fund w ill be held by the Trustee in trust for the benefit of the Owners of the Certificates. 
Such mom:ys will be held in tmst as a reserve for the payment when due of all the Basic Lease Payments to be paid 
pursuant to the Lease. 

At the option of the Corporation as directed by the City, a Credit Facility in the amount of all or a portion 
of the Reserve Requirement may be substituted for the funds held by the Trustee in the Re,erve Fund provided that: 

(i) the Credit Facility is issued by a bank or other financial institution and the Credit Facility is rated 
the equivalent of the rating on the Certificates by the Rating Agencies then rating the Credit Facility or, if 
issued by an insurance company, such company and its claims paying rating or cbligations insured by such 
insurance company at the time of issuance of the Credit Facility are rated at least equivalent to the rating on 
the Certificates lby the Rating Agencies then rating the Certificate, but in no case will the Credit Facility be 
rakd lower than "A" by both Rating Agencies; 

(ii) such Credit ]Facility is renewable or extendable on an annual basis and such Credit Facility 
unc:onditionally permils the Trustee to draw funds thereunder not less than lO days prior to the expiration of 
the Credit Facility in the event the term of the Credit Facility (not including any optional renewals thereof) 
is k$S than the final maturity date of the Certificates; 

(iii) such Credit Facility is issued for at least an initial three year term ( or the term remaining to the 
maturity of the Certificates, if shorter); and 

(iv) such Credit Facility provides for a reimbursement term of not less than three years from the date 
of any draw thereunder; 

(v) such Credit Jlacility contains terms consistent with the Trust Agreemfmt requirements regarding 
the substitution of a Credit Facility, as described below; and 

(vi) The Trustee ireceives written evidence from the Rating Agencies then rating the Certificates that 
the substitution will not cause the Certificates to be downgraded. 

If the Corporation, at the direction of the City, exercises its option to substitute the Credit Facility for the 
moneys hdd by the Trustee in the Reserve Fund, then such moneys, on or after date that the Credit Facility becomes 
effective, shall be transferred to the Lease Payment Fund and used as a credit against Basic Lease Payments or 
constitute a partial prepayment thereof as shall be directed by the City to the Trustee i11 writing. Upon any such 
transfer, neither the City nor the Corporation shall direct investment of any amounts transferred so as to provide a 
yield greater than the yield on the Certificates. 

If the Corporation, at the direction of the City, exercises its option to substitute the Credit Facility for the 
moneys held by the Trustee in the Reserve Fund, the City shall give prompt notice of such substitution to the Rating 
Agencies. 

If a Credit Facility is substituted for the moneys held by the Trustee in the Reserve Fund, then, 
notwithstanding any other provision of the Trust Agreement, (i) the Trustee will draw upon the Credit Facility for 
amounts which the terms of th1;": Trust Agreement require to be transferred from the Reserve Fund, and (ii) amounts 
required by the termi; of the Tmst Agreement to be deposited or transferred to the Reserve Fund shall (a) in the event 
the Credit Facility has been drawn upon, be paid to the Credit Facility issuer if the City or the Corporation has an 
outstanding reimbursenu!nt obligation to such issuer resulting from such draw, which will result in an increase in the 
amount of the Credit Facility equal to such payment or (b) otherwise be transferred or deposited pursuant to the 
terms of the: Trust Agreement aiS if no deposit or transfer to the Reserve Fund is required. 

Semiannually on each January 1 5  and July 1 5, beginning July 15,  2002, the Trustee shall transfer any 
moneys on hand in th� Reserve Fund in excess of the Reserve Requirement to the Lease Payment Fund to be 
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credited to the Basic Lease Payments next coming due and payable. In determining the amount of the Basic Lease 
Payment required to be paid on each Lease Payment Date, the City and the Trustee shall be entitled to take moneys 
to be transferred from the Reserve Fund into account. Upon receipt by the Trustee or the transfer by the Trustee 
from the Reserve Fund of the Basic Lease Payment required to be paid by the City each January 1 5  and July 1 5, the 
Reserve Requirement as of such January 15 ,  and July 1 5 ,  shall be determined as if the Basic Lease Payment and the 
corresponding principal and interest with respect to the Certificates becoming due and payable on the immediately 
next Certificates Payment Date have been duly paid. 

If on any Interest Payment Date the moneys available in the Lease Payment Fund do not equal the amount 
of the principal and interest with respect to the Certificates then coming due and payable, the Trustee will apply the 
moneys available in the Reserve Fund to make delinquent Basic Lease Payments on behalf of the City by 
transferring the amount necessary for this purpose to the Lease Payment Fund. Thereafter, the Trustee shall apply 
delinquent Basic Lease Payments with respect to which moneys have been advanced from the Reserve Fund, such 
Basic Lease Payments shall be deposited in the Reserve Fund to the extent of such advance. 

If on any Interest Payment Date, the moneys on deposit in the Reserve Fund and the Lease Payment Fund 
(excluding amounts required for payment of past due principal or interest and redemption premium, if any, with 
respect to Certificates not presented for payment) are sufficient to pay all Outstanding Certificates, including all 
principal, interest and redemption premiums, if any, plus any additional amounts which may be payable under the 
Lease, the Trustee will notify the City Representative and transfer all amounts then on hand in the Reserve Fund to 
the Lease Payment Fund to be applied to the payment of the Basic Lease Payments on behalf of the City, and such 
moneys will be distributed to the Owners of Certificates in accordance with the Trust Agreement. Any amounts 
remaining in the Reserve Fund upon payment in full of all Outstanding Certificates, or upon defeasance, shall be 
withdrawn by the Trustee and paid to the City. 

Insurance and Condemnation Fund 

Any Net Proceeds of insurance against accident to or destruction of any item of the portion of the Property 
collected by the City in the event of any such accident or destruction shall be paid to the Trustee by the City and 
deposited by the Trustee in a special fund designated as the "Insurance and Condemnation Fund" .  If the City 
determines within 90 days following the date of such deposit, that the replacement, repair, restoration or 
modification of such Property is not economically feasible or in the best interest of the City, then the Trustee shall 
use such Net Proceeds to pay any unpaid Additional Payments attributable to the Property and transfer the remaining 
amounts to the Lease Payment Fund to be applied to prepayment of Basic Lease Payments and redemption of 
Certificates as provided in the Trust Agreement and the Lease; provided, however, that in the event of damage or 
destruction of a portion of the Property in full, such Net Proceeds shall be transferred to the Lease Payment Fund 
only if sufficient, together with other moneys available therefor, to cause the prepayment of the principal 
components of all unpaid Basic Lease Payments allocable to such Property. All Net Proceeds deposited in the 
Insurance and Condemnation Fund and not so transferred to the Lease Payment Fund or used to make Additional 
Payments shall be applied to the replacement, repair, restoration or modification of the damaged or destroyed 
Property by the City. 

Any Net Proceeds of condemnation or eminent domain proceedings (or sale to a government threatening to 
exercise the power of eminent domain) with respect to any portion of the Property collected by the City shall be 
deposited by the Trustee in the Insurance and Condemnation Fund and disbursed by the Trustee (i) to pay any 
unpaid Additional Payments and to prepay Basic Lease Payments for such portion of the Property, where use of 
such Property is not affected and such proceeds are needed to repair or rehabilitate the Property, and to redeem a 
portion of the Certificates as provided in the Trust Agreement, or (ii) to repair, rehabilitate or replace the Property 
where the use of the Property is not materially affected but the Property must be rehabilitated, repaired or replaced, 
with any balance of such Net Proceeds being applied to make up any deficiency in any funds or accounts established 
under the Trust Agreement or if no deficiency exists then said amounts shall be paid to the City, or (iii) to prepay 
Basic Lease Payments and to redeem a portion of the Certificates as provided in the Trust Agreement, where any 
partial taking of the Property materially affects its use or there is a full taking of a Property. 

All investment income on moneys held in the Insurance and Condemnation Fund will be held in the 
Insurance and Condemnation Fund. 
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Investment of Moneys 

Thf: moneys and investments held by the Trustee under the Trust Agreement are irrevocably held in trust 
for the benefit of the Owners of the Certificates, and for the purposes specified in the Trust Agreement, and such 
moneys, and any income or interest earned thereon, will be expended only as provided in the Trust Agreement, and 
will not be subject to levy or attachment or lien by or for the benefit of any creditor of the Corporation, the Trustee 
or the City or any Owner of Cf:rtificates. Investments in any and all funds may be commingled for the purposes of 
making, holding and dtisposing of investments provided that the Trustee shall at all times account for such 
investments strictly in accordance with the particular funds to which they are credited and otherwise as provided in 
the Trust Agreement. 

Moneys held by the Trustee will be invested and reinvested by the Trustee in Permitted Investments in 
accordancti with the written order of the City Representative and, in the absence of such written order, shall be 
invested by the Trustee in Permitted Investments set forth in (5) of the definition thereof. 

The Trustee is not responsible or liable for selection or liquidation of investments or any loss suffered in 
connection with any investment of funds made by it in accordance with the Trust Agreement. 

For the purpose of d,!termining the amount in any fund, all Permitted Inves tments shall be valued as 
provided in the definition of "Value" in the Trust Agreement, which definition is con·tained in the definition of 
Permitted Investments. The Trustee will sell at the best price obtainable after accep·:ing at least three bids or 
consulting at least three potential bidders, or present for redemption, any Permitted Investment so purchased by the 
Trustee whenever it is necessary in order to provide moneys to meet any required payment. 

Rebate 

The Corporation and the City individually covenant that each such entity 5:hall take all action as is 
necessary to comply with the rebate provisions of Section 148 of the Code and the Trustee shall establish and 
maintain a fond separate from any other fund designated the "Rebate Fund," the funds of which will be pledged to 
secure the payments to the United States Government for purposes of satisfying the rebate provisions. 

Moditicatfon or Amendment 

The Trust Agreement and the rights and obligations of the Owners of the Certificates and the Lease and the 
rights and obligations of the parties thereto, may be modified or amended at any time by a supplemental agreement 
which will become effective when the written consents the Owners of at least 60% in aggregate principal amount of 
the Certificates then Outstanding, exclusive of Certificates disqualified as provided in the Trust Agreement are filed 
with the Trnstee. No such modification or amendment shall (i) extend or have the effect of extending the fixed 
maturity of any Certificate or reducing the interest rate with respect thereto or extending the time of payment of 
interest, or reducing the amount of principal thereof or reducing any premium payable upon the redemption thereof, 
without the express consent of the Owner of such Certificate, or (ii) reduce or have the effect of reducing the 
percentage of Certificates required for the affirmative vote or written consent to an amendment or modification of 
the Trust Agreement or the Lease, or (iii) modify any of the rights or obligations of the Trustee without its written 
assent thereto. 

lbe Trust Agn!1!ment and the rights and obligations of the Owners of the Certifi�ates and the Lease and the 
rights and obligations of the parties thereto, may be modified or amended at any time by a supplemental agreement, 
without the consent of such Ovmers, but only to the extent permitted by law and only (i) to add to the covenants and 
agreements of any party., other covenants to be observed, or to surrender any right or power herein reserved for the 
Corporation or the City, (ii) to cure, correct or supplement any ambiguous or defoctive provision contained in the 
Trust Agr1ee:ment or the Lease, (iii) in regard to questions arising under the Trust Agreement or under the Lease, as 
the parties deem necess.airy or desirable, which shall not be inconsistent with the Tmst Agreement or the Lease, and 
which do not materially adversely affect the interest of the Trustee or the Owners of the Certificates, (iv) to modify 
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the rebate provisions of the Trust Agreement, or (v) to modify the legal description of the Property as permitted by 
the Lease. 

Limited Liability of the City 

Except for the payment of Lease Payments when due in accordance with the Lease and the performance of 
the other covenants and agreements of the City contained in the Trust Agreement and the Lease, the City has no 
pecuniary obligation or liability to any of the other parties or to the Owners of the Certificates with respect to the 
Trust Agreement or the terms, execution, delivery or transfer of the Certificates, or the distribution of Basic Lease 
Payments to the Owners by the Trustee. Neither the City nor the Corporation shall have obligation or liability to any 
of the other parties or to the Owners of the Certificates with respect to the performance by the Trustee of any duty 
imposed on the Trustee under the Trust Agreement, except to the extent the Trustee's action was at the authorized 
direction of such parties. 

Events of Default 

"Events of Default" under the Lease shall be Events of Default under the Trust Agreement: 

(i) 

(ii) 

(iii) 

(iv) 

Remedies 

Failure by the City to pay any Basic Lease Payment or other payment required to be paid 
hereunder at the time specified herein, and the continuation of such failure for a period of 1 0  days. 

Failure by the City to observe and perform any covenant, condition or agreement in this 
Lease or the Trust Agreement on its part to be observed or performed, other than as referred to in 
(i) for a period of 30 days after written notice specifying such failure and requesting that it be 
remedied has been given to the City by the Corporation, the Trustee, or the Owners of not less 
than 5% in aggregate principal amount of Certificates then Outstanding; provided, however, if the 
failure stated in the notice can be corrected, but not within the applicable period, the Corporation, 
the Trustee and such Owners shall not unreasonably withhold their consent to an extension of such 
time if the Trustee receives a certificate from a City Representative to the effect that corrective 
action is being instituted by the City within the applicable period and is being diligently pursued to 
correct the default. 

The filing by the City of a voluntary petition in bankruptcy, or failure by the City 
promptly to lift any execution, garnishment or attachment, or adjudication of the City as a 
bankrupt, or assignment by the City for the benefit of creditors, or the entry by the City into an 
agreement of composition with creditors, or the approval by a court of competent jurisdiction of a 
petition applicable to the City in any proceedings instituted under the provisions of the Federal 
Bankruptcy Act, as amended, or under any similar acts which may hereafter by enacted. 

The occurrence of an event of default or a default under any sublease or related document 
entered into pursuant to the Lease Agreement. 

If an Event of Default shall occur, then and in each and every such case during the continuation of the 
Event of Default, the Trustee may, and upon request of the Owners of at least 25% in aggregate principal amount of 
the Certificates then Outstanding shall (subject to the provision of an indemnity bond to the Trustee, if so requested), 
exercise any and all remedies available pursuant to law or granted pursuant to Lease; provided, however, there shall 
be no right under any circumstances to accelerate or otherwise to declare any Lease Payment by the City not then in 
default to be immediately due and payable. 

Application of Funds 

All moneys received by the Trustee pursuant to any right given or action taken in exercising remedies 
following an Event of Default will be deposited into the Lease Payment Fund and be applied by the Trustee in the 
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following order upon presentation of the several Certificates, and the stamping thereon of the payment if only 
partially paid, or upon the surrender thereof if fully paid--

Fiirnt, to the payment of the costs and expenses of the Trustee and of the Certificate Owners in declaring 
such Event of Default, including reasonable compensation to its or their agents, attorneys and counsel; 

S1!cond, to the payment to the persons entitled thereto of all installments of interest then due in the order of 
maturity of such installment, and, if the amount available is not sufficient to pay in full any installment or 
installments maturing on the same date, then to the payment thereof ratably, according to the amounts due 
the1:eon, to the persons entitled thereto, without any discrimination or preference; and 

Third, to the payment to the persons entitled thereto of the unpaid principal of any Certificates which has 
become due, in the order of their due dates, with interest on the overdm: prindpal and interest at a rate 
eqml to the rate paid with respect to the Certificates and, if the amount available is not sufficient to pay in 
foll all the amounts due with respect to the Certificates on any date, together with such interest, then to the 
payment the:reo:f ratably, according to the amounts of principal due on such date to the persons entitled 
thereto, without any discrimination or preference. 

Events of Default; Institution of Legal Proceedings 

If one or more Events of Default shall occur and be continuing, the Trustee in it:; discretion may, and upon 
the written request of the Owners of a majority in principal amount of the Certificates then Outstanding, and upon 
being ind{:mnified to its satisfaction therefor, shall, proceed to protect or enforce its rights or the rights of the 
Owners of Certificat,�s by a suit in equity or action at law, either for the specific perfo1mance of any covenant or 
agreement contained in the Trust Agreement, or in aid of the execution of any pcwer granted in the Trust 
Agreement, or by mandamus or other appropriate proceeding for the enforcement of any other legal or equitable 
remedy as the Trustee shall deem m?st effectual in support of its rights or duties thereunder. 

Limitation on Certificate Ow111ers' Right to Sue 

No Owner of any Certificate has the right to institute any suit, action or proceeding at law or in equity, for 
any remedy under or upon the Trust Agreement, unless (i) such Owner shall have previously given to the Trustee 
written notit:e of the oc1;1L1rrenc1! of an Event of Default under the Lease Agreement; (ii) the Owners of at least 25% 
in aggregate principal amount of all the Certificates then Outstanding shall have made written request upon the 
Trustee to exercise the JPOWers granted or to institute such action, suit or proceeding in its own name; (iii) said 
Owners shall have tendt!red to the Trustee reasonable indemnity against the costs, expenses and liabilities to be 
incurred in compliance with such request; and (iv) the Trustee shall have refused or omitted to comply with such 
request foir period of 60 days after such written request shall have been received by, and said tender of indemnity 
shall have been made to, the Trustee. 

Defeasan,:e 

If mid when all Outstanding Certificates are paid and discharged in any one or more the following ways--

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

(ii) by depositing with the Trustee, in trust, at or before maturity, money which, together with amounts 
then on deposit in the Lease Payment Fund and the Reserve Fund and available 1herefor, is sufficient to pay 
all Certificates Outstanding, including all principal and interest and prepayment premium, if any; or 

(iii) by depositing with the Trustee, in trust, cash and Federal Securities in such amount as will (as 
verified by an independent certified public accountant), together with interest to accrue thereon and moneys 
then on deposit in the Lease Payment Fund and the Reserve Fund and available therefor together with the 
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interest to accrue thereon, be fully sufficient to pay and discharge all Certificates (including all principal, 
interest and prepayment premiums) at or before their maturity date; or 

(iv) by depositing with the Trustee, under an escrow deposit and trust agreement, security for the 
payment of Basic Lease Payments as more fully described in the Lease, said security to be held by the 
Trustee as agent for the City to be applied by the Trustee to pay the Basic Lease Payments as the same 
become due and payable and prepay the Basic Lease Payments in full on any prepayment date pursuant to 
the Lease; then 

notwithstanding that any Certificates shall not have been surrendered for payment, all obligations of the 
Corporation, the Trustee and the City with respect to all Outstanding Certificates shall cease and terminate, except 
only the obligation of the Trustee to pay or cause to be paid, from Basic Lease Payments paid by or on behalf of the 
City from funds deposited pursuant to paragraphs (ii) thru (iv) above, to the Owners of the Certificates not so 
surrendered and paid all sums due with respect thereto, and in the event of deposits pursuant to paragraphs (ii) thru 
(iv), the Certificates shall continue to represent direct and proportionate interests of the Owners thereof in Basic 
Lease Payments under the Lease. 

Additional Certificates 

By execution of a Supplemental Trust Agreement without the consent of the Owners, the City, the 
Corporation and the Trustee may provide for the execution and delivery of Additional Certificates representing 
additional Basic Lease Payments, and the Trustee may execute and deliver to or upon the written request of the City, 
such Additional Certificates, in such principal amount as shall reflect the additional principal components of the 
Basic Lease Payments. The proceeds of such Additional Certificates may be applied to acquire, construct and 
improve real property owned by the City or the improvements thereon or related thereto, or to refund Certificates. 
Such Additional Certificates may only be executed and delivered upon compliance with the following requirements: 

(i) The City and the Corporation shall not be in default under the Trust Agreement or any 
Supplemental Trust Agreement or under the Lease; 

(ii) The Additional Certificates shall be payable as to principal on April I or October I of each year in 
which principal components are due and shall be payable as to interest on April I and October I of each 
year commencing after their date of execution and delivery and extending no longer than the useful life of 
the improvements financed by such Additional Certificates; 

(iii) The aggregate principal amount of Certificates executed and delivered and at any time 
Outstanding hereunder or under any Supplemental Trust Agreement shall not exceed any limit imposed by 
law, by the Trust Agreement or by any Supplemental Trust Agreement; 

(iv) The Lease shall have been amended so as to modify the Basic Lease Payments payable by the City 
thereunder to be equal in aggregate amount to the principal and interest represented by the Certificates that 
are Outstanding plus such Additional Certificates (the ''New Basic Lease Payments"), payable at such times 
and in such manner as may be necessary to provide for the payment of the principal and interest 
represented by all such Certificates; provided, however, that no such amendment shall be made such that 
the sum of the New Basic Lease Payments, including any such amendment, plus Additional Payments shall 
be in excess of the fair rental value of the Equipment after taking into account the use of the proceeds of 
any Additional Certificates, executed and delivered in connection therewith ( evidence of the satisfaction of 
this condition shall be by written certificate of the City); 

(v) If Additional Certificates are to be executed and delivered for the purpose of permitting the City to 
further improve or acquire additional Projects, the new Basic Lease Payments shall not exceed the fair 
rental value of the existing Property (including any real property added Property) for the remainder of the 
Lease Term; 
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(vi) Such Supplemental Trust Agreement shall provide that from sm;h proceeds or other sources an 
amount shall bt! deposiited in the Reserve Fund so that the following such depos it there shall be on deposit 
in the Reserve Fund an amount at least equal to the Reserve Fund Requirement for the New Basic Lease 
Payments; and 

(vii) Such Supplemental Trust Agreement shall provide principal payment dates and/or mandatory 
red1�mption of .Additional Certificates in amounts sufficient to provide for the payment of the Additional 
Certificates when principal and interest components on said Additional Certificates are due. 

Any Additional Certificates must be on parity with, and each Owner the;:reof i;hall have the same rights 
upon an Event of Default as, the Owner of any other Certificates delivered under the Trust Agreement, except as 
otherwise provided in the Supplemental Trust Agreement under which Additional Certificates are executed and 
delivered. 

Before such Additional Certificates shall be executed and delivered, the City and Corporation shall file or 
cause to be filed certain documents with the Trustee, including, in particular, an opinion of Special Counsel 
addressing certain issues relating to the Additional Certificates and a written certification of the City stating that the 
requirements for the issuance of Additional Certificates as provided in the Trust Agreement have been satisfied. 

Rights of Ambac Assurance 

The Trust Agreement grants Ambac Assurance various other rights, including the right to control legal 
proceedings, consent to any reorganization or liquidation plan with respect to the City, receive various notices and 
direct an a,cc:ounting. 

CONTINUING DISCLOSURE CERTIFICATE 
FOR EACH SERIES OF THE CERTIFICATES 

Definitions Used in thf, Continuing Disclosure Certificates 

"Annual Repo11" means the Annual Report to be filed by the City pursmmt to the Continuing Disclosure 
Certificate. 

"B1meficial Owner" shall mean any person which (i) has the power, directly or irtdirectly, to vote or consent 
with respect to, or to dispose of ownership of, any Certificates (including persons holding Certificates through 
nominees, depositories or othe1· intermediaries), or (ii) is treated as the owner of the Certificates for federal income 
tax purpose!;. 

"Dissemination Agent" shall mean the City Administrative Officer or any other person authorized to act on 
his behalf, acting in the: capadty of Dissemination Agent, or any successor Dissemination Agent designated in 
writing by the City and which has filed with the City a written acceptance of such designation. 

"Li sted Events" shall mean any of the events designated as such and listed in the Continuing Disclosure 
Certificate, more particu:larly consisting of: 

(i) principal and interest payment delinquencies; 

(ii) non--payment related defaults; 

(iii) modlifications to rights of Certificate owners; 

(iv) optional, contingent or unscheduled bond calls; 

( v) defoasances; 
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(vi) rating changes; 

(vii) adverse tax opinions or events affecting the tax-exempt status of the Certificates; 

(viii) unscheduled draws on the debt service reserves reflecting financial difficulties; 

(ix) any unscheduled draw on credit enhancements reflecting financial difficulties; 

(x) substitution of credit or liquidity providers, or their failure to perform; and 

(xi) release, substitution or sale of property securing repayment of the Certificates. 

"National Repository" means any Nationally Recognized Municipal Securities Information Repository 
under the Rule. 

"Official Statement" means this final Official Statement issued by the Corporation in connection with the 
sale of the Program AX Certificates and the Additional AR Certificates. 

"Participating UndeIWriter" means any of the original underwriters of the Program AX Certificates or the 
Additional AR Certificates, as applicable, required to comply with the Rule in connection with offering of the 
Program AX Certificates or the Additional AR Certificates, as applicable. 

"Repository" means each National Repository and each State Repository. 

"Rule" means Rule l 5c2-12(b )(5) adopted by the Securities and Exchange Commission under the 
Securities Exchange Act of 1934, as the same may be amended from time to time. 

"State Repository" means any public or private state information depository or entity operated or 
designated by the State of California and recognized as a state information depository for the purpose of the Rule. 
As of the date of the Continuing Depository Certificate, there is no State Repository. 

Provisions in the Continuing Disclosure Certificate 

The City shall cause the Dissemination Agent to provide, not later than June 30 of each year, commencing 
June 30, 2005, to each Repository an Annual Report consistent with the Continuing Disclosure Certificate. If the 
City is unable to provide to the Repositories an Annual Report by the date required in the Continuing Disclosure 
Certificate, the City shall send a notice to each Repository in the form required by the Continuing Disclosure 
Certificate. 

The Annual Report shall consist of: 

(i) The audited financial statements of the City for the prior fiscal year. A summary of significant 
account policies of the City is set forth in Note 1 to the General Purpose Financial Statements of the City 
for the Year Ended June 30, 2003 included in an Appendix to the Official Statement. If the City's audited 
financial statements are not available by the time the Annual Report is required to be filed, the Annual 
Report shall contain unaudited financial statements in a format similar to the financial statements contained 
in the Official Statement, and the audited financial statements shall be filed in the same manner as the 
Annual Report when they become available. 

(ii) An update to the following subsections and tables set forth in Appendix A to the Official 
Statement: "BUDGET AND REVENUES," "MAJOR GENERAL FUND REVENUE SOURCES," 
"FINANCIAL OPERATIONS," "BONDED AND OTHER INDEBTEDNESS" and "LITIGATION."  The 
City need not update any particular table or chart included in such Sections so long as (i) the City provides 
updated information generally of the type previously included in such table or chart, or (ii) such table or 
chart constitutes information not deemed to be operating data under the Rule. 
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Whenever the City obtains knowledge of the occurrence of a Listed Event, the City shall as soon as 
possible dt:tcrmine if such event would constitute material information under applic;able securities laws. If the City 
determines that knowledge of the occurrence of a Listed Event would be material under applicable securities laws, 
the City shall promptly file a notice of such occurrence with the Municipal Securities Rulemaking Board and the 
State Repos itory, if any, provided that any notice of Listed Event listed as (iv) and (v) in the definition of Listed 
Events need not be so given any earlier than the notice (if any) of the underlying event is given to Owners of 
affected Program AX Cc�rtificates or Additional AR Certificates, as applicable, pursuant to the Trust Agreement. 

Tut: City's obligations under the applicable Continuing Disclosure Certificate sh2,ll terminate upon the legal 
defeasance, prior redemption or payment in full of all of the Program AX Certificates or the Additional AR 
Certificates, as applicable. If such termination occurs prior to the final maturity of the Program AX Certificates or 
Additional Jul Certificat,�s. as applicable, the City shall give notice of such termination in the same manner as for a 
Listed Event. 

The City may from time to time appoint or engage a Dissemination Agent other than the original 
Dissemination Agent to assist i1t in carrying out its obligations under the Continuing Disclosure Certificate, and may 
discharge any such Dissemination Agent, with or without appointing a successor Dissemination Agent. The 
Dissemination Agent shall not be responsible in any manner for the content of any notice or report prepared by the 
City pursuant to the Continuing Disclosure Certificate. 

Notwithstanding any other provision of the Continuing Disclosure Certificate, the City may amend it, and 
any provision thereof may be waived, provided that the following conditions are satisfied: 

(i) If the amendment or waiver relates to the provisions regardin g the City's obligations to 
file the Annual Report or report Listed Events or the content of the Annual Report, it may 
only be made in connection with a change in circumstances that arise from a change in 
legal requirements, change in law, or change in identity,, nature or status of an obligated 
person with respect to the Program AX Certificates or the Additional AR Certificates, as 
applicable, or the type of business conducted; 

(ii) The undertaking, as amended or taking into account such waiver, would, in the opinion of 
nationally recognized bond counsel, have complied with the requirements of the Rule at 
the time of the original issuance of the Program AX Certificates, or the Additional AR 
Certificates, as applicable, after taking into account any amendments or interpretations of 
the Rule, as weU as any change in circumstances; and 

(iii) The amendment or waiver either (a) is approved by the holders of the Program AX 
Certificates or the Additional AR Certificates, as applicable, in the same manner as 
provided in the Trust Agreement for amendments to the Trust Agreement with the 
coment of Certificate Holders, or (b) does not, in the opinion of nationally recognized 
bond counsel, materially impair the interests of the Owners or Beneficial Owners of the 
Program AX Certificates or the Additional AR Certificates, as applicable. 

In the event of any amendment or waiver of a provision of the Continuing Disc:losure Certificate, the City 
shall describe such amendmen1t in the next Annual Report, and shall include, as applicable, a narrative explanation 
of the rea:mn for the amendment or waiver and its impact on the type (or in the case of a change of accounting 
principles,. on the presentation) of financial information or operating data being presented by the City. If the 
amendment relates to a change in the accounting principles to be followed in preparing financial statements, (i) 
notice of such change shall be given in the same manner as for a Listed Event, and (ii) the Annual Report for the 
year in whil;h the change: is made should present a comparison (in narrative form and also, if feasible, in quantitative 
form) between the m:w accoun1ting principles and those prepared on the basis of the formt:r accounting principles. 

In the event of a failure by the City to comply with any provision of the applicable Continuing Disclosure 
Certificate:: any Owners or Beneficial Owner of the Program AX Certificates or the Additional AR Certificates, as 
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applicable, may take such actions as may be necessary and appropriate, including seeking mandate or specific 
performance by court order, to cause the City to comply with its obligations under the Continuing Disclosure 
Certificate. A default under the Continuing Disclosure Certificate shall not be deemed an Event of Default under the 
Trust Agreement, and the sole remedy under the Continuing Disclosure Certificate in the event of any failure of the 
City to comply with the Continuing Disclosure Certificate shall be an action to compel performance. The 
Continuing Disclosure Certificate shall inure solely to the benefit of the City, the Dissemination Agent, the 
Participating Underwriters, the Owners and the Beneficial Owners from time to time of the Program AX Certificates 
or the Additional AR Certificates, as applicable, and shall create no rights in any other person or entity. 
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APPENDIX D 

FORMS OF OPINIONS OF SPECIAL COUNSEL 

April 29, 2004 

Municipal Improvement Corporation of Los Angeles 
Los Angeles, California 

City of Los Angeles 
Los Angeles, California 

Certificates of Participation (Equipment Acquisition Program AX) 
Evidencing the Proportionate Interests of the Owners Thereof in Certain Basic 

Lease Payments to be Made by the City of Los Angeles Pursuant to a 
Lease Agn:ement with the Municipal Improvement Corporation of Los Angeles 

(Final Opinion) 
Ladies and Gentlemen: 

I have acted as Special Counsel relative to the execution and delivery of $64, 1 70,000 
aggregate principal amount of Certificates of Participation (Equipment Acquisition Program AX) 
(the "Ceritificates") representing undivided and proportionate interests of the owners thereof in 
certain Basic Lease Payments and any prepayments thereof to be made by the City of Los 
Angeles (the "City") under a Lease Agreement dated as of April 1 ,  2004 (the "Lease"), by and 
between ithe City and the Municipal Improvement Corporation of Los Angeles, a nonprofit 
corporation formed under the laws of the State of California (the "Corporation"). The 
Certificates are being delivered pursuant to a Trust Agreement dated as of April 1 ,  2004 (the 
"Trust Agreement"), by and among the City, the Corporation and U.S. Bank National 
Association, as trust•!e (the "Trustee"). 

I have examined originals and copies certified to me as being true and complete copies of 
the record of proceedings submitted to me and such other documents, records and matters of law 
as I have deemed necessary for the purpose of the opinions expressed herein, including the 
opinions: ofKutak Rock, LLP, Special Tax Counsel, and counsel to the Ci�y and the Corporation. 

The Lease has bee:n entered into by the City for the purpose of leasing certain equipment 
described therein. 'Ihe Ciity is obligated under the Lease to make Lease Payments, including the 
Basic Lease Payments, from any source of legally available funds, subject to provisions in the 
Lease providing for abatement of Lease Payments in certain circumstances. The Corporation has 
assigned all of its right, title and interest in and to the Basic Lease Payme:nts under the Lease to 
the Trustee pursuant to the Trust Agreement. The Trust Agreement and the rights and 
obligations of the Corporation and the owners of the Certificates may be modified or amended in 
the manner and subject to the limitations contained in the Trust Agreement. 
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The Certificates are authorized to be executed and delivered in fully registered form in 
denominations of $5,000, or any integral multiple thereof, representing principal components of 
the Basic Lease Payments. A component of each Basic Lease Payment is designated as interest. 
The Certificates are dated the date of delivery, and mature on April I in the years and in the 
amounts set forth in the Trust Agreement. 

The principal of and interest with respect to the Certificates are payable in lawful money 
of the United States of America. Such principal is payable at the principal corporate trust office 
of the Trustee in Los Angeles, California. Interest with respect to the Certificates is payable 
semiannually on April I and October I of each year, beginning October 1 ,  2004, until maturity 
or redemption of such Certificates by check of the Trustee mailed to the registered owners 
thereof or by wire in certain circumstances. 

The Certificates are subject to prepayment at the times, upon the terms and subject to the 
conditions set forth in the Certificates and in the Trust Agreement. 

The opinions expressed herein are based on an analysis of existing laws, regulations, 
rulings and court decisions and cover certain matters not directly addressed by such authorities. 
Such opinions may be affected by actions taken ( or not taken) or events occurring ( or not 
occurring) after the date hereof. I have not undertaken to determine, or to inform any person, 
whether or not any such actions are taken or events do occur. I have assumed the genuineness of 
all documents and signatures presented to me, whether as originals or copies, and the due and 
legal execution and delivery thereof, and their validity against any parties other than the City and 
the Corporation. In examining the documents and matters referred to above, I have not 
undertaken to verify independently and have assumed the accuracy of the factual matters 
represented, warranted or certified in such documents and the legal conclusions contained in the 
opinions referred to in the second paragraph hereof. Furthermore, I have assumed compliance 
with the covenants and agreements contained in the Trust Agreement, including without 
limitation, covenants with which compliance is necessary to assure that future actions or events 
will not cause the interest component of the Certificates to be includable in gross income for 
federal income tax purposes. I am not passing upon and do not assume any responsibility for the 
accuracy, completeness or fairness of any of the statements contained in the Official Statement 
and I have not independently verified the accuracy, completeness or fairness of any such 
statements. 

In addition, the opinions expressed below are qualified to the extent that enforcement of 
the agreements referred to in such paragraphs may be limited by bankruptcy, insolvency, 
reorganization, arrangement, fraudulent conveyance, moratorium or similar laws or judicial 
decisions or equitable principles relating to or limiting creditors' rights generally and limitations 
on the legal remedies against public agencies in the State of California. I express no opinion on 
the availability of equitable remedies. 

Based upon and subject to the foregoing, and in reliance thereon, as of the date hereof, I 
am of the following opinions: 
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1 .  The Lease: has been duly and validly authorized, executed and delivered by the City and 
the Corporation, and constitutes the legally valid and binding obligation of the City and the 
Corporation, respectively, enforceable in accordance with its terms. 

2. The Trust Agreement has been duly and validly authorized, executed and delivered by the 
City and the Corporation and, assuming due execution and delivery by the Trustee, constitutes 
the lega11y valid and binding obligation of the City and the Corporation, respectively, 
enforceable in accordanc,e with its terms, and the Certificates have been duly executed and 
delivered thereunder .. 

3 .  The assignrru!nt continued in the Trust Agreement constitute a valid assignment by the 
Corporation to the Trustee of such rights in the Lease and Trust Agreement as it purports to 
assign. 

4. The portion of each Basic Lease Payment due under the Lease Agreement designated as 
and comprising interest (including original issue discount) and received by the owners of the 
Certificates is excluded from gross income for federal income tax purposes. Furthermore, such 
interest portion (including original issue discount) of each Basic Lease Payment does not 
constitute an item of tax preference for purposes of the alternative minimum tax imposed on 
individuals and corporations by the Internal Revenue Code of 1 986, as amended (the "Code"). 
However, the interest portion (including original issue discount) of each Basic Lease Payment 
received 1by the owners thereof will be included in the adjusted current earnings of certain 
corporations, and such corporations are required to include in the calculation of alternative 
minimum taxable income 75% of the excess of such corporations' adjusted current earnings over 
their alt1!mative minimum taxable income ( determined without regard to this adjustment and 
prior to reduction for certain net operating losses). The opinions set forth in this paragraph are 
subject to continuing compliance by the City with covenants regarding federal tax law contained 
in the Trust Agreement and the Tax and No Arbitrage Certificate. Failur,e to comply with such 
covenants could cause the interest portion (including original issue discmmt) of the Certificates 
to be included in gross income retroactive to the date of delivery of the Certificates. Although I 
am of the opinion that the interest portion (including original issue discount) of each Basic Lease 
Payment i s  excluded from gross income for federal income tax purposes, the accrual or receipt of 
the interest portion (including original issue discount) of each Basic Lease Payment may 
otherwise affect the federal income tax liability of the recipient. The extent of these other tax 
consequences will depend upon the recipient's particular tax status or other items of income or 
deduction. I express no opinion regarding any such consequences. Purchasers of the Certificates, 
particularly purchast!rs that are corporations (including S corporations and foreign corporations 
operating branches in the United States), property or casualty insurance companies, banks, thrift 
or other financial institutions, certain recipients of Social Security or Railroad Retirement 
benefits, or taxpayers who may be deemed to have incurred or continued. indebtedness to carry 
tax-exempt obligations, are advised to consult their tax advisors as to the tax consequences of 
purchasing or holding the Certificates. 
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5 .  The portion of each Basic Lease Payment due under the Lease Agreement designated as 
and comprising interest and received by the owners of the Certificates is exempt from present 
State of California personal income taxes. 

I express no opinion regarding other income tax consequences caused by ownership or 
disposition of, or the accrual or receipt of interest on, the Certificates. In rendering the opinions 
set forth in paragraphs 4 and 5 above, I am relying on the opinion of Kutak Rock, LLP, Special 
Tax Counsel, of even date herewith and said opinions are subject to the condition that the City 
comply with all requirements of the Code which must be satisfied subsequent to execution and 
delivery of the Certificates in order that interest thereon be, or continue to be, excluded from 
gross income for federal income tax purposes. The City has covenanted to comply with all such 
requirements. 

My opinion is limited to matters of California law and applicable federal law, and I 
assume no responsibility as to the applicability of laws of other jurisdictions. 

I have acted in this transaction as Special Counsel to the City and the Corporation. This 
opinion is issued to you as the addressees solely for your benefit in connection with the initial 
execution and delivery of the Certificates on the date hereof. Except for Kutak Rock, LLP, in its 
opinion referred to above, no other persons other than you may rely upon this letter without my 
express written consent. This opinion may not be utilized by you for any other purpose and may 
not be quoted by you without my express written consent. I express no opinion on any matter 
other than as specifically set forth herein, and this opinion speaks only as of the date hereof and 
is limited to the opinions expressly stated herein. I disclaim any obligation to review, update, 
revise or supplement this opinion subsequent to its date, whether by reason of a change in law, 
legislative or regulatory actions, judicial decision or for any other reason that may hereafter 
occur. 

Respectfully submitted, 
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April 29, 2004 

Municipal Improvement Corporation of Los Angeles 
Los Ange]es, California 

City of Los Angeles 
Los Ange]es, California 

Additional Certificates of Participation (Real Property Improvements Program AR), Series 2004 
Evidencing the Proportionate Interests of the Owners Thereof in Certain New Basic 

Lease Payments to be Made by the City of Los Angeles Pursuant to a 
Lease A�ement with the Municipal Improvement Corporation of Los Angeles 

(Final Opinion) 
Ladies and Gentlemen: 

I have acted as Special Counsel relative to the execution and delivery of $ 1 6,875,000 
aggregate principal amount of Additional Certificates of Participation (Real Property 
Improvements Program AR), Series 2004 (the "Certificates") representing undivided and 
proportionate interests of the owners thereof in certain New Basic Lease Payments and any 
prepayments thereof to be made by the City of Los Angeles (the "City") under a Lease 
Agreement dated as of April 1 ,  2002 (the "Original Lease"), as amended by a First Amendment 
to Lease Agreement dated as of April 1 ,  2004 (the "First Amendment to Lease" and together 
with the Original Lease, the "Lease"), by and between the City and the Municipal Improvement 
Corporation of Los Angeles, a nonprofit corporation formed under the laws of the State of 
California (the ''Corporation"). The Certificates are being delivered pursuant to a Trust 
Agreement dated as of April 1 ,  2002 (the "Original Trust Agreement"), as amended and 
supplemented by a ]First Supplemental Trust Agreement dated as of April 1 ,  2004 (the "First 
Supplement," and together with the Original Trust Agreement, the "Trust Agreement"), by and 
among the City, the Corporation and Wells Fargo Bank National Assodation, as trustee (the 
"Trustee"). The Ci�y and the Corporation entered into a Site Lease and Grant of Support 
Easement dated as of April 1 ,  2002 (the "Original Site Lease"), as amended by a First 
Amendme:nt to Site Lease: and Grant of Support Easement dated as of April 1 ,  2004 (the "First 
Amendme:nt to Site Lease·,

, 
and together with the Original Site Lease, the ''·Site Lease"), pursuant 

to which the City leased to the Corporation certain real property described therein. 

I have examined originals and copies certified to me as being true and complete copies of 
the record of proceedings submitted to me and such other documents, records and matters of law 
as I have deemed necessary for the purpose of the opinions expressed herein, including the 
opinions ofKutak Rock, LLP, Special Tax Counsel, and counsel to the Ci�y and the Corporation. 
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The Lease has been entered into by the City for the purpose of leasing certain real 
property described therein. The City is obligated under the Lease to make Lease Payments, 
including the New Basic Lease Payments, from any source of legally available funds, subject to 
provisions in the Lease providing for abatement of New Basic Lease Payments in certain 
circumstances. The Corporation has assigned all of its right, title and interest in and to the New 
Basic Lease Payments under the Lease to the Trustee pursuant to the First Supplement. The 
Trust Agreement and the rights and obligations of the Corporation and the owners of the 
Certificates may be modified or amended in the manner and subject to the limitations contained 
in the Trust Agreement. 

The Certificates are authorized to be executed and delivered in fully registered form in 
denominations of $5,000, or any integral multiple thereof, representing principal components of 
a portion of the New Basic Lease Payments. A component of each New Basic Lease Payment is 
designated as interest. The Certificates are dated the date of delivery, and mature on April 1 in 
the years and in the amounts set forth in the First Supplement. 

The principal of and interest with respect to the Certificates are payable in lawful money 
of the United States of America. Such principal is payable at the principal corporate trust office 
of the Trustee in Los Angeles, California. Interest with respect to the Certificates is payable 
semiannually on April I and October 1 of each year, beginning October 1 ,  2004, until maturity 
or redemption of such Certificates by check of the Trustee mailed to the registered owners 
thereof or by wire in certain circumstances. 

The Certificates are subject to prepayment at the times, upon the terms and subject to the 
conditions set forth in the Certificates and in the First Supplement. 

The opinions expressed herein are based on an analysis of existing laws, regulations, 
rulings and court decisions and cover certain matters not directly addressed by such authorities. 
Such opinions may be affected by actions taken ( or not taken) or events occurring ( or not 
occurring) after the date hereof. I have not undertaken to determine, or to inform any person, 
whether or not any such actions are taken or events do occur. I have assumed the genuineness of 
all documents and signatures presented to me, whether as originals or copies, and the due and 
legal execution and delivery thereof, and their validity against any parties other than the City and 
the Corporation. In examining the documents and matters referred to above, I have not 
undertaken to verify independently and have assumed the accuracy of the factual matters 
represented, warranted or certified in such documents and the legal conclusions contained in the 
opinions referred to in the second paragraph hereof. Furthermore, I have assumed compliance 
with the covenants and agreements contained in the Trust Agreement, including without 
limitation, covenants with which compliance is necessary to assure that future actions or events 
will not cause the interest component of the Certificates to be includable in gross income for 
federal income tax purposes. I am not passing upon and do not assume any responsibility for the 
accuracy, completeness or fairness of any of the statements contained in the Official Statement 
and I have not independently verified the accuracy, completeness or fairness of any such 
statements. 
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In addition, the opinions expressed below are qualified to the extent that enforcement of 
the agrec�ments referred to in such paragraphs may be limited by bankruptcy, insolvency, 
reorganization, arrangemf:nt, fraudulent conveyance, moratorium or similar laws or judicial 
decisions or equitable principles relating to or limiting creditors' rights generally and limitations 
on the legal remedies against public agencies in the State of California. I express no opinion on 
the availability of equitabl,e remedies. 

Based upon and subject to the foregoing, and in reliance thereon, a.s of the date hereof, I 
am of thf: :following opinions: 

1 .  The First Am.endment to Site Lease has been duly and validly authorized, executed and 
delivered by the Ci�y and the Corporation, and amends the Original Site Lease, and the Site 
Lease constitutes the legally valid and binding obligation of the City and the Corporation, 
respective:ly, enforceable in accordance with its terms. 

2. The First Amendment to Lease has been duly and validly authorized, executed and 
delivered by the City and the Corporation, and amends the Original Lease, and the Lease 
constitutes the legally valid and binding obligation of the City and the Corporation, respectively, 
enforceable in accordlance with its terms. 

3 .  The First Supplement has been duly and validly authorized, executed and delivered by 
the City and the Corporation and, assuming due execution and delivery by the Trustee, and 
amends the Original Trust Agreement, and the Trust Agreement constitutes the legally valid and 
binding obligation of the City and the Corporation, respectively, enforceable in accordance with 
its terms, and the Certificates have been duly executed and delivered thereunder. 

4. The assignment contained in the First Supplement constitutes a valid assignment by the 
Corporation to the Trustee of such rights in the Lease and Trust Agreement as it purports to 
assign. 

5 .  The portion of each New Basic Lease Payment due under the Lease Agreement 
designafod as and c:omprising interest (including original issue discount) and received by the 
owners of the Certificates is excluded from gross income for federal income tax purposes. 
Furthermore, such interest portion (including original issue discount) of each New Basic Lease 
Payment dloes not constitute an item of tax preference for purposes of the: alternative minimum 
tax imposed on individual::: and corporations by the Internal Revenue Code of 1 986, as amended 
(the "Codi�"). However, the interest portion (including original issue djscount) of each New 
Basic Lease Payment received by the owners thereof will be included in the adjusted current 
earnings of certain corporations, and such corporations are required to include in the calculation 
of alternative minimum taxable income 75% of the excess of such corporations' adjusted current 
earnings over their alternative minimum taxable income ( determined without regard to this 
adjustment and prior to reduction for certain net operating losses). The opinions set forth in this 
paragraph are subject to continuing compliance by the City with covenants regarding federal tax 
law contained in thf: Trust Agreement and the Tax and No Arbitrage Certificate. Failure to 
comply with such covenants could cause the interest portion (including any original issue 
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discount) of the Certificates to be included in gross income retroactive to the date of delivery of 
the Certificates. Although I am of the opinion that the interest portion (including any original 
issue discount) of each New Basic Lease Payment is excluded from gross income for federal 
income tax purposes, the accrual or receipt of the interest portion (including original issue 
discount) of each New Basic Lease Payment may otherwise affect the federal income tax liability 
of the recipient. The extent of these other tax consequences will depend upon the recipient's 
particular tax status or other items of income or deduction. I express no opinion regarding any 
such consequences. Purchasers of the Certificates, particularly purchasers that are corporations 
(including S corporations and foreign corporations operating branches in the United States), 
property or casualty insurance companies, banks, thrift or other financial institutions, certain 
recipients of Social Security or Railroad Retirement benefits, or taxpayers who may be deemed 
to have incurred or continued indebtedness to carry tax-exempt obligations, are advised to 
consult their tax advisors as to the tax consequences of purchasing or holding the Certificates. 

6. The portion of each New Basic Lease Payment due under the Lease Agreement 
designated as and comprising interest and received by the owners of the Certificates is exempt 
from present State of California personal income taxes. 

I express no opinion regarding other income tax consequences caused by ownership or 
disposition of, or the accrual or receipt of interest on, the Certificates. In rendering the opinions 
set forth in paragraphs 5 and 6 above, I am relying on the opinion of Kutak Rock, LLP, Special 
Tax Counsel, of even date herewith and said opinions are subject to the condition that the City 
comply with all requirements of the Code that must be satisfied subsequent to the execution and 
delivery of the Certificates in order that interest thereon be, or continue to be, excluded from 
gross income for federal income tax purposes. The City has covenanted to comply with all such 
requirements. 

My opinion is limited to matters of California law and applicable federal law, and I 
assume no responsibility as to the applicability of laws of other jurisdictions. 

I have acted in this transaction as Special Counsel to the City and the Corporation. This 
opinion is issued to you as the addressees solely for your benefit in connection with the initial 
execution and delivery of the Certificates on the date hereof. Except for Kutak Rock, LLP, in its 
opinion referred to in the second paragraph hereof, no other persons other than you may rely 
upon this letter without my express written consent. This opinion may not be utilized by you for 
any other purpose and may not be quoted by you without our express written consent. I express 
no opinion on any matter other than as specifically set forth herein, and this opinion speaks only 
as of the date hereof and is limited to the opinions expressly stated herein. I disclaim any 
obligation to review, update, revise or supplement this opinion subsequent to its date, whether by 
reason of a change in law, legislative or regulatory actions, judicial decision or for any other 
reason that may hereafter occur. 

Respectfully submitted, 
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APPENDIX E 

FORMS OF OPINIONS OF SPECIAL TAX COUNSJB:L 

Municipal Improvement Corporation 
of Los Angeles 

Los Angeles, California 

City of Los Angeles 
Los Angdes, Californfa 

April 29, 2004 

$64, 1 70,000 
Certificates of Participation 

(Program AX Equipment Acquisition) 

Ladies and Gentlemen: 

As Special Tax Counsel, we have examined the record of proceedings submitted to us and 
such other documents, records and matters of law as we have deemed necessary for purposes of this 
opinion ]letter relative to the sale, execution and delivery of $64, 1 70,000 principal amount of 
Certificates of Participation (Program AX Equipment Acquisition) (the "Certificates") evidencing 
and representing the proportionate interest of the owners thereof in Basic Lease Payments (as that 
term is defined in the hereinafter described Lease Agreement) to be made by the City of Los 
Angeles (the "City") pursuant to a Lease Agreement (the "Lease Agreement"), dated as of April 1 ,  
2004, by and between the City and the Municipal Improvement Corporation of Los Angeles (the 
"Corporation"), a non-profit public benefit corporation organized and existing under the laws of the 
State of California. The: Certificates are being executed and delivered pursuant to a Trust 
Agreement (the "Trust Agreement"), dated as of April 1 ,  2004, among the City, the Corporation and 
U.S. Bank National .Association, as trustee (the "Trustee"). All capitalized terms not defined herein 
shall havie the meanings assigned to them in the Trust Agreement. 

The Lease Agreement has been entered into by the City for the purpose of financing the 
acquisition and in�tallation by the City of certain equipment. The City is obligated under the Lease 
Agreement to make Lease Payments including Basic Lease Payments from any source of legally 
available fonds in amounts intended to be sufficient in both time and amount to pay, when due, the 
principal, interest and premium, if any, with respect to the Certificates. A portion of each Basic 
Lease Payment is designated as interest. 

The Certificates are authorized to be executed and delivered in ft:�ly registered form, in 
denominations of $5,000 and any integral multiple thereof, such denominations representing the 
principal components of the Basic Lease Payments. The Certificates shall be dated the date of 
delivery, m1d sha11 mature, and be subject to prior prepayment, on the: dates set forth in the Trust 
Agreeme:nt. 
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The Certificates are subject to mandatory prepayment at the times, upon the terms and 
subject to the conditions set forth in the Certificates and in the Trust Agreement. 

We have also examined certificates of the City, the Corporation, the Trustee and others as to 
certain factual matters and such other documents, opinions, records and matters as we have deemed 
necessary in rendering our opinions set forth below. 

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings 
and court decisions and cover certain matters not directly addressed by such authorities. Such 
opinions may be affected by actions taken or events occurring after the date hereof. We have not 
undertaken to determine, or to inform any person, whether any such actions or events are taken or 
do occur. Also, in examining the documents, records and matters referred to in the preceding 
paragraph, we have not undertaken to independently verify the accuracy of the factual matters 
represented, warranted or certified therein, and we have assumed compliance with the covenants 
and agreements contained in the Trust Agreement and the Lease Agreement. 

that: 
Based on the foregoing and in reliance thereon, as of the date hereof, we are of the opinion 

1 .  The portion of each Basic Lease Payment due under the Lease Agreement 
designated as and comprising interest (including original issue discount) and received by the 
owners of the Certificates is excluded from gross income for federal income tax purposes. 
Furthermore, such interest portion (including original issue discount) of each Basic Lease 
Payment does not constitute an item of tax preference for purposes of the alternative 
minimum tax imposed on individuals and corporations by the Internal Revenue Code of 
1 986, as amended. However, the interest portion (including original issue discount) of each 
Basic Lease Payment received by the owners thereof will be included in the adjusted current 
earnings of certain corporations, and such corporations are required to include in the 
calculation of alternative minimum taxable income 75% of the excess of such corporations' 
adjusted current earnings over their alternative minimum taxable income ( determined 
without regard to this adjustment and prior to reduction for certain net operating losses). 
The opinions set forth in this paragraph are subject to continuing compliance by the City 
with covenants regarding federal tax law contained in the Trust Agreement and the Tax and 
No Arbitrage Certificate. Failure to comply with such covenants could cause the interest 
portion (including original issue discount) of each Basic Lease Payment to be included in 
gross income retroactive to the date of delivery of the Certificates. Although we are of the 
opinion that the interest portion (including original issue discount) of each Basic Lease 
Payment is excluded from gross income for federal income tax purposes, the accrual or 
receipt of the interest portion (including original issue discount) of each Basic Lease 
Payment may otherwise affect the federal income tax liability of the recipient. The extent of 
these other tax consequences will depend upon the recipient's particular tax status or other 
items of income or deduction. We express no opinion regarding any such consequences. 
Purchasers of the Certificates, particularly purchasers that are corporations (including S 
corporations and foreign corporations operating branches in the United States), property or 
casualty insurance companies, banks, thrifts or other financial institutions, certain recipients 
of Social Security or Railroad Retirement benefits, or taxpayers who may be deemed to 

E-2 



have incurred or continued indebtedness to carry tax-exempt obligations, are advised to 
consult their tax advisors as to the tax consequences of purchasing or holding the 
Certificates. 

2 .  lbe portion of each Basic Lease Payment due under the Lease Agreement 
designated as and comprising interest and received by the owners of the Certificates is 
exempt from present State of California personal income taxes. 

The opinions expressed herein are made in reliance upon the opinions of the Law Offices of 
Marilyn L. Garcia, Special Counsel, that the Certificates, Lease Agreement and Trust Agreement 
constitute legally valid and binding obligations of the City and the Corporation, and are enforceable 
in accordance with their te1ms and that the Certificates have been duly executed and delivered under 
the Trust Agreement. 

Very truly yours, 

KUTAK ROCK LLP 
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April 29, 2004 

Municipal Improvement Corporation 
of Los Angeles 

Los Angeles, California 

City of Los Angeles 
Los Angeles, California 

Ladies and Gentlemen: 

$16,875 ,000 
Additional Certificates of Participation 

(Real Property Improvement Program AR), 
Series 2004 

As Special Tax Counsel, we have examined the record of proceedings submitted to us and 
such other documents, records and matters of law as we have deemed necessary for purposes of this 
opinion letter relative to the sale, execution and delivery of $16,875,000 principal amount of 
Additional Certificates of Participation (Real Property Improvement Program AR), Series 2004 (the 
"2004 Program AR Certificates") evidencing and representing the proportionate interest of the 
owners thereof in New Basic Lease Payments (as that term is defmed in the hereinafter described 
First Amendment to Lease Agreement) to be made by the City of Los Angeles (the "City") pursuant 
to a Lease Agreement (the "Original Lease Agreement"), dated as of April 1 ,  2002, by and between 
the City and the Municipal Improvement Corporation of Los Angeles (the "Corporation") and a 
First Amendment to Lease Agreement (the "First Amendment to Lease Agreement" and, together 
with the Original Lease Agreement, the "Lease Agreement"), dated as of April 1 ,  2004, between the 
City and the Corporation. The 2004 Program AR Certificates are being executed and delivered 
pursuant to a Trust Agreement (the "Original Trust Agreement"), dated as of April 1 ,  2002, among 
the City, the Corporation and Wells Fargo Bank, National Association, as trustee (the "Trustee"), as 
supplemented by a First Supplemental Trust Agreement, dated as of April 1 ,  2004 (the "First 
Supplemental Trust Agreement" and, together with the Original Trust Agreement, the "Trust 
Agreement"), among the City, the Corporation and the Trustee. All capitalized terms not defined 
herein shall have the meanings assigned to them in the Trust Agreement. 

The First Amendment to Lease Agreement has been entered into by the City for the purpose 
of fmancing the design, construction and installation by the City of certain real property 
improvements to existing facilities owned by the City. The City is obligated under the Lease 
Agreement to make Lease Payments including New Basic Lease Payments from any source of 
legally available funds in amounts intended to be sufficient in both time and amount to pay, when 
due, the principal, interest and premium, if any, with respect to $59,230,000 aggregate outstanding 
principal amount of Certificates of Participation (Real Property Program AR), dated April 2, 2002 
(the "Original Program AR Certificates") and the 2004 Program AR Certificates. A portion of each 
New Basic Lease Payment is designated as interest. The Original Program AR Certificates and the 
2004 Program AR Certificates are payable on a parity from the Basic Lease Payments. 
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Thi� 2004 Program AR Certificates are authorized to be executed and delivered in fully 
registered form, in denominations of $5,000 and any integral multiple thereof, such denominations 
representing the principal components of the New Basic Lease Payments. The 2004 Program AR 
Certificates shall be dated the date of delivery, and shall mature and be subject to prior prepayment, 
on the dates set forth in the First Supplemental Trust Agreement. 

The 2004 Program AR Certificates are subject to optional and mandatory prepayment at the 
times, upon the terms and subject to the conditions set forth in the 2004 Program AR Certificates 
and in the First Suppl1�mental Trust Agreement. 

Vie have also examined certificates of the City, the Corporation, the Trustee and others as to 
certain factual matters and such other documents, opinions, records and matters as we have deemed 
necessary in rendering our opinions set forth below. 

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings 
and court decisions and cover certain matters not directly addressed by such authorities. Such 
opinions may be affected by actions taken or events occurring after the date hereof. We have not 
undertaken to determine, or to inform any person, whether any such actions or events are taken or 
do occur. Also, in examining the documents, records and matters rnfem:d to in the preceding 
paragraph! we have not undertaken to independently verify the accuracy of the factual matters 
represented, warranted or certified therein, and we have assumed compliance with the covenants 
and agreements contained in the Trust Agreement and the Lease Agreement. 

that: 
Based on the foregoing and in reliance thereon, as of the date hereof, we are of the opinion 

1 .  The portion of each New Basic Lease Payment due unde:r the Lease Agreement 
designated as and comprising interest (including original issue discount) and received by the 
ovmers of the 2004 Program AR Certificates is excluded from gross income for federal 
income tax purposes. Furthermore, such interest portion (including original issue discount) 
of each New Basic Lease Payment does not constitute an item of tax preference for purposes 
of the alternative minimum tax imposed on individuals and corporations by the Internal 
Re:venue Code of 1 986, as amended. However, the interest portion (including original issue 
discount) of each New Basic Lease Payment received by the owners of the 2004 Program 
AR Certificates wiU be included in the adjusted current earnings of certain corporations, and 
such corporations are required to include in the calculation of alternative minimum taxable 
income 75% of the excess of such corporations' adjusted current earnings over their 
alternative minimum taxable income ( determined without regard to this adjustment and 
prior to reduction for certain net operating losses). The opinions set forth in this paragraph 
an� subject to continuing compliance by the City with covenants regarding federal tax law 
contained in the Trust Agreement and the Tax and No Arbitrage Certificate. Failure to 
comply with such covenants could cause the interest portion (including original issue 
discount) of New Basic Lease Payments received by the owners of the 2004 Program AR 
Certificates to be iincluded in gross income retroactive to the date of delivery of the 2004 
Program AR Certificates. Although we are of the opinion that the interest portion (including 
original issue discount) of each New Basic Lease Payment received by the owners of the 
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2004 Program AR Certificates is excluded from gross income for federal income tax 
purposes, the accrual or receipt of the interest portion (including original issue discount) of 
each New Basic Lease Payment received by the owners of the 2004 Program AR 
Certificates may otherwise affect the federal income tax liability of the recipient. The extent 
of these other tax consequences will depend upon the recipient's particular tax status or other 
items of income or deduction. We express no opinion regarding any such consequences. 
Purchasers of the 2004 Program AR Certificates, particularly purchasers that are 
corporations (including S corporations and foreign corporations operating branches in the 
United States), property or casualty insurance companies, banks, thrifts or other financial 
institutions, certain recipients of Social Security or Railroad Retirement benefits, or 
taxpayers who may be deemed to have incurred or continued indebtedness to carry tax
exempt obligations, are advised to consult their tax advisors as to the tax consequences of 
purchasing or holding the 2004 Program AR Certificates. 

2. The portion of each New Basic Lease Payment due under the Lease Agreement 
designated as and comprising interest and received by the owners of the 2004 Program AR 
Certificates is exempt from present State of California personal income taxes. 

The opinions expressed herein are made in reliance upon the opinions of the Law Offices of 
Marilyn L. Garcia, Special Counsel, that the 2004 Program AR Certificates, the First Amendment to 
Lease Agreement and the First Supplemental Trust Agreement constitute legally valid and binding 
obligations of the City and the Corporation, and are enforceable in accordance with their terms and 
that the 2004 Program AR Certificates have been duly executed and delivered under the Trust 
Agreement. 

Very truly yours, 

KUTAK ROCK LLP 
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APPENDIX F 

BOOK-ENTRY-ONLY SYSTEM 

The information below concerning The Depository Trust Company (''DTC"), New York, 
New York, and DTC's book-entry system has been obtained from DTC and the City takes no 
responsibility for the completeness or accuracy thereof The City cannot and does not give any 
assurances that DTC, DTC Participants or Indirect Participants will distribute to the Beneficial 
Owners (a) payments of interest, principal or premium, if any, with respect to the Certificates, (b) 
certificates repres,mting ownership interest in or other confirmation or owne rship interest in the 
Certificates, or (c) redemption or other notices sent to DTC or Cede & Co., its nominee, as the 
registered owner of the Certificates, or that they will so do on a timely basis, or that DTC, DTC 
Participants or DTC Indirect Participants will act in the manner describe:d in this Appendix. The 
current "Rules" applicab le to DTC are on file with the Securities and Exchange Commission and 
the cunent "Procedures" of DTC to be followed in dealing with DTC Participants are on file with 
DTC. 

DTC will act as securities depository for the Certificates. The Certificates will be 
executed and delivered as fully-registered securities registered in the name of Cede & Co. (DTC's 
partnernhip nomine,e) or such other name as may be requested by an authorized representative of 
DTC. One fully-n:gisterf:d security certificate will be issued for each maturity of the Certificates, 
each in the aggregate principal amount of such maturity, and will be deposited with DTC. 

DTC is a limited-purpose trust company organized under the Nt:w 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 1 7  A 
of the: Securities Exchange Act of 1 934. DTC holds and provides asset S1!rvicing for over 2 
million issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues, and 
money market instruments from over 85 countries that DTC's participants ("Direct Participants") 
deposit with DTC. DTC also facilitates the post-trade settlement among Direct Participants of 
sales and other se,:::urities  transactions in deposited securities, through elec1ronic computerized 
book-entry transfors 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, 
(respe:c tively, "NSCC", "GSCC", "MBSCC", and "EMCC", also subsidiaries of DTCC), as well 
as by the New York Stock Exchange, Inc., the American Stock Exchange LLC, and the National 
Association of Securities Dealers, Inc. Access to the DTC system is also ava ilable 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. 
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Purchases of the 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 Security ("Beneficial Owner") is in tum 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 
the 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 the Certificates with 
DTC and their registration in the name of Cede & Co. or such other DTC nominee do not effect 
any change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of 
the 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 the 
Certificates may wish to take certain steps to augment the transmission to them of notices of 
significant events with respect to the Certificates, such as redemptions, tenders, defaults, and 
proposed amendments to the Certificates documents. For example, Beneficial Owners of the 
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 notices 
be provided directly to them. 

Redemption notices shall be sent to DTC. The conveyance of notices and other 
communications by DTC to DTC Participants, by DTC Participants to Indirect Participants and 
by DTC 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. Any failure of DTC to advise any DTC Participant, or of any DTC Participant 
or Indirect Participant to notify a Beneficial Owner, of any such notice and its content or effect 
will not affect the validity of the redemption of the Certificates called for redemption or of any 
other action premised on such notice. Redemption of portions of the Certificates by the City will 
reduce the outstanding principal amount of Certificates held by DTC. In such event, DTC will 
implement, through its book-entry system, a redemption by lot of interests in the Certificates held 
for the account of DTC Participants in accordance with its own rules or other agreements with 
DTC Participants and then DTC Participants and Indirect Participants will implement a 
redemption of the Certificates for the Beneficial Owners. Any such selection of Certificates to be 
redeemed will not be governed by the Indenture and will not be conducted by the City or the 
Trustee. 
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Neither DTC nor Cede & Co. (nor any 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 the City as soon as 
possibk 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). 

Payments of principal of, premium, if any, and interest evidenced by 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 conresponding detail information from the City or the Trustee, on payable 
date in accordance with their respective holdings shown on DTC 's records. Payments by 
Particiipants to Btmeficial 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 
registtired in "stret!t namt:," and will be the responsibility of such Participant and not ofDTC (nor 
its nominee), the Trustee, or the City, subject to any statutory or regulatory requirements as may 
be in effect from time to time. Payment of principal of, premium, if any, and interest evidenced 
by the, Certificates to Cede & Co. ( or such other nominee as may be requested by an authorized 
representative of DTC) is the responsibility of the City or the Trustee, di!;bursement of such 
payments to Dire,ct 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. 

NONE OF THE CITY, THE CORPORATION OR THE TRUSTEE WILL HA VE ANY 
RESPONSIBILITY OR OBLIGATION TO DTC PARTICIPANTS, INDIRECT 
PAR11CIPANTS OR BENEFICIAL OWNERS WITH RESPECT TO THE PAYMENTS OR 
THE PROVIDING OF NOTICE TO DTC PARTICIPANTS, INDIRECT PARTICIPANTS OR 
BENEI'ICIAL OWNERS OR THE SELECTION OF CERTIFICATES FOR PREPAYMENT. 

None of the City, the Corporation or the Trustee can give any assuraIJces that DTC, DTC 
Participants, Indirect Participants or others will distribute payments of princ ipal of, premium, if 
any, and interest on the Certificates paid to DTC or its nominee, as the registered Owner, or any 
redemption or other notice, to the Beneficial Owners or that they will do so on a timely basis or 
that DTC will serve and act in a manner described in this Official Statement. 

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

The City may decide to discontinue use of the system of book-entry transfers through 
DTC (or a successor sec:urities depository). In that event, Certificate certificates will be printed 
and delivered. 

In the event that the book-entry system is discontinued as described above, the 
requirements of the Trust Agreement will apply. The foregoing information concerning DTC 
conceming and DTC's book-entry system has been provided by DTC, and none of the City or the 
Trustee take any responsibility for the accuracy thereof. 

Neither the City nor the Corporations can, and does not, give m1y assurances that DTC, 
the Pru1icipants or others will distribute payments of principal, interest or premium, if any, 
evidenced by the: Certificates paid to DTC or its nominee as the registt:red owner, or will 
distribute any redemption notices or other notices, to the Beneficial Owners, or that they will do 
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so on a timely basis or wi11 serve and act in the manner described in this Private Placement 
Memorandum. Neither the City nor the Corporations is responsible or liable for the failure of 
DTC or any Participant to make any payment or give any notice to a Beneficial Owner with 
respect to the Certificates or an error or delay relating thereto. 
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FINANCIAL GUARANTY INSURANCE POLICY 

MBIA Insurance Corporation 

Armonk, New York 10504 

Policy No. [NUMBER] 

MBIA Insurance Co1poration (the "ltlSUrer"), in consideration of the payment of the premium and subje;t to the tenns of this policy, hereby 
llllconditionally and irrevocably guarantees to any owner, as hereinafter defined, of the following descnbed obligations, the full and complete payment 
required to be made by or on behalf of the Issuer to [PA YING AGENTnRUSIBE] or its successor (the ''Paying Agent'1 of an amollllt equal to (i) the 
principal of (either at the stated matmity or by any advancement of maturity pursuant to a mandatory sinking fimd payment) and interest on, the 
Obligations (as that term is defined below) as such payments shall become due but shall not be so paid (excep1 that in the event of any acceleration of 
the due date of such principal by reason of mandatory or optional redemption or acceleration resulting from default or otherwise, other than any 
advancement of maturity pursuant to a mandatory sinking fimd payment, the pa)'Tilents guaranteed hereby shall be made in such amounts and at such 
times as such payments of principal would have been due had there not been any such acceleration); and (ii) the reimbursement of a such payment 
which is subsequently n�vered from any owner pursuant to a final judgment by a court of competent jurisdiction that such payment constitutes an 
avoidable preference to such owner within fb.e meaning of any applicable bankruptcy law. The amotmts fl!ferred to in clauses (i) and (ii) of the 
preceding sentence shaJI be referred to herein c:ollectively as the "Insured Amounts." "Obligations" shall mean: 

[PAR] 
[LEGAL NAME OF ISSUE] 

Upon receipt of telephorrlc or telegnq:.trlc notice, such notice subsequently confirmed in writing by regis1ered or certified mail, or upon receipt of \Witten 
notice by registered or Cjrtified mail, by the Insurer from the Paying Agent or any owner of an Obligation the p:�ent of an Insured Amollllt for which 
is then due, that such rnquired payment has not been made, the Insurer on the due date of such payment or within one business day after receipt of notice 
of such nonpayment, whichever is latf:r, will make a deposit of fimds, in an accollllt with U.S. Bank Tmst N,itional Association, in New Yorl(, New 
Yolk, or its successor, sufficient for the payment of any such Insured Amounts which are then due. Up:m presentment and smrender of such 
Obligations or presentment of such other proof of ownership of the Obligations, together with any appropriate instnnnents of assignment to evidence 
the assig,nnent of the Insured Amotmts due on the Obligations as are paid by the Insurer, and appropriate instmments to effect the appointment of the 
Insurer as agent for such owners of the Obligations in any legal proceeding related to payment of Insured Amounts on the Obligations, such instnnnents 
being in a fonn satis:ful:t:ory to U.S. B:mk Trust National Association, U.S. Bank Trust National Association shall disburse to such owners, or the Paying 
Agent pa)'Tilent of the Irisured Amounts due on such Obligations, less any amollllt held by the Paying Agent for the payment of such Insured Amounts 
and legally available therefor. This policy does not insure against loss of any prepayment premium which may at any time be payable with respect to 
any Obligation. 

As used herein, the tetm "owner" shall mean the registered owner of any Obligation as indicated in the books maintained by the Paying Agent, the 
l<;suer, or any designee of the Issuer for such pmpose. The term owner shall not include the Issuer or any party whose agreement with the Issuer 
constitutes the underlying security for the Obligations. 

Any service of process on the Insurer may be made to the Insurer at its offices located at 1 13 King Street, Armoruc, New Yorl<: 10504 and such setvice 
of process shall be valid and binding. 

This po1icy is non-canCj:llable for any reason. The premimn on this policy is not refimdable for any reason including the payment prior to maturity of 
the Obligations. 

In the event the Insurer were to become insohrent, any claims arising under a policy of financial guaranty insurmce are excluded from coverage by the 
C'.alifornia Insurance Gt:iaranty Association, established pursuant to Article 142 (commencing with Section 1063) of Chapter 1 of Part 2 of Division 1 
of the California Insurance Code. 

IN WITNESS WHEREOF, the Insurer has caused this policy to be executed in fucsimile on its behalf by its du]y authoriz.ed officers, this [DAY] day of 
[MONlH, YEAR]. 

STD-R-CA-6 
4/95 

Attest: 

MBIA Insuranc.e Corporation 

Assistant Secretary 
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Financial Guaranty Insurance Policy 

Ob!igor: 

Obligations: 

Ambac Assurance Corporation 
One State Street Plaza, 15th Floor 
New York, New York 10004 
Telephone: (212) 668-0340 

Policy Number: 

Premium: 

Ambac AssUJrance Corporation {Ambac), a Wisconsin stock insurance corporation, in consideration of the pa 
premium and subject to the terms of this Policy, hereby agrees to pay to The Bank of New York, ,,s trustee, or its u 
"Insurance T n;stee ") , for the benefit of the Holders, that portion of the principal of and interei,t on the above-descri o igations 
(the "Obligations") which shall become Due for Payment but shall be unpaid by reason of Nonpaynent b e Obligo 

Ambac will make such paym�nts to the Insurance Trustee within one (1) business day followi:ng wr�en ti · tio 
Nonpayment. Upon a Holder s presentation and surrender to the Insurance Trustee of such unpai,Si-(�gatio s r d c 
uncanceled and in bearnr fo.rm and free of any adverse claim, the Insurance Trustee wm

�

··itfu.¢ to the d the -··---.,.,.-,· 
principal and lnterest which is then Due for Payment but is unpaid. Upon such disburse q;l/,1unJac �l be the owner of 
the surrendered Obligations and/or coupons and shall be fully subrogated to all of th Ho e1�pr";,9-efaymen t reon. 

In cases where the Obligations are :lssued in registered form, the Insurance Trustee h isb,

�

pii'fu:ipal to ol er only upon 
presentation and surrender to the Insurance Trustee of the unpaid Obligation, unca e and e�of any v e claim, together 
with an instrument of assignment, in form satisfactory to Ambac and t du! ,

�
c y the Holder or such 

nominee. The Insurance Tirustee :;hall disburse interest to a er o a bli · t n c, y upon presentation to the 
Holder's duly authorized representative, so as to permit ownership of s h re

�
'ster d i e name of Ambac or its 

Insurance Trmtee of proof that the daimant is the person entitle to e p st o e Obligation and delivery to the 
Insurance Tru:;tee of an instrument of assignment, in form satisfac to A b a t nsurance Trustee, duly executed by the 
Holder or such Holder's duly authorized representat· , r�rrin t Am c 11 ri under such Obligation to receive the 
interest in respect of which the insurance disbur t w�ade. c sh 1 subrogated to all of the Holders' rights to 
payment on wgistered Obligations to the extent o made. 

In the event ·:hat a trustee or paying a that any payment of principal of or interest on an 
Obligation which has become Due fo ent an ich is mad t a Holder by or on behalf of the Obligor has been deemed a 
preferential transfer and theretof� r vered fr m t  lcler s t to the United States Bankr Jptcy Code in accordance with 
a final, nonappealable order of a �,, of com te juri 'ct1on, h Holder will be entitled to payment from Ambac to the extent 
of such recovery if suffider!.l nds e ot rwise availab e. 

/ 
As used herein, the n " ·  · e m n o er than (i) the Obligor or (ii) any person whose obligations constitute the 
underlying se,;ur' 

�
urce o p yme gations who, at the time of Nonpayment, is the owner of an Obligation or of 

a coupon relating Obli ti n. As ein, "Due for Payment", when referring to the principal of Obligations, is when 
the sch���atu •t �ti� mandato emption date for the application of a required sinking fund installment has been 
reachjld' �-s� not feritl any earlier date on which payment is due by reason of call for redemption (other than by application 
of r q red sinking fur h;

5
tallmmts) , acceleration or other advancement of maturity; and, when referring to interest on the 

Obl g tions..,i e e h uled date for payment of interest has been reached. As used herein, "Nonpayment" means the failure 
of t i �

:z
e ro�· d sufficient funds to the trustee or paying agent for payment in full of all principal of and interest 

on the igations ch are Due for Payment. 

This Pol�'iii c celable. The premium on this Policy is not refundable for any reason, including payment of the Obligations 
prior to �� · . This Policy does not insure against loss of any prepayment or other acceleration payment which at any time 
may become due in respect of any Obligation, other than at the sole option of Ambac , 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 facsl r:n.ile to become effective as its original seal and signatures and binding upon Ambac by virtue of the 
countersignature of its duly authorized representative. 

%tJ /.J,,_ 
President 

Effective Date: 

THE BANK OF NEVv' YORK acknowledges that it has agreed 
to perform tl-:.e duties of Insurance Trustee under this Policy. 

Form No. :  28-001 2  ( 1 /01)  
A-

Secretary 

Authorized Representative 

�� Authorized Officer of Insurance Trustee 



Ambac 

Endorsement 

Policy for: 

Ambac Assurance Corporation 
One Seate Street Plaza, 
New York, New York 1 0004 
Telephone: (2 1 2) 668-0340 

Attached to and forming part of Policy No. :  

In the event that Ambac Assurance Corporation were 
under the Policy would be excluded from covera by Jj 
Association, established pursuant to the laws of t 

President 

Form No.: 28-0004 (7/97) 

ter, waive or extend any of the terms, conditions, provisions, agreements 

other than as above stated. 

Ambac has caused this Endorsement to be affixed with a facsimile of its corporate seal and to 

·zed officers in facsimile to become effective as its original seal and signatures and binding 

e countersignature of its duly authorized representative. 

Aabac Assuraace Corporation 

Secretary 

Authorized Representative 






