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The Vernon Natural Gas Financing Authority Variable Rate Revenue Bonds (Vernon Gas Project), 2006 Series B (the "2006B Bonds") and 2006 Series C (the "2006C 
Bonds") are being issued by the Vernon Natural Gas Financing Authority (the "Authority") pursuant to an Indenture of Trust, as supplemented by a First Supplemental 
Indenture of Trust (the "Indenture"), by and between the Authority and The Bank of New York Trust Company, N.A., as trustee (the "Trustee"). The 2006B Bonds and 
2006C Bonds are special obligations of the Authority payable solely from and secured by the Trust Estate pledged under the Indenture, which consists primarily of payments 
to be made by the City of Vernon, California (the "City") pursuant to the Natural Gas Purchase Agreement (the "Gas Supply Agreement"), between the Authority and the 
City. Amounts to be paid by the City under the Gas Supply Agreement are special obligations payable solely from amounts in the Light and Power Fund as an Operating 
and Maintenance Expense, and the obligation of the City to make such payments from such amounts is absolute and unconditional. See "SECURI'IY AND SOURCES OF 
PAYMENT." 

The 2006B Bonds and 2006C Bonds are being issued to provide funds to (i) finance a portion of the purchase by the Authority of a fifteen-year, prepaid supply of 
natural gas from Citigroup Energy Inc. (the "Gas Supplier") pursuant to an Agreement for Purchase and Sale of Natural Gas (the "Gas Purchase Agreement") between 
the Authority and the Gas Supplier; and (ii) pay the costs of issuing the 2006B Bonds and 2006C Bonds. All payment obligations of the Gas Supplier arising under the Gas 
Purchase Agreement are guaranteed by Citigroup Inc. (the "Guarantor") pursuant to a Guarantee (the "Guarantee") from the Guarantor to the Authority. See "PLAN OF 
FINANCE - Estimated Sources and Uses of Funds" and "GAS SUPPLY ACQUISITION". 

The 2006B Bonds and 2006C Bonds will be issued in fully registered form, registered in the naine of Cede & Co., as nominee of The Depository Trust Company ("DTC") 
under the book-entry only system maintained by DTC. While DTC is the securities depository for the 2006B Bonds and 2006C Bonds, principal of and interest on the 2006B 
Bonds and 2006C Bonds will be payable by the Trustee to DTC, which is obligated in turn to remit such payments to its DTC participants for subsequent disbursement to 
beneficial owners of the 2006B Bonds and 2006C Bonds, as more fully described herein. 

The 2006B Bonds and 2006C Bonds will initially bear interret at a Weekly Interest Rate. The initial Weekly Interest Rate for the 2006B Bonds and 2006C Bonds will 
be determined by Citigroup Global Markets Inc. as Underwriter for the 2006B Bonds and the 2006C Bonds. Thereafter, the Weekly lnterret Rate with respect to the 2006B 
Bonds and 2006C Bonds will be determined by Citigroup Global Markets Inc. as Remarketing Agent for the 2006B Bonds and the 2006C Bonds. The 2006B Bonds and 2006C 
Bonds will be subject to optional, extraordinary optional and mandatory redemption, and optional and mandatory tender for purchase, prior to maturity as described herein. 
See "THE 2006B BONDS AND 2006C BONDS-Redemption Provisions" and "-Tender and Purchase of2006B Bonds and 2006C Bonds" herein. 

The Authority may elect to change the Interest Rate Period for the 2006B Bonds and/or the 2006C Bonds to another lnterret Rate Period, as described herein and in 
Appendix D hereto. This Official Statement describes the 2006B Bonds and 2006C Bonds in the Weekly Interest Rate Period only. Prospective purchasers 
of the 2006B Bonds or 2006C Bonds in an Interest Rate Period other than the Weekly Interest Rate Period should not rely on this Official Statement. 

:MBIA Insurance Corporation (the "Insurer") will issue on the date of issuance and delivery of the 2006B Bonds and 2006C Bonds a financial guaranty insurance policy 
insuring the scheduled payments of principal of and interest on (but not premium on or purchase price of) the 2006B Bonds when due (the "2006B Policy") and a financial 
guaranty insurance policy insuring the scheduled payments of principal of and interest on (but not premium on or purchase price of) the 2006C Bonds when due (the "2006C 
Policy" and, together with the 2006B Policy, the "Policire"). 

Citibank, N.A. (the "Liquidity Provider") will provide on the date of issuance and delivery of the 2006B Bonds and 2006C Bonds a Standby Bond Purchase Agreement 
providing for the payment of the purchase price of2006B Bonds tendered for purchase and not remarketed (the "2006B Liquidity Facility") and a Standby Bond Purchase 
Agreement providing for the payment of the purchase price of Series 2006C Bonds tendered for purchase and not remarketed (the "2006C Liquidity Facility" and, together 
with the 2006B Liquidity Facility, the "Liquidity Facilities"). Each Liquidity Facility will expire, unless extended or terminated earlier in accordance with its terms, on 
June 27, 2009. The substantive terms of the Liquidity Facilities are identical. 

Citibank, N.A. 
UPON THE OCCURRENCE OF CERTAIN EVENTS OF DEFAULT UNDER THE RELATED LIQUIDI'IY FACILITY, THE LIQUIDI'IY PROVIDER'S OBLIGATION 

TO PURCHASE TENDERED 2006B BONDS OR 2006C BONDS :MAY BE TERMINATED OR SUSPENDED AUTO:MATICALLY. IN SUCH CASE, 2006B BONDS OR 
2006C BONDS TENDERED WILL NOT BE PURCHASED UNDER THE RELATED LIQUIDI'IY FACILI'IY AND, THEREFORE, FUNDS :MAY NOT BE AVAILABLE 
TO PURCHASE SUCH TENDERED 2006B BONDS OR 2006C BONDS. IN THE EVENT THE LlQUIDI'IY PROVIDER DOES NOT PURCHASE TENDERED 2006B 
BONDS OR2006C BONDS FOR ANY REASON, NEITHER THE AUTHORI'IY NOR THE CI'IY HAS ANY OBLIGATION TO :MAKE SUCH PAYMENT. THE POLICIES 
DO NOT PROVIDE FOR THE PAYMENT OF THE PURCHASE PRICE OF 2006B BONDS OR 2006C BONDS TENDERED FOR PURCHASE. SEE "THE LIQUIDI'IY 
FACILITIES." 

At no time will any 2006B Bond or 2006C Bond bear interest at a Weekly Interest Rate that is in excess of the lesser of 12% per annum and the maximum rate of 
interest permitted by law. While bearing interret at a Weekly Rate, interest on the 2006B Bonds and 2006C Bonds is payable on the first Wednreday of each calendar month, 
commencing July 5, 2006, or if such Wednesday is not a Business Day, on the next succeeding Business Day. While the 2006B Bonds and 2006C Bonds bear interest at a 
Weekly Rate, the 2006B Bonds and 2006C Bonds will be available only in authorized denominations of$100,000 and integral multiples of$5,000 in excess thereof. 

The 2006B Bonds and 2006C Bonds are special obligations of the Authority. The 2006B Bonds and 2006C Bonds are payable by the Authority 
solely from, and secured solely by a pledge of, the Trust Estate pursuant to Indenture. The 2006B Bonds and 2006C Bonds are not secured by a legal or 
equitable pledge of, or lien or charge upon, any property oftheAuthorityor any of its income or receipts except the Trust Estate, which pledge is subject 
to the provisions of the Indenture permitting the application thereof for the purposes and on the terms and conditions set forth therein. Neither the 
faith and credit nor the taxing power of the State of California, the Authority, the City, or any other public agency is pledged to the payment of the 
2006B Bonds or 2006C Bonds, and the issuance of the 2006B Bonds and 2006C Bonds shall not directly, indirectly or contingently obligate the Authority, 
the State of California or any political subdivision thereof, including the City, to levy or pledge any form of taxation or to make any appropriation for 
the payment of the 2006B Bonds or 2006C Bonds. 

The 2006B Bonds and 2006C Bonds are offered when, as and if issued and delivered to the Underwriter, subject to the approval of legality by Orrick, Herrington & 
Sutcliffe lip, Los Angeles, California, Bond Counsel, and certain other conditions. Certain legal matters will be passed upon for the Underwriter by King & Spalding lip, 
New York, New York, for the Authority by Orrick, Herrington & Sutcliffe lip, Los Angeles, California, Lathain & Watkins lip, Los Angeles, California, and Karns & Karabian, 
Los Angeles, California, and for the City by Karns & Karabian, Los Angeles, California, and Eric T. Fresch, City Attorney, Vernon, California. It is expected that the 2006B 
Bonds and 2006C Bonds will be available for delivery through the book-entry system ofDTC in New York, New York on or about June 27, 2006. 

Citigroup 
June 26, 2006 



No dealer, broker, salesperson or other person has been authorized by the Authority or the Underwriter to give 
any information or to make any representations other than those contained herein and, if given or made, such other 
information or representation must not be relied upon as having been authorized by any of the foregoing. This Official 
Statement does not constitute an offer to sell or the solicitation of an offer to buy, nor shall there be any sale of the 
2006B Bonds and 2006C Bonds by any person in any jurisdiction in which such offer, solicitation or sale would be 
unlawful prior to registration or qualification under the securities laws of such jurisdiction. 

Statements contained in this Official Statement that include forecasts, estimates or matters of opinion, whether 
or not expressly stated as such, are intended solely as such and are not to be construed as representations of fact The 
information set forth herein has been furnished by the Authority, the City, the Insurer, the Liquidity Provider, the 
Guarantor and other sources that are believed to be reliable, but is not guaranteed as to accuracy or completeness, and is 
not to be construed as a representation by the Underwriter. With respect to the information set forth under "BOND 
INSURANCE" and in Appendix G, no representation is made by the Authority, the City or the Underwriter as to the 
accuracy or adequacy of such information, or that any information referred to therein as being incorporated in this 
Official Statement by reference is correct. Such information has not been independently verified or confirmed by the 
Authority, the City or the Underwriter. 

The information and expressions of opinions herein are subject to change without notice, and neither the 
delivery of this Official Statement nor any sale made hereunder shall create, under any circumstances, any implication 
that there has been no change in the affairs of the Authority, the City, the Insurer, the Liquidity Provider or the 
Guarantor since the date hereof. This Official Statement, including any supplement or amendment hereto, is intended to 
be deposited with one or more repositories. 

The Underwriter has provided the following sentence for inclusion in this Official Statement. The Underwriter 
has reviewed the information in this Official Statement in accordance with, and as part of, its responsibilities to 
investors under the federal securities laws as applied to the facts and circumstances of this transaction, but the 
Underwriter does not guarantee the accuracy or completeness of such information. 

CAUTIONARY STATEMENTS REGARDING 
FORWARD-LOOKING STATEMENTS IN 

THIS OFFICIAL STATEMENT 

Certain statements included or incorporated by reference in this Official Statement and the Appendices hereto 
constitute "forward-looking statements." Such statements are generally identifiable by the terminology used such as 
"plan," "expect," "estimate," "budget" or other similar words. Such forward-looking statements include, but are not 
limited to, certain statements contained in Appendix A to this Official Statement under the captions "SUMMARY OF 
OPERATING RESULTS-Management's Discussion of Operating Results," "DEVELOPMENTS IN THE 
CALIFORNIA ENERGY MARKETS" and "RATE REGULATION." Forward-looking statements in this Official 
Statement are subject to risks and uncertainties, including particularly those relating to natural gas costs and availability, 
wholesale and retail electric energy and capacity prices, federal and state legislation and regulations, competition and 
industry restructuring, and the economy of the service area of the City's Electric System. 

The achievement of any results or the realization of other expectations contained in such forward-looking 
statements involve known and unknown risks, uncertainties and other factors that may cause actual results, performance 
or achievements to be materially different from any future results, performance or achievements expressed or implied 
by such forward-looking statements. Neither the City nor the Authority plans to issue any updates or revisions to those 
forward-looking statements. 
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OFTICIAL STATEMENT 

VERNON NATURAL GAS TINANCING AUTHORITY 
(CALIFORNIA) 

Variable Rate Revenue Bonds (Vernon Gas Project) 

$115,440,000 
2006 Series B 

INTRODUCTION 

$115,405,000 
2006 Series C 

This Introduction is qualified in its entirety by reference to the more detailed information included and 
referred to elsewhere in this Official Statement. The offering of the 2006B Bonds and 2006C Bonds is made only 
by means of the entire Official Statement. Capitalized terms used in this Official Statement and not otherwise 
defined shall have the respective meanings assigned to them in Appendix C attached hereto. 

Purpose of Official Statement 

The purpose of this Official Statement (which includes the cover page and the appendices attached hereto) 
is to provide information concerning the sale and delivery by the Vernon Natural Gas Financing Authority (the 
"Authority") of (i) $115,440,000 in aggregate principal amount of its Variable Rate Revenue Bonds (Vernon Gas 
Project), 2006 Series B (the "2006B Bonds") and (ii) $115,405,000 in aggregate principal amount of its Variable 
Rate Revenue Bonds (Vernon Gas Project), 2006 Series C (the "2006C Bonds"). 

THIS OFFICIAL STATEMENT DESCRIBES CERTAIN TERMS OF THE 2006B BONDS AND 2006C 
BONDS WHILE BEARING INTEREST IN A WEEKLY INTEREST RATE PERIOD. THERE ARE 
SIGNIFICANT DIFFERENCES IN THE TERMS OF THE 2006B BONDS AND 2006C BONDS IN OTHER 
INTEREST RATE PERIODS. THIS OFFICIAL STATEMENT IS NOT INTENDED TO PROVIDE 
INFORMATION WITH RESPECT TO THE 2006B BONDS OR 2006C BONDS IN ANY INTEREST RATE 
PERIOD OTHER THAN THE WEEKLY INTEREST RATE PERIOD. 

Authority for Issuance of the 2006B Bonds and 2006C Bonds 

The 2006B Bonds and 2006C Bonds are being issued by the Authority pursuant to (i) Article 4 of the Joint 
Exercise of Powers Act, constituting Chapter 5 of Division 7 of Title 1 of the California Government Code (the 
"Joint Powers Act"), and (ii) an Indenture of Trust, as supplemented by a First Supplemental Indenture of Trust, 
each dated as of June 1, 2006 (the "Indenture"), by and between the Authority and The Bank of New Yark Trust 
Company, N.A, as trustee (the "Trustee"). 

Gas Supply Acquisition 

The Authority is purchasing a fifteen-year prepaid supply of natural gas (the "Gas Supply") from 
Citigroup Energy Inc. (the "Gas Supplier") pursuant to an Agreement for the Purchase and Sale of Natural Gas (the 
"Gas Purchase Agreement"), between the Authority and the Gas Supplier. The Authority's rights under the Gas 
Purchase Agreement, including the Gas Supply and the Guarantee (as described below under "-Guarantee of Gas 
Supplier Payment Obligations"), will be assigned, sold and transferred to the City, and purchased by the City, 
pursuant to the Natural Gas Purchase Agreement (the "Gas Supply Agreement") between the Authority and the 
City of Vernon, California (the "City"). As consideration for such assignment, sale and transfer, the City has 
agreed to make the Bond Payments, the Qualified Swap Payments, the Bank Payments and the Additional Gas 
Payments and to pay various other fees and expenses relating to the 2006 Bonds (as hereinafter defined). The 
City's payment obligations under the Gas Supply Agreement are special obligations payable solely from amounts 
in the Light and Power Fund and the obligations to make such payments from such amounts are absolute and 
unconditional, regardless of whether gas is actually provided to the City under the Gas Supply Agreement. 



Upon receipt of Electric System Revenues, the City deposits all such amounts into the Light and Power 
Fund. The City has covenanted in the Gas Supply Agreement to apply the moneys in the Light and Power Fund to 
the payment of Operation and Maintenance Expenses then due and payable, which include the Bond Payments, the 
Qualified Swap Payments, the Bank Payments, the Additional Gas Payments and all other amounts due under the 
Gas Supply Agreement, before applying such moneys to any other purpose set forth in the City Bond Indenture. 

The amounts due from the City to the Authority, including the Bond Payments, the Qualified Swap 
Payments, the Bank Payments and the Additional Gas Payments, are not secured by a legal or equitable 
pledge of, or lien or charge upon, any property of the City or any of its income or receipts but are payable 
only from amounts in the Light and Power Fund. Neither the faith and credit nor the taxing power of the 
State of California (the "State"), the City or any other public agency is pledged to the payment of amounts 
due under the Gas Supply Agreement, and the execution and delivery of the Gas Supply Agreement do not 
directly, indirectly or contingently obligate the City, the State or any political subdivision thereof to levy or 
pledge any form of taxation or to make any appropriation for the payments due thereunder. 

For a further description of the City's obligations under the Gas Supply Agreement, see "SECURITY 
AND SOURCES OF PAYMENT -The Gas Supply Agreement." 

Use of Proceeds of the 2006B Bonds and 2006C Bonds 

The 2006B Bonds and 2006C Bonds are being issued to provide funds to (i) finance a portion of the 
prepayment for the Gas Supply required by the Gas Purchase Agreement; and (ii) pay the costs of issuing the 
2006B Bonds and 2006C Bonds. See "PLAN OF FINANCE - Estimated Sources and Uses of Funds." 

Security and Sources of Payment 

The 2006B Bonds and 2006C Bonds are special obligations of the Authority payable solely from and 
secured solely by the Trust Estate pledged therefor under the Indenture, including primarily payments to be made 
by the City from amounts in the Light and Power Fund pursuant to the Gas Supply Agreement. 

The 2006B Bonds and the 2006C Bonds are special obligations of the Authority. The 2006B Bonds 
and the 2006C Bonds are payable by the Authority solely from, and secured solely by a pledge of, the Trust 
Estate pursuant to the Indenture. The 2006B Bonds and 2006C Bonds are not secured by a legal or 
equitable pledge of, or lien or charge upon, any property of the Authority or any of its income or receipts 
except the Trust Estate, which pledge is subject to the provisions of the Indenture permitting the application 
thereof for the purposes and on the terms and conditions set forth in the Indenture. Neither the faith and 
credit nor the taxing power of the State, the Authority, the City, or any other public agency is pledged to the 
payment of the 2006B Bonds or 2006C Bonds, and the issuance of the 2006B Bonds and 2006C Bonds shall 
not directly, indirectly or contingently obligate the Authority, the State or any political subdivision thereof, 
including the City, to levy or pledge any form of taxation or to make any appropriation for the payment of 
the 2006B Bonds or 2006C Bonds. 

For a further description of the security for and sources of payment of the 2006B Bonds and 2006C 
Bonds, see "SECURITY AND SOURCES OF PAYMENT." 

Guarantee of Gas Supplier Payment Obligations 

Under certain circumstances, the Gas Supplier may be obligated to make a payment to the Authority in 
lieu of gas required to be delivered under the Gas Purchase Agreement and upon the termination of the Gas 
Purchase Agreement prior to its stated termination date. All amounts payable by the Gas Supplier under the Gas 
Purchase Agreement, including any amount payable by the Gas Supplier upon any such early termination of the 
Gas Purchase Agreement, is guaranteed by Citigroup Inc. (the "Guarantor") pursuant to the Guarantee (the 
"Guarantee"), from the Guarantor to the Authority. See "PLAN OF FINANCE - Guarantee of Payment 
Obligations of the Gas Supplier." 
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Other 2006 Bonds 

The Authority also plans to issue concurrently with the issuance of the 2006B Bonds and 2006C Bonds its 
Variable Rate Revenue Bonds (Vernon Gas Project), 2006 Series A (the "2006A Bonds"), in an aggregate principal 
amount of $200,000,000, for the purposes of paying the remaining cost of acquiring the Gas Supply and paying the 
costs of issuing the 2006A Bonds. For a more detailed description of the 2006A Bonds, see "PLAN OF 
FINANCE" herein. References herein to the "2006 Bonds" shall be mean, collectively, the 2006A Bonds, the 
2006B Bonds and the 2006C Bonds, and references to the "Bonds" shall mean the 2006 Bonds together with any 
additional bonds issued pursuant to and secured on a parity with the 2006 Bonds under the Indenture, as it may be 
supplemented from time to time. See "APPENDIX D - SUMMARY OF CERTAIN PROVISIONS OF THE 
INDENTURE." 

The Authority 

The Joint Powers Act authorizes "public agencies" such as the City and the Redevelopment Agency of the 
City of Vernon (the "Redevelopment Agency") to enter into an agreement to establish an agency to exercise any 
power common to the contracting parties. Pursuant to such authority, the City and the Redevelopment Agency 
have entered into the Joint Powers Agreement to create and establish the Authority. The Authority was created for 
the purpose of undertaking projects and programs that promote economic development within the City, including 
the promotion of opportunities for the creation or retention of employment, the stimulation of economic activity, 
and an increase of the tax base. Such projects and programs include assisting the City in procuring natural gas to 
be used as fuel for the City's electric generating units which are part of the Electric System on terms and conditions 
approved by the City. 

The City and the Electric System 

The City is a chartered city of the State of California, consisting of approximately 5.2 square miles and 
located in Los Angeles County, approximately four miles southeast of downtown Los Angeles. The City was 
established in 1905 with the objective of promoting industrial activity. There are approximately 1,260 businesses 
located in the City employing more than 45,000 persons. The City is almost exclusively industrial, with an 
estimated resident population of 110 as of January 1, 2006. 

Pursuant to California law and its Charter, the City has established its Light and Power Department, which 
is responsible for the operation of the Electric System. The function of the Electric System is to supply electricity 
to the businesses, industries and residents of the City. The Electric System has been in operation since 1933. For 
the Fiscal Year ended June 30, 2005, the Electric System provided approximately 1,124 million kilowatt hours 
("kWh") of electricity to approximately 1,370 customers, almost all of which are commercial and industrial 
entities. See "APPENDIX A-CITY OF VERNON ELECTRIC SYSTEM" 

Bond Insurance 

Payment of the principal of and interest on the 2006B Bonds and 2006C Bonds when due will be insured 
by separate financial guaranty insurance policies (the "Policies") to be issued by MBIA Insurance Corporation (the 
"Insurer") simultaneously with the delivery of the 2006B Bonds and 2006C Bonds. See "BOND INSURANCE" 
herein. 

Liquidity Facilities 

The purchase price of 2006B Bonds and 2006C Bonds that are tendered for purchase and not remarketed 
will be paid from amounts made available by the Liquidity Provider under the respective Liquidity Facility. Under 
each Liquidity Facility, the Liquidity Provider is obligated to make available to the Tender Agent an amount equal 
to the principal amount of the 2006B Bonds or 2006C Bonds, as applicable, which are tendered plus up to 35 days' 
interest at an assumed interest rate of 12%. Each Liquidity Facility will expire on June 27, 2009 except as it may 
be extended or earlier terminated as described herein. 

Certain events of default may permit the Liquidity Provider to automatically terminate or suspend 
without notice its obligation to purchase tendered 2006B Bonds or 2006C Bonds. Upon the occurrence of 
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any such event, 2006B Bonds or 2006C Bonds tendered will not be purchased under the related Liquidity 
Facility and, therefore, funds may not be available to purchase such tendered 2006B Bonds or 2006C Bonds. 
See "THE LIQUIDITY FACILITIES." 

Debt Service Reserve Fund 

Pursuant to the Indenture, the Debt Service Reserve Fund is required to be maintained in an amount equal 
to the Debt Service Reserve Requirement. Amounts on deposit in the Debt Service Reserve Fund will be applied to 
make up any deficiency in the Debt Service Fund for the payment when due of principal of or interest on the 2006 
Bonds and any other Bonds issued under the Indenture. Initially, the Debt Service Reserve Fund will be funded 
with the Debt Service Reserve Fund Surety Bond (as hereinafter defined) issued by MBIA Insurance Corporation. 
See "SECURITY AND SOURCES OF PAYMENT - Debt Service Reserve Fund" and"- Debt Service Reserve 
Fund Surety Bond." 

Other Matters 

The summaries of and references to all documents, statutes, reports and other instruments referred to 
herein do not purport to be complete, comprehensive or definitive, and each such summary and reference is 
qualified in its entirety by reference to each document, statute, report or instrument. 

Attached to this Official Statement as Appendix D are summaries of certain provisions of the Indenture. 
Copies of the Indenture, the Gas Supply Agreement and the Gas Purchase Agreement are available for inspection at 
the offices of the Trustee, and copies of the Indenture will be provided by the Trustee upon request and payment of 
duplication costs. 

THE AUTHORITY 

The Authority is a publicly entity separate from its members, created pursuant to the Joint Powers Act and 
the Joint Exercise of Powers Agreement, dated as of April I, 2006 (the "Joint Powers Agreement"), between the 
City and the Redevelopment Agency. The Authority was created for the purpose of undertaking projects and 
programs that promote economic development within the City, including the promotion of opportunities for the 
creation or retention of employment, the stimulation of economic activity, and an increase of the tax base. Such 
projects and programs include assisting the City in procuring natural gas for use as fuel for electric generating units 
which are part of the Electric System on terms and conditions approved by the City. Pursuant to the Joint Powers 
Act and the Joint Powers Agreement, the Authority has any and all powers necessary or convenient in 
accomplishing the aforementioned purposes for which it was created, which are authorized by law to each of the 
City and the Redevelopment Agency and separately to the Authority, including all powers which are incidental to 
express powers. Without limiting the generality of the preceding sentence, the Authority has the power to make 
and enter into contracts, including, but not limited to (i) agreements to purchase or sell natural gas, (ii) forward 
contracts, futures contracts, puts, calls, options or other contracts related to the purchase of natural gas, (iii) 
hedging agreements relating to bonds issued by the Authority or other investments, as authorized under California 
law, including, but not limited to, interest rate swap agreements, and (iv) contracts and agreements relating to credit 
enhancement and/or liquidity support for bonds, as well as the power to issue bonds and to pledge any Authority 
property or revenues as security for such bonds. 

The business, activities and affairs of the Authority are managed and conducted by its Board of Directors. 
The Board of Directors consists of five directors. A vacancy in the office of a Director, whether by resignation or 
removal, is filled by the appointment of a successor by a resolution adopted by a majority vote of the remaining 
directors in office; however, no Director so appointed shall become a Director if the City Council of the City 
objects to such appointment within fifteen days of the receipt by the City Clerk of the City of the resolution 
appointing such Director. The present Directors and the expiration of their current terms of office are as follows: 
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General 

Name of Director 

Leonis C. Malburg 

Thom as A Ybarra 

William J Davis 

Hilario Gonzales 

W. Michael McCormick 

End of Term as Director 

April 1, 2011 

April 1, 2010 

April 1, 2009 

April 1, 2008 

April 1, 2007 

THE 2006B BONDS AND 2006C BONDS 

The 2006B Bonds and 2006C Bonds will bear interest initially at a Weekly Interest Rate as described 
below under "Determination of the Weekly Interest Rate" unless, at the direction of the Authority and upon 
compliance with the conditions set forth in the Indenture, the 2006B Bonds and 2006C Bonds are converted to bear 
interest at a Daily Interest Rate, Long-Tenn Interest Rate, Bond Interest Tenn Rate or Auction Rate (each, an 
"Interest Rate Period"). 

This Official Statement summarizes certain terms of the 2006B Bonds and 2006C Bonds only while 
such Bonds bear interest at a Weekly Interest Rate. Upon Conversion of the 2006B Bonds and 2006C Bonds 
to a different Interest Rate Period, the 2006B Bonds and/or 2006C Bonds will be subject to mandatory 
tender for purchase and, at that time, it is expected that a new official statement or other disclosure 
document will be prepared. 

The 2006B Bonds and 2006C Bonds will mature on August 1, 2021, subject to prior redemption as 
described herein under "Redemption Provisions". The 2006B Bonds and 2006C Bonds will be dated the date of 
their delivery and bear interest from that date until paid. So long as the 2006B Bonds and 2006C Bonds bear 
interest at a Weekly Interest Rate, interest will be computed on the basis of a 365- or 366-day year for the actual 
days elapsed. 

The 2006B Bonds and 2006C Bonds will be issued as fully registered Bonds in book-entry form only and 
when issued will be registered in the name of Cede & Co., as nominee of DIC. The 2006B Bonds and 2006C 
Bonds may be purchased only in denominations of $100,000 and integral multiples of $5,000 in excess of $100,000 
(each, an "Authorized Denomination"). 

While the 2006B Bonds and 2006C Bonds bear interest at a Weekly Interest Rate, interest on the 2006B 
Bonds and 2006C Bonds will be payable monthly in arrears on the first Wednesday of each month, commencing 
July 5, 2006 ( each, an "Interest Payment Date"), or the next succeeding Business Day if any such Wednesday is not 
a Business Day. If a payment date is not a Business Day at the place of payment, the payment will be made at that 
place on the next succeeding Business Day, with the same force and effect as if made on the payment date, and, in 
the case of such payment, no interest will accrue for the intervening period. 

Interest on the 2006B Bonds and 2006C Bonds will be payable for the period commencing on the first 
Wednesday of the preceding month and ending on the Tuesday immediately preceding the Interest Payment Date 
(or, if sooner, the last day of the Weekly Interest Rate Period). In any event, interest on the 2006B Bonds and 
2006C Bonds will accrue during the final Interest Rate Period to the date on which the 2006B Bonds and 2006C 
Bonds have been paid in full. 

At no time will any 2006B Bond or 2006C Bond bear interest at a Weekly Interest Rate that is in excess of 
the lesser of 12% per annum and the maximum rate of interest permitted by applicable law. 
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Principal of and interest on the 2006B Bonds and 2006C Bonds will be paid by the Trustee from moneys 
in the Debt Service Fund. So long as records of ownership of the 2006B Bonds and 2006C Bonds are maintained 
through the Book-Entry Only System described below, all payments to the Beneficial Owners of the 2006B Bonds 
and 2006C Bonds, including payments of principal and interest, will be made in accordance with the procedures 
described below under "BOOK-ENTRY ONLY SYSTEM" 

In the event the Book-Entry Only System is discontinued, principal of the 2006B Bonds and 2006C Bonds 
would be payable upon presentation of the 2006B Bonds and 2006C Bonds to the Trustee at its Principal Office by 
the Owners thereof, and interest on the 2006B Bonds and 2006C Bonds would be payable on each Interest Payment 
Date by the Trustee by check mailed on the date on which interest is due to the Owners of the 2006B Bonds and 
2006C Bonds at the close of business on the Record Date in respect of such Interest Payment Date at the registered 
addresses of Owners as they appear on the registration books maintained by the Trustee. 

The Record Date with respect to any Interest Payment Date for the 2006B Bonds and 2006C Bonds 
(whether or not the 2006B Bonds or 2006C Bonds are in a Book-Entry Only System) is the Business Day 
immediately preceding such Interest Payment Date. 

Concurrently with the issuance of the 2006B Bonds and 2006C Bonds, the Authority will enter into a 
Remarketing Agreement with Citigroup Global Markets Inc., as Remarketing Agent for the 2006B Bonds and 
2006C Bonds. Under the terms of the Remarketing Agreement, the Remarketing Agent will agree to determine the 
Weekly Interest Rate on each of the 2006B Bonds and 2006C Bonds and use its best efforts to remarket the 2006B 
Bonds and 2006C Bonds which are subject to optional and mandatory tender for purchase. 

Determination of the Weekly Interest Rate 

During each Weekly Interest Rate Period, the 2006B Bonds and 2006C Bonds will bear interest at the 
Weekly Interest Rate, which will be determined by the Remarketing Agent for such Series by 5:00 p.m., New Yark 
City time, on Tuesday of each week during such Weekly Interest Rate Period, or if such day is not a Business Day, 
then on the next succeeding Business Day. The initial Weekly Interest Rate for each Weekly Interest Rate Period 
will apply to the period commencing on the effective date of such Weekly Interest Rate Period and ending on the 
next succeeding Tuesday. Each Weekly Interest Rate thereafter will apply to the period commencing on 
Wednesday and ending on the next succeeding Tuesday (a "Calendar Week"), unless such Weekly Interest Rate 
Period will end on a day other than Tuesday, in which event the last Weekly Interest Rate for such Weekly Interest 
Rate Period will apply to the period commencing on and including Wednesday preceding the last day of such 
Weekly Interest Rate Period and ending on and including the last day of such Weekly Interest Rate Period. 

The Weekly Interest Rate applicable to the 2006B Bonds and Series 2006C Bonds for each Weekly 
Interest Rate Period will be the rate of interest per annum determined by the Remarketing Agent (based on the 
examination of tax-exempt obligations comparable in the judgment of the Remarketing Agent to the 2006B Bonds 
or 2006C Bonds, as the case may be, and known by the Remarketing Agent to have been priced or traded under 
then prevailing market conditions) to be the minimum interest rate which, if borne by the 2006B Bonds or 2006C 
Bonds, would enable the Remarketing Agent to sell such 2006B Bonds or 2006C Bonds on such date of 
determination at a price (without regarding accrued interest) equal to the principal amount thereof 

In the event the Remarketing Agent fails to establish a Weekly Interest Rate for any Calendar Week, then 
the Weekly Interest Rate for such week will be the same as the Weekly Interest Rate for the immediately preceding 
Calendar Week if the Weekly Interest Rate for such preceding Calendar Week was determined by the Remarketing 
Agent. In the event that the Weekly Interest Rate for the immediately preceding Calendar Week was not 
determined by the Remarketing Agent, or in the event that the Weekly Interest Rate determined by the 
Remarketing Agent is held to be invalid or unenforceable by a court of law, then the interest rate for such week will 
be equal to 110% of the EMA Index, or if such index is no longer made available, 85% of the interest rate on 30-
day high grade unsecured commercial paper notes sold through dealers by major corporations as reported in The 
Wall Street Journal on the day the Weekly Interest Rate would otherwise be determined as provided in the 
Indenture. 
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Conversion of Interest Rate Period for 2006B Bonds or 2006C Bonds 

Conversion from Weekly Interest Rate. The Authority may direct that the interest rate on the 2006B 
Bonds or 2006C Bonds bearing interest at a Weekly Interest Rate be converted to a Daily Interest Rate, a Long
T enn Interest Rate, Bond Interest Tenn Rates or ARS Rates upon satisfaction of certain conditions set forth in the 
Indenture. 

If the Interest Rate Period for the 2006B Bonds or the 2006C Bonds is to be converted from the Weekly 
Interest Rate Period, then the 2006B Bonds or 2006C Bonds, as the case may be, will be subject to mandatory 
tender for purchase on the effective date of the Conversion to another Interest Rate Period, at a purchase price equal 
to the principal amount thereof, without premium, plus accrued interest (if any) to the effective date of the 
Conversion. The Indenture provides that the Trustee is required to give notice of any Conversion to another 
Interest Rate Period to the Owners of the 2006B Bonds or 2006C Bonds, as the case may be, not less than 30 days 
prior to the proposed effective date of such Conversion. 

Certain Conditions to Conversion of Interest Rate Period. In connection with any Conversion of the 
Interest Rate Period for the 2006B Bonds or 2006C Bonds, the Authority will cause to be provided to the Trustee, 
the Liquidity Facility Provider, the Insurer and the Remarketing Agent a Favorable Opinion of Bond Counsel on 
the effective date of such Conversion. In the event that a Favorable Opinion of Bond Counsel is not delivered on 
any such date, then the Interest Rate Period will not be converted, and the 2006B Bonds or 2006C Bonds, as the 
case may be, will continue to bear interest at a Weekly Interest Rate as in effect immediately prior to such proposed 
Conversion of the Interest Rate Period. 

In any event, if notice of a Conversion has been mailed to the Owners of the 2006B Bonds and 2006C 
Bonds, and a Favorable Opinion of Bond Counsel is not delivered on the effective date of the proposed 
Conversion, the 2006B Bonds and 2006C Bonds will continue to be subject to mandatory tender for purchase on 
the date which would have been the effective date of such Conversion as provided in the Indenture. 

The Authority may rescind its election to convert the Interest Rate Period for the 2006B Bonds or 2006C 
Bonds from the Weekly Rate Period by delivering a rescission notice to the Trustee, the Remarketing Agent, the 
Tender Agent, the Liquidity Facility Provider and the Insurer on or prior to 10:00 a.m. on the second Business Day 
preceding the proposed effective date of the Conversion. However, if a notice of the proposed Conversion has 
been given to the Owners of the 2006B Bonds or 2006C Bonds, then such 2006B Bonds or 2006C Bonds 
nevertheless will still be subject to mandatory tender for purchase on the date which would have been the effective 
date of the Conversion, regardless of the rescission. 

If, at any time, the Interest Rate Period for the 2006B Bonds or 2006C Bonds is to be changed from one 
Interest Rate Period to another, such change must apply to all of the 2006B Bonds or 2006C Bonds. On or prior to 
the date the Authority changes the Interest Rate Period for the 2006B Bonds or 2006C Bonds, the Authority is 
required to deliver to the Trustee written confirmation of the new ratings from each Rating Agency then rating the 
2006B Bonds or 2006C Bonds. 

Tender and Purchase of2006B Bonds and 2006C Bonds 

THE INDENTURE PROVIDES THAT SO LONG AS CEDE & CO IS THE SOLE REGISTERED 
OWNER OF THE 2006B BONDS AND 2006C BONDS, ALL TENDERS AND DELIVERIES OF 2006B 
BONDS AND 2006C BONDS UNDER THE PROVISIONS OF THE INDENTURE SHALL BE MADE 
PURSUANT TO DTC'S PROCEDURES AS IN EFFECT FROM TIME TO TIME, AND NONE OF THE 
AUTHORITY, THE TRUSTEE, THE INSURER OR THE REMARKETING AGENT SHALL HAVE ANY 
RESPONSIBILITY FOR OR LIABILITY WITH RESPECT TO THE IMPLEMENTATION OF SUCH 
PROCEDURES. 

Tender for Purchase Upon Election of Owner During Weekly Interest Rate Period During any Weekly 
Interest Rate Period, any 2006B Bond or 2006C Bond may be tendered by the Owner (so long as the 2006B Bonds 
and 2006C Bonds are in a Book-Entry Only System, by the Beneficial Owner through its Participant in the 
Securities Depository) for purchase in whole (or in part if both the amount to be purchased and the amount 
remaining unpurchased will consist of Authorized Denominations) at the option of the Owner on any Business Day 
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at the applicable Purchase Price, upon delivery to the Tender Agent at its Principal Office, to the Trustee at its 
Principal Office and to the Remarketing Agent of an irrevocable written notice which states the principal amount of 
such 2006B Bond or 2006C Bond and the date on which the same will be purchased, which date must be a 
Business Day at least seven days after the date of the delivery of such notice. Any notice delivered to the Tender 
Agent after 4:00 p.m., New York City time, will be deemed to have been received on the next succeeding Business 
Day. 

Mandatory Tender for Purchase Upon Change to a Different Interest Rate Period The 2006B Bonds 
and/or 2006C Bonds will be subject to mandatory tender for purchase, at the applicable Purchase Price, on the 
effective date of a change to a different Interest Rate Period for such 2006B Bonds or 2006C Bonds (or on the day 
which would have been the effective date of such a change to a new Interest Rate Period if the conditions to such 
change set forth in the Indenture have not been satisfied). 

Mandatory Tender for Purchase upon Substitution, Termination or Expiration of a Liquidity Facility; 
Mandatory Standby Tender. If at any time the applicable Liquidity Provider is not in default under the Liquidity 
Facility for a Series of the 2006B Bonds or 2006C Bonds and the Trustee gives notice that the purchase price of the 
2006B Bonds or 2006C Bonds will on the date specified in such notice cease to be payable from amounts made 
available under the applicable Liquidity Facility as a result of (i) the substitution, termination or expiration of the 
term, as extended, of such Liquidity Facility, including, but not limited to, a termination at the option of the 
Authority in accordance with the terms of such Liquidity Facility, or (ii) the occurrence of a Mandatory Standby 
Tender (as hereinafter defined), then each such 2006B Bond or 2006C Bond, as the case may be, shall be 
purchased or deemed purchased at the applicable Purchase Price. In the event that funds from the remarketing of 
the 2006B Bonds or 2006C Bonds, as the case may be, are not sufficient to pay the purchase price of all such 
2006B Bonds or 2006C Bonds subject to mandatory tender, funds for such purchase will be drawn under the 
applicable Liquidity Facility. In the event such mandatory tender for purchase is required as a result of the 
substitution of an Alternate Liquidity Facility for the Liquidity Facility then in effect with respect to the 2006B 
Bonds or 2006C Bonds, as the case may be, the purchase price of 2006B Bonds or 2006C Bonds so tendered and 
not remarketed will be purchased from amounts made available under such Liquidity Facility rather than such 
Alternate Liquidity Facility. 

Any purchase of a 2006B Bond or 2006C Bond under the circumstances described in the preceding 
paragraph will occur on the Business Day preceding any substitution, expiration or termination of a Liquidity 
Facility, including any termination as a result of a Mandatory Standby Tender. "Mandatory Standby Tender" 
means the mandatory tender of the 2006B Bonds or 2006C Bonds upon receipt by the Trustee of written notice 
from the Liquidity Facility Provider that an event with respect to its Liquidity Facility has occurred which requires 
or gives the Liquidity Facility Provider the option to terminate its Liquidity Facility upon notice and requires that 
all Outstanding 2006B Bonds or 2006C Bonds secured by such Liquidity Facility be tendered for purchase. A 
Mandatory Standby Tender does not include circumstances in which the Liquidity Facility Provider may suspend 
or terminate its obligations to purchase 2006B Bonds or 2006C Bonds without notice, in which case there will be 
no mandatory tender of the 2006B Bonds or 2006C Bonds. See "THE LIQUIDITY FACILITIES." 

The Trustee is required to give notice by mail to the Owners of the 2006B Bonds or 2006C Bonds (i) on or 
before the 30th day preceding the substitution, termination or expiration of the related Liquidity Facility (except in 
the case of a termination resulting from an event resulting in the immediate termination or suspension of the 
obligation of the Liquidity Facility Provider to purchase the 2006B Bonds or 2006C Bonds, as the case may be, 
under the terms of the related Liquidity Facility) in accordance with its terms, or (ii) in the case of any Mandatory 
Standby Tender under such Liquidity Facility, as soon as reasonably possible following the receipt by the Trustee 
of notice of the Mandatory Standby Tender. The notice must be accompanied by directions for the purchase of the 
2006B Bonds or 2006C Bonds, as the case may be. Among other things, the notice must state the date of the 
termination or expiration of the affected Liquidity Facility and in the case of substitution the date of the proposed 
substitution of an Alternate Liquidity Facility (if any), and state that the 2006B Bonds or 2006C Bonds will be 
purchased as a result of such substitution, termination or expiration, including any termination as a result of a 
Mandatory Standby Tender and the date on which such purchase will occur, and will also provide any other 
information required in the notice to the Owners of the 2006B Bonds or 2006C Bonds. 

Irrevocable Notice Deemed to be Tender of 2006B Bonds or 2006C Bonds. The giving of notice by an 
Owner of a 2006B Bond or 2006C Bond of its election to have such 2006B Bond or 2006C Bond purchased during 

8 



a Weekly Interest Rate Period will constitute the irrevocable tender for purchase of such 2006B Bond or 2006C 
Bond with respect to which such notice has been given, regardless of whether such 2006B Bond or 2006C Bond is 
delivered to the Tender Agent for purchase on the relevant purchase date. If any Owner of a 2006B Bond or 2006C 
Bond who has given notice of tender for purchase as described in the preceding sentence ( or, so long as the 2006B 
or 2006C Bonds, as applicable, are in the Book-Entry Only System, the Owner authorizes and directs its Participant 
to make entries on the books of the Participant in the Securities Depository transferring the beneficial ownership of 
its 2006B Bond or 2006C Bond) fails to deliver such 2006B Bond or 2006C Bond to the Tender Agent at the place 
and on the applicable date and at the time specified, or fails to deliver such 2006B Bond or 2006C Bond properly 
endorsed, such 2006B Bond or 2006C Bond will constitute an Undelivered Bond. 

Undelivered 2006B Bonds or 2006C Bonds. If funds in the amount of the purchase price of the 
Undelivered Bonds are available for payment to the Owner thereof on the date and at the time specified, from and 
after the date and time of that required delivery, (i) each Undelivered Bond will be deemed to be purchased and 
will no longer be deemed to be Outstanding under the Indenture; (ii) interest will no longer accrue thereon; and 
(iii) funds in the amount of the purchase price of each such Undelivered Bond will be held by the Tender Agent for 
the benefit of the Owner thereof (provided that the Owner will have no right to any investment proceeds derived 
from such funds), to be paid on delivery (and proper endorsement) of such Undelivered Bond to the Tender Agent 
at its Principal Office. Any funds held by the Tender Agent as described in clause (iii) of the preceding sentence 
will be held uninvested and not commingled. The Tender Agent may refuse to accept delivery of any 2006B 
Bonds or 2006C Bonds for which a proper instrument of transfer has not been provided; such refusal, however, will 
not affect the validity of the purchase of such 2006B Bonds or 2006C Bonds as described in the Indenture. 

Payment of Purchase Price. For payment of the purchase price of any 2006B Bond required to be 
purchased as provided in the Indenture on the purchase date specified in the applicable notice, such 2006B Bond 
must be delivered, at or prior to 10:00 a.m., New Yark City time, on the date specified in such notice, to the Tender 
Agent at its Principal Office, accompanied by an instrument of transfer thereof, in form satisfactory to the Tender 
Agent, executed in blank by the Owner thereof or his duly authorized attorney, with such signature guaranteed by a 
commercial bank, trust company or member firm of the New Yark Stock Exchange. 

Delivery Address/or Tender Notices and Tendered 2006B Bonds and 2006C Bonds. Notices in respect of 
tenders for purchase at the election of Owners during a Weekly Interest Rate Period must be delivered to the 
Tender Agent and the Remarketing Agent. 

Book-Entry Tender and Delivery Procedures. Notwithstanding anything to the contrary contained in the 
Indenture, for so long as DTC's nominee is the sole registered owner of the 2006B Bonds and 2006C Bonds, all 
tenders for purchase and deliveries of 2006B Bonds and 2006C Bonds tendered for purchase or subject to 
mandatory tender under the provisions of the Indenture will be made pursuant to the DTC's procedures as in effect 
from time to time and neither the Authority, the Tender Agent, the Trustee, the Insurer nor the Remarketing Agent 
will have any responsibility for or liability with respect to the implementation of such procedures. 

Source of Funds for Purchase of 2006B Bonds and 2006C Bonds 

On the date on which 2006B Bonds and 2006C Bonds are to be purchased pursuant to the Indenture, the 
Tender Agent will purchase such 2006B Bonds and 2006C Bonds from the Owners thereof at the purchase price 
thereof Funds for the payment of such purchase price will be derived solely from the following sources in the 
order of priority indicated: 

(a) proceeds of the sale of the 2006B Bonds or 2006C Bonds, as the case may be, remarketed by the 
Remarketing Agent; 

(b) moneys received from draws on the related Liquidity Facility; and 

( c) any funds provided to the Tender Agent by the City for such purpose in its sole discretion (there being 
no obligation of the City to provide any funds). 

UPON THE OCCURRENCE OF CERTAIN EVENTS OF DEFAULT UNDER THE RELATED 
LIQUIDITY FACILITY, THE LIQUIDITY PROVIDER'S OBLIGATION TO PURCHASE TENDERED 2006B 
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BONDS OR 2006C BONDS MAY BE TERMINATED OR SUSPENDED AUTOMATICALLY. IN SUCH 
CASE, 2006B BONDS OR 2006C BONDS TENDERED WILL NOT BE PURCHASED UNDER THE 
RELATED LIQUIDITY FACILITY AND, THEREFORE, FUNDS MAY NOT BE AVAILABLE TO 
PURCHASE SUCH TENDERED 2006B BONDS OR 2006C BONDS. IN THE EVENT THE LIQUIDITY 
PROVIDER DOES NOT PURCHASE TENDERED 2006B BONDS OR 2006C BONDS FOR ANY REASON, 
NEITHER THE AUTHORITY NOR THE CITY HAS ANY OBLIGATION TO MAKE SUCH PAYMENT. THE 
POLICY DOES NOT PROVIDE FOR THE PAYMENT OF THE PURCHASE PRICE OF 2006B BONDS OR 
2006C BONDS TENDERED FOR PURCHASE. SEE "THE LIQUIDITY FACILITIES." 

Redemption Provisions 

Mandatory Sinking Fund Redemption. The 2006B Bonds and 2006C Bonds are subject to mandatory 
sinking fund redemption, in part, by lot, from Sinking Fund Instalhnents on each date set forth below, at a 
redemption price equal to the respective principal amount of the 2006B Bonds or 2006C Bonds to be redeemed, 
without premium. Sinking Fund Installments for the 2006B Bonds or 2006C Bonds shall be due on the following 
dates and in the following amounts: 

2006B Sinking Fund 2006C Sinking Fund 
Installment Due Date Sinking Fund Instalhnent Installment Due Date Sinking Fund Installment 

8/1/2007 $5,710,000 8/1/2007 $5,710,000 

8/6/2008 5,965,000 8/6/2008 5,965,000 

8/5/2009 6,180,000 8/5/2009 6,180,000 

8/4/2010 6,430,000 8/4/2010 6,425,000 

8/3/2011 6,640,000 8/3/2011 6,635,000 

8/1/2012 7,020,000 8/1/2012 7,015,000 

8/7/2013 7,275,000 8/7/2013 7,270,000 

8/6/2014 7,575,000 8/6/2014 7,575,000 

8/5/2015 7,895,000 8/5/2015 7,895,000 

8/3/2016 8,195,000 8/3/2016 8,190,000 

8/2/2017 8,565,000 8/2/2017 8,565,000 

8/1/2018 8,925,000 8/1/2018 8,920,000 

8/7/2019 9,290,000 8/7/2019 9,285,000 

8/5/2020 9,705,000 8/5/2020 9,705,000 

8/1/2021 10,070,000 8/1/2021 10,070,000 

[Remainder of page intentionally left blank.] 
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In the event any 2006B Bonds or 2006C Bonds have been purchased by the City or the Authority and 
surrendered for cancellation or redeemed at the option of the Authority, the remaining Sinking Fund Installments 
for such 2006B Bonds or 2006C Bonds shall be reduced, in an aggregate amount equal to the principal amount of 
such 2006B Bonds or 2006C Bonds so surrendered and redeemed, as directed in writing by the City, and in the 
absence of such direction, as proportionately as possible in integral multiples of the applicable Authorized 
Denominations. 

Optional Redemption. The 2006B Bonds and 2006C Bonds bearing interest at a Weekly Interest Rate are 
subject to optional redemption by the Authority, in whole or in part, at any time on any Business Day, at a 
Redemption Price equal to the principal amount thereof to be redeemed, plus accrued but unpaid interest to the 
redemption date. In the event of an optional redemption of 2006B Bonds or 2006C Bonds, (i) 2006B Bonds or 
2006C Bonds which are Bank Bonds shall be redeemed prior to any other 2006B Bonds or 2006C Bonds which are 
to be redeemed and which are not Bank Bonds; and (ii) the notional amount of the interest rate swap transaction 
relating to the 2006B Bonds and 2006C Bonds must be reduced by an amount corresponding to the principal 
amount of the 2006B Bonds or 2006C Bonds optionally redeemed. 

Notice of Redemption. In the event any 2006B Bonds or 2006C Bonds are called for redemption, the 
Trustee shall give notice, in the name of the Authority, of the redemption of such 2006B Bonds or 2006C Bonds, 
which notice shall be mailed, by first class mail, postage prepaid, not more than sixty (60) nor less than thirty (30) 
days before the redemption date to the Owners of the 2006B Bonds or 2006C Bonds to be redeemed (in whole or in 
part) at their addresses appearing in the Bond Register. Such notice shall specify the maturity date of the 2006B 
Bonds or 2006C Bonds to be redeemed, the redemption date and the place or places where amounts due upon such 
redemption shall be payable and, if less than all of the 2006B Bonds or 2006C Bonds of any maturity are to be 
redeemed, the letters and numbers or other distinguishing marks of such 2006B Bonds or 2006C Bonds to be so 
redeemed, and, in the case of 2006B Bonds or 2006C Bonds to be redeemed in part only, such notice shall also 
specify the respective portions of the principal amount thereof to be redeemed. Such notice shall further state that 
on the date scheduled for redemption and provided sufficient funds are deposited with the Trustee therefor, interest 
on the 2006B Bonds or 2006C Bonds shall cease to accrue and be payable. 

Receipt of such notice shall not be a condition precedent to the redemption of 2006B Bonds and 2006C 
Bonds and failure of any Owner of a 2006B Bond or 2006C Bond to receive any such notice or any insubstantial 
defect in such notice shall not affect the validity of the proceedings for the redemption of 2006B Bonds or 2006C 
Bonds. Any defect in such notice given to the Owners of less than all of the 2006B Bonds or 2006C Bonds to be 
redeemed shall not affect the validity of the proceedings for the redemption of the 2006B Bonds or 2006C Bonds as 
to which the notice of redemption did not contain such defect. 

Conditional Redemption. In the event funds required to pay the redemption price of the 2006B Bonds or 
2006C Bonds are not on deposit with the Trustee at the time notice of any optional redemption of 2006B Bonds or 
2006C Bonds is given, such notice shall state that such redemption is conditional upon the receipt by the Trustee, 
on or prior to the date fixed for such redemption, of moneys sufficient to pay the redemption price of the 2006B 
Bonds or 2006C Bonds to be redeemed, and that if such moneys shall not have been so received said notice shall be 
of no force and effect and the Authority shall not be required to redeem such 2006B Bonds or 2006C Bonds. In the 
event a notice of redemption of 2006B Bonds or 2006C Bonds contains such a condition and such moneys are not 
so received, the redemption of 2006B Bonds or 2006C Bonds as described in the conditional notice of redemption 
shall not be made and the Trustee shall, within a reasonable time after the date on which such redemption was to 
occur, give notice to the Persons and in the manner in which the notice of redemption was given that such moneys 
were not so received and that there shall be no redemption of 2006B Bonds or 2006C Bonds pursuant to the 
conditional notice of redemption. 

Partial Redemption of 2006B Bonds or 2006C Bonds. If less than all of the Outstanding 2006B Bonds or 
2006C Bonds shall be called for redemption, and subject to the procedures of DIC with respect to selection of 
2006B Bonds and 2006C Bonds for redemption as described under "BOOK-ENTRY ONLY SYSTEM'', the 
particular 2006B Bonds or 2006C Bonds or portions thereof to be redeemed shall, subject to any limitations with 
respect thereto contained in the Indenture, be selected at random by the Trustee in such manner as the Trustee in its 
discretion may deem fair and appropriate; provided, however, that 2006B Bonds and 2006C Bonds shall be 
redeemed in the following order of priority (and by lot within each priority): first, any 2006B Bonds or 2006C 
Bonds which are Bank Bonds, and second, any other 2006B Bonds or 2006C Bonds; provided further, that the 
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portion of any 2006B Bond or 2006C Bond of a denomination greater than the minimum Authorized Denomination 
for the 2006B Bonds and 2006C Bonds shall be redeemed in part only in a principal amount such that the portion 
of such 2006B Bond or 2006C Bond which is not redeemed shall be in an Authorized Denomination and that, in 
selecting portions of 2006B Bonds or 2006C Bonds for redemption, the Trustee shall treat each 2006B Bond or 
2006C Bond as representing that number of 2006B Bonds or 2006C Bonds of the minimum Authorized 
Denomination which is obtained by dividing the principal amount of such 2006B Bond or 2006C Bond by the 
minimum Authorized Denomination. 

SO LONG AS THE ONLY REGISTERED OWNER OF THE 2006B BONDS AND 2006C BONDS IS 
CEDE & CO, AS NOMINEE OF DIC, SUCH SELECTION WILL, HOWEVER, BE MADE BY DIC If a 
portion of a 2006B Bond or 2006C Bond is called for redemption, a new 2006B Bond or 2006C Bond of the same 
series in a principal amount equal to the unredeemed portion thereof will be issued to the Owner upon surrender 
thereof 

BOOK-ENTRY ONLY SYSTEM 

The Depository Trust Company ("DIC"), New Yark, NY, will act as securities depository for the 2006B 
Bonds and 2006C Bonds (within this section, the "Securities"). The Securities will be issued as fully-registered 
securities registered in the name of Cede & Co. (DTC's partnership nominee) or such other name as may be 
requested by an authorized representative of DIC One fully-registered Security certificate will be issued for each 
maturity of the Securities, and will be deposited with DIC 

DIC, the world's largest depository, is a limited-purpose trust company organized under the New York 
Banking Law, a "banking organization" within the meaning of the New York Banking Law, a member of the 
Federal Reserve System, a "clearing corporation" within the meaning of the New York Uniform Commercial Code, 
and a "clearing agency" registered pursuant to the provisions of Section l 7A of the Securities Exchange Act of 
1934. DIC holds and provides asset servicing for over 2 million issues of US. and non-US. equity issues, 
corporate and municipal debt issues, and money market instruments from over 85 countries that DTC's participants 
("Direct Participants") deposit with DIC DIC also facilitates the post-trade settlement among Direct Participants 
of sales and other securities transactions in deposited securities, through electronic computerized book-entry 
transfers and pledges between Direct Participants' accounts. This eliminates the need for physical movement of 
securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks, 
trust companies, clearing corporations, and certain other organizations. DIC is a wholly-owned subsidiary of The 
Depository Trust & Clearing Corporation ("DTCC"). DTCC, in turn is owned by a number of Direct Participants 
of DIC and Members of the National Securities Clearing Corporation, Government Securities Clearing 
Corporation, MBS Clearing Corporation, and Emerging Markets Clearing Corporation, (NSCC, GSCC, MBSCC, 
and EMCC, also subsidiaries of DTCC), as well as by the New Yark Stock Exchange, Inc., the American Stock 
Exchange, LLC, and the National Association of Securities Dealers, Inc. Access to the DIC system is also 
available to others such as both U.S. and non-US. securities brokers and dealers, banks, and trust companies, and 
clearing corporations that clear through or maintain a custodial relationship with a Direct Participant either directly 
or indirectly ("Indirect Participants"). DIC has Standard & Poor's highest rating: AAA The DIC Rules 
applicable to its Participants are on file with the Securities and Exchange Commission. More information about 
DIC can be found at www.dtcc.com. 

Purchases of Securities under the DIC system must be made by or through Direct Participants, which will 
receive a credit for Securities on DTC's records. The ownership interest of each actual purchaser of each Security 
("Beneficial Owner") is in turn to be recorded on the Direct and Indirect Participants' records. Beneficial Owners 
will not receive written confirmation from DIC 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 Securities 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 Securities, except in the event that use of the book-entry system for the Securities is 
discontinued. 

To facilitate subsequent transfers, all Securities deposited by Direct Participants with DIC are registered 
in the name ofDTC's partnership nominee, Cede & Co or such other name as may be requested by an authorized 
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representative of DIC. The deposit of Securities with DIC and their registration in the name of Cede & Co. or 
such other DIC nominee do not effect any change in beneficial ownership. DIC has no knowledge of the actual 
Beneficial Owners of the Securities; DTC's records reflect only the identity of the Direct Participants to whose 
accounts such Securities 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 DIC 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. 

Redemption notices shall be sent to DIC. If less than all of the Securities within an issue are being 
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct Participant in such issue 
to be redeemed. 

Neither DIC nor Cede & Co. (nor any other DIC nominee) will consent or vote with respect to Securities 
unless authorized by a Direct Participant in accordance with DTC's Procedures. Under its usual procedures, DIC 
mails an Omnibus Proxy to the Authority as soon as possible after the record date. The Omnibus Proxy assigns 
Cede & Co.' s consenting or voting rights to those Direct Participants to whose accounts the Securities are credited 
on the record date (identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments, and payments on account of any redemption permitted under the 
Indenture, on the Securities will be made to Cede & Co., or such other nominee as may be requested by an 
authorized representative of DIC. DTC's practice is to credit Direct Participants' accounts upon DTC's receipt of 
funds and corresponding detail information from the Authority or the Trustee, on payable date in accordance with 
their respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners will be 
governed by standing instructions and customary practices, as is the case with securities held for the accounts of 
customers in bearer form or registered in "street name," and will be the responsibility of such Participant and not of 
DIC, the Trustee, or the Authority, subject to any statutory or regulatory requirements as may be in effect from 
time to time. Payment of redemption proceeds, principal and interest to Cede & Co. (or such other nominee as may 
be requested by an authorized representative of DIC) is the responsibility of the Trustee, disbursement of such 
payments to Direct Participants will be the responsibility of DIC, and disbursement of such payments to the 
Beneficial Owners will be the responsibility of Direct and Indirect Participants. 

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

The Authority may decide to discontinue use of the system of book-entry only transfers through DIC (or a 
successor securities depository). In that event, Security certificates will be printed and delivered to DIC. 

THE AUTHORITY, THE UNDERWRITER AND THE TRUSTEE WILL HA VE NO 
RESPONSIBILITY OR OBLIGATION TO ANY DIRECT PARTICIPANT, ANY INDIRECT PARTICIPANT 
OR ANY BENEFICIAL OWNER, OR ANY OTHER PERSON NOT SHOWN ON THE REGISTRATION 
BOOKS OF THE TRUSTEE AS BEING A REGISTERED OWNER OF THE 2006B BONDS OR 2006C 
BONDS, WITH RESPECT TO (!) THE ACCURACY OF ANY RECORDS MAINTAINED BY DIC OR ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY 
DIC TO ANY DIRECT PARTICIPANT, BY ANY DIRECT PARTICIPANT TO ANY INDIRECT 
PARTICIPANT, OR BY ANY DIRECT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER IN 
RESPECT OF THE PRINCIPAL AMOUNT OF OR INTEREST ON THE 2006B BONDS OR 2006C BONDS; 
(3) THE DELIVERY OF ANY NOTICE BY DIC TO ANY DIRECT PARTICIPANT, BY ANY DIRECT 
PARTICIPANT TO ANY INDIRECT PARTICIPANT, OR BY ANY DIRECT OR INDIRECT PARTICIPANT 
TO ANY BENEFICIAL OWNER WHICH IS REQUIRED OR PERMITTED TO BE GIVEN TO REGISTERED 
OWNERS UNDER THE TERMS OF THE INDENTURE; ( 4) THE SELECTION OF THE BENEFICIAL 
OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION OF THE 2006B 
BONDS OR 2006C BONDS; OR (5) ANY CONSENT GIVEN OR ACTION TAKEN BY DIC AS 
REGISTERED OWNER 
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The information in this section concerning DIC and DTC's book-entry system has been obtained from 
sources that the Authority believes to be reliable, but the Authority takes no responsibility for the accuracy thereof 

PLAN OF TINANCE 

General 

The proceeds of the 2006B Bonds and 2006C Bonds will be used by the Authority to (i) finance a portion 
of the cost of acquiring the Gas Supply from the Gas Supplier pursuant to the Gas Purchase Agreement, and 
(ii) pay the costs of issuing the 2006B Bonds and 2006C Bonds. Contemporaneously with the issuance of the 
2006B Bonds and 2006C Bonds, the Authority expects to issue and sell the 2006A Bonds under the Indenture in an 
aggregate principal amount of $200,000,000, for the purposes of paying the remaining cost of acquiring the Gas 
Supply and paying the costs of issuing the 2006A Bonds. The 2006A Bonds are expected to be bear interest in an 
ARS Interest Rate Period, and the scheduled payments of principal of and interest on the 2006A Bonds are 
expected to be insured by a financial guaranty insurance policy issued by the Insurer containing the same terms and 
conditions as the Policies. The 2006A Bonds represent a special obligation of the Authority secured by a lien on 
the Trust Estate on a parity with the lien thereon securing the 2006B Bonds and 2006C Bonds. Each Series of the 
2006 Bonds is cross-defaulted against every other Series of the 2006 Bonds. 

Acquisition and Delivery of Gas Supply 

General. Under the terms of the Gas Purchase Agreement, the Authority is acquiring an aggregate of 
approximately 89,441,000 MMBtu of natural gas to be delivered by the Gas Supplier in specified Monthly 
Quantities for each month for fifteen years, commencing August 1, 2006 (the "Contract Term"). The Monthly 
Quantity of gas for each month will be delivered by the Gas Supplier ratably each day of such month (the "Daily 
Quantities") to the Delivery Point on the pipeline facilities of the Southern California Gas Company (the 
"Transporter"). 

Assignment of Rights by the Authority to the City. Pursuant to the Gas Supply Agreement and in 
consideration of the obligations of the City to make certain payments thereunder, including the Bond Payments, the 
Qualified Swap Payments, the Bank Payments and the Additional Gas Payments, the Authority has assigned to the 
City all of its rights and interests in and to the Gas Supply and Gas Purchase Agreement, and all rights and interests 
of the Authority in and to the Guarantee. Consequently, references in this section to "Purchaser" shall be deemed 
to be references to the City, as assignee of the Authority. See "The Gas Supply Agreement" in this section. 

Delivery Obligation. Each day during the term of the Gas Purchase Agreement, the Gas Supplier is 
required to schedule and deliver on a Firm basis the Daily Contract Quantity for such day to the Delivery Point. In 
the event the Gas Supplier fails to deliver such quantity of gas, including for reasons of Force Majeure, and to the 
extent such quantity of gas is not otherwise delivered as an Additional Interval Quantity under the terms of the Gas 
Purchase Agreement, the Gas Supplier is required to pay to the Purchaser the Replacement Cost (as defined in the 
Gas Purchase Agreement) in respect thereof 

Delivery Points. Except as may otherwise agreed to by the Gas Supplier and the Purchaser under the 
terms of the Gas Purchase Agreement, the Delivery Point for gas delivered under the Gas Purchase Agreement shall 
be any existing or future Southern California border receipt points into Transporter's system. In the event that 
Transporter establishes any City Gas Tariff Delivery Restriction, the parties may agree to provide for the least 
disproportionate economic impact on each party of such City Gas Tariff Delivery Restriction (the "Mitigation 
Measures"). If the parties fail, after good faith efforts, to reach agreement as to the Mitigation Measures, the Gas 
Supplier may elect to terminate the Gas Purchase Agreement unless the Purchaser agrees to assume all such 
additional costs. See "Early Termination of the Gas Purchase Agreement" in this section. 

Early Termination of the Gas Purchase Agreement. The Purchaser may, by written notice to the Gas 
Supplier, terminate the Gas Purchase Agreement prior to the end of the Contract Term in the event that (a) any 
amount due and owing to the Purchaser by the Gas Supplier under the Gas Purchase Agreement is not paid on or 
before ten (10) Days after notice of such failure is given by the Purchaser, (b) the Gas Supplier fails to deliver the 
Daily Contract Quantity for a cumulative total of thirty (30) or more days in a 12-month period (excluding any 
period during which such delivery failure is caused by Force Majeure), (c) any Seller Bankruptcy or Guarantor 

14 



Bankruptcy occurs and is continuing, or ( d) the Gas Supplier fails to provide to the Purchaser an Alternate 
Guarantee or other credit support as and when required under the terms of the Gas Purchase Agreement. In 
addition to the foregoing, the Gas Purchase Agreement may be terminated by the Gas Supplier following the 
adoption of any City Gas Tariff Delivery Restriction and the failure by the Gas Supplier and the Purchaser to agree 
to restrictions on the use of certain border receipt points on Transporter's system and/or other measures to mitigate 
the additional cost thereof, or for Purchaser to agree to bear all such costs. 

Payment Due Upon Early Termination. In connection with any early termination of the Gas Purchase 
Agreement as described above, the Gas Supplier shall pay to the Purchaser on the date of such termination the 
Replacement Cost (determined as provided in the Gas Purchase Agreement) for prepaid gas, if any, not delivered 
prior to the termination of the Gas Purchase Agreement, plus an amount equal to the remaining value of the Gas 
Purchase Agreement. Such amount shall constitute liquidated damages for all gas not delivered under the Gas 
Purchase Agreement. 

Guarantee of Gas Supplier's Payment Obligations. All payment obligations of the Gas Supplier under the 
Gas Purchase Agreement, including the amount payable by the Gas Supplier upon early termination thereof as 
described above, are guaranteed by the Guarantor under the Guarantee. See "Guarantee of Payment Obligations of 
the Gas Supplier" in this section. The Gas Supplier may substitute an Alternate Guarantee upon approval by the 
Purchaser and the Insurer, and shall provide an Alternate Guaranty or other credit support for its payment 
obligations under the Gas Purchase Agreement as described in the Gas Purchase Agreement in the event the Credit 
Ratings of the Guarantor are withdrawn or reduced below the minimum levels specified in the Gas Purchase 
Agreement. 

Guarantee of Payment Obligations of the Gas Supplier 

Obligations Guaranteed All payment obligations of the Gas Supplier under the Gas Purchase Agreement 
are guaranteed by the Guarantor pursuant to a Guarantee. In case of the failure of the Gas Supplier punctually to 
pay any such amounts due, the Guarantor has agreed upon written demand by the Purchaser to cause any such 
payment to be made when and as the same become due and payable, as if such payment were made by the Gas 
Supplier. Subject to the City's rights with respect thereto pursuant to the Gas Supply Agreement, the Guarantee 
and all rights of the Purchaser thereunder have been assigned to the Trustee under the Indenture as part of the Trust 
Estate. 

Nature of Guarantor's Obligations. The Guarantee is an irrevocable, unconditional, continuing obligation 
of the Guarantor, irrespective of the validity, regularity or enforceability of the obligations of the Gas Supplier 
under the Gas Purchase Agreement, the absence of any action to enforce the same, any waiver or consent by the 
Purchaser with respect to any provisions thereof, the rendering of any judgment against the Gas Supplier or any 
action to enforce the same or any other matter which would release a guarantor. The Guarantor has waived 
diligence, presentment, demand of payment (except as described in the foregoing paragraph), any right to require a 
proceeding against the Gas Supplier, protest or notice with respect to the obligations of the Gas Supplier or the 
amounts payable by the Gas Supplier under the Gas Purchase Agreement and all demands whatsoever, and has 
covenanted that the Guarantee will not be discharged except by complete payment of the obligations of the Gas 
Supplier. The Guarantee shall continue to be effective or be reinstated, as the case may be, if at any time any 
payment made by the Gas Supplier to the Purchaser is rescinded or must otherwise be restored or returned by the 
Purchaser upon the insolvency, bankruptcy or reorganization of the Gas Supplier, all as though such payment had 
not been made. 

Certain Information Regarding the Guarantor. Citigroup Inc. is a Delaware holding company whose 
wholly-owned subsidiaries include Citigroup Energy Inc. For further information regarding Citigroup Inc., 
reference is made to (i) the Annual Report on Form 10-K of Citigroup, Inc. and its subsidiaries for the year ended 
December 31, 2005, filed by Citigroup Inc. with the Securities and Exchange Commission (the "SEC"), (ii) the 
Quarterly Report on Form 10-Q of Citigroup, Inc. and its subsidiaries for the quarter ended March 31, 2006, filed 
by Citigroup Inc. with the SEC, and (iii) the Form 8-Ks filed by Citigroup Inc. with the SEC on March 31, April 4, 
April 13, April 17, April 25, April 26, April 27, April 28, April 28, May 12, May 19, June 9, June 15 of 2006. 
Further information regarding Citigroup Inc. subsequent to December 31, 2005, will be included in the Form 10-Qs 
(quarterly), Form 10-Ks (annually), and any Form 8-Ks subsequently filed by Citigroup Inc. with the SEC Copies 
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of such material may be obtained, upon payment of a duplicating fee, by writing to the SEC at 100 F Street, N.E., 
Washington, D.C 20549. In addition, such reports are available at the SEC's web site (http://www.sec.gov). 

Swap Agreement 

Contemporaneously with the issuance of the 2006 Bonds, the Authority is entering into an interest rate 
swap agreement in the form of an ISDA Master Agreement, dated as of June 27, 2006, including the Schedule and 
Credit Support Annex thereto (the "Master Agreement") with Citibank, N.A., New York (the "Swap 
Counterparty"). Pursuant to the Master Agreement, the Authority will enter into five separate interest rate swap 
transactions with the Swap Counterparty (four relating to the 2006A Bonds, i.e., one relating to each Subseries, and 
one relating to the 2006B Bonds and 2006C Bonds). Each such transaction will be evidenced by a Confirmation 
entered into under and governed by the Master Agreement (the Master Agreement, together with each such 
Confirmation, the "Swap Agreement"), with the notional amount and term of each such transaction being the same 
as the principal amount and term of the related Series of 2006 Bonds. The Authority will be required to make 
periodic payments thereunder based on a fixed rate and such notional amount, and in return, the Swap Counterparty 
will be required to make periodic payments based on a variable rate of interest equal to a percentage of one-month 
LIBOR and such notional amount. The amounts payable by each party on any date under the Swap Agreement will 
be netted against any payments to be received from the other party thereunder on the same date. The Swap 
Agreement is a Qualified Swap Agreement under the Indenture. All amounts due from the Authority under the 
Swap Agreement, including Net Payments and Termination Payments, are payable from Revenues deposited to the 
Qualified Swap Payments Fund in the order of priority set forth in the Indenture and described below under 
"SECURITY AND SOURCES OF PAYMENT-Application of Amounts in the Revenue Fund." 

Sale of Gas to the City 

General. Pursuant to the Gas Supply Agreement, the Authority has assigned, transferred and sold to the 
City all of its right, title and interest in and to the Gas Purchase Agreement, including the Gas Supply purchased 
thereunder, and the Guarantee. The City will take delivery of such gas in accordance with the Gas Purchase 
Agreement and shall take title to each MMBtu of such gas at the Delivery Point. The City will have sole 
responsibility for transporting the purchased gas from the Delivery Point, including arranging for such 
transportation and paying all costs associated therewith. So long as no event of default exists with respect to the 
Gas Supply Agreement, the City will exercise all of the rights of the Authority under the Gas Purchase Agreement 
and the Guarantee. 

Consideration for Gas. In consideration for the assignment by the Authority to the City of all of the 
Authority's right, title and interest in and to the Gas Purchase Agreement and the Guarantee, the City has agreed 
under the Gas Supply Agreement to make the Bond Payments, the Qualified Swap Payments, the Bank Payments 
and the Additional Gas Payments, and to pay various other fees and expenses relating to the 2006 Bonds. Such 
payments shall be made by the City solely from amounts on deposit in the City's Light and Power Fund. 

Unconditional Obligations. The Gas Supply Agreement provides that the obligations of the City to make 
the payments required thereunder, including the Bond Payments, the Qualified Swap Payments, the Bank Payments 
and the Additional Gas Payments, and to perform and observe the other agreements on its part contained therein, 
are absolute and unconditional, irrespective of any defense or any rights of setoff, recoupment or counterclaim it 
might otherwise have against the Purchaser or any other person, and that the City shall pay absolutely net the 
payments required by the Gas Supply Agreement as prescribed therein, free of any deductions and without 
abatement, diminution or setoff See "SECURITY AND SOURCES OF PAYMENT - The Gas Supply 
Agreement." 

Grant of Security Interest to Trustee. Pursuant to the Indenture and subject to the priorities established 
thereunder, the Authority granted to the Trustee for the benefit of the Owners and the other parties secured under 
the Indenture a security interest in and to the Authority's right, title and interest in and to (i) the Gas Supply 
Agreement (other than the Reserved Rights), including the right to receive the Bond Payments, the Qualified Swap 
Payments, the Bank Payments and the Additional Gas Payments from the City, and (ii) all amounts paid by the 
Guarantor under and pursuant to the Guarantee. 
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Use of Gas by the City in the Electric System. The City will use the Gas Supply primarily as fuel for the 
generation of electricity at the Malburg Generating Station. The acquisition of the Gas Supply is the principal 
component of a long term natural gas procurement program for the Malburg Generating Station and the H. 
Gonzales Station consisting of approximately 70% fixed priced gas and approximately 30% indexed price gas. The 
Gas Supply will provide approximately 87% of the fuel requirements for the Malburg Generating Station when 
running as a base load unit in average climatic conditions. The remaining 13% of fuel requirements for the Malburg 
Generation Station, and the fuel requirements for the H. Gonzales Station gas turbines, will be met primarily 
through a partial requirements contract with Citigroup Energy Inc. In connection with the acquisition of the Gas 
Supply, the City will enter into a commodity price hedge relating to approximately 25% of the Monthly Quantities 
required to be delivered by the Gas Supplier (the "Commodity Price Hedge"). The Commodity Price Hedge will 
effectively convert the fixed price of the portion of the Gas Supply to which the Commodity Hedge relates to a 
variable market index price determined monthly. 

For a description of the Electric System, including further information with respect to the use of gas by the 
City, the City's gas procurement program, and its monitoring and hedging of gas prices, see APPENDIX A -
"CITY OF VERNON ELECTRIC SYSTEM" 

[Remainder of page intentionally left blank] 
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ESTIMATED SOURCES AND USES OF FUNDS 

Sources of Funds: 

Principal Amount of the 2006B Bonds and 2006C Bonds .. 

Total Sources of Funds .. 

Use of Funds: 

Cost of Acquiring a Portion of the Gas Supply .. 
Costs of Issuance (I) . 

Total Use of Funds .. 

$ 230,845,000 

$ 230,845,000 

$ 227,074,475 
3,770,525 

$ 230,845,000 

(I) Includes legal fees, fees of the Trustee, rating agency fees, financial and consulting fees, bond insurance and 
debt service reserve surety premiums, printing costs and other miscellaneous expenses for the 2006B Bonds 
and 2006C Bonds. 

Concurrently with the issuance of the 2006B Bonds and 2006C Bonds, the Authority also plans to issue 
the 2006A Bonds in the aggregate principal amount of $200,000,000. The net proceeds of the 2006A Bonds will 
be used to: (i) pay the portion of the cost of acquiring the Gas Supply not being paid with the proceeds of the 
2006B Bonds and 2006C Bonds; and (ii) pay the cost of issuance of the 2006A Bonds. 

SECURITY AND SOURCES OF PAYMENT 

Pledge Effected by the Indenture 

Trust Estate. The 2006B Bonds and 2006C Bonds are special obligations of the Authority. The principal 
of and interest on the 2006B Bonds and 2006C Bonds are payable solely from and secured solely by a lien on and 
security interest in the Trust Estate pledged therefor under the Indenture, which consists of: (i) the Revenues; (ii) all 
amounts on deposit in the Funds and Accounts held by the Trustee under the Indenture, other than the Rebate Fund, 
including the investments, if any, thereof; (iii) all of the Authority's right, title and interest in and to the Gas Supply 
Agreement, other than Reserved Rights; and (iv) subject to the rights of the City in the Gas Purchase Agreement 
and the Guarantee pursuant to the Gas Supply Agreement, all of the Authority's right, title and interest in and to the 
Gas Purchase Agreement and the Guarantee. The pledge of the Trust Estate in the Indenture is subject to the 
provisions of the Indenture permitting the application thereof for the purposes and on the terms and conditions set 
forth therein. The pledge of the Trust Estate pursuant to the Indenture secures the 2006B Bonds and 2006C Bonds, 
the 2006A Bonds and any other Bonds which the Authority may issue on a parity basis under the Indenture. 

For a summary of certain provisions of the Indenture, see "APPENDIX D-SUMMARY OF CERTAIN 
PROVISIONS OF THE INDENTURE." 

Revenues. "Revenues" is defined in the Indenture to mean (i) all Bond Payments, Bank Payments and all 
Qualified Swap Payments paid by the City pursuant to the Gas Supply Agreement; (ii) all Net Payments and 
Termination Payments paid by the Swap Counterparty to the Authority pursuant to each Qualified Swap 
Agreement, which Termination Payments are not used to fund a replacement Qualified Swap Agreement; 
(iii) subject to the rights of the City under the Gas Supply Agreement prior to the occurrence of an Event of Default 
thereunder, all amounts paid by the Gas Supplier pursuant to the Gas Purchase Agreement; and (iv) all amounts 
paid by Guarantor or any other Person pursuant to, or in connection with, the Guarantee. 

The 2006B Bonds and 2006C Bonds are special obligations of the Authority. The 2006B Bonds and 
2006C Bonds are payable by the Authority solely from, and secured solely by a pledge of, the Trust Estate 
pursuant to the Indenture. The 2006B Bonds and 2006C Bonds are not secured by a legal or equitable 
pledge of, or lien or charge upon, any property of the Authority or any of its income or receipts except the 
Trust Estate, which pledge is subject to the provisions of the Indenture permitting the application thereof for 
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the purposes and on the terms and conditions set forth therein. Neither the faith and credit nor the taxing 
power of the State, the Authority, the City or any other public agency is pledged to the payment of the 2006B 
Bonds or 2006C Bonds, and the issuance of the 2006B Bonds and 2006C Bonds shall not directly, indirectly 
or contingently obligate the Authority, the State or any political subdivision thereof, including the City, to 
levy or pledge any form of taxation or to make any appropriation for the payment of the 2006B Bonds or 
2006C Bonds. 

Bond Payments, Bank Payments and Swap Payments. The City has covenanted pursuant to the Gas 
Supply Agreement to pay to the Trustee, as assignee of the Authority, as a Bond Payment on or before each date 
provided in or pursuant to the Indenture for the payment of principal of (whether at maturity or upon redemption or 
acceleration), and/or interest on the Outstanding Bonds, until the principal of and interest on the 2006B Bonds and 
2006C Bonds shall have been fully paid or provision for the payment thereof shall have been made in accordance 
with the Indenture, a sum equal to the amount then payable as principal (whether at maturity or upon redemption or 
acceleration) and interest on the 2006B Bonds and 2006C Bonds as provided in the Indenture. Notwithstanding the 
foregoing, with respect to any Sinking Fund Installment, the City shall make monthly Bond Payments during the 
year prior to the date such Sinking Fund Installment is due in an amount equal to 1/12 (one-twelfth) of the amount 
of such Sinking Fund Installment, such payments to be deposited by the trustee into the Debt Service Fund. In 
addition, the City has covenanted to pay to the Trustee, as assignee of the Authority, as a Qualified Swap Payment 
on or before each date provided in or pursuant to the Swap Agreement for the payment of any amount by the 
Authority, including without limitation Net Payments and Termination Payments, all amounts payable by the 
Authority on such date. The City has also covenanted pursuant to the Gas Supply Agreement to pay certain other 
amounts and fees referred to as "Additional Gas Payments." 

The obligations of the City to make the payments required under the Gas Supply Agreement, including the 
Bond Payments, the Qualified Swap Payments, the Bank Payments and the Additional Gas Payments, and to 
perform and observe the other agreements on its part contained therein are absolute and unconditional, irrespective 
of any defense or any rights of setoff, recoupment or counterclaim the City might otherwise have against the 
Authority or any other person, and the City shall pay from the revenues of the Electric System absolutely net the 
payments required by the Gas Supply Agreement as prescribed therein, free of any deductions and without 
abatement, diminution or setoff. 

Nature of City's Payment Obligations. The payment obligations of the City under the Gas Supply 
Agreement, including the obligation to make the Bond Payments, the Swap Payments, the Bank Payments and 
Additional Gas Payments, do not constitute a charge against the general credit of the City but are special 
obligations payable only from amounts in the City's Light and Power Fund as an Operation and Maintenance 
Expense of the Electric System. Upon receipt of Electric System Revenues, the City deposits all such amounts into 
the City's Light and Power Fund, from which it pays Operation and Maintenance Expenses. The City has 
covenanted in the Gas Supply Agreement to apply the moneys in the Light and Power Fund to the payment of 
Operation and Maintenance Expenses then due and payable, which the City has represented and warranted include 
the Bond Payments, the Qualified Swap Payments, the Bank Payments, Additional Gas Payments and all other 
amounts due under the Gas Supply Agreement, before applying such moneys to any other purpose. For 
information relating to the City's Electric System, see "APPENDIX A-CITY OF VERNON ELECTRIC 
SYSTEM" 

The amounts due from the City to the Authority, including the Bond Payments, the Qualified Swap 
Payments, the Bank Payments and Additional Gas Payments, are not secured by a legal or equitable pledge 
of, or lien or charge upon, any property of the City or any of its income or receipts but are payable only 
from amounts in the Light and Power Fund. Neither the faith and credit nor the taxing power of the State, 
the City or any other public agency is pledged to the payment of amounts due under the Gas Supply 
Agreement, and the execution and delivery of the Gas Supply Agreement do not directly, indirectly or 
contingently obligate the City, the State or any political subdivision thereof to levy or pledge any form of 
taxation or to make any appropriation for the payments due thereunder. 

Application of Amounts in Revenue Fund 

Pursuant to the Indenture, the Authority will deposit, or cause to be deposited, in the Revenue Fund all 
Revenues and all other amounts received by the Authority in connection with the Gas Supply Agreement, the Gas 
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Purchase Agreement and the Guarantee promptly upon receipt thereof Moneys in the Revenue Fund will be 
applied as set forth below. The Trustee will transfer moneys from the Revenue Fund to the following funds and 
accounts in the following order of priority, amounts and times (except that if on any date a transfer is to be made to 
the Debt Service Fund, the Credit Enhancement Fund (but only with respect to a transfer relating to reimbursement 
for payment of principal of or interest on Bonds or payment of a Facility Fee) and/or, with respect to a Net 
Payment, the Qualified Swap Fund, there are insufficient moneys in the Revenue Fund to make all such transfers, 
then such transfers will be made ratably based on the amount due each such fund): 

(a) On each when a Rebate Requirement is due pursuant to the Tax Agreement with respect to any Bonds, 
to the Rebate Fund, the amount necessary to make the amount available in the Rebate Fund equal the Rebate 
Payment payable on such date; 

(b) on each Interest Payment Date and each other date when interest on the Bonds is due and payable, to 
the Interest Account in the Debt Service Fund, an amount equal to the interest payable on the Outstanding Bonds 
on such date; 

(c) on the first day of each month (or if such date is not a Business Day, on the preceding Business Day), 
to the Principal Account an amount equal to one-twelfth of the principal amount of the Outstanding Bonds 
scheduled to mature on the next succeeding August I which are not payable from Sinking Fund Installments, plus 
an amount equal to one-twelfth of the Sinking Fund Installments due with respect to the Outstanding Bonds on the 
next succeeding August 1; 

( d) on each date on which the principal of Outstanding Bonds is due and payable upon acceleration, to the 
Principal Account, an amount equal to the principal of the Outstanding Bonds coming due on such date; 

(e) on each date on which (i) any amounts are due under a Bank Agreement relating to the reimbursement 
or payment of principal of or interest on Bonds, to the Credit Enhancement Fund in an amount equal to the amounts 
coming due under such Bank Agreement on such date, and (ii) any Facility Fee is due, to the Credit Enhancement 
Fund in an amount equal to the amount of such Facility Fee coming due on such date; 

(f) on each date the Authority is required to make a Net Payment under a Qualified Swap Agreement, to 
the Qualified Swap Fund an amount equal to the amount coming due under the Qualified Swap Agreement on such 
date; 

(g) after each withdrawal of moneys from the Debt Service Reserve Fund and on each Debt Service 
Reserve Valuation Date, to the Debt Service Reserve Fund an amount such that, after the deposit of such amount in 
the Debt Service Reserve Fund, the amount on deposit in such Fund shall be at least equal to the Debt Service 
Reserve Requirement, including amounts necessary to reinstate any Reserve Financial Guaranties on deposit in the 
Debt Service Reserve Fund; 

(h) on each date the Authority is required to make a Termination Payment under a Qualified Swap 
Agreement, to the Qualified Swap Fund an amount equal to the amount coming due under the Qualified Swap 
Agreement on such date; and 

(i) on each date any amounts are due and payable under a Bank Agreement, to the extent not paid above, 
to the Credit Enhancement Fund, in an amount equal to such previously unpaid amounts, without duplication, 
coming due under such Bank Agreement on such date. 

Rate Covenant 

Pursuant to the Gas Supply Agreement, the City has covenanted that it will at all times fix, prescribe and 
collect rates and charges for the Electric System during each Fiscal Year which shall provide Electric System 
Revenues sufficient, together with other available funds, to pay when due the Operation and Maintenance 
Expenses, including all payments required of the City under the Gas Supply Agreement (which includes the Bond 
Payments, the Qualified Swap Payments, the Bank Payments and the Additional Gas Payments), and all other 
payments which are a charge or lien on the Electric System Revenues as the same become due and payable. 
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Other Parties Secured by the Trust Estate 

Under the terms of the Indenture, the Trust Estate is pledged equally and ratably to the payment of (i) the 
principal of and interest on the 2006 Bonds and any additional Bonds issued pursuant to the terms of the Indenture, 
(ii) all amounts due and payable by the Authority pursuant to any Bank Agreement, and (iii) all amounts due from 
the Authority pursuant to the Swap Agreement and any other Qualified Swap Agreement entered into by the 
Authority. See APPENDIX D-SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE-The 
Indenture." 

As described under "PLAN OF FINANCE - Swap Agreement" herein, the City expects to enter into the 
Swap Agreement in connection with the issuance of the 2006 Bonds. Under the terms of the Indenture, the 
Authority has pledged the Trust Estate to secure the payment by the Authority of any amounts owed by it under the 
Swap Agreement, which pledge is on a parity with the pledge of the Trust Estate made by the Authority under the 
Indenture to secure the Bonds. Amounts received by the Authority under the Swap Agreement constitute 
"Revenues" under the Indenture. The obligation of the Swap Counterparty to make payments under the Swap 
Agreement does not affect the Authority's obligation under the Indenture for the payment of the Bonds. Neither 
the Owners of the Bonds, nor any other person other than the City and the Authority will have any rights under the 
Swap Agreement. Under certain circumstances, the Swap Agreement is subject to early termination prior to the 
maturity of the 2006 Bonds, in which event the City could be obligated to make a substantial payment to the Swap 
Counterparty. Amounts due from the Authority upon any early termination of a transaction under the Swap 
Agreement are subordinate as to payment from the amounts in the Revenue Fund to the payment of amounts due 
with respect to the Bonds. 

Debt Service Reserve Fund 

The Debt Service Reserve Fund is required to be maintained in an amount equal to the "Debt Service 
Reserve Requirement," which is defined in the Indenture to mean, as of any date of calculation, an amount equal to 
the least of (a) ten percent (10%) of the initial offering price to the public of the Bonds as determined under the 
Code, or (b) the greatest amount of debt service on the Outstanding Bonds in any Fiscal Year during the period 
commencing with the Fiscal Year in which the determination is being made and terminating with the last Fiscal 
Year in which any Outstanding Bond is due, or (c) one hundred twenty-five percent (125%) of the sum of the debt 
service for all Fiscal Years during the period commencing with the Fiscal Year in which such calculation is made 
(or if appropriate, the first full Fiscal Year following the issuance of any Bonds) and terminating with the last 
Fiscal Year in which any debt service on an Outstanding Bond is due, divided by the number of such Fiscal Years, 
all as computed and determined by the Authority and specified in writing to the Trustee; provided, however that in 
determining debt service with respect to any Bonds that constitute Variable Rate Bonds, the interest rate on such 
Bonds for any period as to which such interest rate has not been established shall be assumed to be (i) with respect 
to Bonds which are tax-exempt, the ten year historical average of the BMA Index ending with the week preceding 
the date of calculation, and (ii) with respect to Bonds which are not tax-exempt, the ten year historical average of 
one-month LIBOR ending with the month preceding the date the calculation is made, or if one-month LIBOR is not 
available for such period, another similar rate or index selected by the Authority. 

Pursuant to the Indenture, in lieu of the required deposits and transfers of money to the Debt Service 
Reserve Fund, the City may cause to be deposited in the Debt Service Reserve Fund a Reserve Financial Guaranty 
or Guaranties such as the Debt Service Reserve Fund Surety Bond (as hereinafter defined) in an amount equal to 
the difference between the Debt Service Reserve Requirement and the sums, if any, then on deposit in the Debt 
Service Reserve Fund or being deposited in such Fund concurrently with such Reserve Financial Guaranty or 
Guaranties. "Reserve Financial Guaranty" is defined in the Indenture to mean a policy of municipal bond 
insurance or surety bond issued by a municipal insurer or a letter of credit issued by a bank or other institution if 
the obligations insured by such insurer or issued by such bank or other institution, as the case may be, have ratings 
at the time of issuance of such policy or surety bond or letter of credit in the highest rating category (without regard 
to qualifiers) by S&P and Moody's and, if rated by AM. Best & Company, also in the highest rating category 
(without regard to qualifiers) by AM. Best & Company. Any Reserve Financial Guaranty must be acceptable to 
the Insurer. 
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Upon the issuance of the 2006 Bonds, the Debt Service Reserve Fund will be funded solely by the Debt 
Service Reserve Fund Surety Bond issued by MBIA Insurance Corporation. See "--Debt Service Reserve Fund 
Surety Bond" below. 

The Trustee shall draw upon or otherwise take such action as is necessary in accordance with the terms of 
the Reserve Financial Guaranties (including the Debt Service Reserve Fund Surety Bond) to receive payments with 
respect thereto (including the giving of notice as required thereunder): (i) on any date on which moneys will be 
required to be withdrawn from the Debt Service Reserve Fund and applied to the payment of principal of or interest 
on any Bonds and such withdrawal cannot be met by amounts on deposit in the Debt Service Reserve Fund; (ii) on 
the first Business Day which is at least ten (10) days prior to the expiration date of each Reserve Financial 
Guaranty, in an amount equal to the deficiency which would exist in the Debt Service Reserve Fund if such 
Reserve Financial Guaranty expired, unless a substitute Reserve Financial Guaranty with an expiration date not 
earlier than 180 days after the expiration date of the expiring Reserve Financial Guaranty is acquired prior to such 
date or the City deposits funds in the Debt Service Reserve Fund before such date so that the amount in the Debt 
Service Reserve Fund on such date (without regard to such expiring Reserve Financial Guaranty) is at least equal to 
the Debt Service Reserve Requirement. 

Debt Service Reserve Fund Surety Bond 

The Insurer has issued its commitment to issue a surety bond with respect to the Debt Service Reserve 
Fund (the "Debt Service Reserve Fund Surety Bond"). The Debt Service Reserve Fund Surety Bond will provide 
that upon notice from the Trustee to the Insurer to the effect that insufficient amounts are on deposit in the Debt 
Service Fund to pay the principal of (at maturity or pursuant to mandatory redemption requirements) and interest 
on the 2006 Bonds, the Insurer will promptly deposit with the Trustee an amount sufficient to pay the principal of 
and interest on the 2006 Bonds or the available amount of the Debt Service Reserve Fund Surety Bond, whichever 
is less. Upon the later of: (i) three (3) days after receipt by the Insurer of a Demand for Payment in the form 
attached to the Debt Service Reserve Fund Surety Bond, duly executed by the Trustee; or (ii) the payment date of 
the 2006 Bonds as specified in the Demand for Payment presented by the Trustee to the Insurer, the Insurer will 
make a deposit of funds in an account with US. Bank Trust National Association, in New Yark, New Yark, or its 
successor, sufficient for the payment to the Trustee, of amounts which are then due to the Trustee (as specified in 
the Demand for Payment) subject to the Surety Bond Coverage. 

The available amount of the Debt Service Reserve Fund Surety Bond is the initial face amount of the Debt 
Service Reserve Fund Surety Bond less the amount of any previous deposits by the Insurer with the Trustee which 
have not been reimbursed by the Authority. The City, the Authority and the Insurer have entered into a Financial 
Guaranty Agreement (the "Financial Guaranty Agreement"). Pursuant to the Financial Guaranty Agreement, the 
Authority is required to reimburse the Insurer, within one year of any deposit, the amount of such deposit made by 
the Insurer with the Trustee under the Debt Service Reserve Fund Surety Bond. Such reimbursement shall be made 
only after the deposits described above in paragraphs (a) through (f) under the heading "- Application of Amounts 
in Revenue Fund" have been made. 

Under the terms of the Financial Guaranty Agreement, the Trustee is required to reimburse the Insurer, 
with interest, until the face amount of the Debt Service Reserve Fund Surety Bond is reinstated before any deposit 
is made to those funds described in paragraphs (h) and (i) under the heading"- Application of Amounts in Revenue 
Fund." No optional redemption of 2006 Bonds may be made until the Insurer's Debt Service Reserve Fund Surety 
Bond is reinstated. The Debt Service Reserve Fund Surety Bond will be held by the Trustee in the Debt Service 
Reserve Fund and is provided as an alternative to the Authority depositing funds equal to the Debt Service 
Requirement for outstanding 2006 Bonds. The Debt Service Reserve Fund Surety Bond will be issued in the face 
amount equal to the Debt Service Reserve Amount for the 2006 Bonds and the premium therefor will be fully paid 
by the Authority at the time of delivery of the 2006 Bonds. 

Parity Obligations 

2006A Bonds. As described above, concurrently with the issuance of the 2006B Bonds and 2006C Bonds, 
the Authority expects to issue the 2006A Bonds, which are secured by the Trust Estate on a parity basis with the 
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2006B Bonds and the 2006C Bonds under the Indenture. The 2006 Bonds will be the first Series of Bonds issued 
under the Indenture. 

Additional Bonds. The Authority may issue additional Bonds secured under the Indenture pursuant to the 
terms set forth therein. Any such Bonds shall only be issued for one of the following purposes: (i) prepaying all of 
the costs of acquiring additional natural gas under the Gas Purchase Agreement which gas is sold to the City 
pursuant to the Gas Supply Agreement; or (ii) refunding an Outstanding Bond or Bonds. 

Other Parity Obligations. The pledge of the Trust Estate under the Indenture also secures the payment of 
all amounts due from the Authority under any Bank Agreement and any Qualified Swap Agreement. Such pledge 
is on parity with the pledge of the Trust Estate made under the Indenture to secure the payments due in respect of 
the Bonds. 

See "APPENDIX D-SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE." 

Limitations on Remedies 

The rights of the Owners of the 2006B Bonds and 2006C Bonds are subject to the limitations on legal 
remedies against public entities in the State. Additionally, enforceability of the rights and remedies of the Owners 
of the 2006B Bonds and 2006C Bonds, and the obligations incurred by the Authority and the City, may become 
subject to the following: the Federal Bankruptcy Code and applicable bankruptcy, insolvency, reorganization, 
moratorium, or similar laws relating to or affecting the enforcement of creditor's rights generally, now or hereafter 
in effect; equity principles which may limit the specific enforcement under State law of certain remedies; the 
exercise by the United States of America of the powers delegated to it by the Constitution; and the reasonable and 
necessary exercise, in appropriate situations, of the police powers inherent in the sovereignty of the State and its 
governmental bodies in the interest of serving a significant and legitimate public purpose. Bankruptcy proceedings, 
or the exercise of powers by the federal or State government, if initiated, could subject the Owners of the 2006B 
Bonds and 2006C Bonds to judicial discretion and interpretation of their rights in bankruptcy or otherwise, and 
consequently may entail risks of delay, limitation, or modification of their rights. 

BOND INSURANCE 

The following information has been famished by the Insurer for use in this Official Statement. Reference 
is made to Appendix F for a specimen of the Policies with respect to the 2006B Bonds or 2006C Bonds. 

The Insurer accepts no responsibility for the accuracy or completeness of this Official Statement or any 
other information or disclosure contained herein, or omitted here from, other than with respect to the accuracy of the 
information regarding the Policies and the Insurer and its affiliates set forth under the heading "BOND 
INSURANCE". In addition, the Insurer makes no representation regarding the 2006B Bonds or 2006C Bonds or 
the advisability of investing in the 2006B Bonds or 2006C Bonds. 

The Policies 

The Policies unconditionally and irrevocably guarantees the full and complete payment required to be 
made by or on behalf of the Authority 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 2006B Bonds or 
2006C Bonds as such payments shall become due but shall not be so paid ( except that in the event of any 
acceleration of the due date of such principal by reason of mandatory or optional redemption or acceleration 
resulting from default or otherwise, other than any advancement of maturity pursuant to a mandatory sinking fund 
payment, the payments guaranteed by the Policies 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, unless Insurer elects in its 
sole discretion, to pay in whole or in part any principal due by reason of such acceleration); and (ii) the 
reimbursement of any such payment which is subsequently recovered from any owner of the 2006B Bonds or 
2006C Bonds 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"). 

23 



The Policies do not insure against loss of any prepayment premium which may at any time be payable 
with respect to any 2006B Bonds or 2006C Bonds. The Policies do 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 2006B Bonds or 2006C Bonds 
upon tender by an owner thereof; or (iv) any Preference relating to (i) through (iii) above. The Policies also do not 
insure against nonpayment of principal of or interest on the 2006B Bonds or 2006C Bonds resulting from the 
insolvency, negligence or any other act or omission of the Trustee or any other paying agent for the 2006B Bonds 
or 2006C Bonds. 

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by 
registered or certified mail, or upon receipt of written notice by registered or certified mail, by Insurer from the 
Trustee or any owner of a 2006B Bonds or 2006C Bonds the payment of an insured amount for which is then due, 
that such required payment has not been made, Insurer on the due date of such payment or within one Business Day 
after receipt of notice of such nonpayment, whichever is later, will make a deposit of funds, in an account with U.S. 
Bank Trust National Association, in New York, New York, or its successor, sufficient for the payment of any such 
insured amounts which are then due. Upon presentment and surrender of such 2006B Bonds or 2006C Bonds or 
presentment of such other proof of ownership of the 2006B Bonds or 2006C Bonds, together with any appropriate 
instruments of assignment to evidence the assignment of the insured amounts due on the 2006B Bonds or 2006C 
Bonds as are paid by Insurer, and appropriate instruments to effect the appointment of the Insurer as agent for such 
owners of the 2006B Bonds or 2006C Bonds in any legal proceeding related to payment of insured amounts on the 
2006B Bonds or 2006C Bonds, such instruments being in a form satisfactory to US. Bank Trust National 
Association, U.S. Bank Trust National Association shall disburse to such owners or the Trustee payment of the 
insured amounts due on such 2006B Bonds or 2006C Bonds, less any amount held by the Trustee for the payment 
of such insured amounts and legally available therefor 

MBIA Insurance Corporation 

The Insurer is the principal operating subsidiary of MBIA Inc., a New Yark Stock Exchange listed 
company (the "Company"). The Company is not obligated to pay the debts of or claims against the Insurer The 
Insurer is domiciled in the State of New York and licensed to do business in and subject to regulation under the 
laws of all 50 states, the District of Columbia, the Commonwealth of Puerto Rico, the Commonwealth of the 
Northern Mariana Islands, the Virgin Islands of the United States and the Territory of Guam. The Insurer, either 
directly or through subsidiaries, is licensed to do business in the Republic of France, the United Kingdom and the 
Kingdom of Spain and is subject to regulation under the laws of those jurisdictions. 

The principal executive offices oflnsurer are located at 113 King Street, Armonk, New York 10504 and 
the main telephone number at that address is (914) 273-4545. 

Regulation 

As a financial guaranty insurance company licensed to do business in the State of New York, the Insurer is 
subject to the New York Insurance Law which, among other things, prescribes minimum capital requirements and 
contingency reserves against liabilities for the Insurer, limits the classes and concentrations of investments that are 
made by the Insurer and requires the approval of policy rates and forms that are employed by the Insurer State law 
also regulates the amount of both the aggregate and individual risks that may be insured by the Insurer, the 
payment of dividends by the Insurer, changes in control with respect to the Insurer and transactions among the 
Insurer and its affiliates. 

The Policy is not covered by the Property/Casualty Insurance Security Fund specified in Article 76 of the 
New York Insurance Law. 

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 1 of Part 2 of Division 1 of the California Insurance 
Code. 
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Financial Strength Ratings of the Insurer 

Moody's rates the financial strength of the Insurer "Aaa." S&P rates the financial strength of the Insurer 
"AAA" Fitch Ratings rates the financial strength of the Insurer "AAA" 

Each rating of the Insurer should be evaluated independently. The ratings reflect the respective rating 
agency's current assessment of the creditworthiness of the Insurer and its ability to pay claims on its policies of 
msurance. 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 2006B Bonds or 2006C Bonds, 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 2006B Bonds or 
2006C Bonds. The Insurer does not guaranty the market price of the 2006B Bonds or 2006C Bonds nor does it 
guaranty that the ratings on the 2006B Bonds or 2006C Bonds will not be revised or withdrawn. 

Financial Information of the Insurer 

As of December 31, 2005, the Insurer had admitted assets of $11.0 billion (unaudited), total liabilities of 
$7.2 billion (unaudited), and total capital and surplus of $3.8 billion (unaudited) determined in accordance with 
statutory accounting practices prescribed or permitted by insurance regulatory authorities. As of March 31, 2006, 
the Insurer had admitted assets of $11.2 billion (unaudited), total liabilities of $7.5 billion (unaudited), and total 
capital and surplus of $3.8 billion (unaudited) determined in accordance with statutory accounting practices 
prescribed or permitted by insurance regulatory authorities. 

For further information concerning the Insurer, see the consolidated financial statements of the Insurer and 
its subsidiaries as of December 31, 2005 and December 31, 2004 and for each of the three years in the period ended 
December 31, 2005, prepared in accordance with generally accepted accounting principles, included in the Annual 
Report on Form 10-K of the Company for the year ended December 31, 2005 and the consolidated financial 
statements of the Insurer and its subsidiaries as of March 31, 2006 and for the three month period ended March 31, 
2006 and March 31, 2005 included in the Quarterly Report on Form 10-Q of the Company for the period ended 
March 31, 2006, which are hereby incorporated by reference into this Official Statement and shall be deemed to be 
a part hereof 

Copies of the statutory financial statements filed by the Insurer with the State of New Yark Insurance 
Department are available over the Internet at the Company's web site at http://www.mbia.com and at no cost, upon 
request to the Insurer at its principal executive offices. 

Incorporation of Certain Documents by Reference 

The following documents filed by the Company with the SEC are incorporated by reference into this 
Official Statement: 

(!) The Company's Annual Report on Form 10-K for the year ended December 31, 2005; and 
(2) The Company's Quarterly Report on Form 10-Q for the quarter ended March 31, 2006. 

Any documents, including any financial statements of the Insurer and its subsidiaries that are included 
therein or attached as exhibits thereto, filed by the Company pursuant to Sections 13(a), 13(c), 14 or 15(d) of the 
Exchange Act after the date of the Company's most recent Quarterly Report on Form 10-Q or Annual Report on 
Form 10-K, and prior to the termination of the offering of the 2006B Bonds or 2006C Bonds offered hereby shall 
be deemed to be incorporated by reference in this Official Statement and to be a part hereof from the respective 
dates of filing such documents. Any statement contained in a document incorporated or deemed to be incorporated 
by reference herein, or contained in this Official Statement, shall be deemed to be modified or superseded for 
purposes of this Official Statement to the extent that a statement contained herein or in any other subsequently 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. 
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The Company files annual, quarterly and special reports, information statements and other information 
with the SEC under File No. 1-9583. Copies of the Company's SEC filings (including(!) the Company's Annual 
Report on Form I 0-K for the year ended December 31, 2005, and (2) the Company's Quarterly Report on Form I 0-
Q for the quarter ended March 31, 2006 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 the Insurer at its principal 
executive offices. 

THE LIQUIDITY FACILITIES 

The following summary of the Liquidity Facilities for the 2006B Bonds and the 2006C Bonds does not 
purport to be comprehensive or definitive and is subject to all of the terms and provisions of the Liquidity 
Facilities, to which reference is made hereby. Investors are urged to obtain and review copies of the Liquidity 
Facilities in order to understand all of the terms thereof 

Each Liquidity Facility secures only payment of the purchase price of the 2006B Bonds or 2006C 
Bonds, respectively, tendered for purchase as described above, and do not otherwise secure payment of the 
principal of or interest on the 2006B Bonds or 2006C Bonds. Each Liquidity Facility is subject to 
termination at the option of the Liquidity Provider as described below. 

General 

Each Liquidity Facility contains various provisions, covenants and conditions, certain of which are 
summarized below. The terms of each Liquidity Facility are substantively identical. Capitalized terms used in the 
following summary are defined in Appendix C to this Official Statement or in the Liquidity Facilities and reference 
thereto is made for full understanding of their import. References in this section to the "Liquidity Facility" without 
further qualification shall mean either the Liquidity Facility with respect to the 2006B Bonds or the Liquidity 
Facility with respect to the 2006C Bonds, as applicable. 

On the date of issuance of the 2006B Bonds and 2006C Bonds, the Authority will enter into the Liquidity 
Facilities with the Liquidity Provider and the Trustee and Tender Agent. The Liquidity Facilities will be effective 
on the date of issuance of the 2006B Bonds and 2006C Bonds upon satisfaction of certain conditions set forth in 
the Liquidity Facilities, or such other date that the conditions set forth in the Liquidity Facilities are satisfied (the 
"Liquidity Facility Effective Date"). Each Liquidity Facility requires the Liquidity Provider from time to time to 
extend credit through the purchase of Eligible Bonds, subject to certain conditions described below. Eligible 
Bonds to be purchased and held by the Liquidity Provider will bear interest at the Bank Bond Rate in accordance 
with each Liquidity Facility. 

The Purchase Period for each Liquidity Facility shall be the period from the Liquidity Facility Effective 
Date to and including the close of business (New Yark time) on the earliest of (i) June 27, 2009, as the same may 
be extended from time to time in accordance with the terms of the Liquidity Facility, (ii) the date on which no 
Eligible Bonds of the related Series are Outstanding, or (iii) the date on which the Available Commitment and the 
Liquidity Provider's obligation to purchase Eligible Bonds of the related Series have terminated. 

Commitment to Purchase 2006B Bonds and 2006C Bonds 

If, on any Purchase Date during the Purchase Period, the Liquidity Provider receives a Notice of Bank 
Purchase from the Tender Agent not later than 11: 15 a.m. (New Yark time), the Liquidity Provider shall, subject to 
the satisfaction of certain requirements set forth in the related Liquidity Facility, transfer to the Tender Agent not 
later than 2:15 p.m. (New York time) on such Purchase Date, in immediately available funds, an amount equal to 
the aggregate Purchase Price of all Eligible Bonds of the related Series tendered or deemed tendered for purchase 
on such date but not remarketed as specified in such Notice of Bank Purchase. 

Events of Default 

The occurrence of any of the events set forth under the subheading "Events of Default Not Permitting 
Immediate Termination" or "Events of Default Permitting Immediate Suspension or Termination" below shall 
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constitute an Event of Default under the Liquidity Facility. Upon an Event of Default, the Liquidity Provider may 
exercise those rights and remedies provided under the subheading "Remedies" below. 

Events of Default Not Permitting Immediate Termination 

(a) The Authority fails to pay when due (i) any installment of the Facility Fee and such failure is not 
cured within 10 days after the Insurer and the City have been given written notice of such failure; or (ii) any other 
amounts (other than payments covered by paragraph (a) under the subheading "Events of Default Permitting 
Immediate Suspension or Termination") owed by the Authority to the Liquidity Provider pursuant to the Liquidity 
Facility and such failure is not cured within 20 days after the Authority and the Insurer have been given written 
notice of such failure. 

(b) Any representation or warranty made by or on behalf of (i) the Authority in the Liquidity Facility 
or in any other Related Document or in any certificate or statement delivered by it under the Liquidity Facility or in 
such Related Document or (ii) the City in the Gas Supply Agreement, the Letter of Representation or any certificate 
or statement delivered by it thereunder, shall prove to have been incorrect or untrue in any material respect when 
made or deemed to have been made. 

( c) The Authority fails to (i) use the proceeds of the 2006B Bonds or 2006C Bonds solely for the 
purposes described in the Indenture, (ii) cause the amounts advanced under the Liquidity Facility to be used only to 
pay the Purchase Price due and payable on any Purchase Date in connection with any Eligible Bonds, or (iii) 
observe any of the negative covenants set forth in the Liquidity Facility. 

(d) The (i) Authority fails to perform or observe any term, covenant or agreement (other than ones 
described in any other paragraph of this section) contained in the Liquidity Facility on its part to be performed or 
observed or (ii) City shall fail to perform or observe any term, covenant or agreement contained in the Gas Supply 
Agreement or the Letter of Representation on its part to be performed or observed, and such failure is not cured 
within 30 days of notice thereof from the Liquidity Provider 

(e) Default by the Authority in the payment of any amount due in respect of any Debt as and when 
the same shall become due, or default under any mortgage, agreement or other instrument under or pursuant to 
which such Debt is incurred or issued, and continuance of such default beyond the period of grace, if any, allowed 
with respect thereto, or the occurrence of any act or omission by the Authority under any such mortgage agreement 
or other instrument which results in such Debt becoming, or being capable of becoming, immediately due and 
payable ( or, with respect to any Interest Rate Protection Agreement, which results in such Interest Rate Protection 
Agreement being terminated early or being capable of being terminated early). 

(f) Any provision of the Liquidity Facility, the 2006B Bonds or 2006C Bonds, the Gas Supply 
Agreement or any of the other Related Documents shall cease to be valid and binding, or the Authority or the City 
shall contest any such provision, or the Authority, the City or any agent or trustee on behalf of any of them shall 
deny that it has any further liability under any provision of the Liquidity Facility, the 2006B Bonds or 2006C 
Bonds, the Gas Supply Agreement or any of the other Related Documents to which it is a party. 

(g) Any event of default under any of the Related Documents shall occur. 

(h) An Event oflnsolvency shall have occurred with respect to the Authority or the City. 

(i) The Insurer shall fail to maintain the Permitted Minimum Bond Insurer Rating for a period of 
thirty (30) consecutive Business Days. 

(j) Either the Authority or the City shall fail to pay, when due, a final, non-appealable judgment 
against itself 

(k) The 2006B Bonds or 2006C Bonds (including Bank Bonds) are declared to be taxable and the 
interest thereon cannot be excluded from the gross income of the Owners thereof for purposes of Federal income 
taxation under the Code. 
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Events of Default Permitting Immediate Suspension or Termination 

The following Events of Default shall permit the Liquidity Provider to immediately terminate or suspend 
its obligation to purchase 2006B Bonds or 2006C Bonds under the related Liquidity Facility: 

(a) Any principal or interest due on the 2006B Bonds or 2006C Bonds is not paid when due and such 
principal or interest is not paid by the Insurer when, as, and in the amounts required to be paid pursuant to the terms 
of the Policy; or 

(b) The President or any Executive Vice President of the Insurer shall in writing claim that the Policy 
with respect to the payment of principal of or interest on the 2006B Bonds or 2006C Bonds, as the case may be, is 
not valid and binding on the Insurer, or repudiate the obligations of the Insurer under such Policy with respect to 
payment of such principal or interest, or the Insurer shall initiate any legal proceedings to seek an adjudication that 
the Policy, with respect to the payment of such principal or interest, or the special redemption of the 2006B Bonds 
or 2006C Bonds pursuant to the terms of the Liquidity Facility, is not valid and binding on the Insurer, or a final 
non-appealable decision of a court of competent jurisdiction or governmental authority with jurisdiction to rule on 
the validity of the Policy that the Policy is not valid and binding on the Insurer; or 

(c) Either (i) the occurrence of a Bond Insurer Event of Insolvency, or (ii) each of Moody's, Fitch 
and S&P withdraws or suspends the claims paying or financial strength rating of the Bond Insurer (but excluding 
any withdrawal or suspension of any such ratings where the Rating Agency stipulates in writing that the rating 
action is being taken for non credit related reasons) or reduces such rating, in the case of S&P and Fitch, below 
BBB-, and in the case of Moody's, below Baa3; or 

(d) Any default by the Insurer in making payment when, as and in the amounts required to be made 
pursuant to the express terms and provisions of any other financial guaranty insurance policy issued by the Insurer 
insuring publicly-rated bonds and such failure continues for thirty (30) consecutive days, unless the obligation of 
the Insurer to make such payment is being contested in good faith by appropriate proceedings which the Bond 
Insurer is diligently pursuing; or 

(e) Without the prior written consent of the Liquidity Provider, the Policy is cancelled or terminated 
or is adversely amended, modified or supplemented. 

Remedies 

Upon the occurrence of an Event of Default, the Liquidity Provider may take one or more of the following 
actions: 

(a) In the case of an Event of Default specified in paragraph ( a), ( c) ( other than a default pursuant to 
paragraph (c)(i) with respect to an order described in clause (a) of the definition of Bond Insurer Event of 
Insolvency), (d) or (e) under the subheading "Events of Default Permitting Immediate Suspension or Termination" 
above, the Available Commitment, the Purchase Period and the obligation of the Liquidity Provider to purchase 
2006B Bonds or 2006C Bonds, as the case may be, shall immediately terminate without notice or demand, and 
thereafter the Liquidity Provider shall be under no obligation to purchase 2006B Bonds or 2006C Bonds, as the 
case may be. Promptly upon the Liquidity Provider obtaining knowledge of an Immediate Termination Event, the 
Liquidity Provider shall give written notice of the same to the Trustee, the Tender Agent, the Authority, the 
Remarketing Agent and the Insurer; provided, that the Liquidity Provider shall incur no liability or responsibility 
whatsoever by reason of its failure to give such notice and such failure shall in no manner affect the immediate 
termination of the Available Commitment and of the Liquidity Provider's obligation to purchase 2006B Bonds or 
2006C Bonds, as the case may be, pursuant to the related Liquidity Facility. In addition, upon the occurrence of an 
Immediate Termination Event, the obligations of the Authority under the related Liquidity Facility and under the 
Liquidity Provider Bonds shall become immediately due and payable without demand, presentment, protest or 
notice of any kind, all of which are expressly waived by the Authority. 

(b) In the case of any Event of Default set forth in (a)(i) or (i) under the subheading "Events of 
Default Not Permitting Immediate Termination" above, the Liquidity Provider may terminate the Available 
Commitment and Purchase Period by giving a Termination Notice to the Trustee, the Tender Agent, the Authority, 
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the Remarketing Agent and the Bond Insurer, specifying the date on which the Available Commitment and 
Purchase Period shall terminate, which date shall be not less than thirty (30) days from the date of receipt of such 
notice by the Trustee. Provision of such notice shall constitute a Mandatory Standby Tender with respect to the 
related Series of 2006 Bonds. On and after such date of termination, the Liquidity Provider shall be under no 
further obligation to purchase the related Series of 2006 Bonds. 

(c) In the case of an Event of Default specified in paragraph (b) under the subheading "Events of 
Default Permitting Immediate Suspension or Termination" above, the Liquidity Provider's obligation to purchase 
2006B Bonds or 2006C Bonds, as the case may be, shall be immediately suspended without notice or demand and 
thereafter the Liquidity Provider shall be under no obligation to purchase such 2006B Bonds or 2006C Bonds 
unless and until the Available Commitment is reinstated as described in this paragraph (c). Promptly upon the 
Liquidity Provider obtaining knowledge of any such Event of Default, the Liquidity Provider shall give written 
notice of the suspension to the Authority, the Trustee, the Tender Agent, the Remarketing Agent, the Tender Agent 
and the Insurer; provided, that the Liquidity Provider shall incur no liability or responsibility whatsoever by reason 
of its failure to give such notice and such failure shall in no way affect the suspension of the Liquidity Provider's 
obligations to purchase the related Series of 2006 Bonds. If a court with jurisdiction to rule on the validity of the 
Policy shall thereafter enter a final, non-appealable judgment that the Policy is not valid and binding on the Insurer, 
then the Available Commitment, the Purchase Period and the Liquidity Provider's obligation to purchase the 
related Series of 2006 Bonds shall immediately terminate and, upon such occurrence, the obligations of the 
Authority under the related Liquidity Facility and under the Bank Bonds shall become immediately due and 
payable without demand, presentment, protest or notice of any kind, all of which have been expressly waived by 
the Authority. If a court with jurisdiction to rule on the validity of the Policy shall find or rule that the Policy is 
valid and binding on the Insurer, the Liquidity Provider's obligation to purchase the related Series of 2006 Bonds 
under the related Liquidity Facility shall be automatically reinstated and the terms of the related Liquidity Facility 
will continue in full force and effect (unless the Liquidity Provider's obligation to purchase the related Series of 
2006 Bonds shall otherwise have terminated or been suspended in accordance with the terms of the related 
Liquidity Facility). In the event that the Available Commitment is reinstated as described herein, the applicable 
Liquidity Provider shall notify the Authority, the Trustee, the Tender Agent, the Remarketing Agent and the Insurer 
of such reinstatement in writing; provided, that the applicable Liquidity Provider shall incur no liability or 
responsibility whatsoever by reason of its failure to give such notice and such failure shall in no way affect the 
reinstatement of the Available Commitment and the applicable Liquidity Provider's obligation to purchase the 
related Series of 2006 Bonds pursuant to the related Liquidity Facility. Notwithstanding the foregoing, if, upon the 
earlier of the Expiration Date or the date which is two (2) years after the effective date of the suspension of the 
Liquidity Provider's obligations as described in this paragraph ( c ), litigation is still pending and a judgment 
regarding the validity of the Policy as is the subject of such Event of Default has not been obtained, then the 
Available Commitment, the Purchase Period and the obligation of the Liquidity Provider to purchase the related 
Series of 2006 Bonds shall at such time immediately terminate without notice or demand, and thereafter the 
Liquidity Provider shall be under no obligation to purchase the related Series of 2006 Bonds. 

(d) During the pendency of an Event of Default pursuant to Section (c)(i) under the subheading 
"Events of Default Permitting Immediate Suspension or Termination" above (with respect to an order described in 
clause (a) of the definition of "Bond Insurer Event of Insolvency" as set forth in the Liquidity Facility), the 
Liquidity Provider's obligation to purchase the related Series of 2006 Bonds shall be immediately suspended 
without notice or demand and thereafter the Liquidity Provider shall be under no obligation to purchase the related 
Series of 2006 Bonds until the Available Commitment is reinstated as described in this paragraph (d). Promptly 
upon the Liquidity Provider obtaining knowledge of the pendency of any such Event of Default, the Liquidity 
Provider shall give written notice of such suspension to the Authority, the Trustee, the Tender Agent, the 
Remarketing Agent and the Insurer; provided, however, that the Liquidity Provider shall incur no liability or 
responsibility whatsoever by reason of its failure to give such notice and such failure shall in no way affect the 
suspension of the Liquidity Provider's obligations under the Liquidity Facility. In the event the pendency of any 
such Event of Default is cured prior to becoming an Event of Default, the Liquidity Provider's obligations shall be 
automatically reinstated and the terms of the Liquidity Facility will continue in full force and effect (unless the 
Liquidity Provider's obligation to purchase the related Series of 2006 Bonds thereunder shall otherwise have 
terminated or been suspended in accordance with the terms of the Liquidity Facility). In the event that the 
Available Commitment is reinstated as described herein, the applicable Liquidity Provider shall notify the 
Authority, the Trustee, the Remarketing Agent, the Tender Agent and the Insurer of such reinstatement in writing; 
provided, that the applicable Liquidity Provider shall incur no liability or responsibility whatsoever by reason of its 
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failure to give such notice and such failure shall in no way affect the reinstatement of the Available Commitment 
and the applicable Liquidity Provider's obligation to purchase the applicable Series of 2006 Bonds pursuant to the 
applicable Liquidity Facility. 

(e) In the case of the pendency of any such Event of Default specified in paragraph (d) under the 
subheading "Events of Default Permitting Immediate Suspension or Termination" above, the Liquidity Provider's 
obligations to purchase the related Series of 2006 Bonds shall be immediately suspended without notice or demand 
and thereafter the Liquidity Provider shall be under no obligation to purchase Eligible Bonds until the Available 
Commitment is reinstated as described in this paragraph ( e ). Promptly upon the Liquidity Provider obtaining 
knowledge of the pendency of any such Event of Default, the Liquidity Provider shall give written notice of the 
same to the Authority, the Trustee, the Remarketing Agent, the Tender Agent and the Insurer; provided, that the 
Liquidity Provider shall incur no liability or responsibility whatsoever by reason of its failure to give such notice 
and such failure shall in no way affect the suspension of the Liquidity Provider's obligations to purchase the related 
Series of 2006 Bonds. If the Insurer fails to pay under a bond insurance policy as described in paragraph ( d) under 
the subheading "Events of Default Permitting Immediate Suspension or Termination" above, and such failure 
continues for 30 days without the Insurer diligently contesting such obligation in good faith, the Purchase Period, 
the Available Commitment and the Liquidity Provider's obligation to purchase the related Series of 2006 Bonds 
shall immediately terminate. If the Bond Insurer fails to pay under a bond insurance policy as described in 
paragraph (d) under the subheading "Events of Default Permitting Immediate Suspension or Termination" above 
and prior to the date which is 30 days after such failure, the Insurer diligently contests such obligation in good faith 
and thereafter a court with jurisdiction to rule on the obligation of the Insurer under such policy shall thereafter 
enter a final, non-appealable judgment that the Insurer is obligated to make such contested payment and the Insurer 
thereafter fails to make such payment then the Purchase Period, the Available Commitment and the Liquidity 
Provider's obligation to purchase the related Series of 2006 Bonds shall immediately terminate. If the Insurer fails 
to make a payment with respect to a bond insurance policy and such obligation is contested as described in the 
preceding sentence and a court with jurisdiction to rule on the Insurer's obligation shall find or rule that the Insurer 
is not obligated to make such contested payment, the Liquidity Provider's obligations to purchase the related Series 
of 2006 Bonds under the Liquidity Facility shall be automatically reinstated and the terms of such Liquidity 
Facility will continue in full force and effect (unless the Liquidity Provider's obligation to purchase the related 
Series of 2006 Bonds shall otherwise have terminated or been suspended in accordance with the terms of the 
Liquidity Facility). Notwithstanding the foregoing, if, upon the earlier of the Expiration Date or the date which is 
two (2) years after the effective date of the suspension of the Liquidity Provider's obligations as described in this 
paragraph ( e ), litigation regarding the obligation of the Insurer to make such contested payment is still pending and 
a judgment has not been obtained, then the Purchase Period, the Available Commitment and the obligation of the 
Liquidity Provider to purchase the related Series of 2006 Bonds shall at such time immediately terminate, and 
thereafter the Liquidity Provider shall be under no obligation to purchase the related Series of 2006 Bonds. 

(f) In addition to the rights and remedies set forth in paragraphs (a) through (e) under the subheading 
"Remedies" above, in the case of any Event of Default, upon the election of the Liquidity Provider: (i) all amounts 
payable under the Liquidity Facility (other than payments of principal and redemption price of and interest on the 
related Bank Bonds or payments of Excess Interest Amount) shall upon notice to the Authority become 
immediately due and payable without presentment, demand, protest or further notice of any kind, all of which are 
expressly waived by the Authority; and (ii) the Liquidity Provider shall have all the rights and remedies available to 
it under the Liquidity Facility, the other Related Documents, the Policy or otherwise pursuant to law or equity; 
provided, however, that the Liquidity Provider shall not have the right to terminate its obligation to purchase the 
related Series of 2006 Bonds or to declare any amount under the Liquidity Facility due and payable except as 
expressly provided in the Liquidity Facility. Without limiting the generality of the foregoing, the Liquidity 
Provider agrees to purchase 2006B Bonds or 2006C Bonds on the terms and conditions of the related Liquidity 
Facility notwithstanding the institution or pendency of any bankruptcy, insolvency or similar proceeding with 
respect to the Authority. The Liquidity Provider will not assert as a defense to its obligation to purchase 2006B 
Bonds or 2006C Bonds under the related Liquidity Facility (y) the institution or pendency of a bankruptcy, 
insolvency or similar proceeding with respect to the Authority, or (z) a determination by a court of competent 
jurisdiction in a bankruptcy, insolvency or similar proceeding with respect to the Authority that the Liquidity 
Facility is not enforceable against the Authority under applicable bankruptcy, insolvency or similar laws. This 
paragraph shall not limit the exercise of the Liquidity Provider's remedies expressly provided for under any other 
paragraph under the subheading "Remedies." 
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Alternate Liquidity Facilities 

The 2006B and the 2006C Bonds shall be subject to mandatory tender upon the termination of the 
applicable Liquidity Facility and provision of an Alternate Liquidity Facility. 

LITIGATION 

General 

There is no controversy or litigation of any nature now pending or threatened restraining or enjoining, or 
seeking to restrain or enjoin, the issuance of any of the 2006 Bonds or the execution, delivery and performance of 
the Gas Purchase Agreement, the Gas Supply Agreement or any other Related Document, or in any way contesting 
or affecting the validity thereof or any proceedings of the City or the Authority taken with respect to the issuance or 
sale thereof or the execution, delivery and performance of any of the foregoing documents. 

On-going Litigation with the former City Attorney 

The City is currently a party to litigation involving its former City Attorney. In 2004, the City filed suit 
against its former City Attorney for malpractice relating to several matters handled by such individual and provided 
such individual six months' notice of termination of employment with the City. The former City Attorney filed a 
counterclaim against the City for wrongful termination and breach of contract. In addition to such counterclaim, 
the former City Attorney prepared and submitted to the City Council a report alleging certain improper 
reimbursement of expenses of the City Administrator of the City. Such report was also filed with the District 
Attorney of Los Angeles County and is the subject of an ongoing investigation by the District Attorney. The City 
believes the all expenses reimbursed to the City Administrator were properly included as part of the City 
Administrator's contractual compensation arrangements and has objected to the misleading nature of the report 
prepared by the former City Attorney. The City has engaged both internal and external independent auditors and 
an independent law firm to investigate the matter, none of whom have discovered any improper reimbursement or 
compensation. The City has offered to provide all information contained in the report to the District Attorney in its 
original form, and has obtained a protective order from the Superior Court of Los Angeles County preventing 
disclosure of various portions of the report. The District Attorney's investigation is ongoing, but the City believes 
all allegations of the former City Attorney's counterclaim and the allegations of improper reimbursement of 
expenses to the City Administrator are without merit. 

Election Controversy 

On January 13, 2006, eight individuals attempted to establish domicile in a commercial structure in the 
City for the purpose of becoming registered voters in the City. Based on this claim of domicile, these individuals 
presented three candidates for election to City Council, whose names were included on the ballot in the City 
Council election held on April 11, 2006. The structure these individuals claimed as their domicile was not 
habitable, however, and the individuals did not own the structure and were found to be trespassing. As a result, 
these individuals were evicted from the premises. The City filed a claim with the Superior Court of Los Angeles 
County seeking to invalidate the voter registration of the eight individuals and the removal of the three additional 
names from the ballot, which claim was pending at the time of the election. Ballots were cast on April 11, 2006 as 
scheduled, but the results were sealed, uncounted, by order of Superior Court, and will not be opened and counted 
until the litigation is resolved. All action taken by the City Council relating to the creation of the Authority and the 
issuance of the 2006 Bonds, including authorization of the execution, delivery and performance of the Supply 
Contract, were taken prior to the election and will not be affected by the election results or the results of the on
going litigation. 

Other Litigation 

Mirant Americas Energy Marketing, Inc., which is currently in bankruptcy, has obtained an 
approximately $14 million judgment from the bankruptcy court against the City with respect to the termination of 
an energy supply contract. The City has appealed the judgment to the United States Circuit Court for the Fifth 
Circuit. This Court has stayed the action pending FERC's decision to assert jurisdiction over the matter as part of 
FER C's proceedings in connection with termination payments relating to the California energy crisis of 2000 and 
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2001. The City is unable to determine the ultimate loss related to this matter at this time. See "DEVELOPMENTS 
IN THE CALIFORNIA ENERGY MARKETS - Matters Relating to the California Energy Crisis" in 
Appendix A At any given time, including the present, there are certain other claims and disputes, including those 
currently in litigation, that arise in the normal course of the City's activities. Such matters could, if determined 
adversely to the City, affect expenditures by the City, and in some cases, the Electric System Revenues. The City's 
management and the City Attorney are of the opinion that none of such other pending actions are likely to have a 
material adverse effect on the City's ability to make all required payments under the Gas Supply Agreement when 
due. 

TAX MATTERS 

In the opinion of Orrick, Herrington & Sutcliffe LLP ("Bond Counsel"), based on an analysis of existing 
laws, regulations, rulings and court decisions, and assuming, among other matters, the accuracy of certain 
representations and compliance with certain covenants, interest on the 2006B Bonds and 2006C Bonds is excluded 
from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code of 1986 (the 
"Code"). Bond Counsel is of the further opinion that interest on the 2006B Bonds and 2006C Bonds is not a 
specific preference item for purposes of the federal individual or corporate alternative minimum taxes, although 
Bond Counsel observes that such interest is included in adjusted current earnings when calculating corporate 
alternative minimum taxable income. Bond Counsel is also of the opinion that interest on the 2006B Bonds and 
2006C Bonds is exempt from State of California personal income taxes. A complete copy of the proposed form of 
opinion of Bond Counsel is set forth in Appendix E hereto. 

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 2006B Bonds and 2006C Bonds. The 
Authority and the City have made certain representations and covenanted to comply with certain restrictions, 
conditions and requirements designed to ensure that interest on the 2006B Bonds and 2006C Bonds will not be 
included in federal gross income. Inaccuracy of these representations or failure to comply with these covenants 
may result in interest on the 2006B Bonds and 2006C Bonds being included in gross income for federal income tax 
purposes, possibly from the date of original issuance of the 2006B Bonds and 2006C Bonds. The opinion of Bond 
Counsel assumes the accuracy of these representations and compliance with these covenants. Bond Counsel has 
not undertaken to determine (or to inform any person) whether any actions taken (or not taken), or events occurring 
( or not occurring), or any other matters coming to Bond Counsel's attention after the date of issuance of the 2006B 
Bonds and 2006C Bonds may adversely affect the value of, or the tax status of interest on, the 2006B Bonds and 
2006C Bonds. 

The interest rate mode and certain requirements and procedures contained or referred to in the Indenture, 
the Tax Agreement, and other relevant documents may be changed and certain actions (including, without 
limitation, defeasance of 2006B Bonds and 2006C Bonds) may be taken or omitted under the circumstances and 
subject to the terms and conditions set forth in such documents. Bond Counsel expresses no opinion as to any 
2006B Bond or 2006C Bond or the interest thereon if any such change occurs or action is taken or omitted upon the 
advice or approval of Bond Counsel other than Orrick, Herrington & Sutcliffe LLP. 

Although Bond Counsel is of the opinion that interest on the 2006B Bonds and 2006C Bonds is excluded 
from gross income for federal income tax purposes and is exempt from State of California personal income taxes, 
the ownership or disposition of, or the accrual or receipt of interest on, the 2006B Bonds and 2006C Bonds may 
otherwise affect a Beneficial Owner's federal, state or local tax liability. The nature and extent of these other tax 
consequences depend upon the particular tax status of the Beneficial Owner or the Beneficial Owner's other items 
of income or deduction. Bond Counsel expresses no opinion regarding any such other tax consequences. 

Future legislation, if enacted into law, or clarification of the Code may cause interest on the 2006B Bonds 
and 2006C Bonds to be subject, directly or indirectly, to federal income taxation, or otherwise prevent Beneficial 
Owners from realizing the full current benefit of the tax status of such interest. The introduction or enactment of 
any such future legislation or clarification of the Code may also affect the market price for, or marketability of, the 
2006B Bonds and 2006C Bonds. Prospective purchasers of the 2006B Bonds and 2006C Bonds should consult 
their own tax advisers regarding any pending or proposed federal tax legislation, as to which Bond Counsel 
expresses no op1n1on. 
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The opinion of Bond Counsel is based on current legal authority, covers certain matters not directly 
addressed by such authorities, and represents Bond Counsel's judgment as to the proper treatment of the 2006B 
Bonds and 2006C Bonds for federal income tax purposes. It is not binding on the Internal Revenue Service 
("IRS") or the courts. Furthermore, Bond Counsel cannot give and has not given any opinion or assurance about 
the future activities of the Authority or the City, or about the effect of future changes in the Code, the applicable 
regulations, the interpretation thereof or the enforcement thereof by the IRS. The Authority and the City have 
covenanted, however, to comply with the requirements of the Code. 

Bond Counsel's engagement with respect to the 2006B Bonds and 2006C Bonds ends with the issuance of 
the 2006B Bonds and 2006C Bonds, and, unless separately engaged, Bond Counsel is not obligated to defend the 
Authority, the City or the Beneficial Owners regarding the tax-exempt status of the 2006B Bonds and 2006C 
Bonds in the event of an audit examination by the IRS. Under current procedures, parties other than the Authority 
and its appointed counsel, including the Beneficial Owners, would have little, if any, right to participate in the audit 
examination process. Moreover, because achieving judicial review in connection with an audit examination of tax
exempt bonds is difficult, obtaining an independent review of IRS positions with which the Authority legitimately 
disagrees may not be practicable. Any action of the IRS, including but not limited to selection of the 2006B Bonds 
and 2006C Bonds for audit, or the course or result of such audit, or an audit of bonds presenting similar tax issues, 
may affect the market price for, or the marketability of, the 2006B Bonds and 2006C Bonds and may cause the 
Authority, the City or the Beneficial Owners to incur significant expense. 

APPROVAL OF LEGALITY 

The issuance of the 2006B Bonds and 2006C Bonds is subject to the approving opinion of Orrick, 
Herrington & Sutcliffe LLP, Los Angeles, California, Bond Counsel, substantially in the form set forth as 
Appendix E. Certain legal matters will be passed upon for the Underwriter by King & Spalding LLP, New Yark, 
New York, for the Authority by Orrick, Herrington & Sutcliffe LLP, Los Angeles, California, Latham & Watkins 
LLP, Los Angeles, California, Karns and Karabian, Los Angeles, California, and for the City by Karns & Karabian, 
Los Angeles, California, and Eric T. Fresch, City Attorney, Vernon California. 

RATINGS 

Moody's and S&P have assigned the 2006B Bonds and 2006C Bonds the ratings of "Aaa/VMIG l" and 
"AAA/A-I+," respectively, which long-term ratings are based on the understanding that upon delivery of the 
2006B Bonds and 2006C Bonds, the Insurer will issue the Policies guaranteeing the scheduled payment of principal 
of and interest on the 2006B Bonds and 2006C Bonds when due, and which short-term ratings are based on the 
availability of the Liquidity Facilities to pay the purchase price of 2006B Bonds and 2006C Bonds tendered for 
purchase. The ratings reflect only the respective views of the Rating Agencies and any explanation of the 
significance of such ratings may be obtained only from such Rating Agencies as follows: Moody's Investors 
Service, 99 Church Street, New York, New York 10007; and Standard & Poor's, 55 Water Street, New York, New 
Yark 10041. There is no assurance that the ratings will remain in effect for any given period of time or that they 
will not be revised downward or withdrawn entirely by such Rating Agencies, or either of them, if, in their 
respective judgments, circumstances so warrant. Any downward revision or withdrawal of any rating may have an 
adverse effect on the market price of the 2006B Bonds and 2006C Bonds. 

UNDERWRITING 

Citigroup Global Markets Inc. (the "Underwriter") has agreed, subject to certain conditions, to purchase 
(i) the 2006B Bonds at a price equal of $115,244, 196.47 (which represents the par amount of the 2006B Bonds less 
underwriter's discount of $195,803.53), and (ii) the 2006C Bonds at a price equal of $115,209,255.83 (which 
represents the par amount of the 2006C Bonds less underwriter's discount of $195,744.17). The Underwriter is 
obligated to purchase all of the 2006B Bonds and 2006C Bonds if any Bonds of such Series are purchased. The 
Underwriter will enter into a separate bond purchase contract with the Authority relating to the 2006A Bonds. 

BASIC FINANCIAL STATEMENTS 

The audited Basic Financial Statements of the City, as of June 30, 2005 and June 30, 2004, are included in 
Appendix B to this Official Statement. The Basic Financial Statements have been audited by Macias Gini & 
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Company LLP, Los Angeles, California, independent accountants (the "Independent Accountants") as stated in 
their reports appearing in Appendix B. The Independent Accountants have consented to the inclusion of the 
audited financial statements of the City for the Fiscal Years ended June 30, 2005 and June 30, 2004 as Appendix B 
to this Official Statement. 

The financial statements set forth in Appendix B include the City's General Fund and all other funds of 
the City, in addition to the Light and Power Fund through which the operations of the Electric System are 
accounted. The financial statements relating to the Light and Power Fund are included in the Basic Financial 
Statements and presented as a major proprietary fund. The payments to be made by the City pursuant to the Gas 
Supply Agreement are special obligations of the City payable solely from amounts in the Light and Power Fund 
and are payable from any other property of the City or any of its other income or receipts. 
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The execution and delivery of this Official Statement has been duly authorized by the Authority and 
approved by the City. 

Approved by: 

CITY OF VERNON, CALIFORNIA 

By:/s/ Leonis C. Malburg 
Title: Mayor 

VERNON NATURAL GAS TINANCING AUTHORITY 

By:/s/ Bruce Malkenhorst Jr. 
Title: Executive Director 
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APPENDIX A 

CITY OF VERNON ELECTRIC SYSTEM 

GENERAL 

City of Vernon 

The City of Vernon (the "City") is located in Los Angeles County, California, approximately four miles 
southeast of downtown Los Angeles. The City was incorporated on September 16, 1905 as a general law city, with 
the goal of promoting industry within its borders. Effective July 1, 1988, the City became a chartered city. The City 
is almost exclusively industrial, with an estimated resident population of 110 as of January 1, 2006. The City has 
approximately 1,260 businesses (primarily industrial and commercial) located within its 5.2 square miles and a work 
day population of more than 45,000. 

The City is a developed industrial rail city, with major railroads, including Union Pacific C'UPn) and the 
Burlington Northern Santa Fe ("BNSF"), rurming through it. The City's northern borders include some of the 
country's largest intermodal freight yards operated by UP and the BNSF. These 200-acre rail facilities handle 
1.5 million container and trucks on flatcars per year (much of it goods manufactured in the City) heading for 
domestic and world markets. 

ln addition to rail, the City has excellent freeway access with State Highway 710 adjacent to the City line 
and State Highway 10 being less than 2 miles from the center of the City affording easy access to major highways in 
all directions. The City's location expedites the delivery of raw materials to City businesses and the distribution of 
final products, particularly for non-foreign processed foods. 

In addition to the Electric System, the City owns and operates a water system (the nwater Systemn) which 
provides water service within the City and a natural gas system (the nGas Systemn) which currently provides natural 
gas to the Electric System. The City operates each of the Electric System, the Water System and the Gas System as 
distinct enterprises with the revenues and expenses of each enterprise separately accounted for by the City. 

The Electric System 

The City established its Electric System in 1933 through the acquisition of the existing electric distribution 
system within the City and the construction of a diesel generating station at Station A (located at 2715 East 50'" 
Street, Vernon, California) ("Station A"). The City operates the Electric System through its Light and Power 
Department with all revenues of the Electric System being credited to, and all expenses of the Electric System being 
payable from, the Light and Power Department Fund. The Electric System serves all electric users within the City. 
In keeping with the character of the City, the Electric System serves primarily industrial and commercial customers. 
During the Fiscal Year ended June 30, 2005, the Electric System served 2,044 meters (with a number of customers 
having several meters), supplied approximately 1,123.6 million kWhs of electric energy and had a peak demand of 
approximately 196 megawatts ("MW"). See "RETAIL ENERGY SALES - Customers, Retail Sales, Revenues and 
Demands" below. 

Historically the City supplied only a modest portion of its customers' load requirements from its own 
generation resources. The Electric System relied first on a partial requirements wholesale power contract with the 
Southern California Edison Company C'Edisonn) and then on a combination of wholesale power contracts. See 
"POWER SUPPLY RESOURCES - General." To stabilize the cost of power and to increase reliability for its 
customers, the City commenced development of the Malburg Generating Station, a 120 MW net load combined 
cycle electric generation plant located at Section A. The Malburg Generating Station commenced commercial 
operation in October 2005 and has been successfully operating as a base load generation resource for the City since 
such date. See "POWER SUPPLY RESOURCES - City-Owned Generating Facilities-Malburg Generating Station." 

A-1 



The City operates and expects to continue operating the Malburg Generating Station as a base load plant 
providing up to 60% of the Electric System's requirements. For that reason the City has undertaken a program of 
natural gas procurement and price management to stabilize the cost of the gas required as fuel for the Malburg 
Generating Station and its other generating units. The acquisition of the Gas Supply with the proceeds of the 2006 
Bonds is a major element of such plan. See "POWER SUPPLY RESOURCES - City-Owned Generating Facilities
Natural Gas Procurement. n 

As more fully described below, the Electric System also includes ownership interests or capacity rights in 
other electric generation and transmission facilities and the local electric distribution system. 

The City currently operates and maintains the Electric System facilities located within the City. The City is 
negotiating with experienced power plant operation and maintenance companies to obtain a long-term service, 
operation and maintenance agreement for Malburg Generating Station. However, if the City is unable to obtain a 
cost effective long term contract with one of these companies, the City will continue to operate and maintain the 
plant Petrelli Electric Inc. currently maintains the City's electric distribution system under contract with the City. 

MANAGEMENT 

The Electric System is operated and maintained through the City's Light and Power Department which is 
governed by the City Council. The Light and Power Department is managed by the Director of Light and Power 
whose duties include overseeing the operation and maintenance of the Electric System's generation, transmission 
and distribution facilities, metering, power purchasing, scheduling, billing and settlements. The Director of Light 
and Power is also responsible for the management of the City's Gas System. 

City Council 

The current members of the City Council are as follows: 

Leonis C. Malburg, Mayor, was first elected to the City Council in 1956 and was appointed as Mayor in 
1974. Mr. Malburg was born in the City and is the grandson of founding father, John B. Leonis. 

Thomas A. Ybarra, Mayor Pro Tempore, was first elected to the City Council in 1966. After serving with 
the U.S. Army's 20'" Infantry Regimen! of the 6'" Infantry Division in Korea, Mr. Ybarra worked for the American 
Can Company for 30 years. 

William J. Davis, Council Member, was first elected to the City Council in 1981 . .Mr. Davis was born in 
Manila, Philippines and came to the United States in 1969. Prior to returning, .Mr. Davis worked at Southern 
California Edison. 

Hilario Gonzalez, Council Member, was appointed to the City Council in 1974 and has been a resident of 
the City since 1952. 

W. Michael McCormick, Council Member, was first elected to the City Council in 1974 and has been a 
resident of the City since 1969. Mr. McCormick works at the Safeway meat processing plant in the City. 

ELECTRIC SYSTEM MANAGEMENT 

The following are brief resumes of the Director of Light and Power and the senior management personnel 
whom are responsible for Electric System operations. 

Donal O'Callaghan, the Director of Light and Power, provides overall direction, structure, conduct, 
control and reporting of the Electric System and the Gas System. Prior to joining the City in March, 2005, Mr. 
O'Callaghan was employed by the City of Santa Clara as a Project Manager assigned to the Pico Power Project, 154 
MW combined cycle power plant. In addition, Mr. O'Callaghan has held positions in various locations throughout 
North America for the past seven years as a Project Manager for several companies including NEPCO/ENRON and 
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S & B Engineers in which he was responsible for management of the construction and operation of over 4 power 
plants. Mr. O'Callaghan has a Bachelor of Science Degree from the University of Ulster, Jordanstown in 1981 and 
is a member of the Mechanical Engineers Institute and the Chartered Engineers Institute. Mr. O'Callaghan has 26 
years of global experience in the power industry including engineering, power generation, transmission, distribution, 
operations, commissioning/startup, facility and projects management. 

Peter Hervish is the Technical Services Manager of the Light and Power Department responsible for 
engineering and operations support. .Mr. Hervish has over 25 years of experience in the power industry spanning all 
facets of power plant engineering and maintenance. Prior to joining the City in April 2005, Mr. Hervish held several 
positions at Progress Energy, Inc., including Manager of Plant Maintenance and Construction Projects and Lead 
Engineer. Prior to his tenure at Progress Energy, Mr. Hervish held several positions at what is now 
Siemens/Westinghouse Power Corporation and at Foster-Wheeler Corporation, including Site Installation and 
Commissioning Manager, Consortium Site Manager, Project Manager Latin America and Senior Plant Thermal 
Systems Engineer. Mr. Hervish holds a Bachelor of Science degree and a Masters degree from the State University 
of New York. During his tenure at Siemens/Westinghouse and Foster-Wheeler, .Mr. Hervish was granted several 
patents and published a number of articles on engineering and plant maintenance/operations. 

Carlos Fandino is the Transmission and Distribution Operations and Maintenance Manager of the Light 
and Power Department. Mr. Fandino has over 17 years of experience in the Light and Power Department and is 
responsible for the day-to-day operations of the electric transmission and distribution facilities. Mr. Fandino holds a 
Bachelor of Science Degree in Engineering from the University of Woodbury, magna cum laude. 

Krishna Nand has been the Environmental Compliance Manager for the Light and Power Department 
since March 2005. Dr. Nand has over 40 years of experience in the area of environmental impacts and permit 
compliance. Prior to joining the City, Dr. Nand worked for 20 years at Parsons Engineering, Inc. holding the 
position of Senior Project Manager. While at Parsons Engineering, Inc., Dr. Nand was the AFC Project Manager for 
the Malburg Generating Station as well as the repowering projects at the Haynes Electrical Generating Station and 
the Valley Electrical Generation Station of California Energy Commission Application for Certification and 
Conditions of Certification process, the Los Angeles Department of Water and Power and at the Electrical 
Generation Station of the City of Pasadena Water and Power Department. Dr. Nand holds a Masters of Science and 
a PhD in Physics, as well as a Bachelors of Science in Physics, Chemistry, and Mathematics, University of 
Lucknow, India. 

POWER SUPPLY RESOURCES 

General 

The Electric System was established in 1933 with the City's purchase of the existing electric distribution 
system of Edison and the construction of five small diesel-powered generating units, four of which still serve as an 
emergency source of power. Even with the ownership of the diesel units, historically the City purchased virtually all 
of its power requirements under a contract with Edison. In the l 980's the City expanded its resource base by (i) 
entering into a long-term power purchase contract with the Southern California Public Power Authority ("SCP PA") 
with respect to a portion of SCPPA's interest in the Palo Verde Nuclear Generating Station ("PVNGS"), (ii) 
participating in a project to upgrade the generating resources of the Hoover Darn (the "Hoover Uprating Project") 
and (iii) constructing two small gas generating units (the "H. Gonzales Generating Station") at Station A. At this 
time the City was a partial requirements customer of Edison. Because its own resources supplied less than ten 
percent of the Electric System's requirements and the cost of power in the short-term market was substantially less 
than comparable power purchased under its Edison contract, in the 1990's the City commenced a program of 
purchasing power in the short-term market to meet the bulk of its load. In 1998, in connection with Edison's 
changing role under the California electric industry deregulation, the City terminated Edison's obligation to provide 
power, high voltage transmission services and ancillary services to the City. During the period from 1998 to 2000, 
the City purchased in the short-term market almost all of its power requirements not met from its own resources. In 
early 2000, the market price of power increased. See "DEVELOPMENTS IN THE ENERGY MARKETS -
Industry Restructuring and the Energy Crisis" herein. To stabilize its cost of power the City entered into a number 
of long-term power purchase contracts to supply the bulk of the Electric System's power. With the exception of one 
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long-term term contract with American Electric Power, the Malburg Generating Station has replaced much of the 
power previously supplied under these long-term contracts. 

[Remainder of Page Intentionally Left Blank] 
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The power supply resources of the Electric System for the past five Fiscal Years are described in the 
following table. 

Short-Term Contracts (I) 

Actual Energy 
Percentage of Total Energy 

Long-Term Contracts (Z) 

Actual Energy 
Percentage of Total Energy 

SCPPA Palo Verde 
Actual Energy 
Percentage of Total Energy 

Hoover Upgrade 
Actual Energy 
Percentage of Total Energy 

Malburg Generating Station and 
other City-Owned Generation 

Actual Energyl31 

Percentage of Total Energy 
Total Energy 

Source: City of Vernon 
(1) Term of less than one year. 
(2) Term of one year or longer. 
(3) Megawatt hours ("mwh"). 

City-Owned Generating Facilities 

CITY OF VERNON 
ELECTRIC SYSTEM 

POWER SUPPLY RESOURCES 

Fiscal Year Ended June 30, 
2001 2002 2003 2004 

736,606 307,666 276,407 376,996 
52.25% 22.69% 21.00% 28.15% 

553,200 933,375 924,800 857,600 
39.24% 68.84% 70.27% 64.04% 

86,953 85,305 88,024 78,785 
6.17% 6.29% 6.68% 5.88% 

27,887 28,834 26,455 25,752 
1.98% 2.13% 2.01% 1.92% 

5,027 621 349 0 
0.36% 0.05% 0.02% 0.00% 

1,409,673 1,355,801 1,316,035 1,339,133 

2005 

401,460 
29.33% 

868,000 
63.42% 

79,168 
5.78% 

20,004 
1.46% 

0 
0.00% 

1,368,632 

Ma/burg Generating Station. The Malburg Generating Station is a 120 MW base load/134 MW full load 
combined cycle, natural gas-fired, electric power plant located at Station A, an approximately 3.4 acres site at 2715 
East 50th Street in the City. The Malburg Generating Station achieved commercial operation in October 2005. The 
Malburg Generating Station includes two Siemens (formerly Alstom) GTXlOO natural gas-fired combustion turbine 
generators ("CTGs") known as Malburg Units 1 and 2. Hot exhaust gases from the CTGs are directed to two 
parallel heat recovery steam generators ("HRSGs"). Stearn from the HRSGs are directed to a steam turbine 
generator ("STG") known as Malburg Unit 3. The HRSGs include duct burners to increase steam output and 
achieve higher levels of power output from the steam turbine in selected modes of operation. The CTGs are each 
equipped with an evaporative inlet air cooler/filter to cool combustion turbine inlet air and achieve higher levels of 
power from the CTGs in selected modes of operation. The exhaust gases from each HRSG are released to the 
atmosphere through a 110-foot high stack. Each CTG and the STG are separate electric generators. Each 
generator, rated at 13.2 kV, is connected to the existing 66 kV bus at the Vernon Substation, located at Station A, 
through three separate 13.2/66 kV generator step up transformers. 

The Malburg Generating Station also includes a new staff parking area, electrical equipment building, 
cooling tower, condenser, a gas metering and pressure regulating station, fuel gas compressor skid, water storage 
tank, and water treatment and wastewater treatment facilities. There are also pipelines for gas supply, water supply, 
and wastewater discharge. 
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Air emission control technology employed at the Malburg Generating Station consists of dry low nitrogen 
oxide combustors in the CTGs, with a selective catalytic and CO reduction system in the HRSGs to achieve the Best 
Available Control Technology/Lowest Available Emission Rate requirements of the local air quality management 
district. The Malburg Generating Station consumes water for cooling tower makeup, steam cycle makeup, the CTG 
inlet air evaporative cooler, fire protection, and domestic uses. Reclaimed water supplied by the Central Basin 
Municipal Water District is the primary source used for cooling tower makeup and steam cycle makeup. 
Wastewater discharge from the Malburg Generating Station is discharged to the existing sanitation districts of the 
Los Angeles County sewer system via a clarifier and oily water separator. 

The Malburg Generating Station is fueled entirely by pipeline quality natural gas. A new looped 10-inch 
diameter, 1,300-foot long, lateral natural gas pipeline delivers natural gas to Station A from the local natural gas 
distribution system of the City. The City system, in turn, is interconnected to a line at the Spence Street station of 
the Southern California Gas Company ("SoCal Gas Company"). While the SoCal Gas Company line is rated at a 
maximum allowable operating pressure of720 pounds per square inch gauge ("psig"), SoCal Gas Company does not 
guarantee the delivery pressure. During times of the year when the delivery pressures are less than the required 
minimum CTG inlet pressure requirement of 378 psig, three new 50 percent natural gas compressors boost the 
natural gas pressure to the minimum required. See "Natural Gas Procurement" below. 

Since October 2005, the City has operated the Malburg Generating Station as a base-load resource to 
provide energy to serve the City's electric utility customers. There have been no significant forced outages at the 
facility since commercial operations began in October 2005. The Malburg Generating Station is operating with a 
capacity factor between 60% and 85%, and has had an availability factor of between 90% and 98%. The Malburg 
Generating Station operates 7 days per week and generally 24 hours per day. 

H. Gonzales Generating Station. The City owns the H. Gonzales Generating Station consisting of two 
small gas turbine units located at Station A with each unit having a net capacity of 5.5 MW. The two units are used 
for peaking purposes and are not expected to be used more than 500 hours per year. Each of the units are restricted 
to run on natural gas for no more than six hours per day or on diesel fuel for no more than five hours per day. 

Johnson & Heinz Diesel Plant. The City owns the Johnson & Heinz Diesel Plant consisting of five diesel 
generator units installed in 1933. Each unit has a net capacity of 3.5 MW for a total net capacity for the plant of 
17.5 MW. One of the units is currently inoperable. The other four units are currently used only for emergency 
purposes. These units operate very few hours per year with an operational restriction of 199 hours each per year. 
The Johnson & Heinz Diesel Plant is located at the City's existing Station A. 

Natural Gas Procurement 

Since 1988, the City has provided for the acquisition and delivery of natural gas to Station A to serve the H. 
Gonzales gas units. The City obtains the natural gas for the Malburg Generating Station and the H. Gonzales Station 
through its Gas Department. The City is implementing a long term natural gas procurement program for the 
Malburg Generating Station and the H. Gonzales Station consisting of approximately 70% fixed priced gas and 
approximately 30% indexed price gas. 

The Acquisition Agreement is the cornerstone of the City's natural gas procurement program for fixed 
price gas. See "PLAN OF FINANCE" in the Official Statement to which this Appendix is attached. The gas 
supplied under the Acquisition Agreement will provide approximately 87% of the fuel requirements for the Malburg 
Generation Station when running as a base load unit in average climatic conditions. 

The remaining 13% of fuel requirements for the Malburg Generating Station, and the fuel requirements for 
the H. Gonzales Station gas turbines, will be met initially through a partial requirements contract (the nPartial 
Requirements Contractn) with Citigroup Energy Inc. (the nPartial Requirements Providern). The gas delivered under 
the Partial Requirements Contract will be priced based on a recognized index price which will fluctuate from time to 
time. The City may fix the price of a portion of the such gas from time to time at then market prices. As described 
below, the City monitors the price of natural gas on a regular basis. The City anticipates entering into both long
term and short-term fixed-price contracts for gas at targeted prices to displace gas delivered under the Partial 
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Requirements Contract. The City may also enter into indexed-price gas contracts for certain periods other than the 
Partial Requirements Contract. 

To provide for the transportation of purchased gas from the California border to the City, the City executed 
a Master Services Agreement (the "Master Services Agreement") with the SoCal Gas Company. The City will take 
firm service under the Master Services Agreement pursuant to SoCal Gas Company's wholesale transportation tariff 
Schedule GW-VRN. SoCal Gas Company's service under the Master Services Agreement and such tariff is subject 
to regulation by the California Public Utilities Commission. 

Power Purchase Agreements 

Long-Term Power Contracts. The City has one fixed-price contract for the purchase of power for the on
peak period. The amount of power to be delivered under such contract decreases over time from 50 MWs on-peak 
at the beginning ofcalendar year 2005 to 25 MWs on-peak by the end of calendar year 2010. This contract is in the 
form of the Western Systems Power Pool power purchase agreement. The cost of power under this contract is 
$57.38/MWh for the Fiscal Year ending June 30, 2006. 

Short-Term Power Contracts. The City expects to provide power for the Electric System's load 
requirements that are not met from its own resources (including the Malburg Generating Station) or from the long
term power purchase contract described above through short-term power purchases. The City expects to make these 
short-term power purchases under contracts in the form of the Western Systems Power Pool power purchase 
agreement. The cost of power under such contracts will vary depending on then existing market conditions, which 
can be affected by a number of factors. 

SCPPA Palo Verde Nuclear Geueratiug Station Interest 

Through its participation in SCPPA, the City has an entitlement to the Palo Verde Nuclear Generating 
Station near Phoenix, Arizona. SCP PA, pursuant to the Arizona Nuclear Power Project Participation Agreement, 
has a 5.91 % interest in PVNGS, consisting of three nuclear electric generating units, each with a nominal rating of 
1,270 MW, and certain associated facilities and contractual rights. The maximum dependable capacity of the three 
units under adverse atmospheric conditions is 1,243 MW, 1,243 MW and 1,247 MW, respectively. SCP PA has also 
purchased (i) a 5.56% undivided ownership interest in the Arizona Nuclear Power Project ("ANPP") High Voltage 
Switchyard and contractual rights thereto; and (ii) a 6.55% share of the right to use certain portions of the Arizona 
Nuclear Power Project Valley Transmission System in order to transmit PVNGS power to its members which are 
participating in the project. 

The City has a 4.90% entitlement interest (11.03 MW) in SCPPA's ownership interest in the PVNGS, the 
ANPP High Voltage Switchyard and the ANPP Valley Transmission System. The City has entered into a power 
sales contract with SCP PA which provides the City with its share ofcapacity and energy from PVNGS, including its 
share of debt service on SCP PA bonds issued for the project on a "take-or-pay" basis. ln 1997 SCP PA began taking 
steps designed to accelerate the payment of all fixed rate subordinate bonds relating to PVNGS by July 1, 2004 (the 
"PVNGS Restructuring Plan"). The PVNGS Restructuring Plan has been completed and the delivered cost of 
energy produced by PVNGS decreased significantly on July 1, 2004. See "INDEBTEDNESS -Palo Verde Nuclear 
Generating Station." ln the Fiscal Year ended June 30, 2005, PVNGS provided 79,168 MWh of energy to the City 
at an average cost of delivered energy of approximately $48.00 per MWh. Due to forced outages at PVNGS, the 
City anticipates receiving approximately 17% less than that amount of energy from PVNGS during the Fiscal Year 
ending June 30, 2006. 

Generally, federal and state efforts to provide adequate interim and long-term storage facilities for low
level and high-level nuclear waste have proven unsuccessful to date. Currently, nuclear waste from PVNGS is 
either stored on-site or sent to outside disposal facilities. Although federal and state efforts continue with respect to 
such storage facilities, SCP PA has advised the City that it is not able to predict when sufficient facilities will exist to 
accommodate the long-term storage needs of PVNGS. 
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Hoover Uprating Program 

The City participated in the Hoover Uprating Project. The Hoover Uprating Project consists principally of 
the uprating of the capacity of 17 generating units at the hydroelectric power plant of the Hoover Darn, located 
approximately 25 miles from Las Vegas, Nevada. Modern insulation technology made it possible to "uprate" the 
nameplate capacity of the existing generators. The U.S. Bureau of Reclamation (the "Bureau") owns and operates 
the Hoover Darn facility and the Western Area Power Association ("Western") markets the power from the facility. 
The City has a power purchase agreement with Western pursuant to which the City made an upfront payment for its 
share of the construction cost of the Hoover Upgrading Project, is entitled to approximately 22 MW of capacity and 
28,000 MWh of associated energy armually from the Hoover Upgrading Project and is responsible for its share of 
the operating costs of the facility. 

The lower Colorado River has been included in a Critical Habitat Designated Area, which required the 
Bureau to prepare and file with the United States Fish and Wildlife Service (the "Service") a Biological Assessment 
of the effect of its operations of the lower Colorado River on endangered species within the Critical Habitat 
Designated Area. The Service has issued a Biological Opinion regarding the Bureau's operations and will outline 
remedial actions to be taken to correct any adverse effects to endangered species. Such remedial actions could 
adversely affect the operation of the Hoover power plant, which would in turn materially adversely affect the 
amount of power available to Hoover customers. The Hoover customers, together with certain other parties, are 
working on a plan in cooperation with the Bureau and the Service to mitigate operational scenarios which would 
adversely affect the Hoover participants and the other parties. 

TRANSMISSION RESOURCES 

Agreement With Edison 

The City entered into an interconnection service agreement with Edison in 1997 (the "Laguna Bell -
Vernon Interconnection Service Agreement") which provides the City with firm bi-directional transmission service 
between Edison's Laguna Bell 220 kV Interconnection Point and the City's facilities. The Electric System is 
dependent on the Edison transmission lines and the Laguna Bell Substation to reach the ISO controlled grid. 
Currently there are five 66 kV transmission lines between the City limits and the Laguna Bell Substation. The 
agreement provides for all power to be scheduled through the ISO. 

California Independent System Operator 

The City is part owner of several transmission facilities which are described below. Pursuant to Assembly 
Bill 1890 of 1996 ("AB 1890") (see "DEVELOPMENTS IN THE CALIFORNIA ENERGY MARKETS"), on 
March 31, 1998 the California Independent System Operator ("ISO") assumed the operational control of the high 
voltage transmission systems of Edison, Pacific Gas and Electric Company ("PG&E") and San Diego Gas and 
Electric Company ("SDG&E" and, together with Edison and PG&E, the "IOUs") and became the Control Area 
Operator in the PG&E/Edison/SDG&E service territories. The three IOUs and the City, as well as several other 
municipal utilities, have signed "Utility Distribution Company" agreements with the ISO. This agreement provides 
the relationship between the Control Area Operator, and the utility responsible for transmitting energy to the load. 

Effective January 1, 2001, the City became the first municipal utility to turn over operational control of its 
high voltage transmission entitlements to the ISO thereby becoming a Participating Transmission Owner in the ISO. 
As a Participating Transmission Owner in the ISO, the City continues to own its transmission facilities and to be 
bound by its contractual arrangements. The ISO provides to the City (as well as other Participating Transmission 
Owners, including the IOUs) access to the ISO Controlled Grid; however, the ISO maintains operational control for 
the benefit of all market participants by providing non-discriminatory transmission access, congestion management, 
grid security, and control area services. The City acts as Scheduling Coordinator for all of its load transmitted over 
the ISO, and for all costs associated with serving its load. 

The City is recompensed for use of its transmission facilities through FERC-approved ISO tariff rates. 
Currently, the ISO tariff transmission rate (referred to as the "transmission access charge" or "TAC" rate) is 
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established based in part upon the TRRs of the Participating Transmission Owners in the City's TAC Area (a 
regional area designated in the ISO's transmission tariff and corresponding to the former control area of Edison), 
which is the East/Central TAC area, and in part upon the TRRs of all Participating Transmission Owners. Each 
Participating Transmission Owner's entitlement to portions of ISO rates collected by the ISO for transmission 
services is thus largely determined by that Participating Transmission Owner's TRR relative to the TRRs of other 
Participating Transmission Owners, particularly those Participating Transmission Owners in the same TAC area as 
the Participating Transmission Owner. 

The formula for compensation to the City for the ISO's use of the City transmission facilities contains 
certain caps applicable for the period ending December 31, 2010 that could limit the City's collection of its full TRR 
from the ISO if additional entities become Participating Transmission Owners. The F ERC orders that established 
this rate and compensation methodology are not filed, and certain issues in the docket in which they were issued 
have been set for hearing by FERC and are presently before an Administrative Law Judge. Among other things, the 
caps on TRR recovery described above will likely be one of the subjects of this litigation. The City carmot predict 
what the ultimate outcome or impact of this litigation will be. See "RA TE REGULATION" herein. 

Mead-Phoenix Transmission Project 

The Mead-Phoenix Transmission Project consists of a 256-mile, 500-k V AC transmission line that extends 
between a southern terminus at the existing Westwing Substation (in the vicinity of Phoenix, Arizona) and a 
northern terminus at Marketplace Substation, a substation located approximately 17 miles southwest of Boulder 
City, Nevada. The line is looped through the new 500-k V switchyard constructed in the existing Mead Substation in 
southern Nevada with a transfer capability of 1,300 MW. By connecting to Marketplace Substation, the Mead
Phoenix Transmission Project interconnects with the Mead-Adelanto Transmission Project and with the existing 
McCullough Substation. The Mead-Phoenix Transmission Project is comprised of three project components as 
described below. The City has executed an ownership agreement providing it with a 2.1538% member-related 
ownership share in the Westwing-Mead project component, a 3.7934% member-related ownership share in the 
Mead Substation project component, and a 4.0497% member-related ownership share in the Mead-Marketplace 
project component. Other owners of the line are SCPPA, Arizona Public Service Company, M-S-R Public Power 
Agency ("M-S-R") and the Salt River Project Agricultural Improvement and Power District ("Salt River Project"). 
The construction costs for the project were approximately $230 million. The commercial operation date for the 
project was April 15, 1996. The City paid for its share of the construction costs of the Mead-Phoenix Project from 
revenues of the Electric System. 

Mead-Adelanto Transmission Project 

The Mead-Adelanto Transmission Project, which was undertaken in connection with the Mead-Phoenix 
Transmission Project, consists of a 202-mile, 500-k V AC transmission line that extends between a southwest 
terminus at the existing Adelanto Substation in southern California and a northeast terminus at Marketplace 
Substation, a substation located approximately 17 miles southwest of Boulder City, Nevada. By connecting to 
Marketplace Substation, the line also interconnects with the Mead-Phoenix Transmission Project and the Mead
Adelanto Transmission Project interconnects with the existing McCullough Substation in southern Nevada. The line 
has a transfer capability of 1,200 MW. The City has a 6.25% ownership share in the project. The other owners of 
the project are SCP PA and M-S-R. The construction costs for the project were approximately $204 million. The 
commercial operation date for the project was April 15, 1996, which coincided with the completion of the Mead
Phoenix Transmission Project. The City paid for its share of the construction costs of the Mead-Adelanto Project 
from revenues of the Electric System. 

California-Oregon Transmission Project 

The California-Oregon Transmission Project ("COTP") is a 339-mile long, 1,600 MW, 500 kV alternating 
current ("AC") transmission project between southern Oregon and central California. The COTP was placed in 
service on March 24, 1993, at a cost of approximately $430 million. 
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The COTP is owned by the Transmission Agency of Northern California (79.3022%), the City (7.5497%), 
Western (9.3750%), the City of Shasta Lake (1.5856%), two California districts (0.1250%) and PG&E (2.0625%) 
(referred to herein as the "COTP Participants") pursuant to the terms of an Interim Participation Agreement, 
executed as of September 30, 1991 (the "Interim Participation Agreement"), among the COTP Participants. Under 
the Interim Participation Agreement, each COTP Participant is granted a percentage entitlement in project transfer 
capability ("Entitlements") and was required to provide a percentage of the costs of the project and betterments 
thereto. The City paid for its share of the construction costs of the COTP from revenues of the Electric System. 

The Interim Participation Agreement provides for a management committee (the "Management 
Committee") to provide for governance of the project. Each COTP Participant has representation on the 
Management Committee. All actions or decisions by the Management Committee are required to be made by 
agreement of COTP Participants having Entitlements aggregating at least 75%. The purpose of the Management 
Committee is to secure managerial and policy direction, cooperation and interchange of information, provide 
consultation among the COTP Participants in connection with the project and to oversee and approve all project 
work on behalf of the COTP Participants. ln March 1993, the COTP Participants entered into the Project Operation 
and Maintenance Agreement (the "POMA"). The POMA provides for the conduct and payment for the operation, 
maintenance, and capital improvements for the COTP. Pursuant to the POMA, TANC and Western share various 
duties regarding operation and maintenance of the COTP and related facilities. 

To utilize the full transfer capability of the COTP on a firm basis and maximize the benefits of the line, the 
COTP must be operated on a coordinated basis with the Pacific AC intertie ("PACI"), a two line system which, like 
the COTP, connects California utilities with those in the Pacific Northwest. The three-line system, collectively 
referred to as the California-Oregon Interconnection ("CO!"), was operated by PG&E, acting as the control area 
operator, under a Coordinated Operations Agreement ("COA''), among the COTP Participants and the owners of the 
PACI, and a FERC rate schedule, which conforms to FERC Opinion No. 389, issued May 26, 1994 and Opinion 
No. 389A, issued November 16, 1998. Under operating instructions designed to implement the COA, the ISO began 
operating the PACI on March 31, 1998 and a portion of the COTP is operated by the Transmission Agency of 
Northern California and the balance of the COTP is operated by Western. 

On September 3, 1992, the City entered into a transmission service exchange agreement with PG&E (the 
"Vernon/PG&E Exchange Agreement") pursuant to which PG&E provides the City with transmission service from 
its entitlement in a 500 kV direct current transmission line entitlement (the "DC Line") between northern Oregon 
and southern California in exchange for the use by PG&E of the City's share of the COTP. The Vernon/PG&E 
Exchange Agreement remains in effect for 50 years from its date, subject to certain prior termination rights, 
including: (i) termination in 2007 (upon one year's prior notice) by PG&E if PG&E has not retained at least a 
659 MW transmission entitlement in the DC Line after such time, (ii) termination in 2007 by the City if 
arrangements entered into by PG&E for operation of the DC Line are such as to reduce the transmission capability 
thereof, (iii) termination if either the COTP or DC Line facilities are retired, (iv) termination upon five years' 
advance notice in the event the City elects to participate in an alternate project that provides the City with 
transmission capability between the southern terminus of the COTP and the Electric System, and (v) termination 
(after compliance with certain procedures) in the event that an action by one of the parties or third parties has so 
affected the operation of the COTP or the DC Line as to reduce the transmission capability to the City or PG&E. 
Transfer of operational control of the City's COTP interest to the ISO is subject to the terms of the Vernon/PG&E 
Exchange Agreement. 

Sierra Pacific Power ("Sierra Pacific") has constructed a 345 kV transmission line from the Reno, Nevada 
area to Alturas, California (the "Alturas Intertie Project"). The Alturas lntertie Project interconnects with the 
Bonneville Power Administration system in California. Western Systems Coordinating Council has given the 
Alturas lntertie Project a 300-MW non-simultaneous transfer capability rating. However, the simultaneous 
operation of the Alturas lntertie Project with the CO! could potentially reduce the CO! delivery capability on a MW 
for MW basis, thereby directly impacting the interests of the COTP Participants. Sierra Pacific has filed an Alturas 
lntertie Project Interconnection Agreement and an Operating and Scheduling Agreement for the Alturas lntertie 
Project, which have been accepted by FERC. Pursuant to the terms of the Vernon/PG&E Exchange Agreement, in 
the event of any changes in the transmission capability of the COTP (e.g., as a result of a reduction in delivery 
capability), the City's transmission service exchange rights from PG&E under the Vernon/PG&E Exchange 
Agreement may be subject to adj ustrnent if determined appropriate by the City and PG&E. 
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CAPITAL REQUIREMENTS 

The City expects capital requirements for the Electric System for the five Fiscal Years ended June 30, 2006 
through 2010 to aggregate approximately $18.4 million. The capital requirements are for the expansion of 
distribution facilities, substation upgrades, switch gear improvements, transformer improvements, generation facility 
equipment purchases and other electric system improvements. It is expected that these requirements will be funded 
from Electric System revenues and reserves, although the City may seek reimbursement from the proceeds of future 
tax-exempt financings. The following table lists the expected annual capital requirements: 

Fiscal Year 

2005-06 
2006-07 
2007-08 
2008-09 
2009-10 

Total 

Capital Requirements 
(in thousands) 

$3,000 
1,700 
2,900 
4,800 
6 000 

$18,400 

[Remainder of Page Intentionally Left Blank] 
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RETAIL ENERGY SALES 

Customers, Retail Energy Sales Revenues and Demand 

The average number of customers, retail kWh sales and revenues derived from retail sales, by classification 
of service, and peak demand during the past five Fiscal Years, are listed below. 

CITY OF VERNON 
ELECTRIC SYSTEM 

CUSTOMERS, RETAIL SALES, REVENUES AND DEMAND 

Number of Customers: 
Residential 
Commercial 
Industrial 
Other 

Total Customers (l) 

Kilowatt-Hour Sales (in Millions): 
Residential 
Commercial 
Industrial 
Other 

Total kWh Retail Sales 

Revenues from Sale of Retail Energy 
($000's): 

Residential 
Commercial 
Industrial 
Other 

Total Revenues from 
Sale of Energyl2l 

Peak Retail Demand (MW) 

2001 

27 
1,015 

869 
148 

2 059 

0.1 
235.3 
926.3 

10.2 
1 171.9 

$ 5 
16,162 
54,399 

915 
$71,481 

195.8 

Fiscal Years Ended June 30 
2002 2003 2004 

27 26 26 
1,026 1,025 1,020 

870 860 858 
145 148 157 

2.068 2 059 2.061 

0.1 0.1 0.1 
231.0 256.6 280.4 
869.2 870.0 898.5 

10.5 12.3 12.7 
1 110.8 1 138.9 1 191.7 

$ 6 $ 6 $ 7 
18,445 23,659 24,329 
61,171 60,017 63,838 

1 076 1 003 891 
$80.698 $84.686 $89.067 

184.1 190.5 194.4 

(l) Some businesses have more than one meter. The City considers each meter to be a customer. 

2005 

30 
995 
837 
182 

2 044 

0.1 
258.2 
852.5 

12.8 
1.123.6 

$ 7 
22,955 
63,190 

1,208 
$87.360 

195.9 

('J Excludes 2.85% AB 1890 public benefit surcharge pursuant to Section 385 of the California Public Utilities 
Code. 

Largest Customers 

The Electric System's ten largest customers accounted for approximately 37% of the Electric System's 
energy sales for such period, and the Electric System's 20 largest customers accounted for approximately 4 7% of the 
Electric System's energy sales for such period. The table below sets forth the Electric System's ten largest 
customers (in alphabetical order) from July 1, 2005 through May 31, 2006. 
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CITY OF VERNON 
ELECTRIC SYSTEM 

TEN LARGEST CUSTOMERS 
(In Alphabetical Order) 

From July 1, 2005 through May 31, 2006 

Business Name 

Clougherty Packing/Farmer John 
Container Corp. of America/Jefferson Smurfit 
Exide/GNB Batteries 
Kai Kan Foods 
Overhill Farms, Inc. 
Owens Brockway/Owens Illinois 
P ABCO Paper Products 
Rehrig Pacific 
Service Packing (United Food Group) 
U.S. Growers Cold Storage, Inc. 

General 

In Vernon Since 

1944 
1967 
1964 
1967 
1989 
1944 
1957 
1973 
1974 
1987 

ELECTRIC RATES 

Type of Business 

Meat Packing Plants 
Paperboard Mills 
Primary Batteries, Dry And Wet 
Wet Corn Milling 
Meat Processing Plant 
Glass Containers 
Paperboard Boxes 
Plastic Products 
Meat Packing Plants 
Refrigerated Warehousing and Storage 

The Electric System's retail rates are established by the City Council and are not subject to regulation by 
the California Public Utility Commission or any other state agency. See "RATE REGULATION" herein. The 
Electric System provides no free service. The retail rates include a 3% surcharge for payments in lieu of franchise 
tax to the City's General Fund and the 2.85% public benefits surcharge under AB 1890. 

Prior to the addition of the AB 1890 public benefits surcharge to the rates in 1998, the rates had not been 
adjusted by the City Council since 1984. Since 2000, the rates have been increased six times as indicated in the 
table below. 

(1) 

PERCENTAGE CHANGE IN 
ELECTRIC RATES 

Effective Date 

November 1, 2006(lJ 
June 1, 2005 
November 1, 2003 
May 1, 2001 
October 1, 2000 
July 1, 2000 

Average Percent Increase 
in Rate 

5.00% 
4.70 
3.00 

19.00 
9.75 

16.00 

Pursuant to Resolution No. 9054 adopted by the City Council on May 24, 2006. 
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The table below sets forth the average billing price per kilowatt-hour of the Electric System's various 
customer classes for the periods indicated. 

CITY OF VERNON 
ELECTRIC SYSTEM 

AVERAGE BILLING PRICE 
(CENTS PER KILOWATT-HOUR) 

Fiscal Year Ended June 30, 
2001 2002 

Residential 3.77 4.82 
Commercial 6.87 7.99 
Industrial 5.87 7.04 
Other 8.97 10.26 

Weighted Average 6.10 7.26 

2003 
4.94 
9.73 
6.75 

11.04 

7.42 

2004 
4.96 
9.86 
6.81 

11.03 

7.47 

2005 
5.06 
8.89 
7.41 
9.44 

7.78 

All electric bills are due and payable on the date of billing and become delinquent 20 days !hereafter. If 
such bills remain unpaid on the 35th day after billing, all electric services are subject to termination until all fees, 
charges, penalties and the entire delinquent balance have been paid. 

The City considers its write-offs for uncollectible accounts to be low by electric utility industry standards 
for urban areas. The write-offs for uncollectible accounts have been less than 0.13% over the last five Fiscal Years. 

Fiscal Year 
Ended June 30 

2001 
2002 
2003 
2004 
2005 

CITY OF VERNON 
ELECTRIC SYSTEM 

UNCOLLECTIBLE REVENUES 

Uncollectible 
Revenues 

$90,567 
69,397 
36,406 
48,435 
46,499 

Comparison of Selected Monthly Electric Bills 

Percent of 
Gross Billings 

0.126% 
0.086 
0.042 
0.054 
0.053 

The following table shows a comparison of selected monthly electric bills for utilities operating in the 
Southern California region as of January 2006 for large commercial/industrial customers. The monthly electric bills 
shown in the following tables are based on available information as of the date indicated and are not reflective of 
what the electric rates for any category of customers or the average monthly electric bills of the respective utility are 
or will be at any date subsequent to the date indicated. See "Electric Rates" above for additional information 
regarding the City's historical and projected future electric system rates. 
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COMPARISON OF SELECTED MONTHLY ELECTRIC BILLS 

(1) 

Pasadena 
Riverside 
Burbank 
Anaheim 
Glendale 
LADWP(lJ 

SCE 
Vernon 

Large Commercial/Industrial (January 2006) 
7,000,000 2,000,000 

kWh/10,000 kW kWh/5,000 kW 
NIA $ 180,933 
NIA 195,035 
NIA 241,719 
NIA 189,376 
NIA 194,662 

$545,954 192,278 
504,836 189,301 
442,121 146,126 

Does not include 12% City Tax. 
Source: Los Angeles Department of Water and Power. 

INDEBTEDNESS 

Direct Electric System Revenne Indebtedness 

300,000 
kWh/1,000 kW 

$ 29,215 
32,250 
38,109 
30,590 
32,364 
32,747 
30,814 
24,365 

The City has previously issued (i) $90, 150,000, 2004 Series A, (ii) $83,575,000, 2004 Series B, 
(iii) $39,875,000, 2004 Series C, and (iv) $69, 100,000, 2004 Series D, Electric System Revenue Bonds (collectively, 
the "2004 Bonds"). The 2004 Bonds were issued to provide funds to (i) refund $162,610,000 ofoutstanding Electric 
System Revenue Bonds of the City; (ii) finance the costs of improvements to the City's substation and distribution 
facilities and certain costs of completion of the Malburg Generating Station; (iii) finance the reimbursement to the 
City of certain costs incurred in connection with the City's electric system facilities, (iv) to fund a deposit to a debt 
service reserve fund; and (v) pay the costs of issuance of the 2004 Bonds. Each series of2004 Bonds bears interest 
a variable rate set periodically through an auction process. Debt service on the 2004 Bonds is payable from, and 
secured by a lien on, the Electric System's Net Revenues which are determined after providing for Operation and 
Maintenance Expenses, including amounts payable by the City under the Gas Supply Agreement. See "SUMMARY 
OF OPERATING RESULTS - "Net Revenues Under City Bond Indenture" and Note 6 of the notes to the Financial 
statement for the Fiscal Year ended June 30, 2005 in Appendix B to the Official Statement to which this Appendix is 
attached. 

In addition, the City is obligated to make certain payments under various interest rate swap agreements (the 
"Outstanding Swap Agreements") relating to the 2004 Bonds and certain bonds that were defeased with the 
proceeds of the 2004 Bonds. The payments due with respect to the 2004 Bonds and the Outstanding Swap 
Agreements are on a parity and secured by a pledge of "Net Revenues" of the City's Electric System as defined in 
the City Bond Indenture. See "SUMMARY OF OPERATING RESULTS - Net Revenues Under City Bond 
Indenture" and Note 7 to the notes to the financial statements for the Fiscal Year ended June 30, 2005 in 
Appendix B to the Official Statement to which this Appendix is attached. 

Palo Verde Nnclear Generating Station 

The City has entered into a power purchase contract with SCP PA with respect to the Palo Verde Nuclear 
Generating Station. See "Power Supply Resources - SCPPA Palo Verde Nuclear Generating Station Interest" 
above. The PVNGS contract requires the City to pay its share of SCPPA's costs for the project including operation 
and maintenance expenses and debt service on bonds issued by SCP PA for the project. Following the completion of 
the PVNGS Restructuring Plan on July 1, 2004 and the defeasance of a significant portion of SCPPA's outstanding 
PVNGS project bonds, approximately $108,000,000 principal amount of bonds relating to PVNGS remained 
outstanding as of July 1, 2005, of which the City's share is approximately $2,550,000. Obligations of the City under 
its contract with SCP PA constitute Operation and Maintenance Expenses of the Electric System payable on a parity 
with the payments to be made under the Gas Supply Agreement. The PVNGS power purchase contact is on a "take-
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or-pay" basis, which requires payments to be made whether or not the project is operating or operable, or whether 
the output from the project is suspended, interfered with, reduced, curtailed or terminated in whole or in part 
Amounts otherwise payable by the City under the PVNGS power purchase contract can be increased due to the 
default of other SCP PA participants in the project. For further information, see "Project Commitments - Southern 
California Public Power Authority" under Note 3 of the notes to the financial statements for the Fiscal Year ended 
June 30, 2005 in APPENDIX B to the Official Statement to which this Appendix is attached. 

SUMMARY OF OPERATING RESULTS 

A sunnnary of operating results for the City's Electric System for the five Fiscal Years ended June 30, 2001 
through 2005 is shown in the following table. This summary was prepared by the City from information derived 
from its audited annual financial statements for such five Fiscal Years. 

[Remainder of Page Intentionally Left Blank] 
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CITY OF VERNON 
ELECTRIC SYSTEM 

SUMMARY OF OPERATING RESULTS 

Fiscal Year Ended June 30, 
(Audited) 

2001 2002 2003 2004 2005 
Total Operating Revenues $96,878,328 $99,393,077 $101,393,30 I $107,052,500 $110,484,895 

Operating Expenses: 
Cost of Sales $97,387,167 $95,140,712 $80,683,554 $ 88,755,276 $ 88,592,068 
In Lieu of Franchise Tax(I) 2,202,633 2,455,094 2,728,886 
Depreciation 2,798,753 3,203,832 2,972,243 3,316,122 4,231,020 
Total Operating Expenses $102,388,553 $100,799,638 $86,384,684 $92,071,398 $92,823,088 

Operating Income (Loss) $(5,510,225) $(1,406,561) $15,008,617 $14,981,102 $17,661,807 

Nonoperating Revenues (Expenses): 
Investment Income $3,764,824 $3,959,632 $3,843,381 $2,837,609 $5,221,357 
Realized Gain (Loss) on Investments 4,978,993 914,764 
Net increase (decrease) in fair value of 

Investments 5,036,815 521,451 (981,890) ( 450,344) 
Bond Interest Expense(') (95,796) (1,310,835) 
Other Non-Recurring Income 4,170,000(4) 7,148,889(5) (3,550,000jC'l 
Total Nonoperating Revenue, Net $8,705,843 $9,460,076 $8,928,145 $9,004,608 $(89,822) 

Net Income (Loss) Before Operating 
Transfers to General Fund $3,195,618 $8,053,515 $23,936, 762 $23,985,710 $17,571,895 
Operating Transfers to General Fund(3l (7,612,243) (8,503, 702) (7,314,305) (5,523,644) (5,480,789) 
Net Income (Loss) $(4,416,625) $( 450, 187) $16,622,457 $18,462,066 $12,091,106 

(l) Commencing with the Fiscal Year ended June 30, 2004, the In Lieu of Franchise Tax was included in Cost of Sales. 
(z) In Fiscal Year 2000-01, represents interest expense in connection with certain certificates of participation which 

were retired in September 2000. For Fiscal Years 2002-03, 2003-04, and 2004-05 interest on all but $69,100,000 
principal amount of the City's outstanding Electric System Revenue Bonds was capitalized. 

0) For the Fiscal Year ended June 30, 2001, includes investment income on certain Electric System funds and the 
Electric System's share of the City's allocated administrative costs. Beginning in the Fiscal Year ended June 30, 
2002, the Electric System's share of the City's allocated administrative costs is included in Cost of Sales. For the 
Fiscal Years ended June 30, 2002 through 2004, includes investment income on certain Electric System funds and 
capital gains on certain securities sold during the Fiscal Year. For the Fiscal Year ended June 30, 2003, includes 
amounts paid to the City from the suspension of an interest rate swap. See Note 7 to the City's audited financial 
statements for the Fiscal Year ended June 30, 2004 included in Appendix B to the Official Statement to which this 
Appendix is attached. For the Fiscal Year ended June 30, 2005, excludes transfer of $66,846,257 of Series 2004D 
proceeds to the General Fund. 

(
4

) Represents payment received by the City in connection with suspension of interest rate swap. See Note 7 to the 
City's audited financial statements for the Fiscal Year ended June 30, 2004 included in Appendix B to the Official 
Statement to which this Appendix is attached. 

(
5

) Represents funds received from legal settlement. See Note 10 to the City's audited financial statements for the 
Fiscal Year ended June 30, 2004 included in Appendix B to the Official Statement to which this Appendix is 
attached. 

(o) Represents funds paid out in legal settlement. See Note 11 to the City's audited financial statements for the Fiscal 
Year ended June 30, 2005 included in Appendix B to the Official Statement to which this Appendix is attached. 
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Management's Discnssion of Operating Resnlts 

General. While the Electric System had positive Net Income before Operating Transfers to General Fund 
for each of the five Fiscal Years ending on June 30, 2005, the Electric System experienced an operating loss after 
such transfers in the Fiscal Year ended June 30, 2001 and the Fiscal Year ended June 30, 2002. The Electric System 
had operating income of over $15 million in the Fiscal Year ended June 30, 2003, over $14 million in the Fiscal 
Year ended June 30, 2004 and over $17 million in the Fiscal Year ended June 30, 2005. Operating losses in prior 
years were primarily the result of increased purchased power costs, including ancillary services, due to the effect of 
industry restructuring and the energy crisis. The Electric System's purchased power costs were $58.2 million in the 
Fiscal Year ended June 30, 2001 and $62.8 million in the Fiscal Year ended June 30, 2002. To mitigate the impact 
of rate increases during this period, the City elected to fund a portion of such increased purchased power costs from 
its cash reserves rather than covering all such cost from the Electric System rates. In response to the California 
energy crisis, in early 2000 the City began the process to increase the Electric System rates in conjunction with 
contracting for long-term power. See "DEVELOPMENTS IN THE CALIFORNIA ENERGY MARKETS
Industry Restructuring and the Energy Crisis" and "POWER SUPPLY RESOURCES" herein. As a result of this 
process, the City instituted five Electric System rate increases in the period from July 1, 2000 to June 1, 2005 for an 
approximately 52.45% increase in the average rate. In addition, on May 24, 2006, the City Council approved a 5% 
rate increase to be effective November 1, 2006. See "ELECTRIC RATES" herein. 

Fiscal Years 2003-04 and 2004-05. The financial statements included in Appendix B to the Official 
Statements to which this Appendix is attached contain the City's Management Discussion of Operating Results for 
the Fiscal Years ended June 30, 2004 and June 30, 2005. 

Fiscal Year 2002-03. Operating expenses decreased by $14 million (a decrease of approximately 14%) 
over the prior year due to a decrease in the cost of purchased power. The City entered into some long term contracts 
during the energy crisis of 2001 that ended in 2003. The City was then able to enter into lower cost contracts, which 
significantly reduced the cost of purchased power. 

Nonoperating revenues included a $4, 170,000 gain received for altering bond interest rate swap 
arrangements. 

[Remainder of Page Intentionally Left Blank] 
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Net Revennes Under City Bond lndentnre 

Debt service on the 2006 Bonds is payable as an Operation and Maintenance Expense of the Electric 
System. The table below presents the calculation of the Electric System's Net Revenues determined in accordance 
with the City Bond Indenture (and not in accordance with generally accepted accounting principles) for the five 
Fiscal Years ended June 30, 2001 through 2005. This table was prepared by the City from information derived from 
its audited annual financial statements for such five Fiscal Years. In accordance with the provisions of the City 
Bond Indenture, depreciation expense and other non-cash items are not included in Operation and Maintenance 
Expenses. 

CITY OF VERNON 
ELECTRIC SYSTEM 

DETERMINATION OF NET REVENUES 
UNDER CITY BOND INDENTURE 

Fiscal Year Ended June 30, 
2001 2002 2003 2004 2005 

Revenues (I) $100,643, 152 $108,331,702 
97 595 806 

$110,321,446 
83412 440 

$117,038,998 
88 755 276 

$112,156,252 
88 592 068 Operation and Maintenance Expenses: (z) 99 589 800 

Net Revenues 

(1) 

(2) 

under City Bond Indenture $ 1,053,352 $ 10,735,896 $ 26,909,006 $ 28,283, 722 $ 23,564,184 

As defined in the City Bond Indenture which is substantially the same as the definition of Electric System 
Revenues in Appendix C. Includes all operating income, investment income, realized gains (losses) on 
investments and other non-recurring income. Excludes net increase in fair value of investments. 
As defined in the City Bond Indenture which is substantially the same as the definition of Operation and 
Maintenance Expenses in Appendix C. Excludes depreciation, amortization, and other non-cash items. 

EMPLOYEE RELATIONS 

As of June 30, 2005, 41 full-time equivalent City employees were assigned to the Electric System. 
Additionally, other City personnel provide support services to the Electric System as required, including the City's 
Finance Department and the City Attorney. All of the City's employees, including those assigned to the Electric 
System, are non-union. There have been no strikes or other work stoppages against the City within the last twenty 
years. 

Retirement benefits to City employees, including those assigned to the Electric System, are provided 
through the City's participation in the California Public Employees Retirement System (CalPERS), an agent 
multiple-employer retirement system that acts as a common investment and administrative agent for participating 
public entities within the State of California. 

The State-required City employee salary contributions of 7% for miscellaneous employees and 9% for 
safety members are subsidized by the City. The City is required to contribute the remaining amounts necessary to 
fund the benefits for its members, using the actuarial basis adopted by the CalPERS Board of Administration. 

The City's total contribution to CalPERS for the year ended June 30, 2005 was $4,610,702. City 
contribution rates as a percentage of covered payroll were 1. 926% for miscellaneous plan members and 25.200% for 
safety plan members. The City's contribution was made in accordance with actuarially determined requirements. 
The most recent actuarial valuation performed as of June 30, 2002 which indicated the City had no unfunded 
pension benefit obligation. The City has contributed its annual pension cost payments with respect to all employees 
as required by CALPERS and estimates that it will not have any unfunded pension liability as of the next actuarial 
valuation. See Note 10 to the City's audited financial statements for the Fiscal Year ended June 30, 2005 included 
in Appendix B to the Official Statement to which this Appendix is attached. 
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The City Council approved a post-retirement medical benefit plan for all employees with 20 years of 
service who retire at 60 or after 30 years or more of service to the City. The plan pays for qualified employees' 
medical and dental insurance premiums and claims from age 60 to 65. Funding of the plan is on a pay-as-you-go 
basis. During the Fiscal Year ended June 30, 2005, approximately 43 employees were eligible to receive benefits. 
Amounts paid for the Fiscal Year ended June 30, 2005 totaled $386,720. See Note 14 to the City's audited financial 
statements for the Fiscal Year ended June 30, 2005 included in Appendix B to the Official Statement to which this 
Appendix is attached. 

INSURANCE 

The City has obtained various insurance policies that provide coverage for "Special Form Perils" against 
direct physical loss or damage, including earthquake and flood, to all real and personal property of the City. The 
policy limits for perils other than earthquake and flood are $150 million per occurrence with deductibles of up to 
$100 thousand per occurrence. The earthquake and flood portion of the policies have limits of $50 million per 
occurrence with a 5% deductible. Due to increasing premiums and limitations on available coverage, the City 
expects to reduce and possibly eliminate, earthquake and flood insurance coverage. The City has also obtained 
various insurance policies that provide general liability, automobile liability and employment benefits liability 
coverage with policy limits of $20 million per occurrence and in the armual aggregate, with a deductible of $2 
million. The City has a workmen's compensation insurance policy with a $50 million limit and a $1 million 
deductible amount. 

Deductibles and amounts in excess of policy limits are self-insured. There have been no significant 
reductions of coverage from the prior year. There have been no settlements exceeding insurance coverage for each 
of the past three Fiscal Years. 

RATE REGULATION 

The City sets rates, fees and charges for electric service provided at retail within its boundaries. The 
authority of the City to impose and collect rates and charges for retail electric service is not subject to the general 
regulatory jurisdiction of the California Public Utilities Commission ("CPUC"). Currently neither the CPUC nor 
any other regulatory authority of the State of California nor the Federal Energy Regulatory Commission ("FERC'') 
reviews such rates and charges. The California Energy Commission is authorized to evaluate rate policies for 
electric energy as related to the goals of the Energy Resources Conservation and Development Act and to make 
recommendations to the Governor, the Legislature and publicly owned electric utilities. 

As described under "TRANSMISSION RESOURCES - California Independent System Operator," the 
City turned over operational control of its high voltage transmission facilities to the ISO effective January 1, 2001 
and thereby became a "Participating Transmission Owner" with the ISO. As a result of its status as a Participating 
Transmission Owner, the City is compensated for the use of the Electric System's high voltage transmission assets 
(including both ownership interests in, and contractual rights to, high voltage transmission facilities) through the 
recovery of its transmission revenue requirements ("TRR"). The Electric System's TRR is recovered from amounts 
paid by the ISO from the rates it charges users of the transmission system under its operational control. The City 
Council establishes the TRR for the Electric System but such TRR is subject to approval by FERC in connection 
with F ERC 's approval of the rates charged to users of the transmission facilities controlled by the ISO. 

The Electric System is currently receiving an annual TRR of approximately $8.7 million. ln January 2001, 
FERC approved an approximately $10.2 million armual TRR for the Electric System which became effective on 
January 1, 2001. The ISO began collecting rates for use of transmission services on its system (including the 
Electric System's transmission facilities) based in part upon the Electric System's TRR. Petitions for review of 
FERC's approval of the Electric System's TRR were filed by PG&E and Edison in the United States Court of 
Appeals for the District of Columbia Circuit. On October 15, 2002, the Court of Appeals ruled that the way FERC 
arrived at its decision was improper and remanded the case back to FERC for further proceedings. FERC issued an 
order consolidating the remand with the petitions for declaratory order of the Cities of Azusa, Anaheim, Banning, 
and Riverside, California wherein those cities seek FERC approval, among other things, of their TRRs for purposes 
of their becoming Participating Transmission Owners. In August 2005 FERC issued an order rejecting a portion of 
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the City's TRR holding that certain of the City's transmission assets were not eligible for inclusion in the TRR until 
January 1, 2003 due to the ISO's inability to control such assets until that date and that certain depreciation 
adjustments had to be made to the value of certain transmission assets. FERC ordered the City to refund all over
collections. On June 7, 2006, FERC denied the City's request for a rehearing on this issue. FERC has not issued 
any decision on the amount of the refund the City is to pay or on the formula under which the TRR of the Electric 
System and other governmental Participating Transmission Owners is to be determined. The City cannot predict the 
outcome of this proceeding, but it is possible that the outcome could affect the Electric System's TRR in certain 
ways including, among others, the current level of the TRR, how the TRR is established, under what standards it is 
considered by FERC, and the amount of any refunds to be made by the City in connection with its previously 
collected TRR. The City estimates that its exposure to any refunds relating to collected TRR will not exceed $7 
million. 

Although its retail rates are not subject to approval by any federal agency, the City is subject to certain 
ratemaking provisions of the federal Public Utility Regulatory Policies Act of 1978 ("PURPA"). The City believes 
that it is operating in compliance with PURPA. 

DEVELOPMENTS IN THE CALIFORNIA ENERGY MARKETS 

lndnstry Restrnctnring and the Energy Crisis 

Background. In 1996, California partially deregulated its electric energy market. An independent system 
operator of the transmission system, the California Independent System Operator, was established, as well as an 
independent power exchange, the California Power Exchange (the "PX"). The PX was originally established to 
permit power generators to sell power on a competitive spot-market basis; however, the PX has ceased all operations 
and filed for bankruptcy protection. 

Financial Difficulties of Market Participants. As a consequence of deregulation, the California investor
owned utilities sold a large portion of their generation resources. As a result, three major IO Us in California, the 
Pacific Gas and Electric Company, San Diego Gas & Electric Co. and the Southern California Edison Company are 
net buyers of electricity. Following the deregulation of the California energy markets, the IOUs were purchasing 
electricity at fluctuating short-term and spot wholesale prices while the retail prices that they would charge their 
residential and small business customers were capped at specified levels. During portions of 2000 and 2001, the 
market price of electricity in California significantly exceeded such capped prices, resulting in the deterioration of 
the creditworthiness of PG&E and Edison. In April 2001, PG&E filed for voluntary protection under Chapter 11 of 
the federal Bankruptcy Code. PG&E ultimately emerged from bankruptcy in April 2004. Also in 2001, Emon 
Corporation experienced severe financial difficulties and voluntarily filed for bankruptcy protection under Chapter 
11 of the federal Bankruptcy Code. Since then, certain other marketers, power suppliers and power plant developers 
have experienced downgrades of their credit ratings. 

Matters Relating to the California Energy Crisis. In connection with the California energy crisis in 2000 
and 2001, the City engaged in increased wholesale spot energy sale transactions and sales of ancillary services. A 
portion of these sales was made in the markets operated by the ISO and the PX. As a result of these sales during the 
energy crisis, the City has become involved in a number of administrative and court proceedings involving claims 
by and against the City in connection with such sales. Certain of these proceedings are described below. 

There are proceedings before FERC (the "Refund Proceedings") to determine the amount of refunds, if any, 
to be paid to the purchasers by sellers of power, including the City, in the California markets during the period 
October 1, 2000 through June 20, 2001. The City asserts that some of the sales being considered in the Refund 
Proceedings were bilateral contracts (as to which FERC has ruled it does not have jurisdiction with respect to 
governmental entities such as the City) and is proceeding to exclude such sales. FERC has established a pricing 
formula to be applied to the sales under consideration. Based on the formula, the City estimates its exposure to 
refund liability in connection with the Refund Proceedings is between $10 million and $14 million. Although the 
Department contends that it is not subject to FERC jurisdiction, it is cooperating in the FERC proceedings and 
monitoring them closely. On September 6, 2005, in Bonneville Power Administration v. Federal Energy Regulatory 
Commission (the "Bonneville Decision"), the United States Court of Appeals for the Ninth Circuit held that FERC 
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could not order refunds from government utilities, such as the City, and remanded the proceeding back to FERC. It 
is not known whether defendants will seek further review of this order. 

Based upon a reference by the Ninth Circuit Court of Appeals to the possibility of a viable action for 
breach of contract, the real parties in interest (California Energy Oversight Board, SDG&E, PG&E and Edison) and 
the California Attorney General ( on behalf of the California Department of Water Resources) have presented claims 
to the City seeking damages for breach of contract. The City Council returned all such claims as untimely filed. 
The California Energy Oversight Board, Edison and PG&E have sued the City in the United States District Court for 
the Eastern District of California, and SDG&E has separately filed suit against the City in such court. Each of these 
suits are for breach of contract and seek substantially the same relief as sought in the Refund Proceedings. 

If the Bonneville Decision becomes final, it is likely that the City will have no refund liability in the action 
at FERC, but the City will still need to prevail in the actions brought for breach of contract. If the Bonneville 
Decision is reversed and refunds are ordered or if the City does not prevail in the breach of contract action, the City 
will assert that such refunds or damages should be offset against the amounts owed it by the PX and ISO which are 
in excess of the City's estimate of refund liability. 

Shortages and Volatility Could Occur in the Future. During portions of 2000 and 2001, California 
experienced extreme fluctuations in the prices and supplies of natural gas and electricity. Licenses for new power 
plants have been issued by the California Energy Commission, construction on several power plants has been 
completed and construction of additional power plants is underway. Progress on new transmission line projects 
within California has been slow. There also has been a substantial rise in the cost of natural gas, which is the fuel 
source for many of California's electric generating units. State agencies have issued warnings that further power 
shortages are possible for Southern California. As a result of the foregoing and other factors, no assurance can be 
given that measures undertaken during the last several years, together with measures to be taken in the future, will 
be sufficient to prevent shortages, price volatility or other energy problems that have adversely affected the City and 
other California electric utilities from occurring again in California. 

State Legislation 

Senate Bill 1037 ("S.B. 1037"), signed by the Governor on September 29, 2005, requires that each local 
publicly-owned electric utility, including the Electric System, in procuring energy, first acquire all available energy 
efficiency and demand reduction resources that are cost effective, reliable and feasible. S.B. 1037 also requires each 
local publicly-owned electric utility to report annually to its customers and to the State Energy Resources 
Conservation and Development Commission its investment in energy efficiency and demand reduction programs. 

OTHER FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY 

Energy Policy Act of 1992 

The Energy Policy Act of 1992 (the "1992 Energy Policy Act") made fundamental changes in the federal 
regulation of the electric utility industry, particularly in the area of transmission access under Sections 211, 212 and 
213 of the Federal Power Act The purpose of these changes, in part, was to bring about increased competition in 
the electric utility industry. 

As amended by the 1992 Energy Policy Act, Sections 211, 212 and 213 of the Federal Power Act provide 
FERC authority, upon application by any electric utility, federal power marketing agency or other person or entity 
generating electric energy for sale or resale, to require a transmitting utility to provide transmission services 
(including any enlargement of transmission capacity necessary to provide such services) to the applicant at rates, 
charges, terms and conditions set by FERC based on standards and provisions in the Federal Power Act Under the 
1992 Energy Policy Act, electric utilities owned by municipalities and other public agencies which own or operate 
electric power transmission facilities which are used for the sale of electric energy at wholesale are "transmitting 
utilities" subject to the requirements of Sections 211, 212 and 213. 
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Changes in Federal Regnlation of Electric Utilities 

In 1996, FERC issued a final rule that effected significant changes in the regulation of transmission 
services provided by public utilities (as defined in the Federal Power Act) that own, operate or control interstate 
transmission facilities and which are subject to FERC jurisdiction over wholesale contracts, rates and services 
("jurisdictional utilities"). The Electric System is not a public utility (as defined in the Federal Power Act) and is 
not a jurisdictional utility under the Federal Power Act 

FERC is encouraging the voluntary formation of regional transmission organizations ("RTOs") that are 
independent from owners of generation and other market participants and that will provide transmission access on a 
non-discriminatory basis to buyers and sellers of power. IO Us and publicly-owned utilities are being encouraged to 
participate in the formation and operation of R TOs, but are not, at this time, being ordered by F ERC to participate. 
The City has turned operational control of its high voltage transmission assets to the ISO. See "TRANSMISSION 
RESOURCES - California Independent System Operator." FERC also supports a national standard for the 
exchange of electricity and transmission services. It is not certain at this time what impact, if any, the formation of 
R TOs or the adoption of a national standard for exchange of electric services will have on the Electric System. 

Recent Federal Energy Legislation 

On August 8, 2005, President Bush signed the Energy Policy Act of 2005 ("EPACT 2005"). EPA CT 2005 
addresses a wide array of energy matters that could affect the entire electric utility industry, including the City's 
Electric System. It expands FERC's jurisdiction to require open access transmission by municipal utilities that sell 
more than four million megawatt hours of energy and to order refunds under certain circumstances for municipal 
utilities that sell more than eight million megawatt hours of energy. The City is unable to predict when, if ever, its 
sales of electricity would reach eight million megawatt hours. EPACT 2005 requires that FERC conclude its 
investigation into the allegations of overcharges during the California energy crisis in 2000 and 2001 and submit a 
report to Congress. It also provides for mandatory reliability standards to increase system reliability and minimize 
blackouts, criminal penalties for manipulative energy trading practices and the repeal of the Public Utility Holding 
Company Act of 1935, which prohibited certain mergers and consolidations involving electric utilities. The market 
manipulation provisions, enacted in response to the Enron-type trading strategies uncovered during FERC's 
investigation of the western energy markets during 2000-2001, prohibit the use by any entity, including those not 
normally subject to FERC regulation, such as the City, of "any manipulative or deceptive device or contrivance (as 
those terms are used in Section lO(b) of the Securities Exchange Act of 1934 .... )" in contravention of FERC rules. 
EPACT 2005 granted FERC authority to impose penalties of up to $1 million per day for each day that a violation of 
the Federal Power Act or any rule or order issued under the FPA, continues. Under EPACT 2005, by February 2007 
investor-owned utilities must offer each of their customer classes a time-based rate schedule to enable customers to 
manage energy use through advanced metering and communications technology. It authorizes F ERC to exercise 
eminent domain powers to construct and operate transmission lines if F ERC determines a state has unreasonably 
withheld approval. EPACT 2005 contains provisions designed to increase imports of liquefied natural gas and 
incentives to support renewable energy technologies, including a new two-year program for tax credit bonds for 
local governments to finance certain renewable energy facilities. EPACT 2005 also extends for 20 years the Price
Anderson Act, which concerns nuclear power liability protection, and provides incentives for the construction of 
new nuclear plants. 

The City is unable to predict at this time the impact that EPACT 2005 will have on the operations and 
finances of the Electric System or the electric utility industry generally. 

Other Factors 

The electric utility industry in general has been, or in the future may be, affected by a number of other 
factors which could impact the financial condition and competitiveness of many electric utilities and the level of 
utilization of generating and transmission facilities. In addition to the factors discussed above, such factors include, 
among others, (a) effects of compliance with rapidly changing environmental, safety, licensing, regulatory and 
legislative requirements other than those described above, (b) changes resulting from conservation and demand-side 
management programs on the timing and use of electric energy, ( c) changes resulting from a national energy policy, 
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(d) effects of competition from other electric utilities (including increased competition resulting from mergers, 
acquisitions, and "strategic alliances" of competing electric and natural gas utilities and from competitors 
transmitting less expensive electricity from much greater distances over an interconnected system) and new methods 
of, and new facilities for, producing low-cost electricity, (e) increased competition from independent power 
producers and marketers, brokers and federal power marketing agencies, (f) "self-generation" or "distributed 
generation" (such as microturbines and fuel cells) by industrial and commercial customers and others, (g) issues 
relating to the ability to issue tax-exempt obligations, including severe restrictions on the ability to sell to 
nongovernmental entities electricity from generation projects and transmission service from transmission line 
projects financed with outstanding tax-exempt obligations, (h) effects of inflation on the operating and maintenance 
costs of an electric utility and its facilities, (i) changes from projected future load requirements, U) increases in costs 
and uncertain availability of capital, (k) shifts in the availability and relative costs of different fuels (including the 
cost of natural gas), (1) sudden and dramatic increases in the price of energy purchased on the open market that may 
occur in times of high peak demand in an area of the country experiencing such high peak demand, such as has 
occurred in California, (m) inadequate risk management procedures and practices with respect to, among other 
things, the purchase and sale of energy and transmission capacity, (n) other legislative changes, voter initiatives, 
referenda and statewide propositions, ( o) effects of changes in the economy and (p) effects of possible manipulation 
of electric markets. Any of these factors (as well as other factors) could have an adverse effect on the financial 
condition of any given electric utility and likely will affect individual utilities in different ways. 

The City cannot predict what effects such factors will have on the business operations and financial 
condition of the Electric System, but the effects could be significant. The foregoing is a brief discussion of 
certain of these factors. This discussion does not purport to be comprehensive or definitive, and these 
matters are subject to change subsequent to the date hereof. Extensive information on the electric utility 
industry is, and will be, available from the legislative and regulatory bodies and other sources in the public 
domain, and potential purchasers of the 2006 Bonds should obtain and review such information. 

CONSTITUTIONAL LIMITATIONS ON TAXES AND APPROPRIATIONS 

California Constitntion Articles XIIIA and XIIIB 

Article Xll!A of the California Constitution limits the taxing powers of California public agencies. 
Article XlllA provides that the maximum ad valorem tax on real property cannot exceed one percent of the "full 
cash value" of the property, and effectively prohibits the levying of any other ad property tax except for taxes above 
that level required to pay debt service on voter-approved general obligation bonds. "Full cash value" is defined as 
"the County Assessor's valuation of real property as shown on the 1975-76 tax bill under 'full cash value' or, 
thereafter, the appraised value of real property when purchased, newly constructed, or a change in ownership has 
occurred after the 1975 assessment." The "full cash value" is subject to annual adjustment to reflect inflation at a 
rate not to exceed two percent or a reduction in the consumer price index or comparable local data, or declining 
property value caused by damage, destruction or other factors. 

The foregoing limitation does not apply to ad valorem taxes or special assessments to pay the interest and 
redemption charges on any indebtedness approved by the voters before July 1, 1978 or any bonded indebtedness for 
the acquisition or improvement of real property approved by the applicable percentage of the votes cast by the voters 
voting on the proposition. 

Under Article XlllB of the California Constitution, state and local government entities have an annual 
"appropriations limit" which limits their ability to spend certain moneys called "appropriations subject to 
limitation," which consist of tax revenues, certain state subventions and certain other moneys, including user 
charges to the extent they exceed the costs reasonably borne by the entity in providing the service for which it is 
levying the charge. The City is of the opinion that the electric service and use charges imposed by the City do not 
exceed the costs the City reasonably bears in providing the electric service. In general terms, the "appropriations 
limit" is to be based on certain 1978/79 expenditures, and is to be adjusted armually to reflect changes in the 
consumer price index, population, and services provided by these entities. Among other provisions of Article XlllB, 
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if an entity's revenues in any year exceed the amount permitted to be spent, the excess would have to be returned by 
revising tax rates or fee schedules over the subsequent two years. 

Constitntional Changes in California 

Proposition 218, a State ballot initiative known as the "Right to Vote on Taxes Act," was approved by the 
voters of the State of California on November 5, 1996. Proposition 218 added Articles Xll!C and Xll!D to the State 
Constitution. Article XlllD creates additional requirements for the imposition by most local governments (including 
the City) of general taxes, special taxes, assessments and "property-related" fees and charges. Article XlllD 
explicitly exempts fees for the provision of electric service from the provisions of such article. Article XlllC 
expressly extends the people's initiative power to reduce or repeal previously-authorized local taxes, assessments, 
and fees and charges. Since the terms "fees and charges" are not defined in Article XlllC, the initiative powers may 
affect more than "property-related" fees and charges as defined in Article Xll!D. Additionally, in the case of Bock 
v. City Council of Lompoc, 109 Cal.App.3d 43 (1980), the Court of Appeal determined that electric rate ordinances 
are not subject to the same constitutional restrictions that are applied to the use of the initiative process for tax 
measures. However, the City believes that even if the electric rates of the City are subject to the initiative power, 
under Article Xll!C or otherwise, the electorate of the City would be precluded from reducing electric rates and 
charges in a marmer adversely affecting the payment of the amounts due under the Gas Supply Agreement by virtue 
of the "impairment clauses" of the United States and California Constitutions. 

Fntnre Initiatives 

Article Xll!A, Article Xll!B, and Articles Xll!C and Xll!D, were each adopted pursuant to measures 
qualified for the ballot pursuant to California's constitutional initiative process. From time to time other initiative 
measures could be adopted by California voters. The adoption of any such initiatives might place limitations on the 
ability of the City to increase revenues or to increase appropriations. 
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INDEPENDENT AUDITOR'S REPORT 

To the City Council 
City ofVe111on, Califomia 

We have audited the accompanying financial statements of the governmental activities, the 
business-type activities, each major fond, ru1d the aggregate remaining fund information of the 
City of Vernon, California, (City), as of and for the fiscal year ended June 30, 2005, which 
collectively comprise the City's basic financial statements as listed in the table of contents, These 
financial statements are the responsibility of the City's management. Our responsibility is to 
express opinions on these financial statements based on our audit 

We conducted our audit in accordance with auditing standards gene.rally accepted in the United 
Slates nf America. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. 
An audit includes consideration of inte111a! control over financial re11orting as a basis for 
designing audit procedures that are appropriate in the circ,umstances, but not for the purpose of 
expressing an opinion on the effectiveness of the City's internal control over financial reporting. 
Accordingly, we express no such opinion. An audi1 also includes examining, on a test basis, 
evidence supporting the runounts and disclosures in the financial statements, assessing the 
accounting principles used and significant estimates rnade by managcmr..:nl~ as weH as eva1uating 
the overall financial statement presentation, We believe that our audit provides a reasonable basis 
for our opinions, 

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position of the governmental activities, the business-type activities, each 
major fund, and the aggregate remaining fund information oftbe City as of June 30, 2005, and the 
respective changes in finru1cial position and cash flows, where applicable, thereof for the fiscal 
year then ended in conformity with accounting principles generally accepted in the United States 
of America, 

As discussed in Note 2 of the basic financial statements, effective July!, 2004, the City adopted 
the provisions of' GASB Statement No. 40 - Deposit cmd Investment Risk Disclosures - <m 

amendment ol GASB Statement No, 3. 

CERTlf!EO PUE1LIC ACCOUNTANTS & "-IANAOt:.MLNT CONSULTANTS 

http://www.maclaiginS.com


The management's discussion and analysis and budgetary comparison information on pages 3 
through 15 and 56 through 57, are not a required part of the basic financial statements but are 
supplementary infonnation required by accounting principles generally accepted in the United 
States of America. We have applied certain limited procedures, which consisted principally of 
inquiries of management regarding the methods of measurement and presentation of the required 
supplcrnc-ntary infOnnation. Ho\vever, \Ve did not audit the infonnation and express no opinion 
on it. 

Certified Public Accountants 

Los Angeles, California 
December 16, 2005 
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CITY OF VERl\'ON, CALIFOR;"!IA 
Management's Discussion and Analysis 

.For the Fiscal Year Ended June 30, 2005 
(l:naudited) 

As management of the City of Vernon ("the City"), we offer readers of the financial statements 
this nrurntive overview and ruialysis of the financial activities of the City for the fiscal year ended 
June 30, 2005. 

Financial Highlights 

, rhe assets of the City exceeded its liabllities at the close of the most recent fiscal year by 
$335,632,812 (net assets). Of this amount, $103,390,733 (unrestricted net assets) may be 
used to meet the City's ongoing obligations lo citizens and creditors. 

• The City's total net assets increased by $13,586,476. This increase is attributable to the Light 
and Power Fund which generated an increase in net assets before transfers of $17,571,985. 

• As of the close of the current fiscal year, the City's governmental funds reported combined 
ending fund balances of $64,295,994, an increase of $37,922,696 in comparison with the 
prior year. Approximately 69% of the governmental funds balances, $44,634,875, arc 
available.for spending at the Ci1y', discretion (unreservedjimd balances). 

Overview of the :Financial Statement~ 

This discussion and analysis are intended to serve as an introduc1ion lo the City's basic financial 
,iatements. The City's basic financial statements comprise three components: I) government· 
wide financial statements, 2) fund financial statements, and 3) notes to the basic financial 
statements. 

Government-wide financial statements. The government-wide financial statements are 
designed lo provide readers with a broad overview of the City's finances, in a manner similar to a 
private-sector business. 

The statement o(net assets presents information on all of the City's a5Sets and liabilities, 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. 

The statement 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 even! giving rise to the change occurs, regardless ~/'the timing of related cash flows. 
Thus, revenues and expenses are reported in this statement for some items that wi11 only result in 
cash flows in future fiscal periods (e.g., uncollected taxes and earned but uimsed vacation leave). 

Both of the government-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 all or a significant portion of their costs through user 
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fees and charges (business-type activities). The governmental activities of the City include 
general government, public safety, public works, and health services. The business-type 
activities of the City include the Light and Power Department, Gas Department, Water 
Department and Fiber Optic Department. 

The government-wide. financial statements can be found on pages l6-17 of this report. 

l<'und financial statements. A fund is a grouping of related accounts that is used to maintain 
control over resources that have been segregated for specific activities or objectives. The City, 
like other state and local governments, uses fund accounting to ensure and demonstrate 
compliance with finance-related legal requirements. All of the funds of the City can be divided 
into two categories: governmental funds and proprietary funds. 

Governmental.funds. Governmental fimds arc used to account for essentially the same functions 
reported as governmental activities in the government-wide financial statements. However, 
unlike the government-wide financial statements, governmental fund financial statements focus 
on near-term inflows and outflows of spendable resources, as well as on balances of.,pendab/e 
resources available at the end of the fiscal year. Such infonnation may be useful in evaluating a 
government's near-term financing requirement"l. 

Because the focus of governmen\al funds is narrower than that of the goverrnnent-wide financial 
statements, it is uscfol to compare !he information presented for governmental fundf with similar 
information presented for governmental activities in the government-wide financial statement~. 
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 i\.mds 
statement of revenues, expenditures, and changes in fund balances provide a reconciliation ro 
facilitate this comparison between governmentalfund,5 and governmental activities. 

The City adopts an annual appropriated budget for its General Fund. A budgetary comparison 
schedule has been provided for the general fund to demonstrate compliance with this budget. 

The basic governmental funds financial statements can be found on pages 18-2 l of this report. 

Proprietary funds. The City maintains two different types of proprietary funds. F.nterprise 
.fimds are used to report the same functions presented as business-type activities in the 
government-wide financial statements. The City uses enterprise flmds tu accuunt for its Light 
and Puwcr Department, Water Department, Gas Department and Fiber Optic Department. 
Internal service .funds are an accounting device used to accumulate and allocate costs internally 
among the City's various functions. The City uses internal service funds to account for its fleet 
of vehicles, insurance, and retirement. Because these services predominantly benefit 
governmental rather than business-type functions, !hey have been included within govr:rnmental 
activities in the government-wide tinandal statements. 

Proprietary funds provide the same type of information as the government-wide financial 
statements, only in more detail. The proprietary fund financial statements provide separate 
information for the Light and Power Fund, which is considered to be a major fund of the City. 
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Conversely, the internal service funds are combined into a single, aggregated presentation in the 
proprietary fund financial statements. 

The basic proprietary fund financial statements can be found on pages 22-24 of this report. 

Goveniment-wide Financial Analysis 

As noted earlier, net assets may serve over time as a usefol indicator of a government's financial 
position. In the case of the City, assets exceeded liabilities by $335,632,812 at the close of the 
most recent fiscal year. 

City's Net Assets 

At the end of the current fiscal year. the City is able to report positive balances in all categories 
of net assets, both for the government as a whole, as well as for its separate governmental and 
business-type activities. 

The category of the City's net assets with the largest balance totaling $188,967,530 (56%) 
represents resources that are invested in capital assets, net of related debt. 

TI1e second largest category of net assets, $103,390, 733 (31 %) r<;,presents unrestricted ncl assets 
that can be used to meet the City's ongoing obligations to its citizens and creditors. 

The last remaining category of nel as.~e\s, totaling $43,274,549 (13%) represents the City's 
restricted assets, which is reslriclcd for special purposes and payment of long-term debt. 
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Changes in Net Assets 

Governmental activities' net assets increased by S68, 178,921 and business-type activities' net 
assets decreased by $54,592,445 for a net increase of $13,586,476 for the City. The significant 
increase and decrease between the two activities were mainly caused by the Light and Power 
Fund transferring $66,846,257 of its 2004 Taxable Series D Bond proceeds to the General Fund 
to reimburse the General Fl!l1d for costs incurred in connection with the City's Electric System 
since inception ( 1934) and the Ci1y's Proprietary Fimds transfi .. 'fring $2,801,08 l of ln-Li.eu Taxes 
to the General Fund. 

Assets: 
Current and other 
assets 
Restricted assets 
Capital assets 

Total assets 

Liabilities 
Current liabilities 

Lung~tenn liabilities 
Total 
liabilities 

Net Assets: 

Invested in capital 
assets, net of 
related debt 

Restricted 
lJnrestrictcd 

Toh.ii net assets 

Govcmniental .A.ctivities 
2005 2004 

City of\'emon 
Net Assets 

June 30. 2005 and 2004 

Business-type .Activities 

2005 2004 

$ 81,468,279 $ 42,948,135 $123,914,496 SI36,362,800 

388,508 323.448 73,7.14,545 71.121,961 

Totals 
2005 2004 

$205.382,775 $ J 79,31 Q,935 

74.133,053 7 l.445,409 

74,614,172 

156,470 959 
44,80,.075 282,137.513 , __ 356,751,685 ·-·· c'.'.,''•,'..' 

88,07'1,658 __ 4;.;.7;,;9,796.554 __ 427,009, 104 __ '.:.,'..'.c,c)>.',.,'.'.,> 

7,244,297 6,850,860 23,916,473 22.892,110 31,160,770 29,742.970 

3,328,638 3,504,695 266, 145,293 l 59,789,76 l 269,473,931 163,294,456 

10,572,935 J0,355,555 290,061.766 _,_)82.681.871 .... 300,6:14,101 , ___ 193,037,426 

74,614tl72 44,803,075 114,353,358 109,016,771 188,967,530 153,819,846 

338,664 386,591 42,935.885 10,019,524 43,274,549 10,406,115 

70,945,188 32,529,437 32,445,545 125,290,938 103,390,733 157,820,375 

$145,898.024 $ 77,719,103 $189.734,788 $ 244,327 ,233 $335,632,812 $ 322,046,336 
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2005 

Re'>'<nurs: 

Frog.mm Revem1es 

Charges for services $ i0,69t,i92 

Operating grants a11d 

contributions 192,335 

General ReYenues: 

Taxes 17,093,349 

State allocations 4,835,991 

!nYestment income 902,085 

Gain on ~ale of property 1,659,870 

Other revenues 

Toi.al revem.ies 35.ll3,8S~ 

Program F.,xpeuSf''> 

Governrnenlal activities 

Gent'.ral governn1ent 13,6(17,1-;5:i 

Public ~afo!y 20)-'10.!86 

Public wmks -1,857,135 

Health services l}l J,479 
1nterest on Jong~tcnn 
debt 373,879 

Bu~iness~type activities 

Light and Power 

Olhe, 

Total expenses 40/156,534 

Increase ( decteasc} in net 

asseti:; before transfers ('1,336,649) 

Transfer.~ 72,51.5,SiO 

lncrea<,e \n nel asset;, (18, 1 7R,921 

Net assets· beginning of ycur ____ _22,/19,103 

Net as..-;i,t~- enr! of year 'i; 145J(98,024 

City of Vernon 

CJl.artges in :'let Assets 

Fi.sea! Year End.:<l Jun;: 30, 2005 and 2004 

200,1 2005 2004 

$10.740,212 S 116;681,653 S rn,830,R60 

26ll,804 

14,)61,904 

4,965,801 

(163,338) 4,77],013 l,855,719 

27,080 ·---7,148,889 

.10..1(,0 46.1 121,452666 122 835,468 

V,910,746 

18,t11\.:r18 

5,207,892 

l,26G,6R:ti 

96.612 

91,683,923 92,071,398 

5,S45,6!8 

103.529,541 97,916,501 

t4,524,81 I; 17,923,125 24,918,967 

5 713.7(,(, 172,515,5701 {5,718.766) 

\,l(j3.955 (54,592,445) 19,200,201 

_ ·-~ ~¥_,}27.233 ___ 225J27,032 

rota! 
- -·------~-~-------·-· 

2005 2004 

$ l27Ji3A45 $ 124,571.072 

192,335 2~,~04 

17,093,349 14.56t,9G4 

4}135,991 4,965,801 

5,673,098 l,692,3&1 

l.659,:r11) 

73~.403 f,I75,96t 

l57~566r55l ---·- ]53,235,931 

13,667,855 9,910,7-1-ti 

20,240,186 18.443.338 

4,857,135 5,207,892 

1,311,479 1,266,686 

373,879 96,612 

97.683,923 92,(?I,.393 

___ 5,845,618 

l43.98C,075 132,i/41,775 

13,586,476 2-0,394,155 

13,SS6,4i6 20,394,1:o 

$ 77_719,10.J $ lfi9 734, 788 s244,m,,2n ,,.,,,,,J,235,632.llµ, _L 3?.1,P~.336 
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Governmental activities. Governrm:ntal acuv1t1es increased the City's net assets by 
$68,178,921. This is an increase of $66,984,966 from the prior year. The key reasons for this 
increase in change in net assets are as follows: 

• The Light and Power Fund transferred $66,846,257 of its 2004 Taxable Series D Bond 
proceeds to the General Fu.2d to reimburse the General Fund for costs incurred in 
connection with the City's Electric System ,'ince inception (1934). 

• The City received $1,850,000 from BNSF (railroad) for a settlement over parcel mx 
Ordinance No. l 076. 

• The City sold a piece of property generating $1,659,870 of additional revenue in the 
current year. 

• The City earned a higher return on its investments as compared to the prior year. This 
higher return coupled with a decrease in the fair market value of the City's invesU11ents 
caused a net increase in investment earnings of$1,065,423 as compared to the prior year. 

• The City spent S870,574 more for the Police Department and $1,309,967 more for the 
Fire Department as compared io the prior year. A significant portion of ihis increase was 
due to the PERS rate increase fmm 9.562% to 25.20% for public safety employees that 
became dfoctivc July 1, 2004, 

• The City spent $4,035,893 more on legal costs as compared to the prior year, These 
higher legal costs resulted from Lhe City's outsourcing oflegal work to outside Jaw firms. 
These legal costs included research imd consulting on land use, environmental issues and 
permitting incurred by the City in its current industrial development programs. 
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Revenues by Source - Governmental Activities 
For the Fiscal Years Ended June 30, 2005 and 2004 

2005 Governmental Activities Revenues 

Transfers 
£7% 

4% I 
Franc'lise Taxes_; 

1%, 

Parne! T~.:as 
{% 
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2004 Governmental Activities Revenues 

Other : ax.es & 
Revenues .,., 

3c· I 
/,:, \ 

Fru11chise T ax:es 
3':Yo ., 

Parcel Taxes 
16"/-0 

14% 

Business-type acth itie~. 

Transfers 
i6'%, 

Property Taxes 
17'%, 

Charges for Services 
29'% 

--------------·-········· 

Business-type activities decreased the City's net assets by $54,592,445. The key reason for this 
decrease is that the Light and Power Fund transferred $66,846,257 of its 2004 Taxable Series D 
Bond proceeds to the General Fund to reimburse the General Fund for costs inCll.c'Ted in 
connection with the City's Electric System since inception (1934 ). However, the business-type 
activities had an increase in net assets before transfers of$17,923,l25 with the Light and Power 
Fund accounting for $17,571,985 (98%) of the total business-type activities income. 

In 2004, the Light and Power Fund had an increase in net assets before transfers of$23,985,710. 
The main reason fur the $6,413,725 decrease in Light and Power Department's net assets before 
transfers between 2004 and 2005 is due to a S?, 148,889 revenue that the Light and Power 
Department received in 2004 as a result of a legal settlement. In 2005, the Light and Power Fm1d 
incurred a legal settlement cost of $3,550,000 to scltlc a dispute with Enron Power Marketing, 
lnc. (ENRON). However, the Light and Power Department had an increase in net assets before 
transfers of$]7,571,985 due io favorable wholesale electricity prices and earning a higher return 
on its investments as compared to the prior year . 
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-------·-----
Expenses and Program Revenues - Business-type Activities 

For the Fiscal Years Ended June 30, 2005 and 2004 

Light and Other 
Power 

: Im 2005 Program Revenues I 
j II .2005 !:xpon3es ; 

: O 2004 Program Revenues j 
I Cl 2004 Expenses I 
. ---------------- --' 

Revenues by Source -- Business-type Activities 
For the Fiscal Y cars Ended June 30, 2005 and 2004 

2005 Business-type Activities Revenues 

Investment 
Earnlngs 

40;<1 

Charges tor 
Services 

96% 

2004 Business-type Activities Revenues 

Other 
Revenue 

L-·-------· 
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Financial Analysis of the Governmental Funds 

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with 
finance-related legal requirementq. 

Governmental funds. The focus of the City's governmental funds is to provide information on 
near-tem1 inflows, outilows, and balanc,,s Qf spendable resources. Such iuformati.on is useful in 
assessing the City's financing requirements. In particular, unreserved jimd balance may scrw a, 
a useful measure of a government's net resomces available for spending at the end of the fiscal 
year. 

At of the end of the current fiscal year, the City's governmental funds reported combined ending 
fund balances of $64,295,994, an increase of $37,922,696 in comparison with the prior year. 
Approximately 69% of total fund balance amount, $44,634,875, constitutes unreserved fund 
balance, which is available for spending at the City's discretion. The remainder of fund balance, 
$19,661,119, is reserved to indicate that it is not available for new spending because it has 
already been committed l) lo liquidate contracts and purchase orders of the current period 
($694, 134), 2) advances and loans r;;ceivable in the event of a default by other funds 
($17,783,076), and J) for a variety of other restricted purposes ($1,183,909). 

The General Fund is the operating fund of the City. At the end of the current fiscal year, the total 
fond balam,c was $72,233,702 of which $52,678,74(, (73%) is unreserved. This unreserved 
amount is approximately 118% of total expenditures. 

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

Unrestricted net assets for the Light and Power Fund at the end of the year amounted to 
$57,411,449. Unrestricted net assets of the non-major enterprise funds (Water, Gas and Fiber 
Optic Funds) amounted to a deficit of$24,965,904. This deficit balance in unrestricted net assets 
for the nonmajor enterprise funds is primarily due to the Gas Fund. The Gas Department is 
currently building natural. gas lines within the City to sell intragovernmentally as well as to 
customers. The natural gas lines are expected to be operational as of June 30, 2006. Once the 
natural gas lines arc operational, the Gas Fund expects to eliminate this deficit balance through 
revenue from customer purchases. 

To1al (decline) growth in net assets for the Light and Power Fund and the non-major enterprise 
funds was ($54,755,061) and $162,616, respectively. Otber factors concerning the finances of 
these funds have already been addres~d in the discussion of the City's business-type activities. 

Capital Asset and Debt Administration 

Capital assets. The City's investment in capital assets for its governmental and business-type 
activities as of June 30, 2005, amounts to $356,751,685 (net of accumulated depreciation). This 
investment in capital assets includes land, buildings, utilities system improvements, machinery 
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and equipment, and infrastructure such as roads. The total increase in the City's investment in 
capital assets for the current fiscal year was $92,424,267 (net of depreciation). 

Major capital asset events during the current fiscal year included the following: 

• Construction on the Malburg Generating Station; construction in progress costs for the fiscal 
year were $55,995,055. 

• Construction in progress costs related lo a variety of construction projects and v.ridening and 
expansion projects for existing streets an,l bridges for tbc fiscal year were $2, [38, 755. 

• Several I.and parcels were purchased for eventual City use totaling S 29,883,814. 

Current Construction Commitments. As of June 30, 2005, the City's Light and Power Fund 
had commitments for construction contracts and open purchase orders totaling approximately $1 
million. These commitments and purchase orders were made for the Malburg Generating 
Station. 

Additional intormation on the City's capital assets can be found in Note 5 on pages 37-39 of this 
reporl. 

Outstanding Debt 

During the fiscal year 2005, the City issued S90,l 50,000, 2004 Series A, $83,575,000, 2004 
Series B, $39,875,000, 2004 Series C, and $(i9,l 00,000, 2004 Series D, Electric System Revenue 
Bonds. The 2004 Bonds were issued to provide funds (i) to refund $162,6 l 0,000 of outstanding 
Electric System Revenue Bonds of the City; (ii) to finance the costs of improvements to the 
City's substation and. distribution facilities and certain costs of completion of the City's Malhurg 
Generating Station; (iii) to finance the reimbursement to the City of certain costs incurred in 
connection witb the City's electric system facilities; (iv) to fund a deposit to the Debt Service 
Reserve Fund; and (v) 1o pay tbe costs of issuance of the 2004 Bonds. 

Additional information on the City's long-term debt can be found in Notes 6 and 7 on pages 39-
4 7 of this report. 

Economic Factors and Next Y car's :Budgets and Rates 

The City originally budgeted $44,257,226 for general fund expenditures in 2005. The final 
budget for general fund expenditures was decreased by $67,309 to $44,189,917 in order to 
reduce costs in the general government. 

The General Fnnd's total variance between the final budgeted amounts and actual amount was 
$1,443,688 in deficiency of revenues under expenditures. Tbe key reason for this vru'iance is 
excess expenditnres over appropriations in legal costs (general government expenditures) 011d 
land acquisitions (capital outlay expenditures) incurred by tbe City's in its current industrial 
development programs. 
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• The unemployment rate for the City and adjacent communities is currently 2. 7%. This 
compares favorably to the ;'tate's average unemployment rate of 5.4% and the national 
average rate of 5.0%. 

• The occupancy rate of the City's central business district has remained at 95% for the 
past four years. 

• lnilational'y trends in the region compare favorably !o national indices. 

All of these factors were considered in preparing the City's budget for the 2006 fiscal year. 

Requests for Information 

This financial report is designed to provide a general overview of the City's finances for all those 
with an interest in the City's finances. Questions concerrung any of the information provided in 
this report of requests for additional financial information should be addressed to the Office of 
the Finance Director, 4305 Santa Fe Avenue. Vernon, California 90058. 
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ASSETS: 

Cash and investn1ents 

Receivables 

Accrued unbilled revenue 

1\ccrued interest receivable 

Inventories 

Internal balances 

Deposits and prepaid expenses 

Restricted cash and investments 

Note receivable 

Bond issuance costs 

()thcr assets 

Capitat assets: 

:'-Jondepreciable 

Depreciable, net 

T otul assets 

LJABIL.!TlES: 

Accounts payable 

Accrued wages and benefits 

Customer deposits and funds held for others 

Accrued interest payable 

Unearned revenue 

Lang-ten11 Jiabilities: 

Due within ont.' yeru· 

Due in m{lrC than one year 

T\1rnt Jiabiliriei; 

:\ET ASSETS: 

lnve5ted in capital assets, net of related debt 

Restricted for: 

Special purpose 

Debt service 

Unrestricted 

Total net assets 

CITY OF VEfu"fON, CALIFORNIA 
Statement of Net Assets 

June 30, 2005 

Governmental 

Activities 

s 91,001,129 $ 

4,722,964 

62,883 

758,905 

(15,080,879) 

388,508 

3,277 

52.940,698 

156,470,959 

2,417,356 

1,131,000 

412,747 

674.107 

2,609,087 

3,328,638 

111,572,935 

74,614,172 

338.664 

70,945,188 

$ 145,898,024 $ 

Busini..-::.s-lype 

Activities 

72,919,992 

lJ,486,014 

7,525,500 

2,169,217 

2,667 

15,080,879 

199,444 

7],744,545 

4,350,997 

5,634,916 

4,544,870 

212,491,691 

479,796,554 

16,728,321 

659,636 

1,252}904 

J,757,919 

3,517,693 

266,145,293 

290,061,766 

114,353,358 

27,928,700 

15,007,185 

32,445,545 

l 89, 734, 788 

See accon1panying notes to the basic financial statements. 
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Touil 

$ 163,921,121 

16,208,978 

7.525,500 

2,232,J 00 

761.572 

199,444 

74,133,053 

41350,997 

5,634,916 

4,548,147 

265,432,389 

91,319,296 

636,267,:513 

19,145,677 

1,790,636 

1,665,651 

1,757,919 

674,107 

6,126,780 

259,473,93 l 

300,634, 70 l 

18&,96 7 ,5 30 

28267,364 

15,007,185 

103,390,733 

$ 335,632,81.2 
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Pub'k s.f1foty 
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}k,,ltl! ,,•n•iee,. 

Tme,C'if 1~1 l0ng -!\'lH> 1M,1 

T"hll _\;l'H'rn111eniai J('.ivili<:s 

B,,,irn·ss-typ(' a,6·i~ 

Light ~I'd rnt•1er 

Other 

Tornl 

CITY or Yl:RXON. CALIFORNIA 
Sn.11,crnc-rJ of Aef:v,lJes 

For the Fist:al Y-ear Ended June 30, 2005 

' B,667,855 
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4,851,BS 
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173 879 
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141.'lR007.5 

Prqwn) \o,;es 
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Omrge~ for 

se,,,.ib':'s 

2,..:0:,om 
4,'158,560 

1,lU2,.83l 

l_',63,393 

10,691.792 . 

1 IU.4&4,8'15 

fi,1%753 

! lt\68.l 651 

127)73,'J.15 
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AS,StTS. 
Cua.h 11.nd inve~t1nents 
Receivables 

Accrued interest rccc:ivat,le 
Advw:1ecs to utlier funds 
Inventories 
Restricted cash and investment5 

Other t1sscts 
Tvtal assets 

LlABlLlTIES AND FUND BALANCES: 

Liabilities. 
Accollnt<; payable 
Accrued wages and benefits 
Advances fron1 othtir funds 

Vw: lo other funds 

Customer deposits and funds held f1Jr otll\.\r$ 
Deferred revenue 

Total llabtlitics 

Fwit! balan:i:x•,s· 
Reserved for: 

Federal fbrfciturc funds 
.-1\rlvanccs to otb~r fi1nc1':: 
lnvr:ntories 
En;,:umbrances 

E1npJoyee loans receivable 
Unreserved 

Unreserve,:L reported in nonn1ajor; 

Special revenue funds 
Cap1tul prujev1s funds 

Total funrl balances 

Tou.U liaDilities ~nd fund balances 

CITY OF VERNON, CALffORNIA 
Balance Sheet 

Governmental Funds 

June 30, 2005 

Redevelopment 

General Agency 

Fund 

$ 5t\175,57i1 $ 444,391 
1,124,887 595,217 

62,883 

17,783,076 

758,905 

388,508 
3,277 

$ 76,497,l JO $ l,039,608 

1,918,389 $ 10,1)-00 
1,082,913 33,769 

ll,827,875 
188,,133 
262.7,i7 150,000 
810,926 

4,263,408 

338,664 

17,783,076 

758,905 

587,971 

86,340 

52,678,746 (ll,982,036) 

72):1_~2_~,- (I l.982,G35) 

$ 76491,110 

See accrnnpanying i1me-s tfl the basic financial S\Atc!T.Cllts, 
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Other Total 
Governrnentul Gover .. nn1e11t.'!.l 

$ 23,722,989 $ BV,5<+2,954 
3,002,36() 4,722,964 

02,&63 
17,73.\076 

75S.905 
388,501 

',~ .),,..,, 

$ 26,725,849 $ 104,262,56'; 

$ 4(10}33 s 2,328,7.Z2 
14,318 I,13: ,000 

19,739.432 32,5(,"i ,307 

34,/00 '.!22,533 
412,747 

---~--- 2,49J,338 J,304.264 

:!2,68],521 39_96Ci.57: 

338.66,1 
\';i7&},016 

"!58,905 

106,163 694,134 
36,3.:10 

40,696,710 

21,523,436 21,513,43.6 
(17,585,271) (17,585 271) 

4,044)28 64,295,994 

$ 26,725,&49 I .1D4,262,.567 



CITY OF VER'ION, CALIFORNIA 
Reconciliation of the Goven1rnenta1 funds Balance Sheet to 

Statement ofNet Assets - Governmental Activities 

June 30, 2005 

Fund balances - total govem1neutal funJs (page l S) 

Amoi.mts rcport<::d for govcnun~ntal 11ctivii1es ll1 the stnt1;"m~11 or11e-1 a';s.el; are difforen! hecause: 

Cap1tul assets used in governrnental activities .ire not fmanciai rescurre,; arid th:::refore are not rep<)rterl in the govcrnn1cntal funds. 

In aecor<lauce with GASB Interpretation No. 6, governmental fund,s. re(:ogni1.e compen;;arcd absences liabilities and expenditures tu 
tb~ extent the liabilities are nonnally expected robe '.iquidatcd with expU1dable available financial resources, v.'hici1 ts defu1ed as 
when such benefit, are due and payable at fiscal year end. 

Internal service funds are used by m:inagement lo cllarge the costs of employee. benefits for health insurance, workers 
compensation, etc .. to indlvidual fimds. llle assets and liahiliti<;.':s of these funds are induded in govemm{:Dtai activities in the 

$tatemcrn of net assets. 

'The City recognized uncollecled properly la.xt'!s tJmt wtr¢ ean1::d but unavailab1e a:. of .hme JO, 2005. 

Net assets of governmental acuvitic:.,; {pug~ 16} 

l () 

$ 64,295,994 

74-,614,171 

(944,/68) 

5)02,46<) 

2,(,30,157 



REV!c"NcES: 

Taxc~ 
~pe.c~i:e! assessments 

Licenses End permiu 
Fines, forfeitures and penahies 
lnvem.mer:'.: inCO'lie 
J,.;ct deer~t•, m foir vulne of investments 

lnierg<:wemmcntu! rev~nues 

Charges fur services tD enicrpnse funds 
Other re\r:!11Ues 

.. lol(ll revenues 

EXPENDJTIJRES 
General government 
Pt:b!ic sc1fety 

Publi.; ....,orks 
I-kalth services. 
(\tritat outlay 

ln:eresi on udvatic~ 

Total e:-:pendinrres 

Dd!n<"nt..y ofreverrnes 1mder expenditures 

Other finan;ing sources (uses.) 
Saic of property 
Tra.sfers in 

Transfer& out 

Total other financing sources \uses) 

NET CllANGE lN FUND BALANCES 

CITY OF VERNON, CALIFORNIA 
Statement ofRi.,""Venue.s, Expenditures and Changes in Fund Bulances 

Govemmexnnl Funds 

tor the Fiscal Yet1r Ended June 30, 2005 

Redevelopm~:'11 

Gcne,111 Agency 

FtJnd Funds 

$ 10,235_267 $ 5,354,989 

721. t5S 
933,2(il 
l5t5,Cl!...4 

:,183,41.5 

(282, 150; 
192,335 

8}24,185 

745,039 53,958 
22,847,551 5,408,947 

12.:05,745 373355 

19,486,525 

4,568,760 

l,232316 

i,067,980 17,464,707 

(21.613,775) (12,802,994) 

l,659.&7D 

84,03&,0I? 

8\69"'J~S7 

6.C,01:,4,11?. ( 12,802.,99!.) 

FUN)) BALANCES, BEGINNING OF YEAR. restmed 8,!49,59() 820.958 

F~ND BALANCES, END OF YF,\R 5 (11,982,036) 

Other Tota'. 
GtlVt'!fi!Hl~lJ(H1 G0Yernme1ts.l 

Funds Funds 

$ 5,596,289 $ 21,186,545 
72],! 55 

639J02 l,572.563 

:95.Cl4 

82(; !,:M)35 

{_25'2,i5l:J 

l 92,335 
8,924.185 

79S,99i 

3.;;.,492.9C9 

413,%8 '.2,39},()(;8 

49,607 i9,536,l32 

238,064 4,8-06,824 
60,136 1,29'.'!,452 

7,310,61] l :,343,298 

(1,835,~75) (36,~:~2.'14<1) 

l,65~,870 

84,C3tOl 7 
(l t,522,447) 

(11,522,447) 

(13,358,<122) 37,922,696 

l7,4G2,750 26J73.298 

$ 4,044,328 > 64,295,994 



CITY OF VERNON, CALIFORNIA 
Reconciliation of the Statement of Revenues, Expenditures, and 

Changes in Fund Balances of Governmental Funds to the 
Staren1ent of _Activities - Governmental Activities 

For the Fiscal Year Ended June 30, 2005 

Net change in fund balances - total governmental funds (page 20) 

/\mounts reported for govcrnmcn1ul .activities ill the statcrn::nr of activities are different because: 

rixpenditures for cap1tul asst.is 

Le~ current year depreciation 

C1iangv in long~tenn compensated absences 

Internal service funds are used by management to charge !.he costs o:J:' c-.crtain activities to individual 
funds. The net income of the internal scrvice-11..lnds is reported -.vith g,ovemn1ental aciivitie,..,_ 

In the Stateme111 of Ac1ivities, the City recognized uncolic;:tcd property taxes iliat we-.re earned hut 
W1availablc as of June 30, 2005 

Change i1, nel" a~~ets of governmental ui:tivities (JU'lfe ! 7) 

$ 

Se<: accompanying notes w the Dasie fin.anr-J.a.J sraren1ents-

21 

31,8431298 

(2,032,201) 

$ 37,922,696 

29.811)197 

256.i25 

227,29? 

------ (38,894) 



ASSETS 
Current U'.>St'iS 

Cash and mvi:,,'!lt:JH;J.nt, 

Accou:1ts r1:-•cc1vable, net 

Ai.:cn,e.:l unbilled revenue 

Accrued interest receivable 

Bond issuance costs 
Due: from other funds 
Note receivable-

1:-iventorics 
Defl(lsits and prepaid expenses 
Restricted cash and investments 

Other assets 
Total current assets 

Xoncur:ent U.SS'.!ts: 

Restricted cash and mvestnK~nh 
Advances to other funtis 
Now ti,x·~ivable 
13-0rt<l issuan<;e i;osts 

Cu:>rtfll assets: 
:-londcprecialJ!e 
Dcprucm!Jle, ne! 

T orel nonernTent tiSSOB 

LJABILITfES 
Curr~t !labi!itics 

Accounts payable 

Accrued wages and benefit~ 
Clmms payable 
Ac,crued mterest pE.yab!e 

Due to other funds 
Bonds payrible, dwi~ within Qne vmu 
Customer deposns 
Compensated <1bsen(.,--es 

To.al currcm !;abilities 

Noncurrcnt portion of inng·teru1 !iab1i1lit!~ 

ACvnnce:i from ol.her fund~ 
Claims payable 
Bonds payable 

Total noncU!'f,;;'rll liab1liue~ 

Total liabilities 

:IBT ASSETS: 
l.llV<.!Sted in capital asset$, net of related debt 

R~stricted for spectal purpoSt' 
Restricted for debt service 
Unres1rkted (delkit} 

Total net assets 

crrv OF VERNON. CALJH>RN!A 
St:,1ement ofFur.d Net Ail-Sets 

Proprietary Funds 
June 30, 2005 

----·-'-F'~"~'~; ----

$ 

-·----.-·--· 

66,1'.55,358 
11,41t>,i44 
7,143,572 
2,169,.217 

232,403 

249,8(d 

2 667 

i99,444 

.'.-5.815,845 

4544J;7[) 

27.92K11'i0 
44.%3 917 

4.101 194 

5-402,513 

190,:515.542 
65,3!!:},532 

15J47,27Cl 

523,!02 

:)57,919 

3392,547 
971,782 

266,145,293 

266,145293 

283,(lt3,068 

88) 14,919 

27)28,7CfJ 

15,()07,185 

22 

Rm:ineBs-type 

Activities 
Enterprise Funds 

s 

Other 
FJJterprlse Funds 

6,4<54.634 
69,270 

381,928 

296,648 

21.976,149 
4,262,290 

26,238,439 

33A50,9l9 

1581,042 

136,534 

281,122 

1,998,698 

30,179,686 

30,l79,686 

32,178.384 

26,238.439 

----- (24,965,904 J 
$ 1,272,535 

$ 

$ 

Totals 

72/)19,992 

11.486,014 
7,525,500 

2,169,217 
232,403 
296,648 
249,803 

2,667 
199,444 

45,815,845 
,J,544,870 

145,442,403 

2i,928,700 

44,963,9! 7 
4,!0L194 
.5.402,513 

212,49!,6-91 

6!),645,8~~·--
364,533,837 

509,976,240 

16.728,32] 

659,636 

1.757,919 

J,392,547 
i,252,904 

125.146 
23,916,473 

30,179,686 

266,145,293 
296.324, 979 

l !4,353,358 

27 ,928,700 
15,007,185 
32,445,545 

189,734,788 

$ 

G-ovc:rnme:ltEl 
A.C'.IVl!~ii • 

lnte:na1 
Sef\'~ 

1[;_458, 175 

10,458,175 

:0,458,17.~ 

~8.63.i 

·.,664,3t9 

74,l 15 

·,,827.068 _______ ,, __ ,.,,._,,_ 

3.32j,63~ 

5,155,7{)6 

--- 5,331,46'.i 
$ 5,302,469 



OPERA Tl'1G REVENUE~· 

Charges thr services 

l ot11l operating revenues 

OPERATl'IG EXPENSES: 
Cost of sales 
.Depreciation and a,-nortization 

Clahns expense 

En1ployce benefits 

Total operating cxpen::1es 

Ctperating mcome 

CITY or VERNON, CALIFORNIA 
Statement ofRcvcnu~ Expenses and Chartg~s in Fund Net Assets 

Proprietary Funds 

For th,; fiscal Year Ended June 30, 2005 

Business~type 

Activities 

Enterprise Funds 
L1gtn and Poiver Other 

.rune t:::ntc!Erisc Funds 

$ 111),484,895 $ 6,196,758 $ 

110,4.84.~95 6.196,758 

&8,592,068 5,494,463 
4,231,020 351,155 

92_823,088 5,845,618 

17,66l.807 351,140 

NO>fOPERA TING RliVENUE (EXPENSl2S): 

Investment inconu: 5,221,357 
Boud i.nler~st expen~ (J,310,835) 

"Net decrease in fair value of investment~ (45(},.3,~4) 

Legai settlement (~.~~.,_~JQ9l ----
·rotal nonoperaung e:,.,'J)cnses (89,!>22) 

Income heihre transfers ; 7,.171,9ll5 151,140 

Transfers out (72,327,046) (188,524) 

Chunge in m:t asset. (54,755.061) 162.616 

Net assets, beginning of the year 243,217,314 1,109,919 

Net assets, end of the year $ !8S,462,253 s l,272,535 $ 

Sec a~on~ybg ootes t<:J the b.as1c financial statemenls 

23 

Govemn1ental 

/\.ctivn:ies • 
Intenw.l 
Service 

Total!; funds 

116,681,651 $ 9, rn1,199 

116,681,653 9,183,399 

94,086,53[ 

4,582,175 

409,603 

S,546,499 

98,668.706 S,956,1C2 

!8,012,947 227,297 

5,221,357 
(1.3!0,835) 

(4.'5fl}i44) 

(1,550,000) ------------· 

l 7,923, 125 227).9"/ 

(72,515,570) 

(54,592,445) 227.297 

244,327,233 

189.734.7&8 



C".reh flnw.; fmm oµernim.g m:uv,tiw. 

C~s.'l r-1vlK.I from ::w;l1m1e1~ivll:11n iW1~1> 
l.'.;;s·b pa:d w ~uppl1m for ~cods and s,nio:.: 

{;:.:,..', pllici ts> Cny ~me,..: f\Jl,<l for'''"'~~ 
C,u:11 pmd for d~irrt1 e~w,s,; 1>lld empk>y~-" i,.,..,,~f,ts 

ttlh pllid for kv,I '\.~1\1~.nl<',.,1 

Net c,i,ih provided by {11,;,,,ci m) o;,cr.mr.~ acr.v,~e~ 

Ga:ih flow.. from r.oncapual fmnncir<,r; acti v17 % 

T,w,~1er; p•i~ 

Adv,ioct;,$ fr\Jlll (1-0} other fonds 

Co.!!eetiM cf t.me ieeeivable 
NI'! cash prnviCd I,;, no,tc,l_p1\ijl fmon&mg :,,:;tiY1tiei, 

CIISh f!tiWSffflfll ,;apna! ill)O relilllld fo\8.llCll)~ actJ'-!!l?t 

l~,eds ftvm ?.i:D-4 bonds 

R.epayrm:m of 2(Y.)4 boatls 

Ri,,i.tym<mtof:Z003 b,m.J$ 

lk>m! ,~IR!d <.:<.>>!~ 

t1-0.rui rnte=t r,wl 

-~-1:fH!Sj!iOO and N!ll:Sll'rtr,1i<)n nf' ,l!llf)i!al ~< 

Net ;;,uh pn;n.~,;lcd \'>:,' (u""'1 m) ¢"T'ital ""6 1'<'1/lld fo-1.ltrtcinp- ~ctivirir~ 

C.uh 11.,...,. from invfflmg .ictivi!ie!I' 

)\1rs:h~scs 1111d ,alcsnfw,m5tmi111t!! net 

ln.-~•mi1111r inem"II; 
Net Cllsl'I usn..1 m mvooting <11Jt.iviri~o 

CllSh ar,d rm..'lh ,rq11:va!Me, hll.£i1111ing ofye~t 

(it;h ood cash ~qwviilem;, ~ ufycar 

R~ncilla1i<lt1 efe)'.>('retoni income 10 r,~1 t.'-* 
pm,~dr.d hy (rnmd m) ti~rnnnz mivitie,· 

Opernt.iup;: income 

t\djUS1m~m~ tll r.X:O!lcik O?Cfll:ir-'l.l iuWIM 
to r,t,I cm.h provided by {uW,;i ln) o;,.nating ac~v:11es· 

D~prec>~~on 

Le1i11I S\l11lem~~II 

Oumges in ope1ruing a,;s~ls aml !ialn!uies 

Iki:r<3se (men:=) m. 

lloc.e1v.tbl1::i 

Olh~~= 
l'rep~id f><~rn~ Md dcpMltS 

]r)f,rM,~t (f.Cerc«sll) in: 

Acwum~ nayable 

C11111m, fl,$).ibi~ 

A~,.,-W:ld w:,,~1, ru,d kiid"-,~ 

Due ro other fumh 
:-:.,1 .;u:;t; pruvidlld by (ut,:,,l m) ur«~:i~; awv1t1-~; 

Rnc,nd!iat.nn ,:;f c.lilh ~d ~.m;h erpivaltfl'l lrl 

Stll.Wffil'I!! ofNe1 AS!ll!m 

Cai;h Wld investments 

Cum,m r(!;Jl:ici,i,i cas'i and ut\'i'!'lmo~!G 

:-4onc-ll!Teul n:stm:1W ~~<.h md mves~-neim 

Tol:111 
Less: lnvestu,,:,r,(~ with mRllmbs:., oflllQru IM.11 ~I) dic;s 

T<::<:al CJ;(;i) and ,:i,sh e~1m1a!em, 

Noncai:h c~;:,;tal, !nH:.i:til\ij 11r1d Finooc.mg Acfr;itie<s 

Aequmnan nf capi1,1l 161et; ii, ~cw.u:m ;,rr,'>ble 

{),;,r.,011se ;,, !wr V11lull.ofmve:;m1ents 

cnY OF \'E.RNON 
5Ultcneut of Cfilh Flo·;. s 

Propr:etary Funds 
For th>: Fiscal Yeur Bnde-c June 30, 2')05 

L-[;.ht&l'ov.-cr 

fund 

iJQ5;;1.1n 

(&1,~1n:iJ 

(8,J?J.TI!) 

(?!.3l7.fJ16) 

(3,4~1.c-;,;;1 

365.2·15 

{80,4lljR1T, 

211,:".'2 371 

/J,4"5.GGG; 
0&2,6J~I.GOO) 

(Jl,tiil.672; 

{J,'lW.rrn) 

(65.277!',q~ 

(~i,%1,~1~) 

3,700,(1"': 

___ iS4,194,~57) 

l7,6'Cl,S0"l" 

~.nuno 
(3,5.")(),00(I) 

(Y'l.07&) 

7(?,a-90 

i\515) 

i540.94[}) 

249.·1 :tl 

66-4)5.3~$ 

4),81!34> 

z".nn.100 
:40,199.90 

(<Ji,378.534) 

4ll,t2l.10<} 

!,:!:O!,;S/ 

450)<4 

Dusm~s:s-type 

Aen\'!tie~ • Enterprise Fund~ 

s 

Other 

Enwrprir.e f"tmd1; 

6,lSJ,925 

())l,Jl!4) 

&JC.216 

088.524) 

l ,443,059 

1.~17.fiS7) 

1'>7,11» 

35!.]4[} 

,, t. ts~ 

(SJJ) 

(42,0CO) 

!30,5Z\l 

?4.81•!) 

J,6,t,1rr,i:n 

(U,,714,!1(;} 

{3,914.:8~) 

(~,5~0,000/ 
17,47S,772 

(T2.,.',JS,~7ll) 

(7.1)0!1.(l20) 

.M5,24.~ 

:H!,172,37) 

(3,475.000) 

(162,610,000J 

{~.&ll,li7Z) 

(:l,%9,'J7R) 

(&7.195,344) 

'.!? 310,577 

(87.90J,.~l4) 

3,709/J77 
____ (lM.l94A5i) 

j) !6,~t\\.~~l) 

1a.01z.w·1 

4,.'\82,17~ 

(J.550,000) 

t709,9ll) 

762,t'?O 

(47,555) 

72,919,9',,2 

4~,~J\8d' 

---"'"""9?..:~ 
J.t6,664,517 

\91.:l78,53~) 

:l~.286,003 

!,SOl.4$1 

450,J,U 

(i;:,wrr.n:!nlal 

Ati•,ct,t-3· 

l11l<m111l 

Servi re 
__ F-uu& __ _ 

(9,24~ ;-;1) 

oo:i:.~~41 
t2~9,lf'J) 

I0,451Uli 



CITY OF VERNON, CALIFORNIA 
'fates to Basic Financial Statements 

June 30, 2005 

NOTE I - SUMMARY OF SIGJ'r!FJCANT ACCOUNTING POLICIES 

The financial statements of the City of Vernon, California (City) have been prepared in conformity with U.S. 
generally accepted accouming principles (OAAP). The Governmental Accounting Standards Board (GASB) is the 
accepted staudard-setting body for establishing governmental accounting and financial reporling prhiciplcs. The 
more significant of the City's acco11nting policies are described bclo\v. 

Reporting l<:ntity 

The City was incorporated on September 16, 1905 as a General Law City. Effective July J, 1988, the City became a 
Charter City. TI1e City operates under a Council-City Administrator form of government. As required by generally 
accepted accounting principles, the 2ccompanying ba5ic financial statement,; present the City of Vernon (primEUy· 
govemn1ent) and it,; component unit, an entity for -which the primary government is considered to be financiaJly 
accountable. In accordance with GASB Statement No. 14, the City's component unit is considered a blended 
component unit. 1\lthough a legally separate entity, it is, in substance1 part ofihe City's ope1·ations, and therefore1 

data from this un.it is combined \Vith data of the prjn1ary goven1ment 

Blended Companeut Unit 

Vernon Redevelopment Agepcv (~DAl The govem'ng body of the RDA is comprised of members of the City 
Council and rhe Mayor. Among il.s duties, it approves the RDA· s budget and appoints tlie management. 

Sepumtcly issued financial statements for the RDA may be obtained through the City of Vernon, 4305 Sunta Fe 
Avenue, Vernon., California, 90058. 

Baslt..' of Presentation 

(Jovern,nent~wid.e Financial StatenJents 

The statement of net assets and statement of activities display information about the prirnruy government (the City) 
and its component unit. These sta1ernents include the financial activities of the overall govetTut1ent. lt is the City's 
policy to make elin1inations to minimize the double counting of internal activities, except for services rendered by 
govemn1ental activhies to busincss~typc activities. 11tesc statements distingu·ish between the governmental and 
business~type activities of the City. Governmental activities. Vt'hich nom1ally are supported by taxes tnd 
intergovernmenta'I revenues1 are reported separately from business-type activities, which rely to a significant extent 
on fees charged to external parties. 

The statement of a(.iivities prescn1s a comparison hctween direct expenses and program revenues fer each segment 
of the busincss~type activities of the City and for each function of the City's governmental activiric-s. Direct 
ex..pcnses are those that are specifically associated \Vitti a program or function; and therefore, arc clearly identifiable 
to a particular tllnct.ion. Expenses hy function have been adjusted for any intcn1ul service profit/loss existing at 
fiscal year-end. Program revenues i.ndudc (1) charges paid by the recipients of goods or services offered by the 
progrurns and (2) grants and contributions that are restricted to meeting the operational or capital requircrncrn:; of a 
particular program. Revenues that are not clas::ificd as prograrn revenues, including all tuxes, are presented instead 
as general revenues. 

25 



CITY OF VF.RNO:'\, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE I - SUMMARY OF SIGMFICANT ACCOl1NTI'<G POLICIES (CONTINUED) 

Fund Finuncial Statentents 

The fund financial statements provide information about :,'ie City's funds and blended component unit. Separate 
statcrncul::i for each fund category govern,nontal and proprieta1J1 -- are presented. T'he emphasis of fund financial 
state1nents is on major gove,mmenral and enterprl~e fonds, each displayed ln a separate colunm. A11 re1nuining 
governmental and enterprise funds are separately aggregated and reported as nomnajor flmds. 

Proprietary tllnds dlstlngui~h operating revenues and expenses from nonoperating itcrns. Proprietat)' fucd 
operating revenues, such as charges for services, result fron1 excha.1.ge transactions associated \Vith the principal 
aetivily of the fund. Exchange transactions are those in which each p<'lrty receives and glves up essenrially equal 
values. Nonoperating revenues, such as s.ubsidies and invet.'tlnent earnings, resuJt from nonexchange transactions or 
ancillary activities. Operaiing expenses include- the cost of sales and services, administrative expenses and 
depreciation on capital assets. AH expenses not meeting this definition are reported as nonoperating expenses. 

'rhe City reports the follov-.ing major governmental funds: 

''fhe General fi·und i:; the City's pri1nary operating fund. It is used to account for all revenues and e:x1)enditures 
necessary to carry out basic govemmenta'l activities of the City that are not accounted for through other funds. For 
the City, the General Fund inclndes such activities as general government, public safety, and public works. 

l11e Vernon Redeve/op,nent Agency was activated September ]6, 1986, by action of the Vernon f:ity Council 
pursuant to the Community Redevelopment Law of California. The Agency has the brou<l uuthurity to acquire, 
rehabilitate, develop, ad.Jninis.ter, and sell ur J~ase property. Additionally, the Agency has the right of en1inent 
domain to facilitate acquisition of property. The principal objectives of the Agency are to improve the commercial 
cnviro1unent

1 
provide new pubHc improvements, strengt'1.en the City or \'crnon's ((:ity) i.:co11on1ic base, generate 

added employment opportuniti~s, an<l i.::xpand i.11c City's industrial ba,i;;e. 

The City reports the fOllowing major enterprise fund, which is also a segment: 

• The Light and Power Fund accounts for the maintenance and operations of the City's electric utility plant 
Revenue for this fund is primarily from charges for services. 

Additionally, the City reports the following fond types: 

• The City's Special Revenue Funds are used to account for the proceeds of specific revenue sources that are 
legally restricted to expenditures for specific purposes. 

• The C.ity's ('.apital Projects f'u.nds are used to accounl for financial resources dc:,.;ignati:;d for the acquisition or 
construction of major capital facilHic::. other than Lhosc financed by proprietary fw1d type.s. 

• 1'he City's Internal Servh:e Funds are spe.::ifically designed to account for goods and services th.at are provided 
on a cost-reiinbursen1ent basis. 1'hat is, tb.e goal of an internal service fi1nd should he to 1ncasun.: the full cost or 
providing goods and services for the purpose of fully recovering that cost through fees or charges. Some 
examples of the City's services accounted for in the inten1al service funds are selfwi11sl1rance activities for 
worker's compensation, general liability, group medical and dental, and vehicle replacement. The lntemel 
Service Funds are presented in sun1mary form a.5 part of the proprietary fund financial statements. In the 
government-wide financial stateme-nts, the changes in net assets at the end of the fiscal year, as presented in the 
statements of activities, were allocated to the user functions of the goven1mental activities1 to reflect the entire 
activity for the year. Since the predorninant users uf the inten1al services are tht: City 1s governn1ental activities, 
the asset and liability balances of the Internal Service Funds are consolidated into the governmental activities 
colun1n at the government-wide level. 
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CITY OF YERL"iOK, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTl'iG POLICIES (CONTINUED) 

Basis of Presentat;o11 (Continued) 

The governrncnt-wide and proprietary fund financial statements are reported using the economlc resources 
mcasurcrncnt tbc-us anci the accrual basis of accounting. Rcvc-nucs are rec-orded when earned and expenses are 
recorded at the time liabilities are incurred, regardless of when the related ca,,;h flows take place. Nonexchange
transactions, in which the C.iry gives (or receives) value wir.hout directly receiving (or giving) e-qual value in 
ex.change, include property and sales taxes, grants, cntitlernents and donations. On an accn1al basis, revenue from 
property taxes is recognized in the fiscal year for which the taxes are levied. Rcvr.:nues fron1 sales taxes are. 
recognized \vhen the underlying transactions rake place, R.evenues fron1 grants, entitlernents and do::iations are 
recognized in the· fiscal year in \.vhich all eligible require.mcnts. have been satisfied. 

Governm.ental fund type financial statements are reported using the current financial resources measurement focus 
and the modified accrual basis of accounting. l:nder lhis method, revenues and other goven1rnental fund type 
financial resources are recognized Vihen they become susceptible to accrual - Lhat is, when they become both 
measurable and available. Revenues are considered to be available when they are collectible within the current 
period or soon enough thereafter to pay liabilities of the- current period. Property, sales, and other taxes are 
considered available and are accrued when received withm sixty days allcr fiscal year-end, Additionally, all other 
revcnut: sources are considered available and are accr:1ed wh~n received within 60 days of year-end. General capita) 
assets acquisitions are reported a.-; expenditures in governmental fund statements. 

'For the govern111ent-v,dde financial sr..itemenis and proprietary fw1d fina.ncia1 state1nents, the (:ity has elected und:r 
GASB Statement No. 20, Accounting and Financial Reporting fOr Proprieta1y f'und\· and Other Govt:rnnu:ntsd 
Entities That f}se Proprietary Fund Accounting, to apply all ctpplicahlc GASB pronouncen1ents as \Vell as any 
applicable pronouncement; of the Financial Accounting Stam.lards Board, the Accounting Principles Board or any 
Accounting Research Bulletins issued on or b.zforc :\oven1ber 30, 1989 onless those prononncernents eonnict with 
or contradict CJASB pronou11ce111cnts. The City has eJected not to adopt FASB pronouncernents issu.ed after 
November 30, 1989 for its government-wide and enterprise fund financial state1nents. 

Because the govcrntnental fuud financial stateme.nts are presented on a different measure1nent focus and basis of 
accounting, than the govern1nent-wide financial statements for governmental activities, reconciliations are presented 
which briefly explain the adjustrncnts necessary to reconcile the fund financial statements to the governmental-wide 
statements. 

When botb restricted and unrestricted resources are avallablc for use, it is the· City's policy to use restricted 
resources first, and then unrestricted resources) as they are needed. 

(qsh Deposit~' and Inve~Jmenis 

The City follows the practice of pooling ca,11 and investments of all fonds to maximize returns for all funds, except 
for funds held by trustct: or fiscal ag~nts. Interest income earned on pooled cash ant.l ir1vc!:it1n1:11ts is ullocatc:d to the 
various funds based on their 111onthly average cash halances. 

For purpose, of the statement of cash flows, tl,e Cit), considers all highly liquid investments (including restricted 
cash and investrnents) with an original maturity of three months or less when purchased to be cash equivalents_ 
Investment transactions are recorded on thl: trade date. Investments in nonparticipating interest-earning invcstntent 
contracts are reported at cost, and all ow.tier investments are reported at fil.ir value. Fair value is defined as the 
amount that the City could reasonably expect to rcc.eh1e for an investment in a current sale between a willing buyer 
and a seller and is generally measured by quoted market prices. 
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CITY Of VERNON, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTl'\G POLICIES (CONTINUED) 

hl{erfund Recetvablesll'avables 

Short-tenn interfund re<.,-eivables and payables are classified a-; ''due from other fundj" and "due to ether funds" 
respectively on the halancc sh-1.!cU~latemcnt of fund net asjets. Long~tern1 Interfund receivables and payables are 
classified as "advances to/from other funds, 11 respectively, on the balance sheetlstatement of fund net as~cts. 

Inventories 

Inventories consist of consumable supplies and fuel stock, which are stated at cost on a first-in, first-out basis, The 
cost of inventories is recorded as an cxpc..'TICiturcstcxpcnsc \Vhcn the iter.ns are used. 

Capital A.,sets 

Capital assets (including infrastructure) are recorded at historicaJ cost or at estimated historical cost if actual 
historical cost is not available. Contributed capital asset.'1 are valued at their estimated fair 1narket value on the date 
contributed. Capital assets include public domain (infrastructure) general capital assets consisting of certain 
hnprovements including roads and bridges, side\valk5, curhs and gutters, and traffic light systeni. The capitalization 
threshold for all capital assets is $5,000. Capital assets used in operations are de-preciated using the straight-line 
method over their estimated useful lives in the government-wide statements and proprietary funds. 

The estimate.ct useful lives are a"l follo,vs: 

Infrastructure 
Utility plant and buildings 
Improvements 
Machinery and equip·ment 

l O to 50 years 
25 to 50 years 
I IJ to 21! years 
3 to 35 years 

Maintenance and repairs are charged to operations when incurred. Betterments and major improverncnts, which 
slgnificant1y increase values, change capacities or extend useful lives, are capitalized. Upon sale or retircn1ent of 
capital assets, the cost and related accumulated depreciation are removed from the respective accounts and any 
resulting gain or 1.oss is included in the changes in financial position. Interest income and expense associated with 
construction of capital assets is capitalized during the construction phase up until the capital asset is substantially 
complete and ready for its intended use. 

(~ompensated Absence .. 

A.<::cumu1ated vacation is accn1ed when incurred in the govcmmcnt~wide an<l proprietary fund financial state1nents. 
A liability for accrued vacat;on ls rci.:ordcd in the goverrunental funds only to the extent that such an1ounts have 
matured (i.e., as a result of employee resignations and retirements). Upon tem1ination of employment, the City will 
pay the employee all accumulated vacation leave at l 00011, of the cnrploycc's. ba:,c hourly rate. 
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CITY O.F VERl'ION, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE J - SUMMARY OF SIGNIFICANT ACCOUNTil'iG POLlClES (CONTINUED) 

Deferred Reve11ue 

Deferred revenue a1ises when a potential revenue transaction does not meet both the "measurable)! and "available" 
criteria for recognition in the current period. Deferred revenue also arises when n:sourc,.;:s arc received before the 
City has a legal claim to them, a.s \Vhen grdnl rnonil.!s ur'-' received in advance of incurring qualified expenditures. 

Long-term Obligations 

Ct.Ttain uf the City's governn.1ental fund obligations not currently due and payable at ycarMt-"TI<l are repDrted in the 
government-wide statement of net assets. Long~term debt and other obligations financed by proprietary funds are 
reported as liabilities In the appropriate proprietary fund and government-wide statetnent of net assets. Bond 
issuance costs, discounts and prernhm1s and deferre-d arn.ounts on refunding are mn.ortized over the life of the bonds 
using ti1e straight-line method. 

Net Assets 

The govcrnmcnl~\.vide fir.ancial state1nents and proprietary tl.111d financial statements utiliz,e a net assets presentation. 
Ket assets are categorized as jnvested in capital assets (net of related d.ebt)1 rcstrict1.:<l and unrcslricted. 

u Invested In Capital Assets, Net of Related Debt · This category groups all capital assets, including 
infn:1.structurt;\ into one component of net ass.et';, Accumulated depreciation und Lhc out:,tunding balilnccs of 
debt that are attributable to the acquisition, cou!!itruction vr improve1nent of these assets reduce. the balance 
in this category. 

o Restricted ·Net Ass1..'ts - This category presents external re..o;;t.dctlons hnposed by creditors1 grantor.;;. 
contributors or law.; or regulations of other goverr,n1ents and restrictions: imposed by law through 
constitutional provisions or enabling legislation. 

a (J'nre~tricted Net Assels - Thi~ category represents net assets of the City. not restricted for any project or 
other purpose. 

Fund Equity 

In the fund financial staten1ents, governmental funds report reservations of fund balance- for arr1ounts that are not 
appropriable or legally restricted for a s.pet:ific purpose. Designations. of fund balance repn:st:nt tentat.tve 
1nanagen1ent plans that nre subject to change. 

Use of Estimaies 

The prepanliion of basic financial statements in confor;nity with acc.ounting principles generally acccpied in tho 
lJnitcd States of Atnerica requires nianagement to make estimates and a..<;sumptions that affect ccrluin reported 
runounts and disclosures. l\ccordingiy, actual resuHs cou]d differ fretn those estitnates. 
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CITY O.F VERNON, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 1- SUMMARY OF SIGNJFICANT ACCOUNTING POLJCJES (CONTTNUED) 

Property Taxes 

1he County of Los Ange.les (County) levies, coliects and apportions property taxes for all taxing jurisdictions with 
the County. Property taxes are de1ermined by applying approved rares to 1he properties' assessed values. T'he 
County rernhs property taxes applicable to the C!ty h.:~::,, an adminis!rativc fee throughout the year. 

Article Xlll A of the Slate of California Constitution limits the property tax levy to support general governmen1 
services of the various taxing jurisdictions to SI.00 per$ tOO of assessed value. craxes levied to service voter~ 
approved debt prior to June 30, l 978 are excluded from this limitation. 

Secured property taxes are levied in two installments1 November I and February l, 'rhey become delinquent with 
penalties on December 10 and April 10, respectively, T11e lien date is January 1 of each year for secured and 
unsecured property taxes and the ievy date occurs on the 4"' Monday of September of the tax year. Unsecured 
property taxes on the tax roll as of July 31 become delinquent with penalties on August 31. 

NOTE 2 - CASH AND INVESTMENTS 

Eiiective Ju1y l, 2004, th.e City itnplea1ented G~-\SB Stater.1cnt 401 "Deposlf and lnvestnient Risk Disclosures. an 
amendment oj·G.AS11 StareJnent lVo.3." 

Cash and Investlnenls 

(:ash and investments as of June 30, 2005 are classified in rhe accompanying financial statements as fol.lows: 

Statement of net assets: 
Cash and invcstrncnts 
Restricted cash and investments 
Total cash and investments 

$ 163,92,,121 
74,133,053 

$ 238,054,174 

Cash and investments as of June 30. 2005 consist of the following: 

Cash on hand 
Deposits with financial institutions 
Investments 

Total cash and investments 

$ 1,300 
15,749,513 

222,303,361 

$ 238,054,174 



CITY OF VERNON, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 2 - CASH AND INVESTMENTS (CONTlNUED) 

171e Citp's lnvestn,ent Policy 

]'he City1s Investment Policy sets forth the investment guidelines for all funds of the City. TI1e Invest1ncnt Po1il:) 
conforrns tu the California Govcrntncnt Cod~ Section 53600 et. ~cq. The authority t.o 1nanagc the City's investinent 
program is derived from the City Council. Pursuant to Section 53607 of the California Government Code, the C,ty 
c;ounci! annually appoint~ the City Treasr:rer ar.d apprQves the c:ity's investment policy. The Treasurer is 
authorized to <lclegute this authority as <lcc:rncd appropriate, No person 1nay engage in investn1ent transactions 
except as provided under the terms of the Investment Policy and the procedures established by the Treasurer. 

This Policy requires that the investr:1cnts be made witl1 tl1e prudent person standard~ that is, whe11 investing. 
reinvesting, purchasing, acquiring, exchanging selling or managing public funds, the trustee (Treasurer and .staff) 
\viU act with care, skill, prudence, and diligence under the circumstances then prevailing, including but not limited 
to, the general economic conditions and the anticipated needs of the City. 

'rhe Investment Policy also requires that when following the investing actions cited above, that the p.rin1a:ry objective 
of the trustee be to safeguard the principal, secondarily n1eet the liquidity needs of depositors, and then achieve a 
return on the funds under the trustee's control rurther, the intent of the lnvcst1nent Policy is to minimize risk of 
Joss on the City*s held investrnents fro1n: 

A. Credit risk 
B. c:ustodiul crl.!dit risk 
C. c.oncentration of credit risk 
D. Interest rate risk 

lnve.,tments Authorized bv the Culifom;a Govemment Code f{Jld the Cilv's Investment Polin' 

The table bekt\V idcnti fies the invcstme-;it types that are authorized for the City by the California Govcrn1nent Code 
und the City1s Investn)ent Polley, TI1e mb]e also identifies certain provisions of the CatitOrnia Governmer.t (:ode 
that address interest rate risk, credit risk, and f:oncen1ration of credit risk, 'fhis table docs not address invcsllncnt of 
debt proceeds held by bond trustee that are governed by the provisions of debt agreements of the City, rather than 
the general provisions of the Calit-Omia Govemrnent Code or the Cit)'s h1vestn1ent PoJicy. 

r\uthorized 

I.nvestn1ent Type 
Securities ofthe U .S, Government, or its agencies 
Certain Asset-Backed Securities 
Ce11ificate of Deposit 
Bankers Acceptances 
Conuu.ercial Paper 
Repurchase Agn.:crr1cnls 

Reverse Repurchase Agree1nents 
!v1edium-Terrn Notes 
Mutual Funds 

l\.1axirr1u:n 
Maturity 

None 

None 
None 

180 days 
270 days 

1 year 

92 days 
None 
NIA 

Maximun1 
Percentage 

of •Portfolio 

Maximum 
Investment 

in One Issuer ---
None 
None 
30% 
40~1.J 
25l;il) 

None 
201'.l/o of base value 

30% 
20% 

None 
None 
None 
None 
l 0'}'(} 

None 
None 
Non\;' 
10°/o 

1v1one-y Market Mutual Funds N/.A 20C);0 l 0~1o 

Mortgage Pass-Through Securities None 20o/o None 
State Administered Pool Investment N/A None None 
* Excluding amounts held by bond trustee that are not subject to California Government Code restrictions, 
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CITY OF VERNON, CALIFORNIA 
Not.es to Basic Financial Statements 

June 30, 2005 

NOTE 2 - CASH AND INVESTMENTS (CO-"TINUED) 

lnvestnients Authorized hp Debt Agree1nent!1 

Investments of debt proceeds held by bond trustee are governed by provisions ofthe debt agreements, rather than the 
general provisions of the California Guvcnnn1.:ni Code or the City's lnvesmient Policy. The table belo\v identifies 
the investment types that are authorized for investments held by bond trustee, Tue tublc also identifies certain 
provi:-;ions of these debt agreements that address interest rate risk, credit risk, and concentration of credit risk, 

Maxitnun1 Maxin1un1 
A.uthorized Maximum Percentage lnvestment 

___ Investment T£=e ________ ~M=a,,tu'-'"rc,i.t'-;_i ____ .. of ~-ort_~C!TI5!_'" ____ ~~-Q!.1~ Issuer 
Securitjes of the U.S. Government, or its agencies None None None 
Certain 1\ssetwBacked Securities Nune 
Certificate of Deposit None 
Bankers Acceptances l year 
Cornmercial Paper None 
Money Market Mutual Funds Ni A 
State Adrninistcred Pool 1nvest1nent N,1A 
Investment Contracts None 

Disclu.mre RelaJuig u, Interest Rate Risk 

None 
None 
None 
None 
None 
None 
None 

None 
None 
None 
None 
None 
None 

None 

lntercst rate risk is the ri.'\k lhar changes i:1 m.arket interest rates Vi'ill adversely affect the fair value of an investment. 
Generally, the longer the II1aturi.ty of an inve5trnent.., r..i-ie greater the sensitivity or its fair value to changes in market 
b1terest rates. One of the ways that the City n1aaages its expu:,ure to interest rate risk is by purchasing a 
combination of shorter tc·m1 and longer term investments and by timing cash flows from maturities so that a portion 
of the portfolio is 1naturing or corning ,Jose lo rnaturity evenly over time as necessary to provide the caF;h fiO\\' and 
liquidity needed tor operations. The City 1nonitors the interest rate risk inhcrenl in its porlfolio by measuring the 
weighted average maturity of its portfolio. 'fhe City has no specific limitations with respect to this merric. 

_____ c:lnC-v:.-eccstn1ent Type 
Commercial Paper 
Federal Home Loan Banks 
Federal Home Loan Mortgage C:orporarion 
Local Agency luvestn1ent Fuud 
field by Bond Trustee 

Amount 

$ 24,597 ,731 
1,773,575 
2,470,900 
2,030,000 

191,431,155 

S 222.303,36 l 

Weighted 
Average 
Maturity 
(in years) 

0,0] 

2.10 
2.30 
0.45 

2.74 

2.41 



CITY OF VERNON, CALIFORNIA 
Notes to Basic f'inancial Statements 

June 30, 2005 

:\'OTE 2 - CASH AND lNVESTMEl\TS (CONTL'i'UED) 

Disclosures Re!aliug to Credit Ri,k 

Generally, credit risk is. the risk that an issuer of an investrnent will not f ulfiH ils obligation to the holder of the 
investment. This is rnca:-:urcJ. by lbc &'isignrnent o[ u rating by a nationally recognized statistical. rating organization. 
Presented b~lO\V ls the minllnun1 rating re.quired by the California Government Code, the C:ity's lnvt:strncnt Pulley, 
or debt agreements, and tile acn1aJ rflting as of the year end for each investment type. 

ln custody ofTn.~~surer: 

Cash on hand 

DeposHs with financi.1! io.'.titutions 

Investments held by Treasurer: 

(\munen:.i~a! Paper 

Federal Home Loan Banh 

FHLMC 

Fair 

Credit Raring Value as of 

Mo~iS&::P ---·· June 30, 2005 

NIA $ J,300 

NIA 15,749,513 

P·IIA~l + 24,597,731 

Aaa/fu\A 1,77'.3,575 

Aaz/AAA 2,470,900 

~,II 

i)l 

Total 

().000~ 

6.62o/c 

l 0.33"/i 

0.75~'Q 

l.04%·, 

I ,ocal Agency lnvcstmcnt fund ·--··--.. ~- ... --···-·---------··--··---.!::'!~-----...b'!.o'.!U!!!!!... ____ _!!c,!r;'.! 
Total m custody 1.1fTr1:-a::,urnr 

In custody of Trust~: 

Jnve:;tments held by Trustee: 

Commercial Pnpi.:r 

federal Farm Cn~dit Bank 

Federal Home Loan Bunk 

Federal National l\.1ong.agc Association 

Federal Heme Loun Mortgage Corporation 

Medium-Term Corporate Notes 

Government & Agency Investment Fund 
Inve.s1mentContr<19

10
ts,_ _____________ _ 

Total in cuslody of Trustee 

~l~I cash and investments held bv Trc:Eurcr and Tru;;tcc 

~-1/A·l 

A.oat AAA 

AaalAAA 

NJ.a/AAA 

Alli!IAAA 

AIJJJIAAA 

NIA 

N/A 

-'=--~- -
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46,623,0!9 l 9.S9o/,; 

40,809,733 17.14%, 

4-970,313 2.09':'o 

43,762,8!3 J 8.38o/o 

19,943,739 K38~'o 

18,400,944 7.73'l'~ 

5,053J25 212% 

16.099,41 J 6.76%, 

42)91,077 1781'7J 

191,431,155 80.4!,';{; 

s 23KOS4_l74 100.00%, 



CITY OF VERNON, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 2 - CASH AND INVESTMENTS (CO'\'TINUED) 

Concentratiq11 of Credit Risk 

The City's Investment Policy places nc J:imit Ol) the runount the (Jty may invest in any one issuer excluding a 25~,0 
li1uitation on commercial. peper and a J.O<}'u limitation on mutual fw1ds, and 1nout:y rnurket rnutuul funds. As of June 
30, 2005, the City had an investment in commercial paper issued by Rabobank USA Finance Corp. totaling 
$19,298,220 or approximately 8.1 % of the City's totai investments. 

Custodial Credit Rt,k 

Custodial credit risk for deposits is the risk that, in the event of the f.'lilure of a depositot)' financial institution, a 
government will not be able to recover its deposits or will not be able to recover coilateral securities that are in the 
possession of an outside party. The custodial credit risk for investments is the risk that, in the event of the failure of 
the counterparty to a transaction, a government \Viii not be able to re.cover the value of its lnvest1nent or collateral 
securities that are in the possession of another µany. The CalifOrnia Government. (:ode and the City's Investment 
Policy do not contain legal or policy requircn1ent that would hmit the exposure to custodial credit rlsk for deposits or 
investn1ents. 

At year-end, the carrying ammmt of the City's deposits was S 15,749,5 l 3 and the bank balance was $15,848,123. 
The di!lerence between the bank ba:ance and U1c carrying amount represents omstanding checks and deposits in 
transit. or the bank balance, $200,000 was covered by federal depository insurance and $15,648,123 wus 
collateralized by the pledging firumcial institution as required by &:etton 53652 of the California Government Code. 
Under the c:alifOmia Govcrnrn{;nt Code, u financial institution is required to secure deposits in excess of $100,000 
made hy state or local goven1n1enta1 units by pledging gove111ment securitl~s h~ld in the form of an undivided 
collateral pool. The market value of the pledged securities in the collaleral pool must equal at least 1 l 0% of the 
total ainount deposited by t11c public ag:.::nt.:ics. Califun1ia hi.tv also allo,vs t1nanci.al institt1tions to secnre (:ity 
deposits by pledging first trust deed mortgage notes having a value of 150% of the secured public deposits. Such 
cnllaternl is hdd by the pledging ti11ancial institution's trust department or agent in the City's name. 

As of June 30, 2005, the City did not pa1ticipate in any inveSi:n1ent that would result in any possible risk in this area. 

/uvestment in J'tate Investment Pool 

The City is a voluntary participant in the Local Agency lnvesiment Fund (LA!F) that is regulated by the Ca.lifomia 
Goven1ment Code under the oversight of the Treasurer of the State of California. The fair value of lhe City's 
investment in this pool is reported in the accompanying financial statements at amounts based upon the City's pro· 
rata share oflhe fair value provided hy LAIF for tl,c entire LAlF portfolio (in relation to the amortized cost of that 
portfolio). The balance available for withdrawal is based on the accounting records maintained by LAJF, which ure 
recorded oo Ul1 a1.nortized cost basis. 
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NOTE 3 - RECEIVABLES 

CITY OF' VER"'\ON, CALIFORNlA 
Notes to Basic Financial Statements 

June 30, 2005 

The City's receivables at June 30, 2005 are as follows: 

Receiva hies -
Govcrn1ncntal Activities: 

Accounts 
Interest 
rraxes 
~ otes or Joans 

Total receivables 

Receivables -
lJusiness-type Activities! 

Accounts 
Note (see "late 13.B.) 
Interest 

Total receivables 

General 
Fund 

Redevelopment 
Agency 

Fund 

% 706,851 S 
62,883 

331,696 595,217 
_ 86,340 

$ 1,187!7?0 

Light and Power 
Fund 

Other 
Enterprise 

Funds 

Other 
Cfov~rn1ncntal 

Funds 

$ 213,287 

2,789,573 

$ 3,002,860 

Total 
Business-type 

Activities 

S 11,416, 744 $ 69,270 $ 11,486,014 
4,350,997 4,350,997 

··-- 2,169,217 . ,,_,,,,,,,, ---·-- 2,169,217 
$ 17,936,958 $ 69,270 _ )l8,iifL6,22S 

NOTE 4- lNTERFUND TRANSACTIONS 

The following tables summarize the City's interfund balances and transactions at June 30, 2005: 

Due To/From Other Fund., 

Receivable Fund 

Nonmajor Enterprise Funds 

Pavahle Fund 

General Fund 
Norunajor Govenlmenta} Funds 
internal Serv1cc Funds 

The above balances represent interfund bo1Tov,,ings payable due within one year. 
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$ 

$ 

Amount 

188,433 
34,100 
74,115 

296,648 

s 

$ 

!'oral 
Governmental 

Activities 

920,138 
62,88:, 

3,716)486 
86,340 

4,785,847 



CITY OF VERNON, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 4 - INTERFUND TRANSACTIONS (CONTINUED) 

Ad1,unces to/from other funds 

Reeeivablc Fund 

General f<\md 

Light and Power Fund 

Payable Fund 

Redevelopment Agency Fund 
Nonmajor G~1vcrrnnenta1 Funds 
Nonmajor Enterprise Funds 

Nonmi:l.jur Enterprise Funds 
Nonn1ajor Governmental Funds 

Amount 

$ 12,827,875 
5,979 

4,949,222 
S 17,783,076 

$ 25,230,464 
19, 733,453 

The above balances represent interfund borrowings payable beyond one year. 'fhese borrowings were for purchase 
of land and capital improvements. 

Tramfers 

Transfers In 

General Fund 

Transfers Out 

Konmajor Governmental Funds 
Light and Power Fund 
Nonmajor Enterprise Funds 

Amount 

$ 11,522,447 
72,327,046 

188,524 
$ 84,038,017 

Transfers are used to move revenues frotn the fund that statute or budg_et requires to collect thc111 to the fund that 
statute or budget requires to expend them, or move revenues collected in certain enterprise funds to the General 
Fund to cover overhead cost, provided by the (Jcneral Fund and for the payment of in-lieu franchise taxes. 

For the year ended June 30, 2005, transfers from the Light and Power Fund to the General Fund included 
$66,846,257 proceeds from the Light and Power Fund's issuance of the 2004 Series D Bonds. The 2004 Series D 
Bonds were issued to reimburse the General Fund for costs incurred by the City in connection with the City1s 
Electric System since inception (1934). 
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NOTE 5 -CAPITAL ASSETS 

CITY 01' VERNON, CALIFOR1'1IA 
Notes to Basic Financial Statements 

June 30, 2005 

Capital asset activity of governrnentaJ activities for the year ended June 30 1 2005 was as follows: 

Governmental acti\iitie~: 
c:apital assets, not being dcprec-laled. 

Land 
Construction in progn::ss 

'f'otal capital asset~, not being 
depreciated 

Capital assets, being deprecia:red 
Infrastructure 
Buildings and i1nprovements 
Machinery and equipment 

Total capital assets, being depreciated 

Less accu1nulated depreciation for: 
Infrastructure 
Buildings aud improve.ments 
Machinery and equipment 

Total accumulated depreciation 

Total capital assets, being depreciated, 
uet 

Ciovcmmcnlai activities capilal assets, net 

Deprecigtio11 

Balance 
July 1, 20D4 

S 21,790.673 
3.723,283 

25,513,956 

.A.dditions 

$ 29,883,814 
503 060 

30,386,874 

23,343,533 338,127 
l 2,642,958 235,825 
10,490,498 882,472 
46,476,989 _____ 1,456,424 

(617,136) 
(333,193) 

Dclction:s 

$ 

(17,068,069) 
(5,223,526) 
(4,896,275) 

c21,I s1 ,870) 
-- ( 1,081,872). ____ ,, __ 

JZ,032,201) 

Transfers & 
Adjustments 

$ 
(2,960,132) 

(2,960. 132) 

2,401) 
2,957,732 

2,960,132 

___ 19,289.: 19 J5?\7_77) 2,960,132 

t 44,so3,01s $ 29,s11,091 ..;;.s ___ -'s ___ _ 

Depreciation expense was charged to governmental functions as follows: 

General govem1nent 
Pub lie safety 
Public works 
Health services 

Total depreciation expense govern1nentaf fi.1.nctions 

]'/ 

$ 

$ 

Balance 
June 30, 2005 

S 51,674,487 
11266,21 J 

52,940,_698 

23,684,060 
15,836,515 
11,372,970 
50,893,545. 

(17,685,205) 
(5,556,719) 
(5,978,14 7) 

(29,220.071, 

21,673,414 

$ 74,614,172 

J,258,808 
704,054 
50,312 
19,027 

2!032,201 



CITY OF VERNON, CALfFORN1A 
Notes to Basic Financial Statements 

Juue 30, 2005 

NOTE 5-CAPITAL ASSETS (CONTINUED) 

Capital asset activity of business-type activities for the year ended June 30, 2005 \vas as follows: 

Business.type activities: 
(.,'apita/ assets, nor being depreciated: 

Land 
Construction in progress 

Total capital assets, not being depreciated 

Capital assets, being depreciated 
Production plant·· Light and Power 
Transmission plant - Light and Power 
Distribution plant- Light and Power 
General plant···· Light and Power 
Buildings - Light and Power 
Water utility plant 
Gas utility plant 

Total capital assets, being depreciated 

Less accumulated d!;!prec.:iation for: 
Production plant -- Light and Power 
Transmission plant··· Light and Power 
Distribution plant - Light and Power 
General plant ... Light and Power 
Buildings · Light and Power 
Water utility plant 
Gas utility plant 

Total acctunulated deprcclation 

1'ota] capital assets, being depreciated, net 
Production plant - Light and Power 
Transmission plant - Light and Power 
Distribution plant - Light and Power 
General plant - Light and Power 
Buildings - Light and Po\ver 
Water utility plant 
Gas utility plant 
Total 

Business-type activities capital assets, net 

Bafance 
July 1, 2004 Additionr;; 

Transfers & 
l}eletlons Adjustments 

Balance 
Jnne 30, 2005 

$ 45,000 $ $ $ $ 45,000 

154,815,9.±J., 57,630,750 ------- ,. 212,446,691 
154,860,941 _57,630,750 ·--- ------ 212,491,691 

9,8621171 
61,285,388 
40,696,037 

3,966,169 
481,800 

14,199,172 

; 30,490,737 

153,284 
162,631 

8,956,468 
10,250 

234,992 
46,970 

9,564,595 

(5,158,028) (337,677) 
(32,374,637) (2,071,759) 
(16,2'7,246) (l,674,(J65) 
(1,957,351) (134,067) 

(252,384) (13,452) 
(9,867,689) (348,219) 

----- (2,936) 
_ (65,327,335) (4,582, 175) 

4,704,143 (184,393) 
28,910,751 (1,909,128) 
24,478,791 7,282)403 

2,008,813 (123,817) 
229,416 (13,c152) 

4,331,483 (113,227) 
44,034 

24,622-1!1;1 4,9~J,4JQ 

$ 2 J 9,524,343 $ 62,613.170 

38 

----

l0,015,455 
61,448,019 
49,652,505 

3,976,419 
48l,8ll0 

14,434,164 
46,970 

140.055,332 

(5,495,705) 
(34,446,396) 
(17,891,31 I) 

(2,091,413) 
(265,836) 

111),215,908) 

------ (2,936) 
---· -------- __ (70.409,5 IO)_ 

s 

4,519,750 
27,001,623 
31,761,194 

l ,385,001 
215,964 

4,218,256 
44,034 



CITY OF VER1'0N, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 5 - CAPITAL ASSETS (CONTINUED) 

Depreciati;m 

Depreciation expense was charged to the business-type flmctioni, as follows: 

Light and Power depreciation 
Other Hnt.erprise fund clcprcciution 

'l'otal depreciation :.:xpcusc - busincss~lype functions 

Capitalized bond interest 

$ 4,231,020 
_____ .isuss 

$ 4.582,175 

In 2005 the City capitalized interest paid in relatior. to the Series 2004A, 20048, and 2004C bonds. These bonds 
were issued in 2004 in order to finance the coostrnction of the Malburg Generating Station, which is still under 
construction. 'fhe City incurred $4,821.309 ofinteres1 expense that was capitalized during the year ended June 30, 
2005. 

NOTE 6 - LONG· TERM OBLIGATIONS 

During the fiscal year 2005, the City issued $90.150,000, 2004 Series A, $83,575,000, 2004 Series B, $39,875,000, 
2004 Series C, and $69, l 00,000, 2004 Series D, Electric System Revenue Bonds. The 2004 Bonds were issued tu 
provide funds (i) to refund $162,610,000 ofmrtstanding l'lectric System Revenue Bonds of the City; (ii) to finance 
the costs of improverr1cnt,; to the C:ity's substation aud disLributiun facilities and certain. costs of completion of the 
City's '.Vlalburg (Jcncrating Station; (ii.i) to fu1an.ce the rein1bursement to the City of certain cost.,;; incurred in 
connection with the (:ity's electric system t'acilities; (ivJ to fund a deposit to the Debt Service Reserve Fund; and (v) 
to pay the costs of issuance of the 2004 Bondi. 

A summaty of bonds payable for business-type activities is as fo.llows: 

Electric Syste1n Revenue 
Bonds 

2004 Serie., A 

2004 Series B 

2004 Series C 

2004 Series D 

Maturity 
04/0li37 

04!01/29 

04101/39 

04101/18 

Interest 
Rates 

Variable 

Variable 

Variable 

Variable 

Annual 
Principal 

Instalhnents 
To begin 
04101129: 

$2,000,000 -
$12,925,000 

To begin 
04101/18: 
$50,000 • 

$9,525,000 
To begin 
04/0 l/37: 

$11,500,000 , 
$14,400,000 
$3,800,000 • 
$6,525,000 

C>riginal Issue 
Amount 

$ 90, 150,000 

83,575,000 

39,875,000 

69, 100,000 

Outstanding at 
June JO, 2005 
$ 90, l 50.000 

83,575,000 

39,875,000 

65,625,000 

Deferred am(JUnt 011 refu11dlng (8,052,628) 
Total Revenue Bonds $ 282,700,0_00 $ 271, 172,372 
* The variable rate is set periodjcally through an auction process. Rates on the 2004A and 2004B bonds are reset 
through an auction process every 7 days. Rates on the 2004C and 2004D bonds are reset through an auction process 
every 28 days, 
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CITY OF VERNON, CALlFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 6 - LONG-TERM OBLIGATIO'.'IS (CONTINUED) 

As of June 30, 2005, annual debt service require1nen.ts of business-type activities to maturity are ao;;; follows: 

Electric System Revenue Bonds Payable 

Year ending June 30; P1incipal interest* 

2006 $ 3,800,000 $ 10233,529 
2007 3,975,000 I 0,066,959 
2008 4,175,000 9,893,105 
2009 4,350,000 9,710,301 
2010 4,550,000 9,5l9,72l 
2011-2015 25,975,000 44,594,827 
2016-2020 32,700,000 38,253,503 
2021-2025 39,550,000 31,824,446 
2026-2030 47,725,000 24,192,571 
2031-2035 57,625,000 14,951,650 
2036-2039 54,800,000 3,855 333 

Total requirements S 279,225,000 $ 207,095,945 
* As of June 30, 2005, debt service for 2004 Series A aud Series B was calculated at the actual swap mtes of 
3.637% and 3.572% respec.tively, Debt service for the 2004 Series C was assumed at 2.83% based on a ten-year 
average of BM.A. l)ebt service tbr the 2004 Series D was assumed at 4. ! 3o/o based on a ten-year average of one 
month UBOR. 

Chunges in long-term liabilities 

'The following i:s a sununary oflu:1g-tern1 liabilities trausai;t:Jons for the fiscal yt"-2:r ended. June 10, 2005: 

Govcrn1neotal activities: 
Clain1s payable 
Compensated absences 

Business-type activities: 
Bonds puyablc 
Uond premium 
Bond discount 
Deferred amount 0!1 rcflJ.nding 
Compensated absences 

Babnce 
Ju!y I, 2004 

$ 5,252,825 
],201,493 

$6,454,318 

S 162,610,000 
174,761 

147,024 

$ 162,931,785 

Additions 

$ 409,603 
944.768 

. $ l,354,371 

$ 232.700,0(J() 

(1,6341532) 
(K,219,0.16) 

125.146 

$ 272,971,578 

40 

Balance 
R.eductions June 30, 2005 

$ (669,471) $ 4,992,957 
(l,201,493) 944,768 

t (1,870,964) ~$ 5,937"'i'i5' 

$ (166,085,000) $ 279.225,0()1) 
(174,761) 

(l,634,532) 
166,403 (8,052,628) 

(]47,024) 125,]46 

$ (166,240,377) ~9,6_ig~ 

Amounts 
Due Within 
()nc Year 

s I,664.319 
944, 768 

$ 2,609.087 

$ 3,800.[100 

(74,639) 
(332,814) 

..... L~ 3,517,fi~~-



CITY OF VERNON, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 6 - LONG-TERM OBLIGATIONS (CONTil'iLED) 

/11-Substance l>efeasance - 2003 Series A and B 

On December 22, 2004, the City issued $90, 150,000 Electric System Revenue Bonds - 2004 Series A with an 
average interest rate of3.637o/l) r:.:funding revenue bonds. Fn1e procee.ds of the bonds ,vere used to refund in advauce 
of their rnaJ.urity

1 
Lhe Ma.Iburg Generating Station. Pr~jecf Electric Systcn\ Revenue Bonds - 2003 Series,\ totaling 

S50,000,000 with an average lnrerest rate of 2.R}0% and the Malburg Generating Station Project Electric System 
Revenue Bonds - 2003 Scri~s B tulli1ing $37,500,000 with an average intere-St rate of2.830%. 

This refunding was done to ref\md the 2001 Malburg Generating Station Project Electric System Revenue Bonds 
and to finance the costs of iruproveruents to the City's substation and distribution facilities and cciiain costs of 
complet.ion of the Cjty1s Malburg Generating Station. Procee.ds of the bonds were used to establish an irrevocable 
escrow account. Funds in the escrow account wcie invested in special dir~ct obligations of the United States 
Treasury or other obligations of the United States government or its agencies. Tl1e escrow securities and their 
ea111ings are structured to pay the principal and interest on the refunded bone.ls as such payment become due, until 
the call dates of the respective refunded bonds, at which time the escrow payment will pay the principal of the 
refunded bonds at a price of par plus accrued interest, Since these bonds have been placed in an irrevocable trust, 
tl1cy are considered defeased for these financial statement.'i. 

The advance refunding resulted in a difference benveen the reacquisition price and the net carrying aniount of the 
old debt of $1,04 7 ,288. The City increased 1ts debt service payment by $41,967,338 resulting in a net present value 
toss of$3,796.023. 

In-Substance Defeasancc - 20/J3 Series C 

On December 22, 2004, the City issued $83,575,000 Electric System Revenue Bonus • 2004 Series B with an 
average interest rate of3.5721t'f1 refunding revenue bonds. 111~ proceeds of the bonds ,vere used to refund in advance 
of their maturity, the Malburg Generating Station Project Electric System Revenue Bonds - 2003 Series C lo,aling 
$75,110,000 vviLh ar1 average interest rate of 5.403°/o. 

This refunding was done to refund the 2003 Malburg Generating Station Project Electric System Reve~ue Bonds 
and to finance the costs of irn.prove:incnts to the City's substation and distribution facilities and certain costs of 
completion of the City's Malburg Generating Station. Proceeds of the bonds were used to establish an irrevocable 
escrow account. Funds in the escrovt account \vere invested in special direct obligations of the United States 
Treasury or other obligations of the 1)nite.d States government or its agencies. TI1c cscro\\1 securities and their 
earnings are structured to pay the principal and interest on the refunded bonds as such payment become due, until 
the call dates of the respective refunded bonds. at which time the escrow payment will pay the principal of the 
refunded bonds at a price of par plus accrued interest. Since these bonds have been placed in an irrevocable trust. 
they are considered defeast;d for these financial statements. 

The advance refunding resulted in a difference between the reacquisition price and th;,: net carrying arnount of the 
old debt ofS7,171,7·18. The City decreased its debt service payment by $3,070,977 resulting in a net present value 
savings of $7, 183 ,625. 
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CITY OF VFR'IION, CALTFORNIA 
Notes to Basic Financial Statements 

.June 30, 2005 

NOTE 7 - BOND INTEREST RATE SWAP AGREEMENTS 

Basis Swap - 2003 Series A and B 

Objective oj'the interest rare swap: As a means 10 mitigate its exposure to interest rate risk, the City entered into an 
interest basis S\\lap in connection \Vith it~ $87.5 nl.ilHon 2003 Electric System Series A and Series B bonds {the 
"2003 Series AB Bonds"). 

Terms: As originally structured, tl1e 2003 Series AB Bonds and the related swap agreement were scheduled w 
maturl.! on A.pril 1, 2033, and the swap1s agg-:--egate notio11al amount of $K7 . .5 miHion matched the par an:10011t of the 
2003 Series AB Bonds. The swap w.,s entered into in July 2003 Under the swap, the City pays the counterparty 
payments equal to the average of the ·,,eekly Bond Market Association (BMA) variable rate index and receives 
payments equal to 80.2%, the London lnter~ank Offered Rate (LIBOR) one-month index. 

Fair value: Because the <lifferentiaJ betvveen the Bivtl\ index and LIBO.R index has decreased since execution of the 
swaps, the swap has an aggregate negative fair value of S969,29 I as of June 30, 2005. The fair value was estimated 
u.sing the zero~coupon method. This method calculates the future net settlement payn1ents requlfed by the sv..'ap, 
assuming that the current forward rates implied by the yield curve correctly anticipate future spot interest rates. 
These payments are then discounted using the spot. rates i1nplied by the currcnl yield curve for hypothetical 2.ero
coupon bonds due on the dali.: of each future net settleinent on the swap. 

Credi1 risk; As the swap's fair value a.s of June :Ht. 2005 is nc.:gadvc, the City docs not have any credit expostrre to 
the counterpart)1• Should the swap 1s fair value becorr1e positive, the City would have credit exposure ff> tl'tt: 
counrerparty equal to tl1e fair value amount The swap counterp~rty Bank of America , was rated AA by Standurd & 
Poor's and Aa by Moody's Investors Service as of June 30, 2005. To rnidgate the potential for credit risk, if the 
counterpanies credit quality falls below A+/Aa2, the fair value of the swap will be fully collateralized by the 
counterparty with U.S. govenunent securities. Col'.ateral would be posted with a third-party custodian. 

Basis risk: The swap exposes the City to basis risk should the relationship between LIBOR and BMA converge to a 
ratio higher than that stated in the s,..,.·ap. If a change occurs that results in the rates moving to a convergence ratio 
greater 1han that stated in the swap, the S'-vap may not provide the expected interest rat~ risk n1itigation. As of June 
30, 2005, the ratio \Vas not greater than the ra1io stated in the S\vap. 

Termination risk: The City or its counterparty may tcTITiinatc the swap if the other pa!1y fails to perfonn under the 
terms of the contract. TI1e swap may be terminated by the City if the counterparty's credit quality rating falls below 
'"A-1

' as issued by Standard & Poor's or "AJ" as issued by lvloody's Investors Service. lf at the time of termination, 
the swap has a negative fair value, the City would be liable to the countcrpa11y for a payment equal to the swap's fair 
value. 

Swap payments and associated debt: Tn December 2004, the City defe«sed the 2003 Series AB Bonds wit11 proceeds 
of its 2004 Series A bonds. Because interest payments on tl1e 2004 Series A bonds are: detennined hascd nn a 
variubk: rate short tenn basis, the (~ity elected to retain the sv.•ap. 1.'he (:ity expects that as intcrt:sl ratt-~ rise the 
difference, or spread, between sho-rt·Lcrm tax-cxcrnpt ralcs and shurt~tenn tax.able rates will increase. Unde-r this 
expectatlon. the c:ity will receive puy1nents under the swap greater than its payments to the counterparty. As a net 
receiver on the swap, the City would then have such monies available to offset higher debt service rcquireu:ents 01: 

its 2004 Series A bonds. 



CITY OF VERNON, CALIFORNlA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 7 - BOND TNTERF.ST RA TF. SWAP AGREEMENTS (CONTINUED) 

Basis Swap - 2003 Seri,s C 

Objective qfthe interest rate svt-'ap: As a means to reduce its bond interest cost1 the (:ity e,ntcred into an interest ha:~is 
swap in connection with ~t~ $75.11 minion /,00.1 Electric Sy_~ren, Series c: hondg (the "200.1 Series C Bonds' 1

). 

Terms: As originally structured, the 2003 Series C Bonds and the related swap agreement mature on April I, 2033, 
and the swap's aggregate notional amount of $75.11 million matches the par amount of the 2003 Series C Bonds. 
'fhe swap was entered into in August 2003. Undt:r the swap, the City pays the counterparty paym~nts equal to the 
average of the weekly Bond Market /\ssociation (BM.,\) variable rate index and receives payments equal to 78.61Vi) 
of the London Interbank Offere<l Rate (LIBOR) one-month index. 

Fair value; Because the differential between the BMA index and LIBOR index has decreased since execution of the 
s"vaps, the swaps have an aggregate negative fair value of $1,544.139 as of June 30, 2005. The fair value was 
estimated using the zero-coupon method. This method calculates the future net settlement payments required by the 
swap, assuming that the current forward rates implied by the yield curve correctly anticipate future spot interest 
rates. ]l1ese pay1nents are then discounted using the spot rates implied by the cu1Tenl yield cmve- for hypothelicaJ 
zero-coupon bonds due on the date of each future net settlement on the swap. 

C'redit risk: As the swap's fajr value as of JW1c 30, 2005 js negative, the City <loes not have uny credit exposure to 
the counterpurty. Should the swap•s fair value become positive, tl1e City would have credit exposure to the 
counterparty equal to the fuir value amount. !'he swap crnmterparty. Wachovia, was rated AA· by Standard & 
Poor's and Aa2 hy tvloody's lnves:or:i Scrvtcc as of Jun(;; 30, 2005. To tnitigute the potential for credit risk. if the 
counterparty's credit quality falls below A+/Aa2, the fair value of the swap will be fully collateralized by the 
counterparty with lJ .S. government securities_ Coi1ateral would be posted with a third~party custodian. 

Basis risk: The swap exposes !lie City to basis risk shouid the relationship between LIBOR and BMA converge to a 
ratio higher than that stated in the swap. ff a change occurs that results in the rates moving to a convergence ratio 
greater than that st:atc<l in the swap, the swap rnay not providt; the expected intercsl cost savings. As of June 30, 
2005, the ralio was not greater than the. ratio stated i.n the swaµ. 

Termination risk: The City or its coun:erparty may terminate the swap if the other party fails to perfonn under the 
terms of the contract. The swap may be terminated by the City if the counterparty's credit quality rating falls below 
·'A-'' as issued by Standard & Poor·s or "A3" as issued by Moody's Investors Service. If at the time oftennination, 
the swap has a negative fair value, the City \.vould be liable to the counterparty for a paynlent equal to the S\vap1s fair 
value. 

Swap payments and assoeiaied debt; In December 2004, the City defeased the 2003 Series C with proceeds of its 
2004 Series B bonds. Because interest payments on the 2004 Series fl bonds are derennined based on vanable rate 
short· term basis, the (JLy elcc.:te<l to retain the &\vap. T"hc City t:xpccls that as interest ratt.:s rise lhc difiCrcru.:t.:, 01 
spread, bctv.'een short-tern1 tax~exen1pt rates and sh.ort-tenu taxnble rates will increase. Under this expectation, the 
City will receive- pa)7ments under the swap .;µ·eater than its payments to the counterparty. As a net receiver on the 
swap, the City would then have- such monies avalh1b]c to off1,ct higher Jcbt scrvk:e rcyuircrncnts on iU. 2004 Serie.s 
B bonds. 
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CITY OF VE&.'ION, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 7 - BOND INTEREST RATE SW AP AGREEMENTS (CONTJN UED) 

Fixed to Variable Swap 

O~;ective of the inrerest rate swap: The City's assetfLiahHity s1rategy is to have variable rate debt exposure 
consistent with its variable rate asset exposure; lhc rcsuH being Hiul a.s interest rates increase, the City's 1nvestmenr 
income \'Vil] o!I')ct ils in<:n:ascd variable rute debt costs. 

Terms: In April 2003, the City entered into a pay-variable, receive-fixed interest rute swap for the term of its 
$75,110,000 2003 Series C Electric Systccr revenue bonds. The notional amount ofrhe swap was $75,110.000. lu 
June 2003, the City elected to terminate the ponion of the swap through April 2008 in exchange for a payment of 
$4, 170,000 from the swap counterparty. Under the remaining terms of the swap, the swap becomes etleetive in 
April 2008 and terminates in April 2033; the City pays a variable rate equal to the Bond Market Association 
Municipal Swap Index (BMA), which was 2.28 percent at June 30, 2005, plus 0.84% and receives fixed-rate 
payments equal to the actual semi~a'llnual interest payments due on t11e Series C bonds. ln December 2004, the City 
defeased the 2003 Series C Bonds with proceeds of its 2004 Sencs B bonds. The City expects to terminate this 
swap prior to its effective date of April 2008. 

Fair value: As of June 30, 2005, the swap had a negative fair value of$ !65,616. The fair value was estimated using 
the zero-coupon method. ·rhis method calculates 1he future nel ~ctden1enl pay111ents required by the S\\'ap, assutning 
that the current for\o\·ard rates iinplie<l by the yield curve correctly anticipate future spot interest rates. The:-.e 
payments ure then discounted usillg the spot rates implied by the current yield curve for hypothetical zern·coupon 
bonds due on the date of each furnre net settlement on lhc swap. 

(~redit risk: As the swap's fair value as of June 30, 200:5 is negative, the City does not have any credit exposure to 

the counterµarty. Should the swap 1s fair value become positive. the City would have credit exposure to t11e 
counterpa.rty equal to the fair value aruount. A:s of June 30, 2005, the swap counterparty, Bank of l\me.dca, Ytias 
rated AA by Standard & Poor's and Aa by :Moody's Investors Service. To mitigate the poteJ1tiai for crL:dit risk, if 
tl1e counterparty's credit quality falls below Al·•Aa2, the fair value of the swap will be fully collateralized by the 
counterpartywith U.S. government 8ccuritit:s. Col1atcra"J would be posted with a third"party custodian, 

Interest rate risk: Beginning in /\.pril 2008, if the sv;ap is not previously terminated~ the swap increases the City's 
exposure to interest rate risk. As B;\1..L\. increases, the Chy's net payment on the swap increases, 

Termination risk: 1l1e City or the counterparry may tt..'Tminate the swap if the other party fails to perform under the 
terms of the contract. In addition, the (:icy n1ay optionally tcnnina1e tl1e agreement on any date. ff at the ti.nc of 
tennination the swap has a negative fair value, the City would be liable to the counterpatty for an amount equal to 
the negative fair value. 

Swup payments and associared debt: The debt a.ssocimed with the swap, 2003 C Bonds, has been defeased, The 
City expects to terrninate this swap prior to it:, .:ffi;;clivc date of .t\.pril 2008. 
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CITY OF VER-"WN, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 7 - BOND Il'ffEREST RATE SW AP AGREEMENTS (CONTINUED) 

Variable to Fixed Swap 

Objective c~{the interest rate S1vap: A.s a means to reducing its overaH exposure to interest rdte risk and achieving a 
lower cost of capital relative ta long term fixed rate bonds, the City elected to issue its $90,150,000 2004 Series A 
Electric System rcve,'Tiuc bonds (the "2004 Scrit:a .A. Bu1ulsn) fri a variable rate 1node and enter to a fixed payer swap 
to achieve synthetic foce4 rate debt. 

Ter,ns: ln I)ece1nbcr 2004, the City entered into a pay-tixcd1 receive~variable interest rate swap tot the tetm of the 
2004 Series A Bonds. The notional amount of the swap is $90.150,000. Under the 1e1111s of the swap, the City pays 
the counterparty a fixed rate of 3.637o/o and receives from the counterparty variable-rate pay1nents equal to 62.871:I~ 
of the London Interbank Offered Rate (L!BOR) one-month index plus 0.119%. The City expects that the variable
r<1te payn1ents from the swap wU1 approxitnate the .i!lterest payments on the 2004 Series A Bunds) thereby creating 
synthetic fixed rate debt. The notional amount of the swap and !he amortization of the principal of the 2004 A 
Bonds are exactly matched. 

Fair value: As of June 30, 2005, the swap had a negative fair value of $9,339,988. The fair value was estimated 
using the z;cro-coupon method. This n1ethod calculates the future net settlement payments required by the ~wap, 
assun1ing that the current forward rates implied by the yield. curve correctly anticipate future spot interest rates. 
These payments arc then discounted using U10 spot rates implied by the cun·ent yield curve for hypothetical. zero
coupon bond& due on the date of each future net settlement on the S\vap. 

(~redit risk: As the swap's fair value as of J1.1ne 30, 2005 is negative1 the City does not have any credit exposure to 
the countcrparty. Should the 5,;va.p's fair value beco111e positive, the City \VOuld have credit exposure from the 
counterparty equal to the fair value amount. ,1\s of June 30. 2005, the swap countcrparty, Morgun Stanley was rated 
A+ by Standard & Poor', and Aal by Moody's lnvestm, Service. To mitigate. the potential for credit risk, if the 
coumerparty's credit quality falls below (BBB/Baa2), the fair value of the swap will be fully collatcrali1cd hy the 
counlerpai1y with U.S. government securities. Collitterai would be posted with a third-party custodiai,. 

Interest rate risk: Th~ S\\:ap is structured to reduce the C,ity's exposure to interest rate risk. 

Basis risk: The swap exposes the City to bas.is risk shou!d the relationship between L!BOR a11d BMA converge to a 
ratio higher than variable leg of the swap. 

Termination risk: The City or the counterparty may terminate the swap if the other party fails to perform under the 
tenns of the contract. In addition, the City may optionally terminate the agreement on any date. If at the time of 
tennination the swap ha<, a negative fair value, the City would be liable to the counterpa1ty for an atnount equal to 
the negativ~ fuir value. 

Swap payn1ents and asgoetated debt: It is expected that the variable pay1ncnts received by the City on the swap Vlill 
approximate tht: variable interest payrn~nt5 on the 2004 Series ,i\ Bonds, resulting in the City's net inten;::,;;t expo,;;ure 
being equul~d to the fixed pa.y,;uent on rhe S'-va:p to the connterparty. Recause the variahle payrncnts on the 2004 
Series .A. Bonds and the S\vap are on different bases, some ha:,is differential is expected fron1 tin1e to time. 
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CITY OF VERNON, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 7 - BOND INTEREST RATE SWAP AGREEMENTS (CONTINUED) 

The foUowing table surnmarizes the ~xpcctcd net debt service if B1v1A remains constant at 2,281}() (BMA rate as of 
June 30, 2005). 

Year Ending Principal Interest Rate Toial 

June}O, Alnouut Interest . Swap, Ner ___ .Debl Service 

2006 5 2,055,420 s I ,223,J36 $ 3,278,756 

2007 2,055,420 l ,223,336 3.278,756 

2008 2,055,420 1,223,336 3.278,756 

2009 2,055,420 J ,223.336 3)278,756 

2010 2,055,420 J,223,336 31278)756 

2011,2015 J0,277,100 6,J 16,678 16,393,778 

2016-2020 J0,277,100 6,116,678 16,393,778 

2021,2025 10,277,100 6,116,678 16,393,778 

2026-2030 $ 17,600,000 10,010,885 5,958,233 15,969,117 

2031-2035 57,625,000 5,416.797 3,223,945 8,640, 742 

2036,2037 14 925,000 30),763 --- __ i]9,602 481,365 

$ 90,150,000 $ 56,837,845 $38.828,494 $90,666,338 

Variable to F{:!ed Swao. 

()bjecttve of the interest rate sivap: As a means to reducing its overall exposure to interest l'ate risk and achieving a 
lower cost of capital relative to long term fixed ralc bond~. the City elected to issue its $83,575,000 2004 Series B 
Electric Systen1 revenue ho11<ls (the "2004 Series B Bondsri) in a v.'lriable rate mode and enter to a fixed payer swap 
to achieve synthetic fixed rate debt. 

Terms: In December 2004, the City entere.d into a pay-fixed. receive~variable intcrext rate s\.vap for the term of its 
2004 Series B Bonds. The notional amount ofi:he swap is $83,575,000. Under the terms ofi:he swap, the City pays a 
fixed rate of 3.572~/o and receives variable~rate payments equal to 62.87~/ci of the London Interbank Offered Rare 
(LIBOR) one-month index plus .119%. The City expects i:hat the variable-rate payments from the swap will 
approximate the interest payments on the 2004 Series B Bonds. The notional amount of the swap and the 
amortization of the principal of tbe 2004 Series B Bonds are exactly matched. 

Pair value; 1\s of June 30
1 

2005, the sv.:ap had a negative fair value of $6,811,009. ·rhe fair value was cstirnated 
using the zero-coupon method. Thi~ method calculeltes t.'1.e future net settlement payments required by the swap, 
assuming that the current forward rates ilnplied by tbe yield curve corrt:cily anticipate future spot interest rates. 
These payments are then discomited using the spot rates implied by the current yield curve. for hypothetical zcro
coupon bonds due on the date of each future net settlen1ent on the swap. 

Credit risk: ii.s the swap's fair value a.s of June 30, 2005 is negative, the City doe.snot have, any L-redil exposure to 
the counterparty. Should tl1e swap's fair value be<:orne positive, the City would have credit exposure from the 
counterparty equal to the fair value amount. As of June 30, 2005, the swap counterparty, Morgan Stanley was rated 
A+ by Standard &- Poof's and Aa3 by i\.1oody's Investors Service. To mhigate the potential for credit risk, if the 
counterparty's credit quality falls below (BBB/Baa2), the fair value of the swap will be fully collateralized by t.'1e 
counterparty with t:.S. government securhies. Collateral would be posted with a third-party custodian. 
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CITY OF VERNON, CALIFORNIA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 7 - BOND INTEREST RA TE SW AP AGREE:'v!ENTS (CO'<TINUED) 

Interest rate risk: '[he swap is structured to reduce the City's cxpu3ur~ to interest rate risk. 

Basis ,-;sk: The swap exposes the City to basis risk should the relationship between LIBOR and BMA converge to a 
ratio higher than variable leg of the swap. 

TPrniination risk: The City or the counterparty m11y :erminate the s\vap if the other party fuils to perfom1 under the 
terms of the contract. ln addition,. the t:Hy may optionally tcnninate the agree1nent on any date. If at the thne of 
tennination the swap has a ncgalivc fllir value, the City would be liable to the counterparty for an arr1our:t equal to 
the negative fair value, 

S1-vap payments and a,;sociated deb!: It is expected that the variable paymenrs received by the City on the swap \ViH 
approximate the variable interest payments on the 2004 Series B Bonds, resulting in the City's net interest exposure 
being equaled to the fixed pay1nent on. the swap to the couuterparty. Because the variable payments ori the 2004 
Series A Bonds and the swap are on different bases, some basis differential is expected from time to time. 

Tbe following table summarizes the expected net debt service if BMA remains constant at 2.28% (B"v!A rate as of 
June 30, 2005). 

Y car Ending Principal Jnte-resl Rate Total 

______ .func_.30, A.1nount Interest __ Swap, Net ____ Debt Service 

2006 $ 1,905,510 $ 1,079,789 $ 2,985,299 

2007 1,905,510 1,079,789 2,985,299 

2008 1,905,510 1.079, 789 2,985.299 

2009 l,905,510 1,079,789 2,985,299 

2010 1,905,5!0 1,079,789 2,985,299 

20l1-2015 9,527,550 5,398,945 14,926,495 

2016-2020 s [3,900.000 9,291,880 5;265,399 14,557,279 

2021.-2025 39,550,000 5,984,940 3,39] ,466 9,376,406 

2026-2030 30, !25,000 l,336,72~-- 757,466 2,094, l 72 

$83575,000 $35,668,625 320,212,221 $55,880,847 

NOTE 8 - OTHER DERJV A TIVE FINANCIAL INSTRUMEKTS 

The City's Light and Po\.-vcr Fund (Fund), which accounts for the-n1aintenance and operations of the City's ch:ctric 
utility plant, enters into t:-0ntracts fOr ele.ctricity and natural gas to meet the expected needs of its retai.1 customers. 
The Fund also sells excess electricity capacity during perioJs when it is not needed to 1neet its retail requ1rements. 
De.rivative contracts (futures and options) designated as cash flow hedges are entered into by the Fund to hedge 
variable price risk associated with the purchase a,1d sale of commodities und extend out to March 30, 2007 r\t June 
30, 2005, the Fund's derivative conrract, totaled $1.913,105 and are recorded at fair value in the Fund's financial 
statements and are included ,vith other assets. Changes ill fair value are recognized immediately in earnings as a 
component of operating inco1ne. The "fund recognized a net loss of $4.84,684 as a result of a change in fair value for 
the year ended June 30, 2005. 
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CITY OF VERNON, CALIFORNIA 
Notes to Basic l<'inaneial Statements 

J nne 30, 2005 

NOTE 9 - RISK MANAGEMENT 

The City is eA'µOsed to various risks of Joss related to torts; theft of, damage to, and destruction of asscl<,; errors and 
omissions; injuries to employees: natural disasters; une1nployment coverage, and providing health benefits to 
employt:cs, retirees, and their dependents. l'he City is 3eJf-insure<l for its general liability, workers' compensation~ 
ru1d property liability. The City ha~ chosen to establish risk financing Internal Service Funds, whereby assets are set 
aside tOr claim settlcrncnt~ as:,ocialed v.:ith the above 1isks of loss up to certain limits. 

The City has obtained v-arious insurance. policies that provide coverage for "Special Forn1 Peril:l' against direct 
physical loss or damage, including earthquake and flood, to all real and personal property of the Ciiy, including 
equipment, business and revenu.e L.,terruption., errol:"5: a,1d omissions, boiler and 1nachinery and po1lutio11 legal 
liability. The earthquake and flood portion of the policies have a 5°/o deductible of the total insurable vah,,es per 
building, structure or covered item at the time and place, of loss, ln the most recent "Statement of Values'' for the 
City, real and personal property total insured values equaled $110,181,233 and total insured earthquake/flood valt:es 
equaled $92,727,660. 

Crin1e (.Employee Theft and, Depositors Forgery and Alteration, and Computer and Funds 'fransfer Fraud) coverage 
in also in force v,.,·ith a limit $100,000 for each line of coverage. 

The City is self insured tor the first $300,000 of workers' compensation claims and !"or the first $2,000,000 of its 
general liability coverage, 

Excess coverage is provided by the independent Cities Risk Monagement Authority (the "ICRMA"), a joilll powers 
authority ,vhose purpose is to dcv(;;]op and fund programs of excess insurance for its rr1crnbcr cities. The lCR;\111\ is 
governed by a board of directors consisting of representatives of its rncmbi.::r cities. Excess coverage 1s provided by 
ICRMA. Self-insurance and ICRMA limits are as follows: 

TyPe of Coverage ___ _ 

General LiJlbilitY 
Workers• Con1pensation 
Property 

Insured limits are: 

Self-fosurance 

Up to $2,000,000 
Up to $300,000 
Up to $ I 0,000 

_______ TC_'R_M_Ac_ __ _ 

Not Applicable 
SJ00,000 to $10,000,000 
Not Applicable 

I TYPe of Co_~v"er.cca=e _______ .=L=im=its"---------- ----- ___ ___J 

Excess General Liability 
Excess General Liability 

$10,000,000 excess of S2,000,000 (self insmed) 
$10,000,000 excess of$l0,000,000 

"l.'he c:lty i," constructing and \Viii be operating the .\.1alburg CJenerating Station, a combined cycle po,ver plant. ,A,, 

Builders Risk insurance policy is in place V.'ith lin1ilx {)f insurance of $150,000,000 each and every lo~s/acckh:nL 
combined single limit. The deductible b $100,000 except for $250,000 on the GTX I 00 Turbines, $750,000 arising 
from Hot Testing Pcrfonnance c,f GTX Turbine,, $500,000 arising out of Hot Testing of all other equipment. 
Earthquake coverage has an annual aggregate subw-~imit of S20,000,000 wilh a 5% deductible on Earthquake, 

Amounts in excess of these Umits are self~'lnsured. There have been no significant reductions of coverage from the 
prior year. 'fhere have been no settlen1ents exceeding insurance coverage for each of the past three fiscal years. 
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Notes to Basic Financial Statements 

Jnnc 30, 2005 

NOTE 9 - RISK MANAGEMENT (CO.'<TINUED) 

The unpaid claim5 liabilities included in each of the self-insurance lntemal Service Funds are based on the results of 
actuarial studies and third-party ad1uinistrator claim. reports and include amounts for clai1ns incurred but not 
reported, including loss adjustment expenses. Claims liabilities are calculated considering the effects of inflation and 
recent claim senlement trend~, including frcqui.::ncy and runount of payouts and other econom.lc and social factors, 

Changes in the balances of claims i.iabilities during the past two fiscal years for all selt:insurance fonds combined 
are as follows: 

Claims payable, beginning of fiscal year 
lncurrcd cla!lns 
Claim payments 

Claims payable, end of fiscal year 

NOTE 10 - PENSION PLAN 

Fiscal Year Ended June 30 
2005 2004 

$ 5,252,825 $ 5, 124,267 
409,603 622,093 

(669,471) (493,535) 

. S 4,992,957 $ 5,252,825 

The Cily contributes to the California Public bmployees' Retirement System (PERS), uu agent multiple·employer 
retirement system t11at acts as a corra11on invtsLrncnt and adrninh:trative ageut tor participating pubHc entiti.es ,vithin 
the State of California. 

All foll-time safety (police and fire personnel) and mi,cellanoous personnel and temporary or part-time employees 
who have worked 1,000 hours in u fiscal yem· are eligible to pmticipate in the PERS. Benefits vest afier five years of 
service, Employees who retire at age 50 with five years of credlted service are entitled to retirement b;:n~fit:.. 
Monthly retire1nent benefits are based on an employee's average co-mpcnsation for his or her single highest year cf 
compensatjon for each year of credilr..:<l service. 

Miscellaneous members with five years of credited service may retire at age 55 with full benefits based on a benefit 
factor derived from the "2% at 55 Miscellaneous Factor" benefit factor table and between age 50 and 54 with 
reduced re-tiren1ent benefits. Safety mc::nbers 1nay retire at age 50 \vith full benefits based on a benefit factor derived 
from the "3% at 50 Safety Factor" benefit fac,or table with five years of credited service. The PERS also provides 
death and disability benefits. These benefit provisions and all other requirements are established by State statute and 
City ordinance. 

Th~ City's plan does not issue a stand~rilone financlal report but is included in the PERS report, which can be 
obtained from PERS at Lmcoln Pla,a, 400 P Street, Sacramento, California 95814. 

"fhc Stat.c~rcquired City etnployee salary contributions of 7'YO for miscellaneous employees und 9~-{! for safety 
1n-e1nbers are subsidiz..ed by the (~ity. 1··hc Chy is rcquin.:::d to contribute the rernainlng amounts necessary to fund the 
benefits for its members, ming the actuarial basis adopted by 1l1e PERS Board of Administration. 

The City's total contrib11tion to tile PERS for the year ended June 30, 2005 was $4,610,702. City contribution rates 
as a percentage of covered payroll w~re 1.926~'0 for 1ni:.cellaneous plan members and 25.200'7~ for safety plan 
members. 

The City's contribution was made in accordance v.ith actuarially detern1ined requirements based on an actuarial 
valuation performed as of June 30, 2002. 
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NOTE JO- PENSION PLAN (CONTINUED) 

The PERS uses the entry age normal. actuarial cost method, which ;,, a projected benefit cost method that takes into 
account those benefit-; expected to be earned in the future as v.,ell as those already accrued. According to this cost. 
method, the nomml cost for an employee is the level amoulll that would fund the projected benefit if it were paid 
annually from the date of employment until retirement The PERS uses a modification of the em,y age normal cost 
method whereby the employer's total normal cost is expressed'"' u level percentage ofpayrolL PERS also uses the 
level percentage of payroll rncthod to runo11iz-e any unf:.111ded accrued actuarial liabilities. 

Significant actllaria1 assumptions use<l ln the valuation !ncluJ.td (a) a rate of return on the investment of present and 
future assets of 7.75~'o u year, compounded annually; (b) overall. payroll growth of J .25q."o, compounded annually; 
and (c) a merit scale varying by duration of employment coupled with an assurncd annual inf1ation grov.rth of3.00~{, 
and an annual production grO'v,'th of 0.25°/o. 

The actuarial value of assets was determined using techniques that smooth the effects of short~tenn volatility in the 
market value of investments over a three-year period. 

Trend information for the current and two preceding fiscal years is as foHows: 

Percentage 
Fiscal Yeor Annual Pension of 

Ended Cost (APC) . .\.rnount APC Net Pension 

Jur,e 30 Comributed ·-·~-~--··--··-------·-···--
Contributed Obligation 

2005 $ 4,610,702 $ 4,610,702 J.OU0;(i 

2004 2,742,685 2,742,685 100% 
2003 l,954,358 1,954,358 100% 

f'he following schedule represents the required st1pplemental information for the three rr1ost recent actuarial 
valuations. This schedule provides information ahoul progn:s:-. rnadc in accu1nulating sufficjent assets to pay benefits 
~,hen due (dollar an,ounts in n1illions): 

Actuarial Actuarial Actuarial 
Valuation Accrued Value of 

Date June 30 Liability Assets 
(AAL) 

(a) {b) 
2003 $ 172.2 s 164.8 
2002 161.6 166.3 
2001 155.6 l80.5 

NOTE 1 I - LEGAL SETTLEMENT 

UnJ\mded Funded 
(Overtunded) Ratio 

UAAL 
(OAAL) 
(a):{~)_ __ --~ 

$ 7.4 95.7'Yo 
(4.6) 102.9 

(24.8) 116.0 

Annual 
Covered 
Payroll 

·c) 
$ 2L6 

19.9 
18.9 

UAAL 
(OAAL) As a 
o/o of Covered 

Pa,7011 
I ( a )-(b )]/(c) 

J4. I~{ 
(23.3) 

(131.7) 

ln late 2004, the City sc'.tled a dispute over a wholesale power purchase contract with Enron Power Marketing, Inc. 
(ENRON) for $3,550,000. The controversy a.rose m connection with U1c delivery of power under the contract aud 
the tiling by ENRON of a petition in Bankruptcy Court. 
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June 30, 2005 

NOTE 12 - DEFICITS IN FUND EQUITY 

The deficit fund balance of$1 l,982,036 in tlle Redevelopment Agency Fund relates ro recording the fund's loans 
from the City on its balance sheet, which will be repaid through future property tax increments. 

·rhe (ia.1; Enterpri8-c Fund lias u n(.!gfilivi;: nc:: ll.%r.:t of $61078,275 at June 30~ 2005, which ,viH be recovered from 
custorners once the ftu1d commences operations as of June 30, 2006. 

The Gquipment Replacement Internal Service Fund has a negative net asset of $162, i49 at June 30, 2005. To the 
extent such deficit is attributed to shortfall.s in charges to other funds, such deficit will be recovered through foture 
rate increases. A deficit arising from decreases. in fair value of pooled investrneuts will not be recover..;:d through 
charges to other funds. 

NOTE 13-LIGHT AND POWER OPERATIONS A."\'D COMMITMENTS 

Deregulation 

Effective April 1, 1998, competitiot was introduced into California's electric utility market, and cust(m1ers of the 
state's investor-owned utilitles (l(JlJs) hecame c1igih1c for dirL.\!t acce:,s, The implementation of competition in 
accordance with State Assembly Bill 1890 (AB] 890) Jcsulted in significant structural changes to the electric power 
industry, including 1nan.dated direct acce-ss tor lOU cnston1ers, energy sales through a Power Exchange, and 
management of transmission assets through an Independent System Operator (ISO). AB 1890 also legislated the 
recovery of stranded invcstrncnt through th~ a.:;~c:,.sment of a non-by passable competition transition change (C:'f(~)
Thc original deregulation legislation applied. to the State's JOUs and did not compel participation by puhlklv ownc<l 
ctilities, such as the City's electric utility. 

f>arttcipating 'fransmission (J»111et 

On August 30, 2000, the City filed a petition for declaratory order with the Federal Energy Regulatory Commission 
(FERC) requesting a determination by the FERC that the City's Transmission Revenue Requirement (TRR). as 
approved by its rate setting body, the City Council., is prOper for purposes of the City becoming a Participating 
Transmission Owner (PTO) in the California ISO. The FERC issued ils order accepting the City's petition, with 
certain modification, on October 27, 2000. Certain aspects of the FERC order were challenged by some of the 
State 1s other Pl'()s. Recen1:ly1 a tCderai appeaJ-. court ruled that the way the FERC an·ived at its decision •.vas 
improper and remanded the case back to tbe !'ERC for further proceedings. The City's expected outcome of these 
proceedings is discussed in :,..'.ote 15. As a P'rO, the City has turned over operational control of its transmission 
entitlements to the ISO effective January 1. 2001 and shall be reimbursed based upon its TRR by the ISO through 
lhe JSO's collection of a transmission access charge (TAC). 

On December 21, 2000, the ISO filed, on behalf of itself and lhe Participating Transmission Owners (PTO), a 
nu1nber of changes to its Transn.1ission Control l~.gree1nent (TC:\) to recognize Vernon's application. to hecome a 
Pruticipating Transmission Owner. The .ISO also filed revisions to identify the transmission interests thut the City 
will be turning over lo lhc TS()':.. op~ralional conirol and 1.hr.: in<::lusion of an explicit contract provision to ensure that 
all P'"fOs, including an entity such as the City, v...-hich is not subject to the rate jurisdiction of Fl.::J{(~ under section 
205 and 206 of the Federal Power Act (FPA), make all refunds or payment adjustmcnLs lo implement any relevant 
FERC order. 
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CITY OF VERNON, CALIFORNIA 
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.June 30, 2005 

NOTE 13 - LIGHT AND POWER OPERATIONS AND COMMITMENTS (CONTINUE})) 

Pro;ect Comn1itn1ents 

A. Southern California Public Power Authority 

In I 980, the City entered into a joint powers agreement with nine (9) Southern California cities and an 
iJTigatiou district TO form the Southern Culifomia Public Power Authority (the "Authorit}''). The 
Authority's purpose is the planning, financing, acquiring, constructing and operating of projects that 
generate or transmit electric energy. 

The Authority purchased a 5.91% interest in the Palo Verde Nuclear Generating Station (the "Station"), a 
nuclear-fired generating station near Phoenix, f\ri7..ona, fTon1 the Salt River Project Agricultura1 
improvement and Power District, and a 6.55i,Jlo share of the right to use certain portions of the 1\riz.ona 
Nuclear Power Project Valley Transmission System. The City has a 4.9~/o entitlement share of the 
Authority's interest in the station. 

Between 1983 and 2002, the Authority issued $3.166 billion (with $108 million currently outstanding) of 
Po\ver Project' Revenue Bonds to finance tJ1e purchusc of the Authority's share- of the Station and related 
trans1nission rights. The bonds are not obligations of any n1e1nber of the Authority or public agency or.her 
than the Authority. Under a power sales contract with the Authority, the City is ohligated on a "take or pay" 
basis for its proportionate share of power generated, as wdl as to make payments for its proportionate share 
of the opcn1Lin.g and n1aintenance- expenses of the Station, debt service on the bonds and any other debt, 
whether or not the project or any part thereof or its output i:. suspended, reduced or tcnninalcd. The Ci.ty'!:i 
proportionate share of costs during fiscal year 2005 1,-vas S2,546,604. 

B. Hoover Dam Power Plant Upgrade Program 

ln January 1987, the City entered into a contract with the Federal Bureau of Reclamation to fund part of an 
upgrading program of the Hoover Da1n power plant to increase the plant's gcncraling capacity. ln 
exchange, the City will receive its pro rata share of the additional power produced. Total program costs are 
estimated to be $155 million. 

As of June 30, 2005, the City's total advances were $6,736, 123 for the upgrading program, At June 30, 
2005, the outstanding note receivable was $4,350,997. The Ci,:y has no obligation to advance fimds in the 
future. 'fhe note ls being repaid with interest ove-r a period of 30 years. The City 1nust also niake payments 
for its pro rata share of operating and maintenance costs not recovered by the plant through revenues. The 
amount paid durJng the cun-ent year for purchased po\ver was reduced by principal and interest amount'
tota1ing $365.,245 due rhe C~ity on the outstanding note receivable. The contract expires in June 2017. 

C. California-Oregon l"ransn1issinn Project 

In 1991, the City entered into the lnterim Participation Agreement with several Northern California entities 
and the Western Area Pov-.rer Administration. Tbis agre~n1ent calls tor the construction and operation of the 
project. Each party in the agreement has been allocated a respective share of the construction costs. The 
City's share is 8.05%. As of June JO, 2005, the Ci,:y', share ofwtal costs incun-ed for the project's planning 
and construction was $37,412,346. 
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Jnne 30, 2005 

NOTE 13 - LIGHT AND POWER OPERA TlONS AN.D COMMITMENTS (CONTINUED) 

Power Purcl,ase C'on1111Untents 

As of June 30, 2005, the City has ente.red into long-term commilmcnts lu purchase power subject to certain 
conditions. The tOUowing table su.m1nariz,es the value of the commitrnents at June 30, 2005 (in thousands): 

An1ount 

2005-06 $ 19,038 
2006-07 14,091 
2007-08 14,091 

2008-11 ------·-· 20 269 
$ 67,489 

Construction Co111mitments 

A.s of June 30, 2005, the City's Light and Power Fund had con1n1itments for construction contracts and open 
pm·chase orders totaling approxlmati:ly $1 million. 

NOTE 14- POST-EMPLOYMENT BENEFITS 

The City Council approved a post-employment benefit plan for all employee" with 20 years of service who rerire at 
60 or 30 years or more of service to the City. The plan pays for qualified employees' medical and dental insurance 
pren1iums and claims from age 60 to 65. Funding of the- plan is on a pay-as~you~go basis. During the year e-,ndcd 
June 30, 2005, approximately 43 employees were eligible to receive benefits. i\mount'5 paid for the year end.~d June 
30, 2005 totalcd $386,720. 

NOTE 15 - CONTINGENCIES 

At June 30, 2005, a number of lawsuits and claims. were pendir~g against the City that arose in the nonual cours.e of 
operations, Managf.!ment eslinlates that certain pending lawsuits and claims may result in additional liabilities of 
approximately $500,000. 

The City is currently in proceedings with the FERC to detennine the appropriate Transrnission Revenue 
Requirement ("TRR") for the Cit}. The City is currently receiving revenue from the ISO based on a TRR of 
approximately $10.2 million annually, The City cannot predict the outcome of this proceeding, but it is possible that 
the outcome could af'fect !he City's TRR in certain ways including, among others, the level ofTRR, In addition, the 
FERC has ordered the Cily to ray refunds for certain electric energy sales made during the period October 2, 2000 
through June 20, 200 I at prices above cenain California markets. This order is currently under appeal io the Un:tcd 
States (.'.ourt of Appeals, and as such the City cannot predict the outcome of this ca-;c. The ultirnatt: loss re.lated to 
thcsi.: matters, if any, is unknown at th,is time and no a.mount has been accrued in the accompanying financial 
state1nents. 

Additionally, the City is in proceedings \\'ith a fonncr wholesale electric energy supplier, I\1irant /\meri.cas. Energy 
Marketing (''MAEM") about a dispute over one of their energy delivery contracts. MAEM, currently under 
bankruptcy court jurisWction, obtained a judgment agalllst the City for approximately $14 million regarding this 
long-term energy supply contract. The validity of the judgment is cun-ently under appeal and the Cily has petitioned 
the FERC to exercise jwisdiction over the case. City management is unable to detennine the ultimate loss related to 

this 1natter at this time. 
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CITY OF VERNON, CALIFOR!\'TA 
Notes to Basic Financial Statements 

June 30, 2005 

NOTE 16- RESTATEMENT OF BEGl!\NING f[ND BALANCE 

For the fiscal year ended June 30, 2005, the Cit;, restated irs General Fund's fund balance to reflect the proper 
application ofGASB Interpretation No. 6, for compensated absences, as follows: 

Fund balance July I, 2004, as previously reported 
Adjustrnent for co1npensated absences 
Fund balance July !, 2004, as restated 

'IOTE 17 - FUTURE GASB PRO!'iOUNCEME;iiTS 

$6,948,097 
1,201 ,493 

$B.,1!l9.S9Q 

The City is currently analyzing its accounting prac-tices 1.0 det~nui.ne the potential impact on the financial statements 
for the following GASS Statements: 

In November 2003, GASB issued Statement No. 42, Accounting and Financial Reporting/Or Impairment o/C:JJ--1ital 
Assets and for insurance Recoveries. This staten1ent establishes accounting and financial reporting standards for 
i1npairment of capital assets. A capital asset is con~idcrcd impaired \Vhen its service utility has declined significantly 
and unexpectedly. This state1nent also clarifies and establishes accounting requirements for insurance recoveries. 
This statement is effective for the City's fiscal year ending June 10, 2006. 

In April 2004, GASB issued Statement No. 43, Financial Reporting/or Postemployment Benefit Plans Other Than 
Pension Plans. This statement establishes uni10rm fina.'1ciaJ reporting standards for other post.cmploy1ncnt benefits 
(OPEB) plans. rhe approach folll>wcd in this stawment gcncrnlly is consistent with the approach adopted for 
defined benefit pension plans with 1nodiflcutions to reflect difl:erences between pension plans and ()PlJ1 plans. The 
statement applies for OPEB trust funds included in the financial reports of plan sponsors or employers, as well as for 
the stand~alone financial report.:: of ()PEB plans or the public e1np1oyee retire1n~nt systezns, or other third parties, 
that admin(:;;tcr them. Thb sLtHi.!rrtcnt also provides requifements for reporting of OPEB funds by administrators of 
multip]e~crnployer OPEB plans, when the fund us~d to accumulate assets and pay benefit.;,; or prerniums when du;: is 
not a trust fund. This statement is effecrive for the City's fiscal year ending June 30, 2007. 

In June 2004, GASB issued Statement No. 45: ,tlccounting and Financial Reporting by Employers .. fur 
Posternploy,nent Benefits Other Than Pensions, which addresses how state and local governments shoul.d account 
for and report their costs and obligations related to postemploymem healthcare and other nonpension benefits. 
Collectively, these benefits are commonly referred to as other postemployment benefits, or OPEB. The statement 
generaJly requires that en1ployers account fur and report the annual cost of OPER and the outstanding obligations 
and commitments related to OPEB in essentially the same manner as they currently do for pensions, Annual OPEB 
cost for most en1ployers will be based on actuariaiJy detern1ined amounts that, if paid on an ongoing basis, generally 
\Vould provide sufficient rei-,ources to pay benefit:) as they :..:umc due. This stateinent's provisions 1nay be applied 
prospectively and do not require governments to fond their OPEB plans. An employer may establish its OPEB 
liability at zero as of the beginning of the initiaJ year of implementation; hovvcvcr, the unfunded actuarial liability is 
required to be amortized over future periods. rfllis statcrnent also establishes d1sclos1.u·e requiren1e11t.s tbr 
lntOnnation about lhi: plans in v;hich an einp1oyer participates~ the fundh1g policy tOUowed, the actuarial valuatlo'l1 
process and assumptions, and, for ce1tain etnployers, the extent t.o which the plan has been funded over tirne. 1l1is 
staternent is ettective for the City's fiscal year ending June 301 2008. 
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CITY OF VERNON, CALIFOR.t"IIA 
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NOTE 17 - FUTURE GASB PRONOUNCEMEl\"fS (CONTJNEED) 

In l)ecember 2004i GASB issued Statement :t\o. 46~ \',,Vet Assets Res1ricted Enabling Legislation - An a,nendn1enr (1( 

(TASB Stale1nent ]Vo. 34. 11 ]~his Statcmenl estabJishes and nio<lifics requiren1ents related to restrictions of net assets 
resulting from enabling legislation. It amends GASB Statement No. 34, "Baljfc Financial Stah:rnents---and 
A·fanagerneni,s Discussion und Analysis--.. JOr Stare and Local C/overnments, paragraph 34. GASB Staten1ent No. 34, 
Basic Financial Staternents~--and lvfanagen1ent 's l)r.">tcusston and Analysis - f'or State and Local ()overnn1ent3, 
re.qui.res that I.imitations on th(.: use uf net a:;set:; hnposed by enabling legislation be reported a~ rcslrictcd net assets, 
This Statement clarifies that a legally enforceable enabling legislation restriction is one that a party external to a 
government-such as citizens, public interest groups, or the judiciary--can compel a government to honor, The 
Statement states that the legal cnfore-~abilily ofan enabling legislation restriction should be reevaluated if any ofU::e 
resoure-es raised by the enabling legi.slation are used for a purpose not specified by the enabling legislation or if a 
government has other cause for reconsideration. Altl1ougb the determination that a particular restiictlon is not legaUy 
enforceab1e may cause a government to review the enforceability of other restrictions) it should nor necessarily iead 
a government to the sa1ne conclusion for all enabling legislation restrictions. This Statement also specifies the 
accounting and financial reporting requirements ifne·w e.aabling legislation replaces existing enabling legislation or 
if legal enforceability i.s reevaluated. Finally, this Statement requires governments to disclose the portion of total net 
assets that is restricted by enabling legislation. ·rhis statement i.s ellective for the City!s fiscal year ending June 30, 

2006. 

[11 June 2005, Gi\SB issued Statement No. 47, '"'Acco1mting for Termination Benefits". 'I'his Staremen1 provides 
guidance to governmental employers for n1casuring, recognizing, and reporting liabilities and cxpcn;,e/cx.pcnditures 
related to all tcrminut.ion benefits, including voluntary termination benefits:, \.vithout 1in1itation as to the period of 
tin1e during which the benefits are oftered, and involuntary tcrrnination benefits. This state1nent is effective for the. 
City's fiscal year ending June 30, 2006. 

NOTE 18-SUBSEQUENT EVENT 

In October 2005, the City's Redevelopment Agency (Agency) issued $49,420,000 in Industrial Redevelopment 
Project Tax Allocation Series 2005 Bonds ("Bonds"). 1l1c bond proceeds will be used to (i) finance various 
redevelopn1ent projects for the Agency's industrial redevelopment area; (ii) tUnd the reserve requirement of the 
Bonds; and (iii) pay the cost of issuance of the Bonds. 'fhe Bonds n1ature in various amounts at various dates from 
September I, 2009 through September I. 2035. The annual interest rates on the Bonds vary from 3.25% to 5.25%. 
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REVENUES: 
Taxes 
Spc;:;ial ussessmen!s 

Licenses and Jx:rmil~ 

Fines. f.Ortcill1re; and penalnes 
R~venues from use ofmonies arnl propernes 

Net decrease in fair vnh10 of investmeni~ 

lnH.'.T!?OVCnlIT!CHtni f;!\l['l!Ut:S 

Chnl'g.es for ::~rvic;;s 

Other revenues 
Tot.1) revenue<; 

EXPt-;Nl)ITURhS. 

General govt~nmcm 

?11 ~lie safety 

Public works 
Ht!Dlth Jiervices 

(.ap1l;i) ()Uih1.y 

Total e:xpend;turcs 

Deficiency of revcr.:ues ,.mde; exp<:n<litun:s 

Other fimmcin!,; sotin:C5 

Transfors m 
Total <1ther financit1£ sources 

Rcconcilinlion of GAAP bll$iS fund OOlance 
Curren! yellr t:ncurnbr-,mu.,s 

NB'J CHANGEJN l-'UN!l841,ANCE 

FlJND BALANCE, BI-:GlNNr.'lG OF YEAR. RESTATED 

(TTY OF VERNON, CAL!FORNI ~ 
Required Supplementury fnfomrn:tll1:1 

Budgetary Compariwn Schedule 
Gi:ncral Fund 

For the fisca1 Year Ended hme 30, 2005 

Budgeted Amounts 

Origmal 

5: 9,797,9'-lll s 
650.0CO 

1,211,000 

267.000 

R,313.lOl 

4,852.680 

2),091,729 

[0,'77(},603 

2LJ14 315 

6,781,175 

!.425.108 

3,956,720 

44_257./,26 

(19,165.497) 

8,4JLl57 

$ S.431,157 $ 

56 

Firm! 

9,797,94!1 

650,000 
1,211,000 

267 .000 

8313,!(!I 

4J\52.,680 

2.'.'!,091,729 

!0.712,299 

21)14.315 

6.78'!,47"; 

1,425,103 

3,9.56,720 
44J8<>,9!7 

(19.098,l8B} 

8,431,!57 

8.431J5i 

Varia.'lc0 wit11 

Frn!ll Uodget 

Actua! Positive 

Amounts __ (Negutiv_;.1_, __ ---------
s K385,26? $ (1,412/i&l) 

721,155 71,15-S 

933.261 (277,739) 

195.044 (71.9':xi) 
1,183,4[5 i,l83Al5 

(282,150) (28Ll50} 

192,335 liJ23J5 

&,924,185 6lLOS4 

4,254,909 
24,507,421 

12,693,7!6 (l,9BJ,4.J7) 

19,486,525 L82:7.790 
4,568,760 2.212,715 

1,232,316 192.792 
7,067,980 (3,lll.260) 

45,049,297 (859,3,80) 

(20,541,876/ (1,44),688) 

S4,038,0!7 75,606,860 

______ 587,971 587,971 

64,084.! 12 74,751,143 

.8,149.590 _____ 8,149,~!_ 

5 72,233,702 s R2,900,733 



NOTE I - BUDGET 

CITY OF 'VERNON, CALIFORNIA 
Notes to Required Supplementary Information 

,Ju DC 30, 2005 

The City adhere:,; to lhc following general procedures in estrtblisbing its annual budget, ·\:vhich is reflt!ctcd in the 
a.ccotnpanying General Fund hudgetary comparison schedule. 

Iii An annual budget is adopted by the (jty CouncH that provides for the general operation of the (_::i1y. 'f'be 
budget includes authorized cxpcnditun.:ii und ;;:stl1nated revenues of the General Fund, Special Revenue 
Funds and Capital Pro,iects Funds; 

• The budget is fonnally integrated into the accounting system and employed as a management t;ontrol 
device during the year; 

• Encumbrances, \\'hlch arc commitments related to executor:.: contracts for goods and services, are recorded 
to assure effective budgetary control and acco1mtability; 

• Encumbrances outstanding at year-end do not constitute expenditures or liabilities under GAAP. 
Encumbrances outstanding at year-end are- reported as reservations of fund balance for subsequent year 
expenditures, Unencno1bered app;opriations lapse at year-end; 

• Tiie budget is adopted on a modified accrual basis, except lhal encumbrances are treated as budgetary basis 
expenditures in the year of incurre-nc.: of the corrunltn1ent to purchase; 

• 'fhe (;ity Adrr1ini:'itrator is authorized to transter appropriations between activities Vi'ithin any fun.cl. 
Expenditures may not exceed appropriations ai,d transrers, at the fund level, including beginning fund 
balance. The final budgeted amounts used i~ the accompanying general fund budgetary comparison 
schedule include any an1cndmcnts made during fl.seal year 2005. Enc.uinbrances carried fiJr\vard from the 
prior year are reflected in the original budget_ 
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CITY OF VERNON, CALIFORNIA 
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NOTE 19 - EVENTS (UNAUDITED) SUBSEQUENT TO THE DATE OF THE 
INDEPENDENT AUDITOR'S REPORT 

In March 2006, three public utility companies and a State oversight board filed suit against the 
City of Vernon and several other public owned entities related to payment of refunds for certain 
electric energy sales. In June 2006, the Federal Energy Regulation Commission affirmed its 
earlier determination regarding the City's Transmission Revenue Requirement. City management 
and legal counsel cannot predict the outcome of these matters and the ultimate loss is unknown at 
this time. 
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MACIAS GINI & COMPANY 
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C'ity Council 

ThllEPENDENT AVDITOR'S RLPORT 

City ofVer:ion, California 

\\7e ha\'e audited the accon1panying financial stateincnt.s of the g_(Ylri.:n1n1.::ntal actlYitics, the 
bu;,;iness-typc acovities. each rnajor fund, and the aggregate rc;;1ain[ng fund info:1nation of the 
City of Vernon, California (City) as or and for the fiscal year ended June JO, 2004, wh:cl: 
collectively c.ornprise the Cit; 's basic: financial statements as listed in the table ofc{1nt~n1s. ·rhc:s,.; 
financial staterrients arc tbt respon-sihility uf the City's 1nanagcn1cnt Our re:iponsibility is to 
l'Xpress opinh.>ns on these financial stat0men1s h.ased on our Ifi.ldit 

\\\: condui.:tt:d our audit in ciccordance \\,ith auditing standards generallr iccepte-d !n the t_Jnitr:d 
Stat~s of America, Those standards require that we plan and perform the audi! tu obtain 
n::asonahlc as,"iurancc ahnul \Yh1.::lhL!r the financial stalcrnents are fret' oftnl!'.eriat rr:i.:;statt'ment r\n 
audit includes examining, on a teSct basis, evidence suppotting tht! ,u11oun1s and disclo;,,urc:- in th..:: 
financial ~tnlen1cnts. :\n audit a\:io includes assessing th.:: accounting principle..; used and the 
significant ('::itirnates n1ade by n:anagement. as \\'ell as: evaluating the o\'cralI fina;1cial stlt(:rnent 
presentation, \\\: belk:ve that our audit prr1vidr.:s a rcasonabh.: basis for our 0pinlon-;. 

In our opinion, the financial state1ncnls rt:ferred to above present fairly, in all nuilt:rial re,;;pcct:::, 
the respective financial pns!lion of the govcrnn1cntal nctivi!ics. the hu::;;irH:~s~type a:.t!vities. each 
111ajor fund. and the agg.reg,ate remaining fund infonnation of lhe (~ity a~ of June 30. 2004. acd th~ 
respective c:.hangcs in financial position and cash !lo,vs, ,•,here :1pplicahle-. thcrc1)f for the fiscal 
year then i:nded in confonnit; \Vith acconnting principles general;y acccp1ed in the l1niteC State$ 
of i.\1ncrica. 
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The 111anagen1ent\; discu::;sion and a.'1aiysis and budgetary comparison in10n11ation on pages 3 
through 14 and 48 and 49, are not a rem:ired part of the basic financial statements but are 
supplementary information required by accounting principles generally accepted in the United 
States of America. We have applied cer!ain limited procedures. which consisted principally of 
inquiries of rnanagenu;:-nt regarding the 1nethods of measurement and presentation of the required 
supplementary information. However. we did nm acidit the information and express no opinion 
on it. 

Certified Public Accountants 

Los Angeles. California 
Octohcr 22, 2004 



City of Vernon, California 
\1anagement's Discussion and Analysis 

For the Fiscal Year Ended June 30, 2004 
(t:naudited) 

As management of r.he C:ty of Vernon ("the City''), we offer readers of the financiai s:aterr1ents 
this narrative ove.rview and analysis of the fir,ancia[ activities of the City for the fiscal year ended 
June 30, 2004. 

Financial Highlights 

• The assets of the City ~xcc.::dc<l its liabi!iti.:s at the close of tile most recent fiscal yc,1r hy 
5322,046,336 (ner ass~ts). Of this amount, Sl57,820,375 (1111resrric1ed 1wr asscls) r:rny be 
LLsed to meet the Cny's ongoing obl:gat,ons to citizens and creditors 

, The City's total net assc:s increased by 520,394,156. Approximately 9!% of this increase is 
attributable to the Light and Power Fur.d. Tnis is a 33% drop from 2003. 

, As of the close of the cun-ent fiscal year, the City's governmental funds reported combmed 
ending fund balances of $25, 171 ,805. a tiecre:1sc of S3,8 l 5 ,045 in comparison with the prior 
year. Approximately 31 % of the governmental funds balunces, $7,777,723, is availahlefur 
5.;pen{iinJ? at the C'ity's di~~rel1on (z.111rcservt?{lj!,nd balances). 

, At the end of the cum,nt !i:,cal year, cnrcscrvcd fund balance for the general fur,d had a 
deficit of S(2,72i,582), which shall be bcocght imo halance gorng forward as the pro~ce<ls of 
a special parcel tax art~ usQd to defray gen,.:;ral g,0vcrnn1cnt expenditures for c0:1str..lction, 
improvement and mai:,tenance of streets and bridges and for other public ri\!.hts of way and 
land acquisition. 

Overview of the Financial Statements 

·n1is discussion and analysis are intended to serve as an mtroduction to the City's basic financial 
statements. The City's basic financial statements comprise tfm,e components: l) govemm~nt
wide financial statemc:nts, 2) fond financial statements, and 3) notes to the basic financial 
statements. 

Governn1e11t~,"Yide financial statements. The gorern,ncnt-\i..'i(/e _financial Ytate,nenls rire 
designed to provide rea<ie,s ,,ith a \>road overview oft:ce City's finances, in a mannersirnilar to a 
private-sector business. 

Tlic sw1,·mc111 ,,(net ,iuers presents ic1formation on all of the City's assets aml liabilitie;s, with th.:: 
difference betv10t:r1 the t\VO tiportcd as net assr-·1s. ()ver tin1c, increases or decrease$ in net asst!t~ 
may serve as a useful indicator or whellwr th~ financial position of the City is improving or 
deteriorating, 

The statement ol aclivilics presents infmmativn showing how the City's net assets changed 
dunng the tnost recent fiscal yeilr. All changes in net assets are reported as soon E:s the 
underlying event giving rise to ll:c char.ge occurs, re,r:ar(!!e . ..,·s o_lthc tirning o_J~rclated ca:·ihJlo,,rs. 
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Thus, revenues and expenses arc reported in this statement for some items that will only result ir. 
cash flows in future fiscal periods (e.g., uncollected taxes and earned bllt unused vacation leave). 

Both of the govcmment-wid~ financial slatcmcr,ts distinguish functions of the City that are 
principally supporte;:: by taxes and intcrgovernment,.,I revenues (gol'ernmental activilics) ~rorn 
other functions that are intended to recover aII or a significant portion of their costs through user 
fees and charges (busines.v-t)Jnt activftirs). The governmental activitit.\s of the City irH..:luC0 
gc:wral government, public safety, public wo:·ks, and health services. The business-type 
activities of the City inc!Lide the Ugh! and Power Department, Gas Department and Water 
Department. 

The government-wide financrnl sta,crnents can be found on pages I 5-l6 of this report. 

Fund financial statements. A jimd is a grouping of rdated accounts that is uscd to maintam 
control over resources that have been segregated for specific activities or objectives. The City, 
like other state and lncal governments, ,:ses fund accounting to ensure and demonstrate 
compliance with finance-related legal requir~r.·.ents. All of the funds of the City can b~ divided 
Lnto t\vo Gatcgorics: [_1,ov:;1111nental fund~ nnd pror,r,etary fund.s. 

G'overnn1e11tal ft1nfls. (Jover,unenJaljiauJ.i· arc used to ac..:.ount tOr essentially the same functions 
rcport~d as guwmmcntul acnvitics in the govenunent-widc financial statements. However. 
unlike the government-wide financial statements, governmental fund financial stal\;mcnts fi:,cus 
\1n near-tcr1n 1nj/01vs and ou1f/0H,s of'spen(iablc resuurccs, as \vell a~ on balances <?.f'spctufab!c 
resources available nt the end of th~ fiscal ye2r, Such information may be useful in evaluating a 
government\: ncar .. ten11 finnncing requiremer.ts, 

Because the focus of governmental runds is na!Tower than thnt of the government-wide financial 
state1nc11ts, it is useful to ('.{)mpare the infbn--:1ation presented for governn1cntal Jlo1(/s \vit:1 ~in1ilar 
inh)rmation presented for governmcntu! activUies in the gnvemrnent-\,vide financial staterncnts, 
By doing so, readers may bc:tcr 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 reconciliatlon to 
:Ucilitate this czn11parison bel;veen .r;ove,..,unentaljinuls and go1-·ern,ncntal activities, 

The City adopts an annual appropriated budge: for i,, gcncrnl fond. A budg"tary comparison 
sch,dulc has been provided for ,he gt'11ernl fur:d to demonstrate <XJmpliancc with this budgtt. 

The basic governmental fonds financial statements can be found on pages 17 and l 9 of this 
repmt. 

Proprietary funds. lhc City maintai,.s two different typ~s of proprietary funds. Enlcrprisc 
funds are used to report the sarne functil)r'.$ presentt!d as business~(Y/Jl' activities in the 
government-wide financial statements. The City uses enterprise funds lo account for its Light 
and Power Department, Gas Depa11mcnt and Water Depa11ment Internal service Jimd,· are an 
accounting device used to accumulate and allocate costs intcmall y among the City's vario'Js 
functions. The City uses internal service fonds to account for its fleet of vehicles, insurance, and 
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retirement. Because these services predominantiy benefit governmental rather than business
type functions. they have been included within governmental activities in the government-wide 
fbancial statements. 

Proprietary funds provide the same type of infonnation as the govermnent-wide financial 
statements. only in morn detail. The proprietary 'und financial statements provide separate 
i:iformation for the Light and Power Lm<:'.. which i, con,idered to be a major fund of the City. 
Conve,rsdy, the intemal service fonds are combine<l into a single, aggn;gated presentation in the 
proprietary fund financial statements. 

The basic proprietary fund financial statements can be found on pages 21-24 of this report. 

Reclassification of 2003 Investment Earnings 

[n 2003. the City received $4.170,000 as a gain for altering a bond interest swap arrangement. 
This gain was inadvertently classified as investment earnings instead of other revenue. We have 
reclassified this gain as other revenue :n the comparative financial statements located on page 7 
of this report. 

Government-wide Financial Analysis 

As noted earlier. net assets may serve over ;ime a5 a useful indicator of a government's fina:1cial 
position. In the case of tJse· City, assets exceeded Iiahilitics by S32'.?..046.336 at the close o,' t''1e 

most recent fiscal year. 

City's Net A.sscts 

At the end of the curre.nt fiscal y~ar, the Cit)• is able to report positive balances in all ca,~gories 
of net assets, both for the goverrunent as a whole, as well as for its separate governmental and 
business-type activities. 

The category of the C:ry's net assets with the largest balance totaling $157,820,375 (49%} 
represents umestricted net assets that can :,e used to meet the City's ongoing obligations to 1ts 
citizens and creditors. 

The second largest category of net assets, $151.8 1 9,846 (4R%) represents resources ,hat an, 
invested in capital assets, net of related debt. 

The last remaining category of net assets. ,otaling SI0,406,115 (3%) represents the City's 
restric.ted assets, which is restricted for special purposes and payment oflong-tem, debt. 
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Changei; in Net Assets 

The City's net assets increased by $20,394.1.56. The Light and Power Fund was responsible for 
91 % of th.is incrca,e, as the Light and Power fund had a change in net assets of $18,462,066. 
The City experienced a drop in its change in net assets of $10.232,979 or 33% from 2001. This 
decrea~e is due to: a decrease in intergovcmrnenlal revenues of $4,657, 797, and a decrease in 
investment earnings of $3, 717.863. 

Cit;, of\'r.::ncn 

'\et l',S:>.:t:, 

June }J, 20,)4 

Gtivcrnmcnta! /\cti\,itics 8u5:ncs5,-typt: 1\1.!livitics 
2,Q4 2003 2004 2003 

A.>tsets: 

Currt:nt ar:d other assets S 42,948.13.5 $ 45,527.'.25 S 136,362.~00 

Ri.:strictcd As~cts 323,448 8Ll5f! 7L111,9Gl 

Capital Asset;;. -44.803,07~ __ 39.914,860 .. 2!9,524J"i3 

Tor.al :\$Sers 

JjabiHtlf's 

Currenr Liabilities 

Long,-1erm ll11,bilitie.s 
Total 
Liabilities 

~et Assets: 
lnvestt:d in capit;1l 

As:.i:ts. nl.:!t of 
rclatc-d deb: 

Rt'stri-:tc<l 

ljnrcs1ric!~d 

38.,174.658. _ S5.533,; 3< ·- 427.009.104 

6,S~0.8(,[} 

__ 3.504,6?5 

44.803.075 

386,59! 

.1.883,120 

5.)24.267 

9.C07.9~7 

39,924)360 

?2.892,: IO 

119.789.761 

l 82.681.871 

!~9.016,771 

10.019,524 

_:,2.~_2;_1.4_3?_ _____ J6.6QO,::&S l25-.290,9J3 

s 77,906,882 

158.072.460 

164.550.430 

400.529. 772 

12.61 l.9:'.'3 
16'.l.790,787 

~:2.74() 

149.812.580 

I 0.(J 19.524 

65.204.928 

Total 

2004 

S ! 79.31lJ,935 

71,445.409 

264,327.4 I 8 

515,0tLL 762 

29. 7.;12.970 

163.294.4.\6 

l 9],037.426 

153.S 19.846 

I 0,406, l l 5 

157,820,375 

2003 

$ '.23,434,007 

I 58. ! 53.61() 

~[14.47:'.290 
-~-·--··-·----

4~(;.0(;},VG'i__ 

l6.49::.()7:{ 

167.9) ::-.0'.'4 --------

189.737.440 

l O,Ol 9,5~4 

l·Jl.&95.2>5 --·,-·----- -
Total Ni.!! Assi.::ts S77.7!9.rn\. s 76.s;s.1.::t, S244,327.233_ s22s,12~32 S322,04o;r,6 S301.r;s2.180 
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r:rofr:,m R<.'\~·nur..-;,;: 

C~q,1 .. ~ tnr h'fYIC'-'i 

Op1.'1'at1ng ~'Tlini-s; J;",d 

c;ontnb\:11or;:; 

C':lpit:d g.r:::mt<; :11'.(.i 

L011111bu1io11-, 

:iL'f!\,.'l:tl R,;\'l')\(,I.,;,: 

Pf"-O;!t;1m Expt'Ulit!i. 

(;n,·.:mmi.."lHal m:11\llk~ 

Pubh;.; ~;11;:t:,, 

f\ibli: v.1.1rk,;; 

i-kal!h ~,:rv1c~, 
!JJ1,,,•f.._,"\J nn 'lln~·!.:1111 

,khl 

81.1~1:tL-::..::;-tyT"'' ,1,'.tivi1i,.,-.. 

Lig}J ;md l-'!1\-\'L'"T 

Tnw: .:-..i")n1s;1.::, 

lrcr-:;.h.: {J,.,.,r.:.~,,.;) in nd 

J~:,.,:1', b.'fo'"L' tr.Jll\fl'J,, 

Gov<J:n1;n.:.nli.1J :\,:1i~_1_1!;:s ___ Busin~'i·l\:QS. .-\ctn~·it~i,~··~---

'.:(j(U :?.')((~ l:iC.+ 2W1 

5,207 ,li:_;1 

I .266,0K1.., 

(_i(,,l1i-.' 

4/)1)3,Ci)iJ 

-+.2Ul.5~5 

65?: .. Dl 

36.103.505 

'-l.}76.CS5 

1 7, l(-,ti_lJ5 

, ,:;,ss,7:" 
·;114.';,~~2 __ _ 

122.83.~,.lt;.'I 

--·--- ____ ------ 5.S4S.li)3 

1, ]<J3,9.5) 

76,)25,t4'-. 

) IO"i,829,7}9 

27,C/J4,86'j 

$ !),i-...:;71/li2 

14.:\0l,9U4 

4_l)Q5.~0J 

9,')li.l.746 

f..20'"7.S:)l 

! .266.6)6 

9l,07l .V-iX 

2\( V)4 1 S(> 

i l 0,238. l 9? }_ _________ ., ... ____ ,,_ 

l 7.456,677 20,3114. l S6 

JOl ,65:.!. l ~O 

5.4ll),2-E, 

9J76.635 

17,l:'.:,0.735 

S~/.55.790 

5.407,217 

J.(.:,627,: }5 

The City has reclassitied the .. In-Lieu Francl::sc Tax" for 2003 as a transfer to contemn tu the 
cum;nt year's presentation. 
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Governmental activities. Govenm:ental aclcvitics i:,crcastX1 the City's net assets by SI, 193,955 
This is a decrease of Si I, 976,503 from the prior year. Key reasons for this decrease in change in 
net assets arc as follows: 

• The Light and Power Fund r~..:t:ced ils annua: transfer to the General Fund by 
S4,5 l 9,426. 

• The City rcc,;1v1od a Capital Grnnl ofS4.603,000 in 2003, the City n;c;ciwd HO such grnnl 

in 2004. 
• The City did nut earn th,, smr.c :etums on its investments in 2004 as it did in 2003, this 

lower return coupled with a decrease in the fair market valu<' ot' it invcstmcnls cnused a 
net decrease in investment ehmings ofS815.439. 

$20,000,000 

$16,000,000 

$12,000,000 

$8,000,000 

$4,000,000 

$0 

Expcns(;S and Program Revenues -- Governmental Adivities 
For the F:;-:al Y cars Ended June 30, 2003 and 2004 
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--- -····-- ----
Revenu~s hy Source Governmental Activities 

For the Fiscal Yer.rs Ended June 30, 2003 and 2004 

2004 Governmental Activities Revenues 
Other Taxes & 

Revenues 
3% 

Franchise 
Taxes 

3% 

Parcel Taxes 
18% 

Sales and Use 
Taxes 
14% 

- \) . 

Transfers 
16% 

Charges for 
Services 

29% 

Property Taxes 
17% 



2003 Governmental Activites Revenues 
Transfers 

Investment 
Earnings 

1% 

Other Taxes & 
Revenues 

3°10 

Franchise 
Taxes 

2% 

Utility Taxes 
13% 

22% 

Sa'es and Use 
Taxes 

9% 

Business-type activities. 

Charges for 
Services 

22% 

Grants and 
Contributions 

11 % 

Property Taxes 
17% 

Business-type activities incrca,;ed the City's net assets by $19,200,201, accounting for 94% of 
the total growth in the City's net asss,ts. This increase is primarily due to the Light and Power 
Fund. The Light and Power Fund had operating income of S 14,981, I 02 

In 2003 the Light and Power Fund hod operating income of S 17,737,503. The decre"'sc in 
opernl.ing income for the Light and Power Depart,,ocnt between 200:l and 2004 is du~ to an 
increase in whok,sali.; electricity prices. The City spent 14% rmm, on wholesale elec'r,c:ty in 
2004, but only had a corresponding mcrease in operating rev;;nues of approximately 5.6%. The 
operating revenue increase is due to a 4.5% increa,;e in power supplied along with a 3% rate 
increase instituted in November :wrn. This increase ir, the cost of wholesale electricity was the 
main cause of the drnp in clrnngc :n net assets from 200., 

The Light and Power Fund ,·ect;ived S7,!48,889 in revenue as a result of a kgal suttlcmen: w,th 
Fl Paso Natural Gas. This settlcmcn: is further discussed in Note l O of the disclosure notes. 
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-------------------- --------------
Expens,:~ and Pn)gra1T1 l{.cvenues - Business-tyl)e A~tivitics 

For the Fiscal Years Ended June 30, 2003 an<l 2004 

$120,000 000 

$100,000 000 

$80,0CO 000 

$60 ,000 ,OCO 

S4C,OCO,OOO 

S2: .000 .OCO 

so 
Light ant! '/Valer 

Pc~ver 
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Revenues by Source Business-type Activities 
for the Fiscal Years Ended Jt:nc '.lO, 2003 and 2004 

2004 Business Type ActMties Revenues 

Othw 
Revenue· 

Investment 

Cnerges for 

Services 
92% 

Financial Analysis of the Governmental Funds 

2003- Business Type A,ctivitie!;o Revenues 

Oti":P-r 

P..ev..,;nue 
4% 

Olar.ges 

for 
Se~v:ces 

92~,'.-, 

r'\s noted earlier~ the (:ity 11:,es fund accounting to ensure and dt:rnonstratL: con1pliani.:e \Vith 
finance-related kgal m,1tdrcmcnts. 

Gover11111e11tal funds. The focus o: the City's gorNnmen1a! jiuzds is to prnvide infonnat,on on 
ncar-te1111 inflov .. '~, outtlo\v:...;, and balances of -~'fJencioh!e rcsnurct.75, Such infDrn1ation is useful in 
assessing the (~ity's finan'-,;ing r.:quircrnents. In parti'-.!ular 1 unrcscrvcd.fia,d balance n1ay serve a:,; 
u useful measure of a govcm:ncnt's net resources available for spending at the end of the fiscal 
year. 

At of the end of the current :1scal year, the City's governmental funds reported combin.c<l ending 
fund ha lances of S25, 171.805, a decrease of $3,815,045 in comparison with tho prior year. 31 % 
of this total amount, 57,777,723, const:tutes unresened fimd balance, which is available for 
spcm!ing at the City's discrd:on. The remainder of fund balance, S ! 7,394,082, is reserved to 
indicate that it is not available for new spending because it has already b<.'cn committed 1) to 
liqu1date contracts and purchase orders of the current period (S 11,066,728), 2) advances dll<l 

loans receivable in the s,vent of il default (SS, 146,577), 3) for a variety of other restricted 
pllrposes (S LI XO, 777). 

The 10cncrnl fond is the opc:rating fur.d of the Cl!y. At the end of the current fiscal year, the tota] 
fond balance was $6,948,097. 0: this total balance there is an unreserved deficit nf 
S(2, 727 ,582). 

The balance of the Ci:y's general fund dccrensed by S9,3!8,778, Over the past severn] ye,irs, 
general governmental expcnd1tures have been mcreasingly used for the construction, 
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improvement and maintenance of streets, b:idges and other public rights-of-v,;ay and land 
acquisitions. 

In 1998. the City Council addressed this revenue imbalance by enacting a special parcel tax. The 
proceeds of this ta, shall be used lo fund these various infrastructure improvements. Challenges 
to this tax by various imerested parties, induding the railroads, were initiated. All of these now 
have be~n settled. The City's parcel tax fund ha., collected in excess of $24 million to date. 

Proprietary funds. 'foe City's proprietary funds provide !he sarm, type of information found in 
the government-wide financial statements. but in more detail. 

Unrestricted net assets for the Light and Power Fund at the end of the year amounted lo 
$ l 48,852,956. Unrestricted ne: assets for ,he Gas, Water and Fiber Optic Funds amounttd to a 
deficit of $23,562,0 l 8. This deficit balance in unrestricted net assets for the nonmajor enterprise 
funds is primarily due to the Gas Fund. The Gas Department is currently building natural gas 
!hes within the City to sell intragovemmentaliy as well as to customers. Once the nmural gas 
lines are operational. the Gas Fund expects to eliminate this deficit balance through revenue from 
customer purchases. 

Total gro'-'1h in net a~sets for the Ligh, and Power Fund and the Gas, Water and Fiber Optic 
Funds was $18.462.066 and $738.135, respectively. Other factors concerning the finances of the 
Light and Power fond have altcady been addressed in the discussion nf the Cit),'s business-1ype 
aetl vities. 

Capital Asset and Debt Administration 

Capital assets. The City's in\'cstment in capital assds for its governmental and businc,Hyp2 
activities as of .hmc 30. 2004, a:noun:s to $264,327.418 (net of accumulated depreciation). This 
investment in capital assets :ncludcs land. buildings. uti;ities system improvements, machinery 
and equipment, and infrastrncture such as roads. The total increase in the City's ir.vestment in 
capital assets for the current fiscal year was $59.852, 128 (net of depreciation). 

\fajor capital asset events during the current fiscal year inducted th~ following: 

• Construction on the i\falb:rrg Gcncrnting Station: construction in progress costs for 1hc tiscal 
year were $48,389,205. 

• A variety of construction projects and widening and expansion projects for existing streets 
and bridges began: rela'.ed con,1ruction in progress ns of the end of the current fiscal year had 
rcaclwd $3,723.283. 

• Land was purchased for cvcntuai City use as rights of way at a cost oi' $ 2, l 54,399. 

Current Construction Commitments. As of June 30. 2004, the City's Light and Power Fund 
had commitments for construction contracts and <lpcn purchase orders totaling approximatdy 
$25 million. These conunim1cnts and purchase orders were made for the Malburg Generating 
Station. 
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Additional infonnation on the City's capital assets can oe found in Note 5 on pages 34-36 of this 
report. 

Outstanding Debt 

The City did not incur any additional debt during fiscal year 2004. In 2003, the City issued 
S 162,610,000 in electric system revenue bonds in order to construct the Malburg Generating 
Station. The bonds include variable and fixed rate components. The 2003 Series A&B Variable 
Rate Demand Bonds were rated Aaa by \foody·~ and AA- by Standard and Poor's. The 2003 
Series C Fixed Rate Bonds were rdted A2 by Moody's and nBB+ by Standard and Poor's. 

Additional information ,m the City's long-term debt can be found in )lotes 6 and 7 on pages 36-
40 of this report. 

Economic Factors And Jlicxt Year's Budgets and Rates 

The City originally budgeted $38.707,550 for general fund expenditures in 2004. The final 
hudget for gencrnl fund expenditures was increased oy $76,249 to $38.781.79') in order to add 
personnel to the lega! department. 

• The unemployment rate for the City md adjacent commumt,es is currently 2. 7%. This 
compares favorably to the state's average unemployment rate of 6.3% and the national 
average rate of 5.6~1'0. 

• TI1e occupancy rate of :he City's central business district has remained at 95% for the past 
four years. 

• Inflationary trends in the region compare favorably to national indices. 

All of these factors were considered in preparing the City', budget for the 2005 fiscal year. 

Requests for Information 

This financial report is designed to provide a general over\'iew of the City's finances for all those 
with an interest in the City's fimmces. Questions concerning any of the infom1ation provided ir. 
this report of requests for addi:iunal financial information should be addressed to the Office of 
the Finance Director, '1305 Sant<1 Fe Avenue. Vernon, California 90058. 
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Basic Financial Stalernents 



.'·\SSETS 

Cash nr.d inves111:ents 

Itt.-c:.:ivablcs 

.i\ccrw ... ~ unhillt!d ri;Yc11u~ 

In\·s:n:or\c.s; 

1nr.crnal bzlanc~,<;; 

D::pos!!5 and pri!f1Jld items 

Rl.'stric1.__,J C<lsh ;.irC inv:strncn1:

{)th~r a!:.~r::ts. 

C:1pi1aJ )SScts: 

'<ondepn:-:·,1bf~ 

Oepn.",~iw.hk. net 

U:\1111.!TtcS: 

1\CC{llJf11$. ~~1:,·w.b)e 

r\cc:-lied \rag1.·s ond benefits 

ClJS\Oml'.r dtp<;sit,; a11d !hnde;; he:d for 0!.her:; 

,-\ccrued irl~L':it payahlc 

f)cfern.:d rcn.C!li.lS: 

LDng-lL'm1 li:1billlics 

Du~· \\'il'.'lin ~:ni.: yi.:<"< 

Dus: in rr1ore than OO\..' y:.!<l.1' 

·: ·fital \ iahH 11i:.:s 

'iET ASSETS: 

ln\Tstcd :n c:ipiw: as.set:,. nr..:l of n:latl.Xl Cebl 

Ri.-;::.tricLcd f,:r: 

Sr,ecial purpo~e grJi1l 

U1,n:·,lrictt.'d 

T o:.;iJ ncl asscL,; 

CITY OF VER.'IO:-;, CALIFORNlA 
Statement of 'Jet Assets 

June 30. 20C4 

(il:\'C:-r,m(!rl:al 

.ActivJ1h:1, 

$ 44_2·19.G2S $ 

4,473.353 

72,:l,566 

(t,632.%6) 

123 ·-l4~ 

~30,174 

25,~ Li.956 

19 LS9J 19 

3&,074,6.5S 

"'."'19.11'1 

2.J 13.80'4 

J2U.J68 

149,346 

L74H,!30 

.':.50-4.695 

i0.3.55 . .555 

44.803.075 

3S6i59 I 

12.529.437 

; 77,719.103 s 

15 

Rus!ncss-ty;1c 

,.'\Cl{v(~itS. 

l0(\727.495 s 
!6.679,383 

7,445.742 

2.(167 

6.61~,986 

7 '. />51 

7Ll'.::L961 

4.8:J2.575 

15.; fi(0.9-11 

64.663.40:? 

427,009. ! 04 

l 7.138.731 

506.272 

!.172.967 

1.07). 140 

2.995.000 

?.:=;9,789.7(,J 

182.61:il.871 

109,016.711 

10,G , 9,524 

l25.290.93H 

2.!4.327.233 s 

Total 

1.i4,9765:?3 

:'.!:.152:7]6 

',445,74"2 

?l.95:! 

7t.4·15.Jl)9 

180.3i4.S97 

515.083,7~2 

: :J.3.57.9-ri 

2.8ZO,fl7t, 

1.493.~35 

l.;)79,l~\.l 

2:FJ..).!6 

4.743.13U 

\()_1.294,456 
···--·-··- ----

193.(!3';,42(: 

:S)Ji!'Y,R.!(1 

]l<.65:;: 

l0.019,52•i 

157 .820.37:' 

32.2.0.l6J36 
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ASSETS 
C'a:,i: ruu.1 inv~::,i.n1::nts 

Rccciv<ibl:.!:.,; 

Ouc fron, oth~r fond.~ 

AJ\·a.nc~5 to otht;r fund::.i 

[nYcnlorics 
Rcsrricted ca~h and invcsrmcnts 

Otlitra.s!-cts 

Total as.sets 

LlABILITIFS A1'D Fl'ND 
BALA};CES: 

Liil11lit!c:--:: 
Ai.:co'Jnl~; pa.yahlt:: 

Ar;,;rucd v.~cs and h,:n~flL, 

.,\Jvanccs froin oti:ct fui1d:. 
nu:: to other fUJ1d.s 
CU::.i\Omt.:r i;kposlt.;:. ar:d fund.;; held for ot!1er;;: 

Di.::t~m:::d revenue 
T1.1tal liabiiitk!'-

!•und halanc-.::.s: 

Reservi.:<l ror: 
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row\ fund balnr~c-t';; 

l'ow.l iic1.bilit11:~ urn..l fund bal.:m;.'.c'> 

CITY OF VERNON, CALIFORNIA 
Balance. Sh~~ 

Govt:r.u-:1ent.ul Funds 
fone 30. 2004 

Gr,;m.:ral 
Fund 

s 2.3 I 8.295 
l.$.89,499 
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5.146,577 
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5.14-fi.57i 
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3.348,325 
74.(178 

(2,727.582) 

l},IJ4(5J,97 

$ 12,079.197 

17 

Other T(i·~ 

Govenunenl.al Go\·eTa:1t.ntal 

fund;,. 

s 31.41 U66 s 33.7:!,1,{16: 

2.583.854 .\ 473.353 
l ,5) l.l''lf 

5.146.57? 

8.458 'iJ8.5(·6 
323.44B 
130.174 

s 34,003.878 s 46,LIS3,075 

s 7 l 2,3 52 s 1:.02g,c42 
4),6(:1 2 .. '.; 13.?i(i,l 

l'.:.922.78'7 I :?,~1/.71'.i 

.;r11,::r12 
)'.)(1)(1!-i 

2,)0 !.430 2,91!,::,397 

15.7~0.170 20.91 L2?(1 

386,591 

5.146.577 

•20.l'.18 
7.718.403 11,('tlf,/:!~ 

•4,07' 
::!.7:7.5~::, 

2K277.6J5 28.::!77.:J>S 

\17,772.330) 07.772J.1()i 

18.223,708 :?.5,l 7 l;8C5 

$ 34.(nl),878 5 -16,(1$3.)75 



CITY OF VER.',ON, CALIFORNIA 
Reconciiiatior: of the Governmental Funds Balance Sheet to 

Statcrnt·;rtt of Net /\s'.iets - Govemrnental . .\ctiviti~s 

June 30, 2004 

Capital a.~:,t.'lS us1.:d ln ~ov,~m,..nttli atti\•11\t:s arc r:ot f:rrn:n-.::iul resource~ l:1Ild thcn.:fori; Uft' 1101 

ri.:ported in :he goYcmn~l..'.'nta! funds. 

lnt~>rnal ~rvic.,:- fund'> arc used hy m,inag..:m.::11 to charge the !'..Q5ts of (..'ffiployt:(~ t,<,,;ncfit:s for 
l:c-alth in~uran.;...:. v.'lirkcr.;, ;ompcn::-ation. Cle., l,} individual fund~. The a.:-~!::; ::u1C Ji,1bilitic:; nf 
th~·31,,; funds an.· i111::hidi,:J ir1 gov.:rnn:::rnal acti,1ilii~s in t111t :.tatc:mcn! of ~h~t 'i'~~~ets. 

l:o, the: S11:111:n:i..·u\ uf ?<,;ct ,\:-;scu.. 1111..· Cit)' rt.".:1..igni..:cd $2,669.051 of Ln;.:,Jllv.:tcd prcpi:rt~ tax~s 
that ""~ri: earn::d bu1 ura, ;:iib.h\c ir. FYf(•~04 

Sec at.1.~omp.1n:, ing notes hl the bJ.-:tc fir.ancial stati:tn:.:nts. 
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25, ! 71 JH)5 

5.075. 172 

2.669.1)51 
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CITY OF VERNON, CALIFORNIA 

Statement ofRe,·encies. Expenditures and Changes in Fund Balances 

Govem,nenta1 Funds 

Rl'VENUES: 

T:1xes 

S~leclal assessn1ents 
Licenses and pern1lts 
Finl."S, forfeitures and pt'nalti.:s 

Invcsrn1ent i11wrnc 
Net de::r-ease in fair \'aiu.: of inv~stmenL.:.; 
Intergo,•emmt:ntal revenues 

Charges for services to enterprise funds 

Oth~r rcvt·nucs 
T 01al revenues 

EXPENDrllJRES: 
Gei1cruI g0ven)1ncnt 

Public safoty 
Public: \Vurks 
I fcalth scrvicl!s 
C'.apitnl outlay 

Interest on advanc(·"-~ 
Total expenditures 

Excess (deficiency) \1frevenut:s 
ovt>r (undi:r) t,,·xpcnditurcs 

Othe:- financing 5D'Jrci:s (ust:s): 

Transfi:rs in 

Transfers out 
Tora! alhl~r financing sourcei; (uses) 

NCT Cl·L.\NGL lN FU'![) BALANCE, 

F·Jnd haiances, beginning of year 

fU7'D BALANCES, END OF YEAR 

For the Fiscal Year Enced June 30, 2.004 

s 

G::neral 

Fund 

t, 725,072 

595,985 

l.009.254 

191,177 

I 59,777 

(355,470) 

268,804 

8,313.iOl 
853,715 

19,76,,415 

7,G55,113 

I 7.G96.976 
4.9J9.263 

l .20 I r822 
.1.295.250 

.1,1,788,424 

( 15.027.009) 

5.718,766 

(l0,5.\5) 

5.708.23 l -----
(9.'\IS,778) 

$ 6.94~.097 

$ 

s 

Other 

Govcrnn1entai 

Funds 

10.012,990 

377.229 

32,355 

27.I 10 
I 0,459,684 

998.939 

70.660 
220)43 

46,603 

3.533,-129 

96.612 

,1,%6.486 

5,493. l 98 

10,535 

l 0,535 

5,503.713 

12,719.975 

18.22 3,708 

Sec~ acc'On1pF1.nyinp: nat.e.R ~o thH h,n,ic financial st.siter.lents. 

19 

ToU!l 

Gavcrnmerna'. 

s 

·----

s 

Fund.Ci; 

IS,7·18JJ62 

5~5.985 
1.336.483 

I 9! 177 
192.132 

(.155.47(:) 

26&.&0.t 

8,313 10: 

8&0.825 

JC.221.099 

8.654.05:2 

17.76?.G::6 
j_ 159,61!6 

I .248,425 

6Ji28,579 
%.611 

39.754.{){0 

{9,5.13,Sl l) 

5,729,301 
(10.535). 

5.7l8.'i66 

2t986.&50 



CITY OF VER."10~, CALIFOR."ilA 
RecDnciliation of the Staten1ent of Revenues, E:xpcndltures. and 

Changes in Fund Balances of Governmental Funds 10 the 

S1atement of Activilies - Governmental Acdv1,ics 

For the Fiscal Year Ended June 30, 2004 

A.HtOWll~ n.:portl.'d for go,·L·rnrncatul ac1i\'itii;s in thi.- ~l.u(1:mcn1 of uctiviii;:s un: diff:.:n:nt b<."CaJsc: 

G0v,:;mmcn1ai fund::. :·epon :apita1 outla) at; i::.\i)cnditun:s. H(1\\'¢vt,:r, in lhi: stak:1nt:r:\ llf 

nct!vi1i..:s lt11: C'\J\t of thns..' a.-:;-;cb i:-- :1Uuc1le.G over th1:ir :.::,timntcd us..:f1J :i.,.::~ and is ct-argt.!d 
to d\!pfc.>t;:intinn expi.:nst:. 

E.xpcntlitun.:s forc.1nital ,.c.ss."ts 

Le.\." curn:111 ye,;.r di;pi..:c:.:itinn 

s 6,828.579 

I 1 .'J50.3c,8 I ---~ 

Prurcn: tax r:.:vcnu.;::- :.:wT.~·d in FY 03~04 hu! umivaihibk in t.ht curn.:n\ >C<ff urs.: ~ .;,;ordc<l a.'> 

n'.Vt:tllll'~ in the <:;tat,_'frl,:n\ or Acli\ !tic~. 

Iru.:rnal s-:rv1ci.: Ju1:(i;': u~~ u.:.;.:C by rr:~nari:mcnt to churgi.: th~ ~t'·\if of ccrta'in acir,,i:i.:s ro 
inJividua! furn!.;;. T:h· n,1 loss of fr.:: i.1tcrr1al '.>crvk1: funds is rcpnrh:d ,,..i~h gu\·c:·11:1v;ntut 

activi!i:::s. 

Sec accornp,;inying note;, to the basic financial :scatcrner11s 
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/ :'.':':iETS. 
1.\irn:nt a.~:-i:ts: 

Ca1h ruH.l b; ~t:n~nh 

,\cwun~ 1"¢C.:'1,.,ab:c 

A:x:rucd urbih:d re-.(.'f1ut 

/1.ctrucd in:crcst r;;:.:d\'ilhk 

Due from cthi:r funJ..c 

~Ni.; fl!C<..'l\ able 
!nvcmor;..:s 
D1!p0:il\..'i ,me pr<:pi.lid ii,m.-. 
HL">1rlctc-d ca;.h ,md irn'cs:.rncr.!S 

Oth,:r "6,c1:; 

1 ct'.ll ;.u:--ro:nt as.:;ct::, 

\'of".currtm a::.~1:ts 
K1.-:,tric1c:d :;~\.:'ih ar.C )n\'csl{nenl$ 

,\dvanccs 10 othi:r for1J, 

S111e ~i.:<:..~.!wah:t 

l)c:;d 1s,~uan::t co~t.., 

Can1wl a..\•S:t., 
\ondcprcciabh: 

Llt.:pn.:dabk. 11~t 

·; nrnl nonc1:rn:rn ,15:,,:t~ 

:_.1ABH.ITfF:S 

Current liabiiitic-s; 
A.:counlil p.1:i,abic 

Ac-crucJ wages and b~ru;fit:s. 

Claims p,1yahle 

Accr:.ii~(l il'\i.:r,;~\ p.avahlt 

Di.:i.: :o 01}::r furub 
801:tls. ,:i;:iy.:ibk. dti(' witt: 1 11 ll!':;;: ~·car 
Ci:stomi.:r dt:p1,<,iL, 
('4.,mp~·i;::-1tcd ab~C!IO,''$ 

"7'otal curri.:m liabil11:c~ 

''sC>ncurrc.r.t fl(1nim11!f :un;·!i.::nTi li;1bi!i1ic:;· 

A<lv;i.nC('~ fr,1m -OlhL'r fur.<l> 

Cbim~ p:iyuble 
T1rc:m1um on :Xim:ls payd1it 

Hu11d.::. r·u;-:.1d~ 

Tc!a: nC;r,,;:urr.:n: l1:iblliti,.;~ 

ASSET'S 
Invested cn cup:lu.l :.i;.,;,;t,ci:,., ne\ vf Jdat~d ct~bt 
R:s1ri.::1:tl fr,r debt ,:er.·1c.: 
l mrL'~!Ilc!cd (ilcficit> 

To1al ne1 r1:.s::.l~ 

CIT\ OF VER:>.O:\. CALIFOR."ilA 
Srnl~mcnl uffu:H:I Nd As~·.:Ls 

l'roprk .. 'tar)' Fund,; 

Junt ~u. 2004 

Busifl1.-"S,;-t)TJ<: 
Ac11,·ities 

-~~-,-,-~,::-----~--'"~n~k~··~·"'ri~cl',u,nu:;=''~·-~~~~--~~~-
l.ight and Pow;:r cnhcr 

s 

$ 

l·uml Ente;pc,a,; rund.~ 

94.429.9~$ 
1(1,794. "11'1 

I.O~tS.660 

:.10,.2~1 

352J)..;i 
2.667 

'?J,95'.': 

nl lCf.!:.4.\7 

2.64.S,8 I 7 
li":567.1'}.! 

I 0,0 l 1.524 
J(1,~ 12}0.S 

4,J(.3.3/)4 

2. l ~.'.?'8 

'. J,t52iJ .. )1>7 

2•Vi.9•)l \)2(! 

42~.469.114 

i~JiSR~lS 
~51,5 l ..\ 

l.079JMJ 

45 L.?98 
2.995.\e({, 

849).;~ 5 
\41,024 

21A52.fi39 

l 7-1 761 

'. 5!J.6! 5.Dull 
; 59,711~,7(,t 

l't:2.2:i~J{i(I 

:{<!.344,ll~,1 

: O,i.119.~24 
146.852,95(, 
24}.2i7Jt4 
·"''==-' 

s 

~ 

6.297.$4( 

Cil .28.~ 
31:NJi82 

407,812 

7,155,777 

20.J,'>O 45J 

4)31.433 

L4S{J.51J 

iU7. 7},1 

Y',',798 

32:i,112 

l.lJHLlt,7 

28.736 628 

l8.73ti.62S 

30.717./(J;> 

2.\,671 ,',j37 

(2}.5623Jl8) 
I. 1G%;;,9JQ 

s l(\!J,1:.7,495 

lO.R~5.!l-h1 
i,4.:5,7.:2 
l,]J'i.1!\l 

40i.h:72 

352.,847 

2.(·67 

61.102,437 
2.6-1l5.8i7 

l R4.72.::,9i l 

Hl.019.524 
:;6.512.S.JS 

't.JS1J',l.1 

2. l:i3,?S8 

l7.lJ8.731 
]~9.248 

lJ/"19, 1-40 

i .55 l.;)')6 

2 99'.'.V()(J 
Lli2.ti67 

l-',7,024 

24.¥3.206 

2.B,736.5-:!C 

\';4.161 

;s9.615 c,c,)(; 

-----·- L '.'18,52.tl.)~9 

--- J.: 2.969,595 

109.Dl 6.771 

!1}0\9 5:.?.4 

1.25.290.Sl)S 

s 2.1::.327233 -~ 

lrncrn;!J 

Si.:rvi,:~ 

I0.:•19.1(,1 

lCJ i .170 

l.74~.L~li 

l,9J9.31.l0 

3.S(i.l.:J'JS 

'. 5Cl4.695 ---··----~----
:~,44\995 



O;'l!:JV\TN(J .llEVi::NC.t'S 
CharFC-~ rm f:¢r,,·,ces 

nr'Pft·\ '[jNG tXPf:J.:Sf$ 
Cost of !s:tk..,.. 
f';,;;Tife".CWllicn-11.!-u:l :m1ort17.atioo 

Emplnyr:s; 1<r.cf'>L'; 

·ioW.. i)P.,.T'Jtlll~'- l'Xp, .. "11,.'."~-.,. 

or~'T.ilnw i~..:.orr:.: l!ossl 

lnvi-stmt'nl 1;x:ume 

~-·1 d:.·,.:T:.":;:;L',,1'. 1fi lillf \Jlue of mv;:::;UT,fflll 

Lc-;nl sdlkrncrn 
'':' ,J1;,l JW1UJXimlmg 1c-.cmt;,.~ 

>.c-1 c..,\Ict.~ h:z,nn mt] o 1· 1i1c- ~ :.n 

}; C'l dii%-l..., .:Ji..\ of trJe VC'".!T 

C!TY OF vrn~or,,;, CALIFOR~IA 
St11c1nt:nl of Revenue~. ['<-T<1HCS and Chll.ll-ge;;.. m f .;nd S-et AS'i-CL" 

l'ropridary Funds 
Forthel'1sc::!I YcarSndt:dJ1.1nc30 2(;04 

~1£J,1 :.ind Po,~cr 
fur,d 

107.052,Sf(l 

8S,75~.2J6 
3.316.1:::::? 

')2Jj7'._398 

14:)81.102 

:2)'37.6'_i<J 

t(iR'. ,8'fti) 

IiU-'>:f;,;'~~·l;,'P,.: 

Act1v111cs 

I:nu.."Tflri~ Funds 
Qlh,..,

Lnl-£rtA:i!.1; fund" 

6.77i;)60 

5.573_(:f,(, 

272,V;l7 

5,-!>4S. ](>] 

93.:t25? 

94.T:S:.2.1;2 

J.5~6.ZI'> 

97_~)!6.:.1_1' 

L'',914.35-J 

Co-.-t'cr.mi.:111.::i.l 
t\C['\'~l~ -

Jn1~1 

Ser\i<:e 

fur:J:i. 

6,i7: .. S1 

____ 0 .. r;:~ 

6'?'.;!Jfi/~ 

' ;t;i;:."JUJ 

6S2'.J,7Y3 

:.::s60T1 



!lo\\S froco opcl'~:,n;;, ,t..1;~-~1=. 

,,tt rei.·~1,ed lmtr:'. ,:c,n1,1ruef.;-_i1\'t;;;r fond.: 

· sh p.ud t;J ~upr.,lrrr:i fot :;ct,J, m1 ,::r.i:'-e·s 

· .:~:1 jM}d w Cit:,· ;;,.~1<.-..,-u.i fof';:! for u:rvie~ 

',i'I id''~ fot· i:;hurr..i; t:Xp.".!l'l,";; i!r,.-i t."Tlplr.r:,-·t:i..~ )j.:::._-;---:! il.<, 

·. :,,:r re~i.:"1.:i-~, 

r ;k,v,;; from flnncaim,..1 flmm::mg .'IC!iv111~ 

".·t.r..-;:\7":1 r:u:d 

, ;,·, .:l.'i>.:n to oth.!f fi.mcis 

,Jke\xmofn(JJ;: rt:,,;.::rv,.tl·fo 

Nc. ,:.4;h u.,.;,:'4 m ~n11;~::,::J f,1;.i1·~mg atti1 ii,_-,, 

no,\-s frum .;cirr1:il and 1d«:~.0 fo,,u;,.;ini. a.;:1, v•:i,;s 

;; ,n,j lll!C: 'i;T f--t:sJ 

c, ::qw,;,; ,on .:u.<l coi:J'ru,:twn of 1;w1m: ;.si:L\ 

Na ..:·.;;;'t1 pl_wid,;.;l by oi:,t:tl 1;1' .;:3;, ·",1 .md 

flow--. from m~-0-\.·H(. a.-1iv1u.:s: 

}' ;.;.::.. te= of m,-:~')":~.nt1., rnd 

:~I'd c;;_-::, i:qi..:~ ;..k;\U., k".tlL'lm£ ofyc:;,r 

>ifld C,l,~ ·, U\\l'Y-:kntr.. (:Jh.i of ?C,C 

CITY OF VER',O', 
Statement of Cash Flow:i 

PrJprictary Funds 

For t'".!c F:se:11 Yrar Ended June JO, 2004 

BU\\m1:,,~~1ypc 

Activ,t'.es - f::11t~rprisc ttJ~t!±_s ____ 
I irh; & Power Other 

Fund Enterprise Funds Total 

.\ j,)"1,49:i,7'-:-:! s 6,761J,{.)..! 5 s l: "-2~5.837 

(74,557,:28) (2,:?51,769) (76.SJ4.S971 

(S.JlJ.JOl) (195.122) (3503.223) 

(1.7JR,IJ54 _\ (1.(IYU.972) :::.8::¥,(:,2()) 

' , l4B,SS9 7,146 R!:9 

l\(11-S,:NB 3,2H:.\S2 JJ.252.530 

{::.s::3.r:4-IJ ;195,122,l CS.7lli.7(..r>• 

i::',!.4:.e~..i} (390,3S9J {3.2J.2A7Jj 

"J'.i:7,'.)'i-.7 287.()37 

(f:.1:il!.i~l) (58:' )11 l (f;./44,\.'2) 
.... -·-----·---

(·t~G.'.631) (4,6¥5,e31) 

(~.53'Ut21'i 15-.\.."._t<;,Y:-8) 

i:-4 7, 5.713) (j;;l,:255,539) 

( 1.ic; .u 2. S97l n~;~ . .w: .. t¥7\ 

t.)15,i l5 LH5.ll5 
( 146. 127 .\fi-2) tl-l::i.l27A82J 

! !80.965 . .:..;.J) \1,r,frJ,lSG} (IS~ f;'.l;,5?)'., 

--~~~ s.::(!file-;s.: J05.2~l ,4S2 

(G_i,;:,i- )],j D,297,54[ ' ~ 406,359 
_,,._ 

G,:iv~·mm<!:A;. · 

ActlHllti -

lnt~;\1cd 

Strvtc-e 

fu1j); 

$ 6.77:, [~f 

(t, fN:?.23.1) 

''.).:.i:4 ·--·-·---------~-
'1.6.277 

--------~ 

)}6.::'17 



"b,.;,;t, (1c1w) fr1.1m o;.~"'"'Z ;:;£t1,·[t111.,. 

R~,.v\·,.;J:!nn orc.::.:-ii:\t1·;;! 'Tiuirr.r (lo,,;l>) tone c.1..s;h 

prov10 .. :tl tor OflCllt·ri.f a..-:<i•.•1-ue.· 
Orcn11ing n:os:or.t: (lo~) 

Ad.ustm~flb U) f'-'{-01'\CU, lJ(ll'l:a!m_r \Xfll'OC (1-0~;,;) 

1,:, w·1 ea1h pro'v1dul by Dp;:r:it:nc uct:nu,:,·~ 

fk-pn:.; t.:!A1n 

L;;a! ~:.""t.le'rJK'ffi 

Cfd/"1\!\:'> 10 op;.'lil.l11l,; °!s,e,;, 0,,111ab1ht:t', 

Di::c..:aie (rn~rodi; t rn: 

R.e-"'~1,·aHc; 

Other V,h:'."l 

r';e;>.11.d :te:m.> tf,d J,;s\.:• <'f'J 

!r,;<,n·._,.,t (-'. ::n.::.:;;·,;-, m 

,-\;;<.'CU!l1.F ;)'1~;1t,k 

C\:urr-s p.1yar<i'~ 

A;:.c:"IIL'C v-.~::>:', anJ h:"" a 

line to n\lra fo-:;t.:,. 

~ancumra reJ;: <K11.;J>i: :rr-:i ;n,·:··r·:H··1·1s 

lo;a! 

Lc,s !nvesur,c'f!h •,ql;J m::lant,;.:s t)!'mr.r-· "'12:- Y"i d:i}~ 

Tr-ul ;;,:.:J :i:',J ~-4,l'. c:-~1.w:1'.e-nis 

CITY (JI' VERNOI> 

Stah.>1nt.11! ()f C.<.1sh Flows 
l'rop.-il'ctary Funds 

For the Pi;-;cal Year EnCcd J~inc JO. 200,1 

Businc,;,; .. ty1x:

A:::1:vities • bnwrr,ns<' f' uncls 

s 

Light&: Pn\'i:.:r Ot:bc:r 

Fund 

14;;m1,102 

3 • .3 !6. !'.;2 

7J4S_RS9 

(:!}A)i('N') 

370 
5fi{),2(i] 

'1·L-·C1•,1J55 

o:.11.;:,-137 

l\).('i'!.524 

li)).)5J ,G1 (, 

}. {'k, ,)J2 

'n:t\.S<X! 

_ Entl!rprise Funds __ 

\-'-' 1 )\) 

> 1:,:'.(,7,54() 

:,,:,.17540 

---------- -
~~ 

s 

s 

' 

' 

s 

felt.a! 

c:::;,o:..t1 
}711 

5(,·).2(:,. 

K.:,_1.;11-; 

)C' ... 7:' .. ii;<. 

(•!JC2,,!J7 

10.(J)'.) 524 

lj t,.:;-1.~j(, 

-~~t.:::.5t;7: 

( 1fl\ ~;,11n-tr;cal 
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Notes lo the Basic Financial Statements 



CITY OF Vl::R.'\/ON, CALIFOR:"ITA 
Noles to Basic Financial Statements (Continued) 

.lune 30, 2004 

NOTE 1 - SUMMARY Of SIGNIFICANT ACCOUNTING POLICIES 

The financiBI ~tall:rnent;:, of the City of \'emon, CalifOmiri (City) have hecn prepared in conformity ',\'itb lJ.'S. 
~cni.:rally accepted accountlng princlpk's (GAAP}. The Govcnuncntal Accounling Stand.1rds Roard (Gi\SB) '.s th!;:;' 
ilccepted standard-setting body fbr t:!'itab!is.hing governrnen:a: accounth1g and financial reporting principle;;. Th:.: 
n1orc .significu11t oft ht: City's accounting poi:Cies are d~crihed below. 

A. Reporting Entity 

Thi: City \\'U.'l incorporated on Septe:11ber 16, 1403 as a General La\~· City. Efrcctivc .July l, l 988, the City becarnc a 
Chan.:.:::r ('.ity" The City opcrate!:i undl:r a C'ouncil-Ciry A<lr:-iir:istralor forn1 ofgo1,ernn1ent, As n:qulre<l by 6Cncrallr 
acccpt~d accounting principles. the r:ccompar::ying bas'.<: financial statements pr\!s.ent the City of V'ernon (primary 
government) and iL-:; component unit, an entity for \1;,hict': the priniary governm~nt is con3idered to be financially 
accountable. tn acconJance \'l'ith G1\SB Staterne:1t No. 14. the Cit:,/s co1nponcnt unit is considerl.!d a bicnC:.i.:d 
componl!nt unit. Although a legally s~paratc cntit)\ lt is< ln substance. pnrt of the ('!ty's operations. and :hercfor~, 
data from. this unit is coo1bincd ,vith data of the prl1nary go,.:t:mrncnt. 

_y_~ffi01]__B_~(;i.if:~·~\Qprr1.:nt Ag.en(;\ ~RDl\) Th;: govr;.>rnii~g body o:· tb~ RD:\ is con1priscd of n11.:1nhers of the City 
Council uud the \.1ayor. A.;nong i:s duties, ii approvl~'> the R [)A's budget and appoin1s. the management 1 :1e 
finan-:ial uc:tivilies nf the Rf)A are i:icluderl \\'[1hir the n·dev...!lopmtnt agl!nc:y capital projecls fund as µurt of 
nonn1ajor govcrnmcntul funds. 

Scpa;ately b,:;ui;;,d financial statt.~;nerts fO; th·~ l~l)A rrm: hl' ohtaincd through th-: Clt:y of Ven1on, 4305 Sanla Fi.! 
1\vcnuc. Vt•rn<1n. Caiiforr,ia, 90058. 

Casi., of Pre,"l-entalio11 

The sratemt:nt of net as~cts and ~t.att:ment of t1cti\ itics. dl~p!ay \nforn1ation about the primary g0semment (the City) 
and its component urlit The!i!.! s~aten1c11ts inc]ujJ.: thi; :';..na1:cial ac:ivities of the overall goveronlcnt. lt is the City's 
polii;::y to 111ake eliminations to minimiz-t' the dcublc ::ounti~g of internal activities, except for s~rvic-.:"s rendered by 
govl!mmL'ntal activities to busin~s::~t)'pe activitiL'S. Ths:ss: s1.atcn1cnts distingui:.,;h bet\\Ten the govern!1re111al and 
bu:,incs~-!}pe activitl<.'s of the City. (iovcrn1nl!nl..fll activities, \Vhich nom1ally arc supported by tax~:; :u1d 
intcrgovemn1ental revenues, arc rcport~d S.1.'paralely from husiness-!)'PC activities, "'-'hh.:h n:ly to a significant ex'.enl 
un fees churged lo c:xten1al partio:!S. 

·1 he :,.;taterncnt of nr.:tivirh.:s presents a cornparb-on h1:tu.•ccn Jin:ct expenses ond prograin revenues tOr each 5egnh~rll 

of tht: bu!line:-.:rtype acllt.·ities of the Cit) and t01· each function of the (,.,'ity':;, gov(.'rnrnental activitit'3. Direct 
C\p1.:;nscs are tho5e that are specifically asso'";iall:tl v.·lth a program or function: and therefore, are clearly :d.:n1iflahlc 
10 a particular funi.;tton., Expenses ~y function lm.v~~ been a.Jjustt;d for uny int~rnal '.)\!rvic(; profit/loss existing ,n 
fi:;..cal yeor~end. Program revenues i'.'lcludc ( l) charges paid by th,~ recipients of goods or str\·ie{'S otfert:d r>y the 
progranls and (2) grants ar:<l cdnlributions that an: ;·es:·ric:c<l lo 1n1;;eting the op\!rutional or capital n:quin.:rnents of a 
particular prugra.rn. Rt!vtn\JeS that J.rl;) not classified as program re\·enues, including all taxes. are pre!sent.:d ,nst~Jd 
as general revenues. 
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NOTE I - SUMMARY OF SIGNIF!CA\T ACCOU\TING POLICIES (CO!'l"flNUED) 

F1oul J-Jnancia/ 5.'tati!rnents 

The fund financial staremt•nts provide irJOrmation abo~t the City'~ funds and blended component unit. Separctc 
s.tuten1ents for each fund caiegory - governn1enui! and propr1eta1J-' - are presented, The emphasis of fund financ1ul 
snnc1n(•.n1s is Dn rnajor go\'crnrncnta'. and ..::nl:=-rpri:-:c f11nd.s, l'u,:h t:i:-,playe<l in a scparalt: column. All reuu:ining 
gnvcrnmcntul tlnd enterprise fur.ds are se;:iar-..11ely aggregiltctl and reported ~s nonrnujor funds. 

Proprlt"tary funds distinguish npera11ng rcvc:iucs and expenses frorn nonuperatinJ.; ill'ITIS. Proprtetary fund 
orcra1ing revenues, ~uch as chrugc!) for ~crvic:...:s~ r::~ult frur.1 excl;ange- transactions a.,;;~ociated \Vith tht· principal 
il(;tlvity of the fund. Exchange 1ransactions arc those in ,vhicf'. each party recei\1es and gives up essent;ally equal 
value~. 1Vonoperatlng rev~nues, such a.s s-ubsidies and i,1vestn1er1 ;;:an1ings. rt:sult from noncxchan;_;r.! tran5act1ons or 
ancillary activl1ies.. Operating ·i.!\.penses inclL,dc: tl'.e cos: of sales and services. adn1inistr::Hivi.! e.s;:r1:nses and 
dcpr~1:ialion on capital assets, All expen:<:es not n1cet'.11,2: this di.:finitior: are reported as r:onoperJ.ting e:,.;pt>:ises. 

The Cily r1::ports the follo,vlng major govenunjnta! fund: 

The (Jr:nera! Fund is the City's pri1nn.r: operating fund. It i.-. u.s~d to account for all re<vi:nues and cxpcn<lit1ires 
necc:-i:;ary to ciaTy out basic governrnenra1 ac.tivit,c.s afthc City that ar\! not accounted for 1hrough otll-=r fund\, For 
the City. the General f· und lncludcs suer artivitics as general gnvcmrncnt, public safety, and pub!iL: \Vtlrk~, 

Th;: Ctty reports the t<.1110,ving n1ajor c-ntcrprist.: fund, wh,ch :s a!so a Rcgnh~nt: 

• The light and Frnvt!r r-und accounts fiJr th~ rnain:~nanct: illl<l opcrdlion:, uf thl' Cit:/:.- clecirlc utilit}' plant. 
Revt•nuc for ihi.s fund i.-; primarily fro1~1 charges for ss:rvicc::i . 

..\Uditionally, th1:: Ciry rcpor1s tht· foll0\\ ing fund ty?es: 

• The Ci1y·~ Sp,:cf/1! 1?('1.'t."Jif<t: Funds are used to accounr for the proceeds of spc1,;ifit n:vi.::nu~ so·.irces tha: ore 
!tgr1.lly re.srrictcd 10 cxpi..·n<lilun::, for spccilic purposes, 

• Tlit: City's c:apital Prr4ecfs Fund, art' used to a;:coun: tOr f1nancio.l resourct:s cl~signatcd for the acqt.:isition or 
construction of major ca?ital tac!'.iti~:i oth:r than thus~ finan;;;:1;d by proprietary fund type:-,. 

• ~fhe C!1y·~ Jnt..:rnal Servh:e {;iuui~ are spc.cifically designed to accouru fOr goods and scrvic-!1., that an: provided 
on a cu:.:t-rellnbursement ba::.is. "fhat i.s, 1hc goal of an internal se(vice fund should be to nH.:aliure the full c•J:.t of 
providing goods and ,c.crvicl..'~ for the pc1rp0s; of fUHy rr.:'i::.Jvering that cost through ft'e:; or chargt-;. So:nc 
1::xan1plc'.'.i of the City's s~rYice5 accounted fOr in th;: in1emal service funds are s~\f-insuran-::t <1c1ivitics :'or 
,vorker~s coinp:;:nsa!i·:Jn, rens':;-;:.J lic!h:liry, grnup medical and dt:nral and v~hiclc rcplact.::ment. 1·ht' ln:i..-n1ul 
Servic~ Fund~ arc presented in sum1nary fori:1 a..;.; part of th1.· proptietaf) r·und financial staten1ents. In 1t;e 
gov1,;rnn1cnt~i.vid<¢ financial st.atcrn;:11t::;, the c.hanges In net as~i.:·ts at the end of the fiscal year, as presented in the 
~!atc-nH::nts of ac11v1tl0s, \\'trc al!ocali..>d to the us~r fc1r.ctions of the govcmm-:ntul activitlcs, to rcnl.'ct ti11.: entire 
activiry for lilt: year. Sin,;;..: the pr<:<lomillullt ;.;scrsofthc inh:cnal s•.:rviccs on: !be City's governxncntai :ictivuli.:s. 
tht: asset and Jiabiliry balance~ of the [ntt;mal Se:vic~ F\1nds. ar~ c.ons.olida1ed into th~ governn1cntal ::;;ctiviti1;;s
co\urnn at the govr'nuuentw\lrille level. 
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NOTE I -SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Ba.'il-. of Presenlation (('011@1ye(I) 

The government-\l;ide and proprietary fund fin,1nclal sta:erncnts are reported using the e-conon1ic :resources 
mca.suren1ent focus and the accrual basis of occoU11tir.g. Revcnu~s arc r1;.•cordcd \.vhen canted ;:ind expenses an.: 
r.;corded at th~ tllne liabllities are incurred, regardle!.s :::if \;'hen the related cash flo\rs take place. Noni.:x:.;hu.n.1.!'e 
transactions. in \Vhich the City _gives {or rc~eive.,) v2,Juc ,vithuut Uiri:1.:tly n:ceiving (or giving) eqlla] value i:i 
exchange, include property and sal~:i :axe'), granL'io. cntilli:rnents and donations. On an accruat basis, rc;.~nue froni 
property ta.xcs is recogniz~d in the fiscal year for v,1hich the raxcs are levied. Rcvi.:-nucs from sales tai,;i.:\ '1n.: 
recognized when the und~r!ying tran.sactions rnkc place. Revc:1ur.:s from grants, entit!crnt:nts and donations aru 
recognized in tbc fi~cal year in \Vhich all eligible r1::quirernents have bten satisfied. 

Governn1ental fund type financiel sia1c:nen1s ar..: rcponed. using lhc current financial resources 1neas.uri.:n-.cnt fol:us 
and lht; modified acerual basis of accounting. l~r.J;:r fr;is method. r~vt:nucs and other govcn1n1ental fund type 
finunciaf resources are recognized \\'hen they be-eo1;1c s.us.ccptiblt to accn1al - that is, '"·hen lhcy become OOth 
mcasurabie and available. Revenues an: considered to be avdi!able ,,.·bcn they are col!ectib!c i,vithin the curr1;nt 
reriod or s.00n enough th:!reafter to pay liabllitie'.\ of 1he current period, Property. sa!es. and oth~r tnxc.s arc 
considered availrible and .are accrued ,vhen received \\ i(h[n sixty day~ after fiscal y~ar-cnd. Ad<litionully. c1tl cltH:r 
revenu.: sourc~~s arc considered avallabli,; r.nJ arr accru.:d .. vt1i:n rcc~i1,1ed \Vithin 60 da:,·s ofy1:ar~e-nd. Ge11eral capi:al 
asset., ur,;qui~i1ions Jl'l.: rcporti:C as ~xoend!turts ir governmt:ntal fund statl!.menrc;, 

For tht go\·crnrnc:nt~wiJc financiul stat~rni::nts and propnetary fund fnancial statements, the City has electvct uncter 
GASB Staternent ~o, 20. Acco11nting <1nd f)nancial R.!!port1n~ .f{/r l'rarrietary Funa'.t and (Jrher (fove.rn1nenral 
L'ntilh'.~' lhar l)se l'rop1·ierary f~und :1.ccountrng. to appl;- all applicable GASB pro11ow1cen1enls as v.~11 tt5 an~ 
applicahk:- pronouncement.:-: of lh~ Firianch.:I Ac:co: .. e1tir:g Stundards. Board. the. J\ccounting. Principli:s Boan: or any 
Accounting Research Bulletins issued on or bcforr: 1'overnber 30, 1989 unle~s those prononnctn1C'nh conflict 1,1.-ith 
or contTo.dkt GJ\SB prvnOL:ncen1t"nts, The Cl[) has. tleetcd nol to adopt FASB pronounecn11.:nts h:-;t:<.:d uft~r 
Nove.mbt'.r 30. 1989 for its. govcrnn1ent·,vide at',d cn:.erpris~ fun<l fi1 1ancial slak:rncnts. 

B~cuusc the govcrr1n1ental fur.ct financial st.a(ements are pn::sr~r11,~d on a different 1neasurcm.::n1 fncus an<l hnsis of 
accounting than the government-\vide tinancia'. stat..::ncnls for g0vcm1ncntal activiti,:s, reconciliations arc prcsentt!d 
\'\.hich brii;:fly explain the adjustments nece~sary to reconcilt.·- the fund financial ~tatements to the govcrnmcntal-v.,Jdl.'.! 
statcincnts. 

\1/hen both res1rict0d and unrestricted resourcts are avail~blc for us~, it is th~ Cit~/ s policy to use n:stri.:ted 
r;!sourccs first, then unrestricted rcs(n:rces. as they an.: nt:ed,;::d. 

Cash Depr)-..;its and lnves1me11ts 

Th1; Cit)' foHo\\'S the prr.iclicc or ~100Hng ca..~3 and inYest,nents of all funds to n1aximize returns fOr all ft1~ds, exc~pt 
for funds rt~quired to b~~ held by t111~te,'t~ or fiscal agents. ln1eres1 incornc C--!irncd on pnoled cash and inv(;strr1-:ill5, is 
1\located to the various fu:1d::. bas.-.:d on their 1nonthly uvcrugt' c.:u5h bahutces. 

For purposes of the stutr:nH:n1 of :.::a...;h flov,s, tht City C('ns.idcr5 all highly liquid investments (Including restrict0d 
cash and invi:s1111cnts) ,~ ith aa orig.:nal maturity of three n1ont!1s or le-ss \\'hen purchased to bt~ cash t.;q1.livslcnts. 
lnvi:stmenr transactions are rcc-orded on the r.-ade: dat~. ln.vestrn.en:s. in nonpar1icip1uing in1ert:st·..:an1lng invcstrns'::;t 
contrai..~ts are report~d at cost, and alt oth~r investrrcnt:s arc reported al fair value. Fair value is dcftned as the 
amount that fhe City could reasonably expect to rec(;.'ivt!' for an investment in a current sale hem·een a ,villlng buy·~r 
and a st>ll~r and is gi:nerally nicasurcd by quoted market pric.:.:s. 
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lnter[l11td Recelvahle.\'l/'a}'ahle,,· 

Short~tenn interfund ~c~ivables and payables ar,~ c.J;-:ss1fied r..s "due from other funds'' and \<due to other fu1H.:is'' 
rt·spectively on the balance sheet/statc:-ncnt of fund net a.~:il.;'t:S. Long-t<.:-rn1 interfund receivables and payabl'!S 3Jf: 

classified a..;;, "advanc(;S to/from otlu.:r fund:,/' rc~pcctiveh, on the: balance sheet/statement of fllnd oe: assi.;:ts. 

lnvcntorii;:s consist of cons: . .1111ab[e sup:;;lies and fuel stock. \\·hich ar~ stated at co)t on a fir-;r in, first out basis. The 
cost of invr::ntories is rt•corded a;1; an expenC.iturc-!-.lcxpcns.e '"''hen the items an: u:;;cd, 

c·apital Asse'I.\' 

Capital assets (including infrastn1c1urc) an,; recorded at historical cost or at estimated historkal cost if actual 
historical cost is not available. Conrribu1c;C capital as.sets arc valued at their e-sti1natt:d fair rnarkct value on the date. 
con1ribuLed. Capital assets include publii; doinain (infrastruclu;e) gt:ncral capital assets consisting of ccrt<~in 
ilnprovcments int.:luding road:.,; and bridg:cs. side~valks, curbs and gutt~rs, and rraffic light sys.ten,. The cap!talization 
threshold for al! capital ass~ts is S5,000. (~apital asseis u~ed in opt'rations an:: depreciated using th,: strl:light-linc 
n-t~thod over fht;ir es1imarl!cl u:;;~fltl li\·t.:s in the govcr.irn:;;nt~,vidt.: st;1tcn1c11ts and proprieii:lry funds. 

The estin1ati:d useful livt'~ are as follO\\'S: 

Infra.structure 
LliHry plant tind buildings 
I111proven1i;;;nts 
!v1achinery and equip1ncnt 

10 tc :'-iQ y~nr~ 
25 t0 50 yt'[:fS 

1 iJ to 20 ;'t'ars 
3 to 3:-i y..:ar:> 

}..·tainten1u1cc and repairs. are chargt:d to opL'r<lrion:,.; \'i-'hi;n incurn;;d, I3ett(:rn1ents and n1ajor in1provem::.•r,1s \.vhich 
s'.g,nific-1:tntly incn:ase \'ahit-s, chan,gc capacities or extenC Uil:l't:l lives, .are capit3li7..::d. lJpan sale or rcLin:rn<:nt of 
capital a~;,;cts, the cost and relatc~d acc:un1ulated deprecialion ar~ removed frorn the re~pt:ctivc accounts and any 
resulting gain or lo:.s ls included in th<:: chan~e;,; in financial position. Interest associuted \1:ich construc1i0n of .::apit.a) 
as:.si:I:> is capitalized during the constrLlclion phas~ up '.lntil ti1c capital asset i~ substanti~fty corr1ph:te and read~ for )1::, 

i::tcnd0d use. lntert"st expl!n~e oft\ct hy rt>lat:.:d intl,.'rest carni:1f;_s capl:-0liz.cd during fi~ca\ year ended Jur,c 30. 200-.1 
totaled $4.52],197. 

:\cL'.un1ulatl'd vacation is accrued \\'h,;._•n ir1eurr1:d in 1he gov-:minl.'.:nl#\\'idc anJ proprietary fund fUtanclal statement:-. 
A. :iabHily for accrued vacation Is. r..::conh:d iri t:u: goven1n1cntal fund;, only to th!.!- extent thai: such an,01.u1P. hav~ 
matur!!d (i.c.1 a~ u n.::-i:u!t oft;n1plo;,ee ri:s!gn2tions and retireinents:), Lpon termination of~mployn1ent. th.: C:it; \~·ill 
µay the en1ployee all accumtilated vacation ltH.vc Et · :l(YYu of the ernplnycc's base hourly rat~. 
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Deferred Reveftue 

Dt:t\!rr.;)d revenue arises \Vhen a potential revenue trans.-iction dnc:.. not rn\!ct both lhe ''rneasurdble'" and "available" 
critcda for recognition in 1he c,_ir;ent period. Defc:rcd revenue also uris~s \Vhen resources are receive(f before t!"I:; 

C'.ity has a !~gal claun to Lhr..:tn, U.'l vl'bcn gr,;1nt 01011:es are rcce;ve,d in advan.;:e oftncurring qualified expcnditurc5. 

f.()flJ!-lern, Ob/Igations 

Certain of thi: City's govi:nunental fi:nd obligation,; not currently du,: and payahl1: at year-end ar~ reportt'!d in th.: 
govem1ncnt-,,.·ide statement of net ass1.:ts Long-tcnn debt and oLh.::r obligations financt:d by proprietary funds arr.: 
reported as liabiliti~s in the apprnpriate proprietary fi1nd and governrnent-\Vide st.at(;nlent of net as.sets- Bond 
premiums a11d issuance costs ~n: deferri:.d r..nd a1nor~ized ov.:r the life of the bonds using the strnight~linc n1c1had. 
Rond;;; payable are reported net of the applicable bo:id prc:niurn. 

'J"he governn1ent-Vi·id:..: findnci11! ,:,t~ti:n:ents and proprieta:) funC fir:.ancial statcn1en1s utilizJ.: a net asset~ pn .. ·:,.;;.:11tati0n. 
N~t a~;;cts are categorized as i1\·ested lJ1 capitJl assets ( net :-1f relat-:d Ccbt), restricti.:d and unrestricted, 

:i lnvcS-tcd Jn Capitul A:1si;;:t:,;. i\,;:l of" Related t)ebl Th:s category group~ aD capltill assets. n1c11.KJ1ng 

infh1:,1ructure, into one c.omponent of r:.et a:-s~is. .Ac(11n1ulat1.;d dt.!preciation and the outslanding bu lances of 
debt that are anributahlc to 1hc acqubition, ~on.-:.truction tn in1provcn1ent of the st.· assets re.duce lhe. balance 
in this catl'.g.or>. 

:.J R,:stricted ~!..':! .~SSl.':I'> - l his ~a:cgory pri.:s:..:nt::i c.x\t>TT:ti.l 1-:strictions impo~ed by creditors, birantors, 
contrihuturs or lav.!:I or reJ~.ulation5 of ctl· . .er gov,:rnmt'.nts and r~srrictio;1s impo~\xi hy la\\ throuttb 
1..:0:1:.\itutional prcvisioris or .:nabli'1!.;, L:gisla1\on. 

o Lnrcstrict~d Net Assets - This ca1t,gory r0presen1s ni::t isst::ts of the City, not rt:strictcd for any pruj:.:ct or 
other purpo:.;e, 

Fund Equilj· 

In the fund financial state1nents, g.ove:-n1ne:1tal funds r'.!pon res:;,;rvaiions of f\lnd balance for a1nounts I hut art: not 
appropriable or legally r~stricti:d for a ~pt.:cific purpose, Ocsigna1ions of fund balance ri;prescnt t1;atJt1v..! 

n1nnngement pian$ that r1re sL:bjcct to change, 

(ise o[Estiff1u/e.'i 

J'he preparation of (Y.1.-.;ic financial statcn1ents j,~ conformity \Vitt accouruing principles: g.encraily <H>cepted in the 
\Jnitcd State~ of An1.:1ico requires nu'lnagernent ~o make e~tirnati!'S and assumptions that afiC{:t ci:rtuin n.:purt~d 
,nnount!- and disclosures.. Accr1rdi'1gly, uctua'. results co"J.ld dill'..:.r fro1n those estimates, 
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NOTE I -SUMMARY OF SIG'IIFICANT ACCOLNT!NG POLICIES (CONTINUED) 

Properlj' Ta..,:e-, 

The County of Los Angeli..:~ (County) l~vie~, <.olie.cts and apportions property taxes for all ui.xingjurisdictions \.Vi1h 
the Cou11ty. Propert;, tuxr:s ar¢ Ceterrrdned by applying itpproveC rates 10 th~ propertit::'\' a\.:'\.Cssed v<1lues. I'h1.; 
County re.rni!s property taxes applicable :Ci the (:ity lcs:;,; an n.drninlstralivc f~'L' throughout the yi;:ar. 

Article XtlIA of the Stat';' of CalitOrnia r:cr.!.titution hxnlts the: propcny !ftX levy to surrort gen<.;rnJ g,ov..:~r,1ncn1 

!>ervlces of the \'arious, taxing jurisdictions Lu SI 00 per S l 00 of a.ssr.:ss~U valui.:. Ta\t.:5- h:vicd to ~ervice ,_.otcr
approvr2<l dchl priL)f to Jun\.! 30, 1978 n.n: c;...<.:;uded fronl this li;nitut:0:1. 

S1:curcd property laxe::. are lcvJl:d ir, tv. o installments, 1\'overnbe~ I and February L rrhey hr.:con1e delinquent '"'·ith 
p~nalries on Decemh(;.'r 10 and A;')riJ 10. n:s;-i~criv:::ly. 'The ticn dat..: is January 1 of each ycur for secured and 
unsi..'Cllr~d property taxes and ~he ]('V) dat .. · occurs 0:1 the 4Ji. i\1onday of s~ptember of the tax :year. tJnsccuro:..'d 
property taxc~ on the tax roll a:-; of July 31 bccoml' clclinqu..:nt Vi'ith p~nalties on August 3 L 

"OTE 2 -CASH AND INVESTMENTS 

The Ci1y fQllon·s the practice of pooling cash and investments of aH funds to m::1ximi1.e returns for a!l fund;i, ~xc1.:pt 
f::ir funds required to bt' helC by rn1stee or lisc:-:11 :::ge;us. Intcr\:,t '.ncorni;; earrK.·d on puo1cd cash a:1d in\-e:C.tments. is 
JPocated 10 the ,•arinus funds ha~cd on tin:i; 1nonthly avcrug\' ;;ash balances. The follo\vi.ng table sumrnari7r~ tflc 
carryinq, u;11ou1H ofdl.!po~il~ and investn1i.:nts as ofJt.:nL· 30. 700·-t: 

C,,--,h d1:;'o:.1t; 
lin·o:~:m 1:Ti!L. 

T 0 :al 

C "r;yin fl 
,\ !TI o U 111 

3,SJ~.38CJ 
2; 2,546,552 

,A.! ycar~end. thr: carrying arnounl of the Ciry's depos:1s v.·a:: S3.S75.380 and thi;> bank balance \v.\1..'> S3,CJ60.265. Th:.; 
difference bi.":t\'>\cen the b;u1k balnnc:e nnd th,.· carrying. amount r,.:prc:-.t:nt!:i ou1::;tanUing chec:-:s uod deposits in trans1L 

()f the bank hslanc~. S2.00.000 ,...,.~is c.:ov~rcd by 1't:di:nll Jepositor:,,' insurance and S3.760.26.5 ,1,-a,; collat<:raiized hy 
thr.: pledging i1nanc..ial institution as required by Sccli(ln 53652 of tl1e Cal11(,rnia Cit.1vi.:nm1cnt Codi.::. Und-:r tlii; 
CulifCmia G0vernrncn1. Code. a finanei}1'. instltutlo:1 1-s rl'<..p...:in.:d 10 r.t"cur.: dt:posits in 8.\Ct;"ss of Sl00,000 mads.' hy 
::.late or loc~ I go\t"L~rnn1cnlal ur its hy pll.:Ligini :;!Ovcrnn1i.:nt :,ccuri:ii:~ l1eld in 1he form of an tmdivided co!la·l:ral '."lPot. 
The n1arkct \·alui: of 1hc pk·dg~d securities ir. the collati:;ral pool must equal at lc:1..'>l 110~"11 of the total u1nouut 

Jt·po~i1ed by the public agencies. t:alit~1rnia la\\' also allln~'.'.I financial institutions to :.l!cur~ City d~!posits by 
p'.edging first trust deed mortg.a11~ notc:i h.1ving, u vaia..: uf !500,o o~· th0 st~cured ptibllc dero~its.. Such collat\.':ral is 
held hy the pledging firuu1cial instltution's ::rust department or agent in the (:ity·s nar:ie. 
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CITY OF VERNON, CALIFO~'IIA 
?\oles to Basic Financial Statements (Continued) 

.June 30, 2004 

NOTE 2 - CASH A'ID L'IVESTMENTS (COl'\TINUED) 

Aut!,r,r/?ed lnvesm,e,rt..\' 

lJnder provisions of the City's investment po;icy. 2nd in ac,cordr~nct! \\'ith California Govcrruncn! Code. ~1eginning 
,vith Section 53601, the City may invest or deposit in tllc folloVl'ing type;> of inv(:::.trnent.s: 

Scctirltks of the U.S. Gov1.,-rnme:H, or its agenci:!-.: 
C.enaln Ass-ct~Hacked Securities 
Certiflcau.:s of l)eposit and Kegot[ablc C~rtilicutl;'s of Di.:posit 
Banker.i' Acceptances 
Comn,crcial Paper of"prime"' quality 
Pa.ssbuok Savings .Account Oerriand [)cpos1ts 
Repurchase .A.green1ents 
Revers.e Repurchase 1\gr~crrJ;nts 
).1u1ual Funds 
r-..1ediun1-T i;rm Corporate Notes 
Count)' Pooled Funds 

In addition. the Ciry Lo; authori7....e-d to participa!!: in the ~late of California Local Agency invcstn1cn! Fund (L1\IF) 
r:Jr~trnnt ro Govcmm~n! Code Section 16429.l. Tiw City's invcstn1i:nt in LAJF is S7.8 million. A total c,f S57.6 
hi 1lion is invcstt.:d by all pub!lc u,genci1:s in LAIF. v.-hich is manage,d by the State Treasur~r. ()f that an:ount, l 00 
pi.:n.:ent is investt·d in non-deriva1ive tinancial products. ·r:ie l llcal Inves1n1cnt ,.\dvlsory Board (BPard) hr.1s 
ovt:r-::ight respon:.!hility fOr LA.IF. Thi: Bo1;1rd consists o:'f:v\.! nl,.,·:nb~r~ u:-. d~signatcd by State statul~. 

Thi.: vahie of the pool shar~s in LAJF, n•hich may be v.·;thdra\,-:: upon demand. is dct..:.nninc.d <H1 an amortiz.t:U ccst 
basis. v.hich is dlff1;.:rcnt than the falr val:.h.: of the City·s positiun in !hi; pool. 1\t June 30, 2004. the City '.1ad r:o 
111vi;.-,tm1:11ts 111 ri.:purcbasr.: agn:cn1ents .. ~\t no tir11~ during the ilstctl year dtd the City borro\~ funds 1hrough n·-Vc:'"Sc 
n:purcha:.c ugTetinents. even t11ougb such tr3nsactions arc acthorizc-d hy the Cfly's inve.,rment policy. 

(_'a.,IJ and lni•e.,,;tments with Fi.'ical _,,tgenl 

·111e City also has funds the.t arc held by lru.stc.:cs or fis1,,a! agcn:s ru1<3 pk·dged to the pnyrncnt of cr:rtuin bonUs The 
California Govi:m:ncnt (~odt: provides th.a! these rronie;;. unl,;:~s other.\'ise required by statuti:. n1ay be irr,'ested in 
accordance \\'ith 1he ordinances, n:s-0'.utions or indentur~s sp'..!.:ifying !he types of investments the rr...i!:itc~s or n~1:al 
agents 1nay make 

(:u,;;tndial lri'!.flil J{},;;k a1ul i'llir I- Q/ue 

Investments at Jun(• 30, 20D4 an: categorized by lhe level of custodial credit risk a.,;;sun1ed hy thi.: City. Th.: risl<.. 
categories nrc defined as foJ;ov.'s: 

£~.J_;_ includes. invcstmenr:-: that are insured or rcgis1ercd or for \\'hich t.he securities are held hy tli;,.: 
City or its ag..:11t in th<: City's nar.1c. 

rat0____g!![y_~ includ~s ur.ins.urt:d and ur1.rt~Jst..::--cd invi.::stn1ents. for ,..,hich the si:cvriti1.::; are held by the 
countr.:rparty's trust depart;1h:nt or ag~nt i~ the City's n,1n10. 

Categq_[y 3; includes uninsared [u;d un~g.istt:rt:·d invcs:n10n1s for \Vhich the securities are he!<l by tht; 
counttrparty, or by t~s trust department or agent. but not in the City's name. 
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CITY OF VERNON, CALIFORNIA 
'.\'otcs to Bask financial Statements (Continued) 

June 30, 2004 

,',OTE 2- CASH AND I'li'VESTMENTS (CONTINt:ED) 

Tota! tnv(.;strncnt;,; a..., 1Jf Juve 30, 2004 s.rc as fol!o,v'i: 

Category 1 i,1,·e~1ments: 
C()rpi;_ira:c nor,~s .. 
L s f!.(\Vl:rtlfllt:lll ;'.'',.'1..'Ul'lli..:::. ...... " 

Cat<'gor) 2 in1·e1;:1n1ents: 
l 1 .S. govcr11rni.:nt \'i\!C'.1:·1:ics,, 

Cne,1te:::orize-d in,estm cnts: 
Si:ll<.; Trl';:t~urcr·~ Lor.:a: 

t\gcnc:- l:1,cstnJt.'I1\ fund 
in\ .:~101 t:nt5 ht'l<l hy fiscal :ig.t:nl:: 

~1 ulual funrJ lrcac;t.:rr ohliga!1ons. 
Gu,irun'.t,:ci 1ti\'~slmt!:1: ,1gr~crn,::n;s 

Total in,-..:stn1cn1:.-. 

·::-otal c:i1y cash and 1nvt!-.;ur.cn1s arc rcport~ci a ... -: follo\\'S: 

Total T Ol,1} 

( iov~mmcntal Hus.in..:;.;:-:.ty-pc 
Ai.:-livitn::i: Activltics 

l'1.1sh ;1nd inv.:sl1nt:'llts S 44.}49,028, S \00,727.495 
323,44~- ___ 7_1J}l,96 l 

s 

Rc:.itric\ed cash and invesunent5 
Total ca::ih mid investments -~" 44",11,476 LI 7l.Jl49"~ ,;;,,~::c:cc::,~,::;;;, 

NOTE 3 - RECEIVABLES 

·fhe City's rect:ivabk:~ at June 30. 2004 are us foliov,··~,; 

Rec.rivables ·
Governmental Aclivities: 

Account~ 
In1i.:r-:st 
":'"aXr¢S 

~\Otts or loans 
[oral reccivahles 

RI.\Ceivables -
Busincss~typc A.ctiviti~: 

Accounts 
Note (se~ Note 12.B.) 
Interest 

Total reccivabli:s. 

Ge:1c1al 
Fund 

s I .1-43,239 
585 

6i I.596 
74,079 

s L&S<lAC>9 
"~'* 

LiglH a.nd Po\\:er 
Fund 

S 10.794.578 
4,716.24'. 
L 107.281 

$ 16.618.100 

Other 
C'1ovcrnn1entnl 

Funds 

s 124,85 ! 

2,JS9.003 

.Ll:~s3,s5-1 

$ 

()1h..:.r 

Entt!rprlse 
F;,inds 

6:.282 

Total 
Go\,.t'nHJh.~ntal 

,\ctivl!ii;;s 

s 1.368,090 
585 

3,030,599 
N.079 

$ 4A 73Jl3 -
Total 

Business-type 
J\clivities 

S IO,S:55.860 

fair V ulu:.: 

5 UJ9~,85,I 
80,512.5U l 

·~9.lGi.428 

? . g 3 (1.fl :)(I 

!O,Y'i}l, ~..J5 

! ll .fl l 9 .5 2 4 

212,546.552 



CITY OF VERNON, CALIFORNIA 
Notes to Bask Financial Statements (Continued) 

June 30, 2004 

:-iOTE 4 - INTERFLND TRANSACTIONS 

';he folh1\ving tables surn:narizc the (~ity's intcrfund balance::, u.nC tran:;actions at June 30. 2004: 

/)ue7: To/Fron, Other Funds 

Re('eivnble Fund 

Geni..:n.1! Fund 

Nonmajor Entcrprisl..' Fund 

Pavable Fund 

?"-,;onmaj::,r Enterprf$e Fund 
Light and Po\Ver Fund 

General Fend 

An1ount 

$ 99.798 
__ _c.l cc.4c...5 l.298 

$ U 5 l.22!i,_ 

S 407,872 

The balances ubu"c represent in-Ueu franchi"'1: taxes dlte to the Gl:neral Fund from the val'lous entcrprb-: funds us; 
\\'ell as. Jmot.nl\'.> due to the \\'Jter en[erpri-:c fun{i f-o:n the Ciincral fund to cover casli shurtfHlb. 

Ai/vane,~ to/from ollrer fund.'i 

Re{'t'ivabJe Fund Pu·•blc Fond 

'.\onmLJjor (Jovt'1tn1l..'.rna! Fund 
Nonn1a]o1 Entcrpr:sc Funds 

Nonma.1or Enttrp:i:-.c i-11nd:
N~nrr1a_ior Gc\'~n1r1e'1L.ll Fu:1d 

S 387.340 
4.7~9.:;37 

S 5, 146.577 

S, 23.977.391 
l2.)35,44i 

Th1: ribovs; balunces repn:se;lt intcrlund borr{n\·ing.s pay::ibl.: b:yond one year. These horrov,·ings '.rere for .:apital 
improvein, .. ·nts in the ga3 and" atcr enterprise funds and 1'.~;,; RD1\ fL;.nd. 

Transfers 

Transfers In 

Cieneral fund 

()thi•,r (jovenunenuil Funds 
1'0101 

Transfers Out 

Light and Po\n:r Furid 
1\:o:1n1'1jor £nterprist> Ft1nds 

Gcncral Fund 

:\rnount 

S 5,523,644 
195.12:c 

5.718,766 
10.535 

S 5, 72?.30 I -· 

Transfers ar1: used to n1ov:.: revenues: fron1 lhc fund that st..atult: or bc1dgct requires to collect then1 to tbe fund thal 
statute or hudget n:quires exp1..:nd then:, or 1nove revenues <..:ollecced in c~rtain enterprise funds to the genl'raJ fun~ to 
cover overhead costs providt'd by the g~:ieral fund and for th!.': pa_yrnent of in-lieu franchise taxes. 
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CITY OF Vl£RNON, CALIFORNIA 
Notes to Basic Financial Statements (Continuetl) 

June 30, 2004 

:sion; 5 - CAPJT AL ASSETS 

Capital asset activity ofgoverr.n1en[ai acti,;lties for the yi:ar ~nded Jcnl' JO, 2004 v;as as follO\VS: 

Go·•crJUJ1CRhtl nc·1ivities: 
c:apual asse1s. na1 hving dl}pr<:t..'tUh'(/. 

Land 
C'onstruc1ion in rrog.ress 

Total capita! a::;scts. not being dcpri;:.;;iut<.:d 

Capital a:1se1s. being dept·ecia11,cl 
lnfrastn1cturc 
Buildings and iinproven1,n1S 
\-lachincry and cquipme1t 

Total capital assets, b:.!ing d..;pn.:c1aicd 

Le5s accu,n~!ated dt:pr~.:lat on fo": 
lnfni:,;tructurc 
Buildings and improvcrr1en1s. 
~vfc1Ghincr:,,· and r':(11.lifirnent 

Tornl accumulated tk:pn .. ·s:i;1tio11 

> 

3aiance 
Juiy L 20CJ 

19,636.:74 
I ,W2fa.650 

. 11.46-~~24-

::J.984,601 
,2.s.;J,403 
9.171.434 

43.699.438 

II6.465.087) 
(4,;22..783) 
(3.H49.6]2} 

(25.2J7.502) 

Addition:, 

S 2.154.399 
~--2.9_?},8~ 

5, l~S.287 

271.677 
99.555 

_ I.) 19.064 _ 

1.690.296 

(602.982) 
(300,7431 

(11!46,6.lli 
i I .95[)Jf,8J __ 

Total cap1tal a.s.si;ts. being <.h:pri::;:ialc(. nt:: ._. ___ i26C.072) __ _ 

G0vcmn1enral a:::tiviti.!~ t:upital a.'t:-.ct:s. n·;:t ~}9;9241~60, S 41878.215 

[),;:·pr.!cia1ion e;,.;pi;;n~c \\"a5. rharged to govcrn1nt'ntal func: :ons <1s follows: 

General govcr1rr1cnt 
Public safety 
PubHc \vorks 
flea!th \CTVJces 

Total dcpn:.·ciation expen:)C govcmmc>rt~d fun::::ons 

Deli:tion;:, 

s 

-----

Tran5fcr::. "-~ 
AdiustJn~nts 

l3alance 
Ju:1~ 30. 2004 

$ S 21,790,673 
( J .087 .25)) .3, 7~_},283 -(-, .~.c 75,5_1__3.956 

1.087 ,255 23,J,t,3.533 
l 2.642,G58 
J G,490.4q8 

l.087.25.5 46.--176.989 

___ __1.087_,255 

i 

I! 7,06$.069) 
15.223.52(1; 

__ 14_.S_9_G.~75 :· 
--· (27 .. 181.~7:::). 

l9.'.'RO,!J9 

$ 44.&ll.1.075 

S 1,208.l ;9 
675,702 

48.28(, 
I 8.261 

S 1.950.368 ---~"·-~·,..._..._.,. 



CITY OF VER",ON, CALIFORNIA 
Notes to Basic Financial Statements (Continued) 

June 30, 2004 

NOTES - CAPITAL ASSETS (CO'.'iTINUED) 

Capital asset activity of business-type activities for th..:: year t:r.(k:J June 30. 2004 \va:.i as follov,.'s: 

Bu1>intos~-n·pe ac1iYiiies: 
Capital asser.,. not heil1g rlep,.ecir1U!d: 

Land 

Construction in prohrrcss 
Total cnpii.a! assets, riot being. <lcpn.x:iatL·d 

Capieal a.~sers, being depn.:ciated 
Production plan! - Light 21:1d Po\"tcr 
Trans1nisslon plan! - Light ar.d Po\vcr 
Distribulion plant Light and PD\~·,~r 
(ii.:ncral plant ... Light and Power 
Buildint~,; 

s 

Balance 
Julv L 200:1 

45.00G 

S.8621 171 
61, i ?8,643 
J4.(, tr. I% 
J.784,2t0 

48 I,8GQ 

$ 

;\dditions 

!06,745 
6,085,839 

l8 l.909 

De!e:ion$ 
''[ ransfl!rs & 
Adjustn1entii: 

s 

(23.707) .. 
_(23.707) 

s 

Bah,r.cc 
June JO. 200~ 

154,815.9,1 
I 04.860.041 

9.862.171 
6l.285.3SS 
4U.69C,.037 

3.96'.'i, 169 
48: .3DQ 

\\later u1lliry plant 
Total capita! a'is<:ts. bt:ing di.:pri..'C1ati.:d 

_ _1_:c.2.,1x~~~ __ lcc•' __ :'O°'O"'Ac.9:..:8:... ----- ----- __ 1_4.1 S:J.: ?J 
8.274,901 .... 130;190.737 

Lc'>c<; ai·'.r.uniulnt,;d d~preciation for: 
Production pbiH - LieJ-it anC. Pow~r 
·y ransn1b;-;iun plant Light unJ Pln, J! 

Olstribu1ion plant - Light and Po\\ er 

Gcncnil pla11t Light .:md Po\vcr 
Buildings 
\Yater utility plant 

Tota! accurnu\alcd <lcprccialion 

Total capital ass.i:ts. bi.:ing Ci:pn.:ciatc:d. :ii.:t 
Production plant - Lig:lH and ?O\\·er 

Transmission plant··· Light and Pov.:cr 
DistTibution plant - Light and Pcv,,:r 
G~11erul plant -- Light and Po,vcr 
Buildings 
\\;ater utility plant 

Total 

Busht:"s$-typt activities capiL'II assets, net 

{1i,~,,:~;.XO]) 

(30,623.6:!6) 

(15.114.547) 
{ 1,849,884 J 

{:!6 7,2:!5) 
( I,751,011) 

( L l<J2,699) 
(107,467) 

(238,932) ( 13,452) 
{~!.595.~9::) ( 2 72,097) 

._(62,313JP4) ___ J_J.513,951) 

4,971,368 
30.555,0 '. 7 
f 9.495,65 i 

J ,934,376 
242.868 

2,703.082 

(267,22j} 
( l ,644,266) 
4.9SJ,14G 

74.-142 
(IJ.452) 

1.623.401 
4. 761.0,10 

----------

(;. '. 58.f:'..:8} 
(3'.:J/.f.(j37} 

'. ,6.217.::.+o) 
( 1.957.35 l J 

{252 . .:;84) 
(9.86 7.689: 

(65.8273.l)'i 

4.704.143 
:!S.910.751 
24.478.791 

!'..il08.~ l 8 
.!2'lA'.6 

4,)J 1.-IS.3 

l!!::~~~i:'i' ... ~,~;::±;f~?.:2l£.. -'s'-· ____ !i:1?_0_1-1_ s 219.524,343 
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CIT\' 0}' VERNON, CALIFORNIA 
Not~'S to Basic Financial Statements (Continued) 

June 30, 2004 

NOTE 5-CAPITAL ASSETS (CONTINUED) 

lJepret:iulion and .~1,nortization 

l)eprecia.tinr, and an1ortiza1ion ,;xpcn.)c \\'ilS charg_;;d to tht: hu:iint':.is-typ1: functions as fOllcna\'S; 

Lig.h1 and Po\VDr deprcciution $ 3.241.854 
172.0~7 ()thcr Enti:rprJsc Fund <lt'prcciulivn --·---

Tot.al depreciation cxpt.:n:-ic - bu:iint:::±S-t)'PC fun~tior.s $ 3.513,951 

Ligh1. and Power ainortizacion of bond issuance costs 74,26S 

Total depreciation arid runortizatiun 1:xpens·.::· bu:;im;:'.)::i-typr: functions 

Capitftlizcd bond intert.•st 

Ir. 2004 the CJty capitaiizt<d all interest paid in r.:hHion to the S~rh.:s 2003A, 2003R, and 200.1C bonds. Thi:si:.· bund) 
\\'ere issued in 2003 in order to finar1ci: coni>troctio!1 of the \1alburg (Jt.:'nerating Stntion, \vhich is stlll und~r 
t·:1nsnuction. ln 2004 the City incurrtd $4.715,097 in bond r~l11ted interest. 

NOTE 6- LO'.\'G-TERM OBLIGATIONS 

D·.tring the fi5ca! year 2003. th\.'. Cit~ h~1;td $50.0UO.OOO. 2003 Scri~s ,\, S37,500.000. 2003 s,~rH~s B. rtnd 
S7'5, 1 IO,!iOO, 2003 Si..:rics C. :\lalbu~J. Generating S:atior, P'"ojcct Elecrnc System R1.1vcnuc Bonds to fina;1cs:: 
l:on.<:,trucllun 0flhe Ctty's Malburg Generating ~union. a 1·;4 ~11\l./ combined cych: 1,;01nbustion turbin..: projec-t. The 
S::rk·s A and Series 13 bea; in1itrc-:,;t at \\'Gck!) :nv . .:n:-.-;t rates (l.06c,o nt June 30, 2004), and are adjus1ed -..veekly J.5-

determlned hv the npr,lic1.1bk· rc1nu;ki:tini; 1.1g,ent. 

A .. surnrnury ofQonds payabk: fDr husines~-t)'pe activities i:-; as fulkn,·s. 

\/ialburg Gt.:ni:ruting Stntlon 
Project Electric Systcn1 
Revenu,;,.· Honds 

2003 Series A 
2003 Serie!; B 
2003 Series C 

f)T1a111ortizcd prr:,nhun 
Total ReYenue Bonds 

J\-lati.;rity 

04/01.:'33 
(!4'01,33 

04!0 I !03- 04:'0 I f33 

Inicn:S'. 
Rates 

Vari,blc S 
Variable 

4.00°,0 -5.50~··'0 s 

36 

Annual 
Prlncipal 

lnstalln1cnrs 

S0.000.0CO 
37.500.0(J() 

I.210,000 
-29,42.0.000 

Originc1I Issue 
,i\n1ount 

S 50.000,000 
3 7 ,500.000 
75, l 10.000 

()utsiand1n_g a1 
June 30. 2004 

s 50.00(),(!00 

3°.soo.ooo 
75. l l 01800 

180.787 17".76, 
s ]1)'1, 7si0, 71{7 :!.--!.~?· 784. 76 l 



CITY OF VER.'\'0:-.', CALIFOR'\'IA 
Notes to Basic Financial Statements (Continued) 

.June 30, 2004 

NOTE 6- LONG-TER:1-1 OBLIGATIO:-.S (CONTL\'LED) 

,<\~ of Junt.> 30. 200·1, aru1ual debt SCl"\-'ice rcquiremen1s of buslnt!ss-type activitit:'\ tD mflturity arc as fol ]o\v;,; ( 1.06~/o 
variable rate used at June 30, :1004): 

Year cn<ling Jw1c 30: 

2005 
2006 
2007 
2008 
2009 
2010-2014 
2015-20!9 
2020-2024 
2025-2029 
2030-2033 

Tutl:11 n:quire1nen1s 

('/u111r:e\· in Jnng-tt1rn1 li11biiJJh~r.. 

s 

Maiburg Generating. Station Proje:.:t 
E!1,;clih.: Sy~te1n Revenue Bond, Payab1~ 

Principnl 

2.995,000 
3.105.000 
J.:220.000 
3.335,000 
3,460.000 

19,590,0()0 
24.120.000 
29,805,000 
}6,975,000 
36,005,0.QQ_ 

Interest 

4.895. 783 
4.847,383 
,t.796,981 
4,744,531 
4.690.133 

22.3 l 1,863 
!9,9}G 1263 
16,791.250 
l 2..658.235 
6.271,350 

L.. 162.6i0,COO $ 101.941.926 
·''-chl'<''""' 

Th~ foJ1o, .. ving i!'. a sunu11a1;' of long-term liab,litics tran5-actions for the Ji seal year ended June 10. '.?004: 

(;overnmental a{'ti,,-hies: 
Cluiin5 payabl,;: 

Husinesswf)'pe activities: 
Bonds payable 
Bond premiun1 

Balance 
Bal<111cc 
July I, 
200l /\dditinns Rt:ducrions June H). 2004 

-~2124]67 $ 622.093 .JJ493.535) 

SJ62.6:0.000 s s SI 62,610,000 

1so.n? (6.026) 174.761 -- --·~----
S 162,790. 787 j__j~ Sl62.7S-l.761 

In prior year:,, resources in 1hc City' 5 general ar:d enterprlsi,: fur:ds hav1.• liquidated the claims liabilities. 

31 
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CITY OF VIRNON, CALIFORNIA 
Notes to Basic Financial Statements (Continued) 

.June 30, 2004 

NOTE i - BOND INTEREST RATE SWAP AGREEMENTS 

Busf~ S\\'ap 

Oi:41...,ctivc qf th<! inrere\"/ rarr: s11•ap: ,\s a :n~ans tD limit its exposure 10 interest rate ri~k, the c:itJ cnt,;;red into t\\'O 
interest bas:is s,vaps in 1,;,onncctinn \ll-·1t.h ils SS"i.5 rni!l!un Flectric Syslcn1 Series A and Scd~s B bonds. Thi: intention 
of thi.! s.\1,·aps vvus to n1iti;,!aL: tbc d-sks ag~inst higher future int,..·rist rates ond an expansion of the diflCr~ntial 
betwt:en Yatiable rate tax-e:xen1r1 rates and variabJr. :axat>lf rates. 

l:irrns: ·rhc bonds and the r~lat:;d s1vap ugn:cn1..:nts n1att.;.r..: on /qlril I, 1033. and the s,vaps' aggregate notional 
1;.rncun! of £87 .5 rniJlion matches the SS?.5 million bonds, 'Ile S\\·,,ps \\'ere ents.:rcd into in July 200J and 1·\ugu::;t 
2003. respectlvcly. T{h! notional value of:ht' <.;\\'apand the principal un1ou111 of the a~::iociated dt'bl have i.l!l identical 
amortization schedule, L'ndt:r t.hc swJps. the City pays the cot..:nte-rparties payments equal to the ~vi:rag« of the 
,.,-eekly E~ond Market 1\ssociution (B\>lA) 1,.'ariable rate index and receivi,::s pc1ymcnts equal to 80.2.(;,;1, and 78.6°10 
respectively·. of the London Interbank ()llcrrd Rate (LlB()R) one~month inct,x. 

F(iir value: B~cause the dlffercntia] bctv.'el.'n the B!\1A 1nd~x and LJROR index has incrca!:ied sinct cx~cL,tion of the 
S\vaps. th...: S\'l'Jps have an ag:gn::gate positive fair vah:e of $550.200 as of June 30. 2004. Tht: !'air valu¢ \\'JS 
c~ti,natcd using tht: z.cro-coupon 1nethod. This me.thod cok:uJa1es thl· furur1.-'. ne1 scn!cmcnl payrncnts: ri.:quircd by thj,; 
S'-Vilp, tlssutning rhat th1..~ current torn·ird rate!-: ln1plied hy :h.! y1cl<l curvi: com:ctly anti(..'.ipate future ~pot intervst 
r,Ht"s. Tht.>.St' paymt:nL\ art then di~countl·d using th,; ~put ra:es i1nplied by the current yield curve fOr h}TJOth.:':tlcal 
71:·ro~coupon boc<ls due 0:1 '.he dille of :::a;;:h futun: n;>t St':~lcine-:n on the s\vap. 

Credir risk: As of Junt.: 30, 2004. th.: City \Va!> ~xp'1sed to crc:dil ri::.k because the sv.·aps had .i positive fair valuf. 
T1t:' S\Yap countcrpdrtit::;, B..ink of A.merlc.a and \Vac:lovia. \\·ere :-alcd A.., by Standard & Poor's llr:<l ;\a:2 b; 
i\1ooJy·'.-t [n1.1e~.tors Servke and,\ r hy Standard ,If.:. Poo(s and Aa-2 hy iv1ntlJy's lnvc-ston; S<.!n:kc. ri,;sp.:cti\'ely. n.s of 
June 30, 2004. To n1itigat..: the ps.H(;ntia1 :'oJr cn:<li: ; bk, if t\1e :::oun!erpurtics crr;dit quality fall::: helo,,· ,i\, (Aa2. :be 
fair valu:.: of the swap \vill be fully colla1e-r2'lized by the r:ounterparty \Vhh l :.s. gnve-rnnu:nl s~-curilies. Co1h1le;;n:l.1 
\','Ou.Id be posted v,ith a third-pany custodian 

fiasis rfo·k: Th~ sv..:lp i..·:,,:po~cs the City to basis risk should th~ :-clauonshlp b~I\VeL'TI LIBOR ,1nd H\1A converg,~ t0 a 
ratio highc.r than 1hat st{1ted in the swap:,;. t\s of Jt;ne 30, 2004. lhc ratio \lo'as not b,rreater than the ratios ~tatcd in the 
~\vaps. tf a change occurs that rc"ulls in the rntes n1oving to d c.onv<:rgence ratio gn:at~r than d1at stated 1 n thl' S\lr'aps. 
the 5\1,-aps rr1ay· not provide the ~xpi:c:.ed int<.·;es.t rate ;isk niirigation. 

T::rrn1nat ion risk; Tbc Ciry or it.s counterpa:1ie'> n1ay tenninat.:: the :-.v.:aps if the othl!r party fails to perform unc.lt:r lhc 
h:nns of 1:'lc contract. The s,vaps may }Jc ti:nni:iat;;:<l by the :'.::.ity if the countcrp~ni;:s' credit quality ratirg falls 
helo\v "'A-" as l~sucd by Stuu<.h1rd & Poor\ or ''1\3" <1.s is.:;ued by ~1oody's lnves1ors S~rvice. lf at !he rime of 
'.r.:rrnination, the sv•ap~ have a nef_ative f3tr 1.·aluj,\ lhe:- City \i.•ould he liahle to the countcrpurti(.!s for a payrni.:nt equal 
to th(~ si.vaps· fillr value . 

.','11,ap [J(I)'tnent.Y u.nd uss1;::.:ialcd debt: As 1he sv•ap;; ;ire lntendc-d scdtly to mitig.a1~ the City's L:xposun.:: :11 inti.:n:s.t 
r;ltes. tbr: City does no! txpect to rc<11i20 interest ratt savings froni thi.: S.\\'Ups. A~ interest rate!> rise, it is ~xpc-cted 
lhat the ditference. or sprt:acL l:letvreen short-term tax-exe1npt rates and short·tenn ta.,able rates \.\')l! incr~ase. t ndcr 
this. expectation. th~ City \vi1J rt'-ccivt: p,1yn11.:nis under the ,sv,·aps greater than its pay1n~nts to thi..: count::rpllrti1:s. A~ 
a net rec.:ivcr on the s,va;,s. t!:c- City \vou!d thcr: have su;;t: n1011ies uvail.1b1~ to offset higher debt s1:r.1ice 
requirenicnt.s on iLs long-h.:tm bonds. 

Fixed to v·arinble Sn·ap 

(Jhjective of the i11teres1 rate sH·r.,p· The City's JSSet/llabi!lty strat;;;gy is to have variable rate debt i:xposure 
consistent \Vith its variable rah.: asset exposure:: Ll:e n;5ul1 lx:ing that a~ intcft.'.'..l ralcs increase, lhe City's invcs:m\'.'.nl 
income \\-ill on·set its incrcas;,.:d variable rali: di:bl co!lts. 
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CITY OF YER.'\01', CALIFO&'IIA 
Notes to Basic Financial Stalcments {Continued) 

.lune 30, 2004 

'IOTE 7 - BOND INTEREST RATE SWAP AGREEMENTS (CONT!Nt:ED) 

'l'ermx: In April 2003, the City entt'.red into a pay-variabh:, n:,;;..:iv~-fixed interest rate S\\·ap for the term of its 
575.110.000 2003 Series C Elccldc Systcrn rc,cnue bonds. The notional amount of the swap is S75, 1 IO.OOO, 'n 
J Jnt" 2003, the C:ity elcch:d to t~rn1in~te the: portion of the S\\'ap 1hrough April 2008 in e:,;cbang~ for a pay;neont o:' 
S4, 170,000 frun1 the si,;,·ap coun:er;:Hrny. Lnd~~r t.hc n.:rnainiflg renns of thi;; g.,,,·ap. (i) tht! S\vap becomes effectivt' iu 
/\pril 2008 and terminate.~ in April 2033:. Un: Cit~ pays fl variubie rate equivalent 10 the Bond i'v1arkcl A:,;sociation 
Murncipal Swap Index (B~U), "hich was 1,06 pore<nt at June 30. 2004, plus 0.84% and receives fixed rate 
payn,ent~ equal to the actual s~mi-annual inter~st payn1enls due on the Serii:s C bonds. The notional amount of th~ 
sn·ap and the an-1011ization of th0 prlnciral of the Series C Bonds urc exactly tnatched. As of June JO. 2004 (n:.:: 
S~ries C Bonds are fixed rdte bond~. Bi!gi-:minJ in .i\.pri[ 2008, :.ht' SerJe-s (' bonds ,vlll becon1e synthetic variable~ 

rate bonds as follo1,\·s: 

Terms 
Interest rate- svvap: 

V~riable payn1ent to countc':"party 
Fixed paytncnt fTon1 i.:ounterparty 

Rati:s 

B.'v1/\ + 0 S4% 
Equal to 1he fixed bond coupon payTnent (approxiinatel~ 
5.4~·0) 

Fair i·aiue: As of Junt: 30. 2004, the S\.\'ilP had a negauve fair vnluc of $:.!,592,000. Th.! fair value of the s,,ap ·.v;is 
calculated using thi: par-value melhcd· the fixed rat..:: on the 'i\Yap \Va:') cornparcd \.\'ith the current fixed rates ~hat 
i.;1,,Juld b~ ach[i::vcd in tht~ marketplac1; sh0uld the s,,,,ap be uri\vou.nd, The fixed-rate. component was val'.H.:d by 
disc.ountlng the fixed-rate i:ash fio>"v,:,. u:,;i:1g tht:: C'Jn'enl y1t·.ld to maturity of a coniparab!e bond, The vadabl;-rate
l'.(\mponcn\ \rab a~suiued to be .:1t par~value- bec-.1us:c the '.nt~:r..!"it rate resets to the 11,arki,;,t rat~ at every rcs<.:t date. The 
f'1ir valu~ v.•as th~n calculated by !>ubtracti~g ~·~ i.:-stilblisilcd rnctrket v~lue of thi: fixed con1pon.:n1 tro,n thr.: 
t'E.tabl!shrd market vniue of the variabk: component t:lc par-value nf thi¢ hond), 

Credit i-i::.k: As tht> S\vap·s fair ,,alul.: as ~,r Ju:1i.: 30, 2004 is nt:gcnive, the C.ity does not hav(' ~ny credit -:xpu:1Llfc 10 
the. counterpart;, Should the svd.-:p·s fair va:ue becou11;· posi:i\,e. 1hc {~ity v,:ould have credit e,xposure to the 
counterpar1y .:quul to the friir value a!nou:1t. As or June 30, :?JH)4, the s\\ap count~rpa11y, Bank of .'\ruenca, v.as 
rated A'"f- by Standard & Poor's and .A.a2 hy ~:tuody",5 Invcstc..,rs S1,,;n Ice. To 1nitigatc th(' potential for cr~dil ri1:sk. If 
the counterparty's crt:dit quality falls belov.· ,.\ ..... J:\a-2, the fair ..... aluc of the S\~·ap \\'iii be ti.Illy collateralizi;.·d '::,~r:hl2 
count..:rparty v.·ith U.S. governn1ent sect~ritie:,;, Collateral would be: posted ;,.vith a third-party custodian. 

Jn1eri:st rate risk: Beginning in A.pril ~OOS, the .:,;\~·ap increils:!s the City's exposure to intL'n::st n1te risk. As B;\,Li\ 
increast'::;. the City's net payment on ~:le ::,v,,ap inc.re.:1!\1.;s. 

Terminal/on risk: The City or the c..ounterpany may terminate :he s~·ap ifth1.; uthi:r party f'1ib to perforn1 under the 
tern1s of the contract. In addition. the City 111ay opti...:Hu1ly terniir,ate the agret•inent on any date. Jf at the tirnc o'. 
\enr1L'1ation the sv,,·ap has .:i nt'gatiYt.: fair v81t.:.e, tl1e City \vould br liahh~ 10 the cour.tcrpany t1)r an amount ::qual to 
the negative fair vulue, 

S>t'(lf) pc~vn1cn1.~· a11d asso.::iareJ dt:bt: ll~i.ng intcre:>.t rates as o!' Jun~ 30, 2004, principal an<l intcrccit rcquin.:rn.:nts of 
lt:c debt and n1:t $\Vap pa)1ncnts for :he term of the ~\,·ar an<l the debt an.: rui !Ollo\YS, ,\s rates vary, ne: S\\·ll;) 
payrrienrs \Vil! vary. 
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CITY Of' YER.1'10l'i, CALIFORNIA 
Notes to Basic Financial Statements (Continued) 

June 30, 2004 

NOTE 7- BOi'iO INTEREST RATE SWAP AGRf:EMENTS (COJ\TL'll!ED) 

11te follO\\'ing_ table su.mmarizi;;s the savings. the City will ~~alia if Bi\ 11\ r~inains constant at t .06~-U. 

)tear Endiu~ 
June 30 

Principal 
A.1noun1 Interest 

2005 S 1,210,000 $ 3.968.283 

2006 1,260.1)()() J,919.881 

2007 1,3 IOJ)(){J 3.869.'183 

lntcrc~t R1:1te 
S\•rap. Net 

s 

2008 l.360.0ll(J 3.817,083 ( l,230.906) 

2009 1.415.000 3,762,6&3 (2.4)3.253) 

20 I 0-20 I< 8.215,000 J 7.674.363 ( 11.458,419) 

2015-2019 10,51J5.000 15.296.763 (9.946,173) 

2020-2024 13 .735.000 I 2. 153, 750 (i .'J21.S80) 

2025-2029 17.865.000 8.519.773 (5.243,080) 

20Jo-203J ______ 1 s_._14_5_._oo_o _____ ._2_._0G_2_._J_G._1 ___ r_1.676.5201 

Total 

NOT£ 8 ··· RISK MA;'\,\G£ME:'iT 

Total 

S 5.178.28, 

5. l 7l) ,1-:83 

5, 179,48) 

J ,946. I 77 

2.7..t~.~30 

14.4.10.944 

I :i.945.SQO 

l7,966.8i0 

21.141.6°)3 

13.530.843 

"I h<.: Cily is c~po:,;i;,;d to v,1riou,-, ri~ks of loss n:la:ed to tu11:i; thctl uL Lla1nag.e lo. and destr~tction or assets: errors and 
01nbsiu11~; injurii..:s Lo i:r11plo.Yees; natural d1s~1crs~ un~n1p;oj1nc11l i.:o..,.·..:rng.c. u . .nd prL•\iding h1:alth b,:neflt~ to 
c,nploy~es, r~tiri:.·c.~, llnd their depenjents. ·111: (:iry is si.!lF·insurcd lOr its general liability. \vorki,:,r::,' cornpensatiou, 
and propcny liahility J'hc Cit-y h.i.s chosen to cstabli.:.h risk '.inanc-ing Internal Servici: Funds, \Vh'-•reb:- a·:;sets Jr(;" set 
asi<le for clairn ~c!lh:n1cnt'i associated \\•llh !he- abov;; risks of ln~s ur t;J i.:<.:rlain lin1its. 

J"hc (~ity has obtained various insura;1.c~ policies tha1 provide covi,;rage fhr "Special Fortn Perils" agair.st din:ct 
phJ sical !os;; or damage. including earthqu11kc and tlood, to all r~"dl and personal propi!rt)' of th,; City, including 
cquipm-en1, business and rcrcnue intem1ptien 1 errors ar.d ornissions, boilt:r and machinery and pollution leg::il 
liability. The carthquuk1;; and flood p\;rtion of the polk:i:s hev~ a 5°10 dcductibh: of th~ to1al ln~urab!c valnc~ p<:r 
bui!dlng.~ sm:ctun: or covcn.~d item at the time and place of Joss. In the most recent "State1nent of Vaiu~~·· for the 
City. real ar:d personal property !Dhtl insur,;::J va!u.::::. equ<1l'.!d SQS.553 .142 and tot.al insurt:d ea11hquakeiflood .,,:1]uc:,; 
qualed $81.IU0.4)9. 

Crime (Ernpiuy(.'.t.: Thet1 :u1d, D;.:po.iltorr~ Forg.:ry ,a1<l A.lt~n.ition. and C'ninputcr und Funds Tntn~fcr Fraud) cuvt:rag: 
ir "i.lfao in f1)rce \,·ith :i limlt $100.000 for eJ:c~1 !inc ofccv,ruge. 

The Cily is self in!-tun:d for th-: fin,t $'.100.000 of \Vorkcrs' Cornp~n~ation clain1:,,; and for the first S'.2.000<000 of it.s 
Gt:nt.:rul Liability Cc}vcruge. 
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CITY OF VER.'IION, CALIFOR'IIA 
:-;otes to Bask Financial Statements (Continued) 

June 30, 2004 

.'lOTE 8 - RISK MAJ\ACE'.1-ff:,/T (CONTINUEl>) 

Exci.:ss coverage is provided by the lr:de;:endi:nt Cities Risk Managerncnt Authority (the "ICRMA"). a joifit powers 
authority ,vhos.e purpose is to develop and funti prosrrams of cxc~s;-. insurance for its 1n('n1ber cities. The 1c:~\1A it: 
gQverned by a board of directors cunsistin~ of n:pre'ienta'!ives of its rne1nber cities. !_..xccss coverage is provided by 
ICR~1t\. Self~insun1nce and JCRMA limitr; a.re as folJo;,.,s· 

General Liahility 
\Vorkers' ('.ompcnsatit111 
Property 

Insured !irnits are: 

Se!t'~lr.-sl;rance ______ ,,__ _ _____ ,, __ 

Up to S2.000,000 
Up to S30Q,OOO 
Up 10 5 10.GOO 

Not r\pplicablt 
$300,000 to S 10.000,000 
Nol Applicable 

I T )'P" of Coverage Limit"''---- -----------
Excess Gt:ncral Liability 
Excess ()enetal Liahllity 

SI O,~O,OCO excess of Sl.000,000 (self insured) 
S] D.000,000 C,\CCSS of 5 l 0.000,(100 

Th,;: Cily h i.;onsmicting a:,d 1,vill be opcrat1n5 the l\-1:d':lurg G(;ni;;rating Station. a cornbined cyclt: power plant. /\ 
Builders Risk insurance po Ley is in pha.:c v.·ith lirnib ;:1f in::hlftin.:e of S 150,000,000 t~ach a11d ?;Ve.ry k1(,5iaccidcn: 
comhin;,;d sint?h: lirnit. TI1c dedtictible is S100J)0(i all oth,~r peril~, exct:01 $250,000 rur the GTX 100 TuJbini;:s. 
Earthquake c.l;~·i.:r;1ge ha<; an ann,ual r1ggrega1.e .;_;ub'.imit of$2(LOOO,OOO witli' a 5°/0 on Earthquake. 

Amounts in L.':xcc.ss of the::.1: 1in1its a:c se!:'··L':sured. 7h!:'.::-r htYt'. been no significant reduction,<:,, of coverage f-:-om th;;: 
prior year. There have been no set1lements e:;cc,~ding in:.Lranct coverage fur ;.:each of !hi: pa;,t three fisc.ctl years. 
Health b..:fr;flts risks are covered on an occurn.:u<..:e ba;.i:s for ,Hnounts in e-xc~ss of S75.000 per person Gp to 
S.'2,000,000 per person by coin:nercial insura1H.,1: purcPu.si.:.-d fron1 independent third parties.. 

The m1paid claiins linbilitks includt:d 1n eac:1 ofth<: se:f~lns1Jrancc lnti:n1al Service Funds cui.: bused on th.: re::;u\ts of 
actuarial studies. and third-party admini:5lrator clalln reports. and include an1ounts for claims incurred but no: 
report~d, including loss ad_;ustrncnt expenses. Claims Jiabilitk·s are calculated considering thi: .;ffe-cts of intla1ion anc! 
recent claim sett\i;;ment tr~nds. includf:1g :frequency and amount uf payouts and other economic and :;acial factors. 

Chi:n1gcs in the balances of claims '.iahilitics du:-ing the past t'\vo fi'.-cal years Cor all scJf .. insun1.ncc funds co;nbinc-d 
are as fo!lov,,s: 

Clatn1s payahlc, beginning of fisc::tl yea; 
lncurrccl clain1:, 
Clai1n payrnenl5 

C'.lairns payable. end of fiscal y(:'ar 

41 

Fiscal Yea, Ended June 30 
2004 ~2_00c.:3 __ _ 

S 5,!24.267 
622JJ93 

(493.535) 

S 4.609,778 
l.567.693 

(l,053.204) 

$ \ 124.267 



NOTE 9 - PENSION PLAN 

CITY Of' VERNO!'i, CALIFORNIA 
Koks to Basic Fin•ncial Statements (Continued) 

,June 30, 200-1 

The Ciry contributes lo tho California Public Employees' Rctiroment System (PERS), an agent multiple-employer 
re:iremeot sysh~in that acts a:, a comnhH1 inv~sl'men: and adminisrativc ngt:nt for panie1patiJ1g puhHc entitles \\'ithin 
thi.! State of Culifumia. 

,\ll full-tirne. safety (polict' and tire personnel) and misce!laneous personnel and tt'mpornry or pat1·tin1e en1plO)'Ci!S 
v:ho htl\'t \rorked LGOO hours in a fiscal y~nr arc eilgih[e lo pa!'ticipatc in the PERS. Bencfi1s v~st after five year.,; of 
s~rvie0. Employees \vho retire at uge 50 ,,vith five yeu~ of credited servii.;c ure entitled to ccti1 en1ent ben~tits. 
Jl.·1unthly n:tin:tnent benefit5 are ba~c;d on an ~rnployee ·s. avi!rage cotnpensation tOr his or her s\ngh: highes1 year ef 
cornpen,;ation for eae-h year of cred[ted servlct:. 

\1isco;::llaneous. membt>:rs •,,,i1h five years of credited servici; may retire at agt: 55 \Vith full benefit~ b3si:.'d on a )en,r:fll 
factor d~rlved Erorn the •·2°,-~ 2.t 55 \,f,1-,cil1<1neou~ Factor" henclit fhctor table and b~t\vccn age 50 an<l 54 \\'ith 
r:!duccd r~tircrncnt benef:ts. Safety fnemhcrs ffl:UY retire a: ag,: 50 ,vith full benefits ba, ... ·d on a bciu.:fit facl<)r deriv1:;d 
fron~ th~ «2~,;l at 55 Snfcry Factor'' benefit H1ctcr tab!e \\ ith :tvc y~ur.s of cr~ditcd service. TI1e PERS abo provid~s 
di:c1th and disabiliry ben ... ·fits. Tbcsc b.::1cfi1 ;:,rovisions and all oth(."r r~quircntt:nts ure cst11blished b;· State \t.ati.a:.: ar.d 
City ord:nancc. 

The City's plan doc~ ru.H issu..: a st-dnd-alon,: financial rt:port but ls included in thi;.' PERS report, ,vhich can be. 
ubtainl'.d fT0111 PERS at Lir:co!n Pi21.z~, 400 P StrtX'l't. Sacram~n10, CalHOrnia 95814. 

·r lie Stare-n.:quin;d Cily ernployec ~aL1ry c.nntributinns of 71
'.·~ f'Or miscellaneous en1ploy.:·e'3 and 9°/(1 for \aft~l) 

n1;.:n:bcrs ari: sub'.'>idi1ed by the Ciry. The Ciry 1~ required to co:it:ihutc the remt1ining. arnount;,; necessary to fr..:nJ th(; 
bt:nefits for its n1cmbers., L:sing tbe actuarial h:1.-.:s ddopted by lh~ PERS Board of r\d1ninistratlon. 

The Clt)· 's to:al t.:ontrlbut!on to the PERS fot the :ca:r ended June JO, 200-1 \\'as .~2,742,685. City contribuli0n nH,;:s 

as El p<.:rct:ntagc of co\'ered payroil 1,v~~re 01~h :'{)r miSoccHant~ou.s plan t!1crnbcr~ unJ 9.562~,(I fur ;.;af\::ty piJn n1i;n1be:-s. 

fhe City· s 1.:onLdhution \Ya5 mad~~ in accorCanct" \vith actuarially dt.termlncd requirements ha.s.~d on an ai.;tuaria[ 
valuation pi.:rforn1cd as of June 3Q, 2001. 

Thi: PERS ust.:s tile i;ntry ag.: nonn;1l )C't~arial cost method . .,.-hic:1 l.s ,1 projected bt:netit cost rnerhod that ta.hes into 
account those ben~fits cxpcctL;d to be ~a.mi!d in tht!' fi.:lur.: as w·~!! as those already accrut:d. ,\ccording to this cost 
n1cthod, tht' nonnal cost for an employee ls 1he le\,el an1ount that \-VOuld fund the projected beni;;fit if it ,vl..'n: paid 
nnn1rnHy fi'otn the datt of ,:,mp!oyn1en1 un1il rctircn1cnL ·rhc PEH.S us.es a 111o<lific:ation of the entry ag..:: nonn;1.I C'OSt 

n1cthod \\'hereby the en1p!oyl!r's total normal cost is cxp:..:s:s.ed as n lcvi.:I percentagt! ofpa)TOll. PERS ah.a us:r.::; the 
k:vel perc~nrage ofpuyroU n1ethod to a1nor1ize any unfunded accru~d actuarial liabilities. The a1noni;,.ation p..::'iod of 
~he unfunded accrued ri.ctuaria\ liability e:1ds on June 1\1, 1011. 

Significuni nctuu:-i::-i! assumptions u;:,ed 1n the vaJuation included {a) a ra1e of n:turn on tbe invcsin1cnt of pn:si.:nt arid 
future a;;scts of 8.'.?5'\;j a year. compoundcl'. annually: (b) projt:(:tcd salury increa:,(;s of 3,75~1

0 a ye1tr. con1pounded 
c1nnua!ly, and 3.50°/v nt1rlbutable to intlaLion: (c) additional p:·(!.icct;.;d 5alary iJ1cre.is<:s of 0.01

\, a year. ~nrlbt:tah!e :n 
cJst~of· Jiving ir.crr.'i\.~es: a:1t (d) 1nerit r~-1is,·s that vary by 1enf>)h of scr;icc and ng.c of t!tllry. 

The actuarial valu~ of assl.'!ts ,.,.,'-1~ de:cnnin¢d using techniques thar sr;1ooth the c.ffl!cts of shon~tcrn1 vnlutllit) in th-.! 
rnarket valu,;;, of inves1n1ent-s Dvc-r a l~·o- to five~y\!ar period. 



CITY OF VERNON, CALIFORl\ilA 
Notes to Basic Financial Statements (Continued) 

.June 30, 2004 

NOTE 9 - PENSION PLA!\ (CONTINUED) 

1·n:nd infonnntlon for the current ar,d tv,o pr~~cdir:g fiscal years is as follo\vs: 

Fiscal 'l ear 
En<l1.;d 

··---········J __ u_nc::3.cO __ 

2004 
2003 
2002 

/\nnua! Pc11:,,iu11 
Cost (APC) 

S 2,7;17,685 
1.954.358 
1.726.373 

An1cunt 
Cont-i':,uted 

S '2.'742,685 
l.954.3~8 
1.726.373 

Pi:rccntagc 
of 

APC 
Contributed 

l 00~1o 

l OOo/o 
!00% 

Set Pension 
Ob1igatiou 

Thi: follo\Vlng sch1,;dulc repn:senv, the r1:quir..:d supplemen:al information fOr tht: three 1nost rt:ci.:nt actuari~I 
\·aluations., This schedule provides ir.foro111tiun about rrogn:ss inadc in accuinulatlng 3ufticient ass.l..':ts to pay bcnefi:s 
\vhen due (dollar arnount~ ir: tnillions): 

Actuari~tl 
\';ilu.tnion 

Date June 30 
2002 
'.'.001 
2UOO 

.A..ctuarial 
Acc1ued 
I,iability 
J..,\AL)___ 

$ l61.7 
l55.7 
t,12,,1 

At!uarial 
\tdlue of Plan 

Assets 
$ 165.7 

I 79_g 
177.l 

NOTE HI - LF.GAL SETTLF.ME:'<T 

c,vcrfunded 
AAL (OA,\L) 

• 4.0 
?:~ I 
JS,O 

Annu)I OAAL as~;-, 
Funded Covt:n:d ofCov::>r::d 

-------· R~tio ---- Pavroll ~TOH __ 

102.S~'o s 19.9 20.3°"0 
115.5 18.9 l27.9;(·i1 

124.6 185 IXS.8'\1 

In 2004, the Ciry <.ettlc-d ~n u:iiil.n:sl lu\\'~ui: "tvith El P..:.1,0 \:atnral Gas Con1pany fi'.)r S7.l;.t8,889. Thl.' la•,,,:iLiit wa.~ 
brought against El P1:L'io ~il~'..Jral Gas tOr rnaaipulatin£ ga~ supplies and pipi:line dcli1,.l:dcs during tht' 2001 l'l1t"TiY 

crisis. The City ,vas not party to the <:lass action la\vsuit brou;,?,ht against EL Paso and settled indi:pendent!y of 1h1: 
class. 

NOTE I I - DEFICITS IN FUND EQLJTY 

The deficit fund balance ofSl0,929,908 in tht.:: Capita! Pr~,jccb Fund relates lo re.1,;ording th:: fund's loan~ fro;n the 
City on it:; balnnc~ sh~et, 1A-hich v.·ill be :-epaid tl1n)ugh fu:un: propc:rty I.ax incre1nenb. 

T)1e Gas Entcrpri:-ic Fund has n:.1g.ativt> net assets of $6))68,7C4 at June 30, 2004, \Vhich \Viii b~ f(!CO\cred fror:"t 
custon1i:rs or.ce the fund t'.o;:1mences orv~raticns in 2C05 

Th1: Equlp1ni:.:nt Repiace:nent int~mal Servi~e Fund has 1u.:gati1,c.: net assets ofSt55,011 at June 30. 20Q4. T\1 the 
::,-;tent sllch deficit is anributcd to shortfall~ 1n ch,1rge:s t',_) otb::r fUnds. such defic.it v.•Hl he rceovercd through futu~i;: 
r..ite increases. A deficit uriJicg fron1 decreases in fair valu~ of pook:d investment~ \Vil! not be re-cove.red tb..ro~12h 
char_gi..::;; tu othi:r funds. 
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CITY OF VERNON, CALIFORNIA 
Notes to Basic .Financial Statements (Continued) 

June 30, 200-1 

11,on: 12-LlGHT AND POWER OPERATIO:-.s AND COMMITMEr-iTS 

Der~g11Jatln11 

Eft'ectivc Apri! l, l 998, competition \\·as introduced into Calitor:i.ia ·s electric ulility rnarkel. and custDn1cr.-. of th~ 
:-;tate's invc'itor .. uwued utiliii~s {fOUs) b.:cann: i.digible fur dirt::ct ucccS::i. Tbt.: in1ple1nentlltion of corapctllion in 
a~ccrdun~e \dth State Assetr:bly Bill 1890 (AB 1890) n:sulted in ~ig:1ificant :itrucn1tal changes to the electric pO\\'tr 
industry. inc1udlng manda1t•d dircc: rtccess fer f()l,- custon1cr::., enercy 1:,a!e~ through a Po\\.'Cr Exi.:hanµi.:, ru1J 
n1anagcni.;nt of tran\n1hsion US?lt."15 through ai; Indcpi.:nd~nl S.y\lcrn Operator (ISO). AB 1890 abo legislated the 
recovery of stranded ioves\UH!tH through the assessmc-nt of a non~by passable competition transition chnng~ (C'TC). 
Th_e original deregulation legis.l;;tion applied 10 the State".s IOUs and did not compel particip1:1tion hy publk:ly o\v11..-J 
ulilities, such a:; the City's electric. utility. 

Pttriictpaling Transt11ission Olvner 

On August 30. 2000. the Cit;' filed a petitior. for declartttory ordtT \\ ith rhc Federal Energy Regulatory Cor,,1misc>io;1 
(FEl{C) rc4u1)Sling a dc!errnination by the F[RC thilt the Cit~·~ T:-ansmission Revenue Requin:nH:nt (IRR), ·Js 
:.1pprovt:d hy its rate sr:tt1ng body. the ('ity Counc:'l, is prop("r fur p'Jrpose:; of the City bccon1ing a Par:iclpating. 
Trunsn1issio11 C)v.Tier (PrJ'()) in the California I~(). ;h,: FL.RC issued its order accepting the City\ pcti;_lon, \'vilh 
certain :nodifii...:ation, on Octuht::r 27._ 2000. Ccr;tiin aspects :.if thi.: FERC ordr..:r \,ere chalk:ngcd by sorn<: of the 
Stalc's otbcr PTOs. Recently, a tCderal .o.potais court r11l~d that the \vay the FER(~ arrived ;-H i:s deciSaioi1 \-'.as 
ir:1proper and rt:manded the case back to the FE.RC: fi.1:- h1rther proceedings. lhe City :!Xp<.•cls the outcornc to n}n;a)n 
1he sJn1e. A.::. a PTC), the City ha."i tumi:d ovi:r optTutlonal co:itrol of its. t1;u1~u1i:f~k1n t:ntitlerni:nts to thr;t JSO l.'tfi:-c\;ve 
January l, 2001 dlli.i shall bi..: rc-in1bursed bu:;cd upon i1s TRR hy !he lSO through the IS(}\; collection of ;1 

1ra11sn1i.:sslo11 nct:css charge CL·\('). 

On December '21, 2000, the ISO lilc<l. mi behalf ur it,ulf and !he Participa1ing Transmission Owners (?1'0). o 
nurnbcr of changi.:~ to it$ Trans;nissi:in Control Agrccn·.ent ('fCA) to rccogni7e Vernon's application t:} bcco1ni.: r: 
P.irticipating 'l'ransmis.sion (hvner, Thi: !SC> ?.Isa fih:d revisions to idi:ntif) th~ trru);;1nission inten:sts thJt th,;;' Ciry 
\\'ill he turning over to the 1SO':.- opt!rulltH.al i..:ontrol and lhc inclu::.:on of an L:Xplkit contract provision to en-;(1re th;-it 
a:J P"fO;;, including an entity .::1..:ch ns tht L"ity, ,vhlch is not subJect r.o the rar.e jurh:diction of FER(:' ut1d,::- :-.s:.:t!on 
2'.)5 and 206 of the FcdLTal Povv't'r .. \ct (FPA), m<1k<: all n:L1r:ds o:' payrncnl adiust111ents to implement any :·~ie\arn 
FERC orJ1.·r. 

Pn,;ect Co11uui11ne11t, 

,\. Southern California Public Pln-.·er Authority 

In 1980. '!he Ciry t:nte-red into n join! p,1v.'Cr~ agrcen1c'1t \-Yith nine (9) Southern California cities and an 
irrigation district to fonn the Sou[hi..:nl California Pub!i1.·. Pov,'er :\uthorit)' (th1.: "Authonty"'). The 
Authurily':, purpost.-' b :he pl,uu1in.g. fi;1anclng. acquiri:ng. consrn1cting and operating of projects t.ha\ 
g~ncratc or trnn;;mit t'lcc1ric energy. 
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CITY OF VERNON, CALI.FORNU 
Noles to Bask Financial Statements (Continued) 

.I nne 30, 2004 

1'.0TE 12 - LJGHT AND POWER OPERATI01'S A",0 COMMITME\1S (CONTJNUED) 

Th1,: Authority purchas..::d a 5.9)'?1, inteTest in the Palo Verde Nuck·ar (icnt.:rating Sluiion (the "Station''), a 
nt:cle.ar-fired generating, station near Piloeni,, A.Jizor.a, from th\:! Salt River Project Agric:1ltun:l 
Improvement and ?O\\'CT Ol:itrlc~ an<J a 6.55°,f, share of lhe right to use certain port!ons of lhc Ari.1.iJru:1 
Nuclear Po1,.1i,·1;;;r Prqjcct Valley Tran::,m:ss•on Sy:;tem. The City has a 4.9'1'0 cntitlcn1i:nt shore of ti--.<: 
Aulhorlty's intl!.rest in th~ station, 

Bct\v1..'t:!n 1983 .and 2002, the Authurit) issu:;-d SJ,166 billion {v,dth $609 tnillinn cu1Tently out'.-.tzn<ling) o!' 
Power Project Revenue Bonds to fln:inc<: the purct:as~ of the Aulhority's shu.n: uf !he Station and r(•lat~d 
transmission right5. l'hc bonds an.: not obligations of uay 1ne1nber of the Authority or public. agency other 
than th1.: Authority. {Jndi:r a po\lrt:r sah:s i::ontract v.·i1h ti'.e ,,\uthority, the City is obligated on a 'take or puy'' 
basis for its proportionat1.: shar,; of po,\·~r generated, ElS v.,clJ ac; to make payments for its proportionate share 
oft.he opl!ra1ing and maintl'nan:c cxpcns.::s of the S:adoi;, tk:bt S-r.:!rvice on the bond:- and any D:her deb-t. 
,vht:ther or not the project or any part th..:re::;,f or its o~ltput '.s suspended. reduced or terminated_ The Ciry·s 
proportioncllt! share of <.:osts during fis-ea.l year 2000::. \Vas SS.610,372. The City (:Stiinatcs its pro"?Joniunatc 
sbare of costs v,1\1 bt: approxi1nately $3,Q00,000 for fiscal yr:2.r 2005. 

B. Hoover Dam Pon·e-r' Plant l~p~rade Progran1 

In Junual)' 1987, the Clty cnt0re:i into (l con011ct v:ith lhc I'~dcral Rurcau of Il~c!amation to fund part cf UH 

upgr~ding pro2nm of th{' Hoover Dam r{lw~r plan': to incrc;;ll.e ihc plant's generating !.":.ipacity. ln 
exchange, th~ City \~'ill rc-ccivt= its pr·o rule sha:-l;' of1he additional r-o,.•.-er produced. Total pro~rrctm costs ar<2 
cslinHitcd to be S l55 1n[llion. 

,\:,; of Junt: JO, 2004, the City's total tulvarci;;·s \\t:rt: ':::6.736.123 !Or tile upgrading. pro~arr .. 1\t June 3J. 
2004, th,;; outsta:iding note r~.c.eivab]t': H'as S.4, l ! 6.241 fhe City h1:1s no ,)h!iµation to a<lvan;,;e fund:, in :hi; 
futuri;_ J'he note !s being, repaid \vllh inter~st ov\.!r u p;:riod o~~ 30 ;.·i:urs, The City 111ust Jlso 1nakt' payments. 
for ihi pro rt.:.ta :;bare of operating and n1ui11te;!r;ance ca~ts not recovt>;re.d by the plant through rev.:rcucs, The 
amount paid during the currer.t ye2.r for pur~has0d po\\·er \~'as ri.:duc~d hy pr-inclpal arnuun!:; totalii1g 
S'.207.087 due tht' C:lt} on the outstanding not.:: rr:cci'vabh.:, Thi: contract e:,pirt:'.) in June 2017. 

C. Callfornia~Ore~on Transn1ission Projecf 

In l99L the City enten.:d into ~he lnterin1 Panicipath)n ,.\gr~ernent \'>'hh se.vl!ral ?\orthern L'aHfomia entities. 
and the \Vestc:m 1\rea Pov>oer .t\drninistration. !his agr~1;ment cr1lls for thi.: construction and operation ofth·~ 
project. Each party in the ugrcem<.:nt has b'.;l..!!l al:ocatcd a respective share of the construction CO:,~S. ·rh(" 
City's share is 8Jl5°,"o. As of June 30, 2CCW. the Ciry·~ s1are of total costs incurred f()r the project"b- p!aI111ing 
and consrr11ctlon \\'as $36.917.002. 
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CITY OF VERNON, CALIFORNIA 
Notes to Bask Financial Statements (Continued) 

June 30, 2004 

NOTE 12 · LJCHT AND POW EH OPERATIONS A'liD COM:\'IITME'ffS (CONTINUED) 

l 1ower l'urcha!ie Ctnnn1itmenl.\ 

As of June 30, 2004. thl! City has cnten:d into {on_g-tcnn comrni1n1enrs to purchast' po\ver subject 10 certain 
i.:ondit.ions. The following table sununarizes 1.hc value of t'.l~ cunHcilments at Junt: 30: 2004 (in thousand.:,;): 

Fi:scal .Amount 
- ---------···· 

2004-05 s 36.0S4 
2005-06 ]9.038 
2006-07 l 4,0<; l 
2007-08 14.091 
2008-11 20.269 

$ 103.543 __ ,.,._,,._.,,,,,_. 

('011s1ru,·tinn Co1n111/Jn1£1lfl~ 

As. of June 30. 2004, tl1c City's Liµht and Pov·d:r Fund tiud L:o;nn1itn11.:nts for construciJon contracts nnd open 
purcba.,;r.; orders totniing approxirnatr:ly 525 ciillion, 

NOTE 13 - l'OST-HETIREMENT BENEFITS 

1 he City ('011ncil npprovtxi a. pn:-.1~rctir('mcnt benefit p:an for all employees 'A·ith 20 yc?Jrs of service ,vho retir1: ai 60 
or 30 yi.:::1r, or n101~ nf service to 1;1r..; Cily. The pli.111 µuy~ fhr qJ?.lified t.:nlplo}i.:l:s' medical ilnd dt.:ntal in~u:anc.: 
prl.!ir1lun1s und dain1s froin age 60 to GS. Fu.1.dl:ig of the plan is on ~, i:K1.y.-a;;~you-go brtsls. During tht> yei'.f ended 
Jun!J JO_. 2004, nr,proxinuit~!y 43 tinploy.!'Q:{ \\'?re ehf;tb'.e to rc..:,;_·ivl~ hen~fits. :~mounts paid tOr !he yt'})r ended .1t;nt'. 
.10, 2004 tn>sleJ S3 I 2.300. 

NOTE 14 CONTL'>GENCIES 

,\t June 30, 2004, a number ofla\,s1;it:c. and (lui111s V.'i!!":! pending against the City that aro~c in !he nonnal cour;;c of 
operations. !vlanagcment csti1nate-s 1hat cenair: ::,ending lan,sults and claims may result in additional li.'.:lbitltic., or 
approxirnately S.500.000. 

The (;jry is cu:rent!y in proce~dir.gs \\-ilh the FERC to det:.::nninc the appropriat~ Trunsn1i.ssicn Rc,enu.: 
Rcquirr:ment ("TRR") l~Jr ~he City. The City ls currently recelvl.ng revenue from the IS() based on a ·rRR (:if 

approximat~ly S 10.2 milllon dnnoally_ 1-rii..' City eannn1 prt:dict the out~o1ne of this proce~ding, hut it l:; po~:i,:blc thal 
thi: ouli..:urnc could affect th-.: C\1y·~ TRR in certain wuys n1cluCing, tunong otlv.:r~. the lcv~l ur TRR. Thb proce5b 
n1ay result !n j(lditional liabilities a:pproxirnating S5 inillion. In addition. the FLRC has ord~r~d the c:iry to pay 
refunds for certain. l".kct"ic ent>7"[;:.Y saL:s n1<H1e d·,1rJng the pe':'iod October 2. 2000 through June ?O. 2001 11t pri:;~_;;;; 
ahovc t..:i..:rtHin Califun1ia nutrke't:.... Thi:. on.li.'r b cu;-rcntly ur:d;,:r appcul in th~ lJuill..:d Stut<:'.'! Court uf Appcub, und u;, 
such thi: Ci\y cannot predict the outco1ne of this ~,si. This ordi?r m.ly result in lh.1hilities approxitnating s~oo.noo. 
The ultimate los~ n:iatcd to thes.e. rna11cr:,,, if ariy. is unkntn\-n at !his timi.; and no arnnunt has bc~n l'Jt'cri.:c<l f,, 1hc 
accornp~nying finani;.:iul :,tet~n1l.;llb. 

Additionally, other signif1canl h:1~·suits pending, ag_t1in~t the Ci1y involvit1g breach of contract cu1H::..:r11i11g \\holesale 
pov,'er supply rnay result in liabiliti~:> nppro:dmating $10 n1illion. Ho\\'ever1 1h~ uttimatt" loss, if any, is unkno•An at 
1his time and no arnount ha<. bezn accrued i:; the sccon1panyin~ financial stateinents. 
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,June 30, 2004 

NOTE 15 - FUTURE GASB PRONOU!\CE~!E:\TS 

ln iv1arch 2003, (iASB issued Statt:mcnt No. 40, DcposiJ and /n-.,esunenr Risk Disclosures- an amcnd1ncnr q.(GASll 
Siatl'mer:I ,hlo. 3. This statcmen1 addn:sse.s con1tnnr: d~po:.it u11d in\'1.;'Stment risks related to credit risk, ro11ccr:.tra1inn 
of credit risk

1 
Interest rate risk, and IOrt!igr. currency risk. ,As ar. cl~1nent of interest rate risk. this statement n:quin:·:, 

certain disc.;losure~ of investincnts that have- lair values that 3re highly -:cnt.itivc to change~ in ln1crest rate:,, J)eposlt 
and invcstnH:nt policies related to the risk iden!ified in :hi~ st:itcmtnt aiHo should br.; disclosed. The City \Vil\ 
in1plemttnt 1h~ ne\v reporting rcquirerncnt!-s in lhc fi~cal y',,,'a.: 2004-05 finunclal state1nents. 

The City is cun·entl;- anal;,zing i!s accounting practices- to dt•tcrminl; the poti:ntial i1npact on the financi~l state1nents 
frlf the follo\\'ing GASB Statements: 

In Ncve1nber 2003, GASB bsucd Swtement No. 42, Acc.uunting and ,r:;lnancial Repo,.tf11iJ(1r bnpairrnenl o)~Capira.' 
/1.sseJs and_(<.,r Insurance Recoveries. This staten1znt cstabli:\h~s accounting and financial r~poning standards f8r 
impairrn~nt of capital assets. A capital a,s:sct is cor.siCered i.Jnpaire.:d ,Nhcn its service utility has declined sigrificantly 
ar~d unexpectedly. This stat.!m~nt also clarifies and establishes accounting requirements for insurdnc.e r...:!i.::ovi.;ries. 
This s1atc1nt:nt is eflective !Or the Cit; .. ·s fh,c?.1 )ear ending June 30. 2006. 

!n April 2004, G1\SB issued StJlcrrH.'fll ?\o. 43, Finun~.:1al Rep,,rJingJiJr Pu!)!i:t11pfoyn1r:nt Bc:ne_(rt Pla,,s (Jtlrer Tha11 
P::nsion / 1/ans. This s1aten11:nl s:stabli:,h1..;) unifor.n fi11anch:d reporting standards for olht~.r rostemploy1ncn<:: bl..'ncfits 
(CJPEB) pluns. TI1i: approach f(li)o\\1ed ir. this st2.10ment ge!ncrally is consJ_r;.;ti.:nl \\'Ith the appru.1ch adopted fo:
Jtflci.:d benefit pi:>nsion p'.ians \~·t1h modifications 10 rcl11,;ct Jiff~rc:nc..:'.:i b\..!t,••e-en pension plans und OPEB plans. J'hc 
statcn1cnt applies for lJPEB lru;,-it funds in'-.:luJ,:d in th<:'. fi:ianci.i.l reports of plan sponsors or crnploy(:r:;;. a.s;; Vi'ell as fur 
the stand~aloni;.· financial r~por1s of C>PEB plzns or the pa"hli:: employ~c rctin.·rr1c11t sy.s.tcnl$, or 01hcr third rarti~s. 
tbut administer rhern. This stat0menl als,, p::-ovkk::-. n::quirc;nt.!nts for l'eporLing of OPEB tt\nds by admini.stra:ors. L'.f 
n-:uliiplt-employcr OPEB plan::;. ,,hen ti11.:: fund u:.cd to accu1nulate assets and pay benefits or pn_-rniums ,.vh1..·n dui: is 
riot a trust fund. Thi~ sta~en1e.nt ls cf!e"ctlve:: fo:- the c:h~··s fi'.cal year ending June 30. 2007. 

!n Jun~ :2no.1, CJASB J:,,:,;u~d Staten1ent No. 45, A::::uunriug a(ld Financial Ri!pOrting b_1: f)nplo::e,·s Ji,r 
J1os1emp!oyn1e11t Ben1;_{its Oriu!r Tfl(ln P:::nsion~-. ,,,:ii;;h addreS-Si."S ho\\' ;\,tat~ and local g,ovi..-m,nents :,;hould accoun! 
fr.lr and report their costs and obligation.; related to po-.1c1nploy:ncnt hcalthi.:are and ot!11:r 11011pcnslon bt:lh'fi!S 
Collettiveiy, th:!se benefits arc cornmonly rel~rrt-<l ta ru;; o:ht.:r postcmplo:y1ncn1 benefits, or ()l"EB. 1-hc statc111::n1 
gJnerally requires that cn1plo21 ~rs accour.1 for and n:port the a:1nual cost of OPER a:1d the outstanding obligatic,ns 
and ccrnrnitrnenls related to OPEA in 11sscn1iaHy the sac1t: rnanr:er ns they currentiy do for pensions. Annual (JPEB 
cos.1 for rnost en1ployers will b~ bas.ed on ;,cttt.1riatly d~:rc,r:ined arnounts that, if raid on an ongoing basis. gcn\.:rally 
\\'ould provide sufficient re-sources to pay ben:::fits as they come due. This statl:mcnt"s provi~ions may be applied 
prosptc1ively and do not require govcnuncnts to fund thi.!ir ()PEB plans. An employer may establish its. C)PEB 
liability ut zero rrs uflill' bcsinning of the iritial year ofimph.:n:cntation: hO\\.'CVcr, the unfunded m . .:tuarlul liability is. 
required to he ,unortized ove-r futu:-c p-..>ri<1d:,, This staten1l.'nt also establisht!s disclosure re.quirer.1cn1s for 
ir.forrnation aboiit the plans in \-vhLch an employer participates. the funding, policy follo\•,ed, the acruarial vah..:.ation 
pro..:i..:"s l:in<l us-:,un1p1ions, and, fOr c::rtain employers. the ex1en1 10 \vhh.:h the plan ha:-. been fund~<l oYer tin1e. This 
stutenient i::, effective for the (~lry'-. fii-lc~l y;;ar ~nding Jane .30. 2008. 
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,T\;llES: 
: J.\e'S 

\pt:cial asSl..'ssm..:nts 
J),,:s.:J!S,t.~~ and permit'> 

';"i;i,"s., forfuituros and penallir:s 
j\;;ven1x..."-S from use of monks and prop;;rtic~ 
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CITY OF VER!'\ION, CALIFORl'ilA 
l\ote to Required Supplementary Information 

June 30, 2004 

i'iOTE 1 - BUDGET 

T11c City adheres to the following general procedures in establishing its annual budget. which is reflected 
i11 the acco1npanying General Fund budgetary con1paris1)n sch.;'.dule. 

• 

• 

An annual budget is adopted by the City Council that provides for !he general operation of the City . 
The budge! includes anthorizd cxpendinires and estimated revenues of the General fund. Special 
Revenue I unds and Capital Projects Funds; 

The budget is formally integrated into the acco,mting s,·stcm and employed as a manugement con:rol 
device during the ;vear: 

• Encun1brances. ,vhich are comn1itrnents rc!atec! to e.,ecutory contracts for goods and scrvk:cs, ar~ 
recorded to assure ~ffective budgetary control and accounU1bility: 

• Eni..:un1brances outstanding at yeiJ.r·tnd do not ..;onstitut1,; t:xpcnditures or liabilities. under- G/\1\P. 
Encarnbran(.·.c.s outstanding at year·eud are repor1ed as reservations of fL1nd balance for subsequ.:nt 
yt:)ar exp~nditun::s. l!ncncun1bercd appropriation!>. lapse at year-end: 

• l'be tnidg~t ls adopted on a n1odified a:,:.crual basis. ex;;:ept that encumbrances are trea1ed as b~H.lgetary 
ba::.is expenditures ir,, the ycur of ini..:urTen{,·(: Df thL' cnrn:nlt,ucnt h1 purchase: 

• rhe City ;\dn1i11istrator h; authorized to transfer appropriations bct,.vccn activities \Vithin an: fund. 
Expenditures n1ay not cxccl'd appropriations at the fund levcL Excess t:xpendituri::; 1..1vcr 
appropriations are financed by beginning fund balances. The final budgeted arnntm\; used in tr.e 
accompanying general fund budgi.;:lary cnn1pa1i:ion s;;;h:.!duJc include any a1ncnd1ne11ts 1nade during 
fiscal year 2001. Encumhrances carried forward frc,m lhe prior year are reflected in the original 
budget. 
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APPENDIXC 

CERTAIN DETINITIONS 

"Additional Gas Payment" means any payment to be made by the City, on behalf of the Authority, on or 
before each date provided in or pursuant to the Gas Purchase Agreement for the payment of any amount by the 
Authority other than the Prepayment, including without limitation Imbalance Charges (as defined in the Gas 
Purchase Agreement), taxes, and indemnification payments, all amounts payable by the Authority on such date 
under the Gas Purchase Agreement other than the Prepayment. The City will make all Additional Gas Payments for 
the account of the Authority directly to the party entitled to such payment. 

"Alternate Liquidity Facility" means a bond insurance policy, financial guaranty, letter of credit, line of 
credit, standby purchase agreement or similar agreement or any combination thereof issued by a commercial bank or 
other financial institution and delivered to the Tender Agent in accordance with the terms of the Indenture and 
replaces a Liquidity Facility then in effect. 

"Auction Rate" means a variable interest rate determined in accordance with certain auction procedures. 

"Available Amounts" means, except a provided in the next succeeding sentence, (a) funds paid under a 
Bank Facility, (b) moneys which have been continuously on deposit with the Trustee or the Tender Agent and (i) 
held in any separate and segregated fund, account or subaccount established hereunder in which no other moneys 
which are not Available Amounts are held, and (ii) which have been so on deposit for at least 123 days from their 
receipt by the Trustee or the Tender Agent, as applicable, and not commingled with any funds so held for less than 
said period and during and prior to which no Event of Bankruptcy of the City or the Authority has occurred; (c) 
proceeds from the sale of bonds, notes, or other evidences of indebtedness received by the Trustee directly and 
contemporaneously with the issuance or sale or remarketing of such bonds, notes or other evidences of indebtedness 
and held in any separate and segregated fund, account or subaccount hereunder in which no other moneys which are 
not Available Amounts are held; ( d) any other moneys if there is delivered to the Trustee and each Credit Provider 
an Opinion of Counsel (which may assume that no Owner of Bonds is an "insider" within the meaning of the 
Federal Bankruptcy Code) from a law firm experienced in bankruptcy matters to the effect that the use of such 
moneys to pay amounts due on the Bonds would not be recoverable from the Owners of the Bonds pursuant to 
Section 550 of the Federal Bankruptcy Code as avoidable preference payments under Section 547 of the Federal 
Bankruptcy Code in the event of the occurrence of an Event of Bankruptcy of the City or the Authority; and (e) 
proceeds of the investment of funds qualifying as Available Amounts under the foregoing clauses. With respect to 
Bonds which are not Variable Rate Bonds, including after the Fixed Rate Conversion Date for a Series of Bonds 
which were issued as Variable Rate Bonds, and during each interest rate period during which Variable Rate Bonds 
are Auction Rate Bonds, Available Amounts means any moneys. 

"Available Commitment" as of any day, means the sum of the Available Principal Commitment and the 
Available Interest Commitment with respect to each of the 2006B Bonds and the 2006C Bonds, in each case as of 
such day. 

"Available Interest Commitment" initially means, (i) with respect to the 2006B Bonds, $1,328,351 (an 
amount equal to 35 days' interest on the 2006B Bonds, computed as if the 2006B Bonds bore interest at the rate of 
12% per annum), and (ii) with respect to the 2006C Bonds, $1,327,948 (an amount equal to 35 days' interest on the 
2006C Bonds, computed as if the 2006C Bonds bore interest at the rate of 12% per annum). The Available Interest 
Commitment with respect to each of the 2006B Bonds or the 2006C Bonds may be adjusted from time to time as 
follows: (a) downward by an amount that bears the same proportion to such amount as the amount of a reduction in 
the respective Available Principal Commitment pursuant to the definition of "Available Principal Commitment" 
bears to the Available Principal Commitment prior to such reduction; and (b) upward by an amount that bears the 
same proportion to such amount as the amount of any increase in the respective Available Principal Commitment 
pursuant to clause (c) of the definition of "Available Principal Commitment" bears to the Available Principal 
Commitment prior to such increase; provided that after giving effect to such adjustment the available interest 
commitment shall never exceed, with respect to the 2006B Bonds, $1,328,351, and with respect to the 2006C Bonds, 

C-1 



$1,327,948. Any adjustments pursuant to clauses (a) and (b) above shall occur simultaneously with the event 
requiring such adjustment. 

"Available Principal Commitment" initially means, with respect to the 2006B Bonds, $115,440,000, and 
with respect to the 2006C Bonds, $115,405,000, and thereafter shall mean such initial amount adjusted from time to 
time as follows: 

(a) Upon any reduction in the applicable Available Principal Commitment pursuant to the terms of the 
related Liquidity Facility, downward by the amount of such reduction; 

(b) Downward by the principal amount of any 2006B Bonds or 2006C Bonds purchased by the Bank 
pursuant to the applicable Liquidity Facility; and 

(c) Upward by the principal amount of any 2006B Bonds or 2006C Bonds previously purchased by 
the Bank pursuant to the related Liquidity Facility, which a Bank Bondholder elects to retain or that are 
sold or deemed sold by a Bank Bondholder under such Liquidity Facility (regardless of the Purchase Price 
received for such Bonds). 

Any adjustment to the Available Principal Commitment pursuant to clause (a), (b) or (c) above shall occur 
simultaneously with the occurrence of the events described in such clauses. 

"Bank Base Rate" means, for any day, a rate per annum equal to the higher of (a) the Fed Funds Rate plus 
.50% per annum, and (b) the Prime Rate. 

"Bank Bond" means each 2006B Bond or 2006C Bond purchased by the Bank pursuant to the related 
Liquidity Facility and held by or for the account of a Bank Bondholder in accordance with the terms of such 
Liquidity Facility, until purchased from the Bank Bondholder or retained by the Bank Bondholder or redeemed in 
accordance with the related Liquidity Facility or otherwise. 

"Bank Bond Rate" means, for each date of determination, the rate per annum specified below with respect 
to each period: 

Period 

Purchase Date to l 80th day following the Purchase Date 

On and after the 181 st day following the Purchase Date 

Rate 

Base Rate 

Base Rate plus 2.00% 

Notwithstanding the foregoing, from and after the earlier of (i) the date amounts are owed hereunder but only so 
long as not paid when due and (ii) during the occurrence and continuance of an Event of Default under a Liquidity 
Facility, all amounts owed hereunder shall bear interest at the Bank Default Rate. 

"Bank Bondholder" means the Bank, (but only in its capacity as owner (which as used herein shall mean 
beneficial owner if at the relevant time Bank Bonds are held in book-entry form) of Bank Bonds pursuant to the 
related Liquidity Facility) and any other Person to whom a Bank Bondholder has sold Bank Bonds pursuant to and 
subject to the terms of the applicable Liquidity Facility. 

"Bank Default Rate" means a per annum rate of interest equal to the Bank Base Rate plus 3.00%. 

"Bank Facility" means, as of any time, collectively each Credit Facility and each Liquidity Facility then in 
effect. 

"Bank Payment" means any payment to be made by the City to the Trustee, as assignee of the Authority's 
rights with respect thereto, on or before each date provided in or pursuant to each Bank Agreement for the payment 
of any amount by the Authority, all amounts payable by the Authority on such date under each Bank Agreement. 

"Bankruptcy" shall be deemed to have occurred with respect to a Person if such Person (a) files a petition 
for relief under Title 11 of the United States Code, as amended, and any successor statute or statutes having 
substantially the same function or any other insolvency law or seeking to adjudicate it a bankrupt or insolvent, or 
seeking dissolution, winding up, liquidation, reorganization, arrangement, adjustment or composition of it or its 
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debts under any law relating to bankruptcy, insolvency or reorganization or relief of debtors or fails to file an answer 
or other pleading denying the material allegations of any such proceeding filed against it; (b) takes any corporate 
action to authorize or effect any of the foregoing actions; (c) generally fails to pay, or admits in writing its inability 
to pay, its debts as such debts become due; ( d) applies for, seeks or consents to, or acquiesces in, the appointment of 
a custodian, receiver, trustee, examiner, liquidator or similar official for it or for any material portion of its assets; 
(e) benefits from or is subject to the entry of an order for relief under any bankruptcy or insolvency law; (f) makes 
an assignment for the benefit of creditors; (g) fails, within sixty (60) days after the commencement of any 
proceeding against it seeking any reorganization, arrangement, composition, readjustment, liquidation, dissolution or 
similar relief under any present or future statute, law or regulation, to have such proceeding dismissed, or to have all 
orders or proceedings thereunder affecting the operations or the business of the Person stayed; or (h) fails, within 
sixty (60) days after the appointment, without the consent or acquiescence of the Person, of any custodian, receiver, 
trustee, examiner, liquidator or similar official for it or for any material portion of its assets, to have such 
appointment vacated. 

"BMA Index" means the "BMA Municipal Swap Index" announced by Municipal Market Data on the rate 
determination date and based upon the weekly interest rate resets of Tax-Exempt variable rate issues included in a 
database maintained by Municipal Market Data which meets specified criteria established by the BMA. The BMA 
Index shall be based upon current yields of high-quality weekly adjustable variable rate demand bonds which are 
subject to tender upon seven days notice, the interest on which is Tax-Exempt and not subject to any personal 
"alternative minimum tax" or similar tax under the Code unless all tax-exempt securities are subject to such tax. 

"Bond Insurer Event of Insolvency" means the occurrence and continuance of one or more of the following 
events: (a) the issuance, under Article 74 of the Insurance Law of New York or any successor provision thereof ( or 
any other law to which the Insurer is at the time subject), of an order for relief, rehabilitation, reorganization, 
conservation, liquidation or dissolution of the Insurer that is not dismissed within ninety (90) days; (b) the 
commencement by the Insurer of a voluntary case or other proceeding seeking an order for relief, liquidation, 
supervision, rehabilitation, conservation, reorganization or dissolution with respect to itself or its debts under the 
laws of the state of incorporation or formation of the Insurer or any bankruptcy, insolvency or other similar law now 
or hereafter in effect including, without limitation, the appointment of a trustee, receiver, liquidator, conservator, 
custodian or other similar official for itself or any substantial part of its property; ( c) the consent of the Insurer to 
any relief referred to in the preceding clause (b) in an involuntary case or other proceeding commenced against it; 
( d) the making by the Insurer of an assignment for the benefit of creditors; ( e) the failure of the Insurer generally to 
pay its debts or claims as they become due; provided that any failure by the Insurer to make payment on any 
financial guaranty insurance policy (i) that is being contested in good faith or (ii) with respect to which thirty (30) 
days have not elapsed, shall not constitute a failure by the Insurer generally to pay its debts or claims as they become 
due; (f) the Insurer shall admit in writing its inability to pay its debts when due; or (g) the initiation by the Insurer in 
writing of any actions to authorize any of the foregoing. 

"Bond Interest Term Rate" means a non-variable interest rate established periodically by the Remarketing 
Agent with respect to the 2006B Bonds or the 2006C Bonds, as applicable. 

"Bond Payment" means any payment to be made by the City to the Trustee, as assignee of the Authority's 
rights with respect thereto, at the times and in an amount sufficient to pay the principal of and interest on the 2006B 
Bonds and the 2006C Bonds on or before the date on which the same becomes due and payable. 

"Bond Register" means the registration books for the ownership of Bonds maintained by the Trustee. 

"Bonds" means the 2006A Bonds, the 2006B Bonds, the 2006C Bonds and any other series of bonds issued 
and outstanding under the terms of the Indenture. 

"Book-Entry Bonds" means Bonds registered in the name of a nominee ofDTC or any successor Securities 
Depository for the Bonds, or a nominee thereof, as the registered owner thereof. 

"British Thermal Unit" or "Btu" means the international BTU, also called the BTU (IT). 
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"Business Day" means any day other than (i) a Saturday or Sunday or (ii) a day on which banks located (A) 
in the city in which the Principal of the Trustee is located, (B) in the Authority in which drawings under the 
applicable Liquidity Facility are to be honored is located, (C) in the city in which the Principal Office of the Tender 
Agent at which the 2006B Bonds or 2006C Bonds may be tendered for purchase by the owners thereof is located, or 
(D) in the city in which the Principal Office of the Remarketing Agent is located, or (iii) a day on which The New 
Yark Stock Exchange is closed. 

"City Bond Indenture" means the Indenture of Trust, dated as of December I, 2004, between the City and 
The Bank of New Yark Trust Company, N.A, as the same may be amended and supplemented, relating to certain 
bonds previously issued by the City. 

"City Gas Tariff' means Southern California Gas Company Gas Tariff GW-VRN, as the same may be 
amended or replaced from time to time. 

"City Gas Tariff Delivery Restriction" means the adoption or imposition by Transporter after the Effective 
Date of the Gas Purchase Agreement of any amendment, supplement or other modification of the City Gas Tariff 
(including the tariffs or rules of general applicability to customers of Transporter) that (A) changes the availability 
of transportation, the form of transportation or the rate structure applicable to transportation to one or more border 
delivery or receipt points on Transporter's system, such that Gas Supplier's ability to deliver (or the terms of such 
delivery), or Purchaser's ability to receive (or the terms of such receipt), gas under the Gas Purchase Agreement at 
any such delivery or receipt point is materially restricted or (B) changes the availability of transportation, the form 
of transportation or the rate structure applicable to transportation from a Delivery Point to City, other than any such 
change which is generally applicable to all receipt points on Transporter's System. 

"Covered Rate" means, with respect to any 2006B Bond or 2006C Bond, the Weekly Interest Rate and the 
Daily Interest Rate. 

"Credit Facility" means a policy of insurance, a letter of credit, a stand-by purchase agreement, revolving 
credit agreement or other credit arrangement pursuant to which a Credit Provider provides credit and/or liquidity 
support with respect to the payment of interest, principal, Redemption Price or Purchase Price of any Bonds but 
shall not include a Reserve Financial Guaranty. 

"Credit Provider" means, as of any time, any entity providing a municipal bond insurance policy, bank or 
other financial institution or organization which is then providing a Credit Facility for some or all of the Bonds. 

"Credit Rating" means, with respect to a Person, any public rating of the senior, unsecured, unenhanced 
indebtedness or deposits of such Person from any Rating Agency. 

"Daily Interest Rate" means a variable interest rate with respect to the 2006B and 2006C Bonds which is 
reset by the Remarketing Agent on a daily basis. 

"Debt Service Reserve Fund" means the Vernon Natural Gas Financing Authority Revenue Bonds (Vernon 
Gas Project) Debt Service Reserve Fund established pursuant the Indenture. 

"Debt Service Reserve Requirement" means, as of any date of calculation, an amount equal to the least of 
(a) ten percent (10%) of the initial offering price to the public of the Bonds as determined under the Code, or (b) the 
greatest amount of debt service on the Outstanding Bonds in any Fiscal Year during the period commencing with the 
Fiscal Year in which the determination is being made and terminating with the last Fiscal Year in which any 
Outstanding Bond is due, or (c) one hundred twenty-five percent (125%) of the sum of the debt service for all Fiscal 
Years during the period commencing with the Fiscal Year in which such calculation is made ( or if appropriate, the 
first full Fiscal Year following the execution and delivery of any Bonds) and terminating with the last Fiscal Year in 
which any debt service on an Outstanding Bond is due, divided by the number of such Fiscal Years, all as computed 
and determined by the Authority and specified in writing to the Trustee; provided, however that in determining debt 
service with respect to any Bonds that constitute variable rate Bonds, the interest rate on such Bonds for any period 
as to which such interest rate has not been established shall be assumed to be (i) with respect to Bonds which are 
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tax-exempt, the ten year historical average of the BMA Index ending with the week preceding the date of 
calculation, and (ii) with respect to Bonds which are not tax-exempt, the ten year historical average of the One 
Month USD LIBOR Rate ending with the month preceding the date the calculation is made or if the One Month 
USD LIBOR Rate is not available for such period, another similar rate or index selected by the Authority. 

"Debt" means with respect to any Person, all items that would be classified as a liability in accordance with 
generally accepted accounting principles, including, without limitation, (a) indebtedness or liability for borrowed 
money, or for the deferred purchase price of property or services (including trade obligations); (b) obligations as 
lessee under leases which should have been, or should be, recorded as capital leases in accordance with generally 
accepted accounting principles; (c) current liabilities in respect of unfunded benefits under employee benefit, 
retirement or pension plans; (d) all guarantees, endorsements (other than for collection or deposit in the ordinary 
course of business) and other contingent obligations to purchase, to provide funds for payment, to supply funds to 
invest in any other Person or otherwise to assure a creditor against loss; (e) obligations secured by any mortgage, 
lien, pledge, security interest or other charge or encumbrance on property, whether or not the obligations have been 
assumed and (f) obligations of such Person under Interest Rate Protection Agreements. 

"Debt Service Reserve Valuation Date" means the Business Day preceding each July 1, commencing 
July 1, 2007. 

"Electric Service" means the services, commodities and products furnished, made available or provided by 
the Electric System. 

"Electric System" means the electrical energy generation, transmission and distribution system of the City 
established pursuant to Ordinance No. 1022 of the City (codified as Section 2.91 of the City's Administrative Code) 
and referred to in the City Administrative Code as the Vernon Electric System, comprising all electric generation, 
transmission and distribution facilities and all general plant facilities related thereto now owned by the City and all 
other facilities properties, structures or works for the generation, transmission or distribution of electricity hereafter 
acquired by the City, including all contractual rights for electricity or the transmission thereof, together with all 
additions, betterments, extensions or improvements to such facilities, properties, structures or works or any part 
thereof, and any additional contract rights for electricity or the transmission thereof, hereafter acquired. 

"Electric System Revenues" mean: (i) all Bond Payments, all Bank Payments and all Qualified Swap 
Payments paid by the City pursuant to the Supply Agreement; (ii) all Net Payments and Termination Payments paid 
by the counterparty to the Authority pursuant to each Qualified Swap Agreement; (iii) during such time as a Supply 
Agreement Event of Default shall have occurred and is continuing: (A) all amounts paid by the Gas Supplier 
pursuant to the Gas Purchase Agreement; (B) all amounts paid by Citigroup Inc. or any other Person pursuant to, or 
in connection with, the Guarantee, including all collateral, letters of credit and other security in connection with the 
Guarantee or the Gas Purchase Agreement; and (C) all amounts received in connection with the Authority's security 
interest in, and pledge of the City's interest in, the Purchased Gas, the Gas Purchase Agreement and the Guarantee. 

"Eligible Bonds" means any Bonds Outstanding under and entitled to the benefits of the Indenture which 
bear interest at a Covered Rate and that are tendered or deemed tendered for purchase pursuant the Indenture other 
than any such Bond which (a) is a Bank Bond or (b) is owned by or on behalf of or is held for the account or for the 
benefit of the Authority or the City. 

events: 
"Event of Insolvency" means, with respect to any Person, the occurrence of one or more of the following 

(a) the issuance, under the laws of any state or under the laws of the United States of America, of an 
order of rehabilitation, liquidation or dissolution of such Person; 

(b) the commencement by or against such Person of a case or other proceeding seeking liquidation, 
reorganization or other relief with respect to the such Person or its debts under any bankruptcy, insolvency 
or other similar state or federal law now or hereafter in effect, including, without limitation, the 
appointment of a trustee, receiver, liquidator, custodian or other similar official for such Person or any 
substantial part of its property or there shall be appointed or designated with respect to it, an entity such as 
an organization, board, commission, authority, agency or body to monitor, review, oversee, recommend or 
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declare a financial emergency or similar state of financial distress with respect to it or there shall be 
declared by it or by any legislative or regulatory body with competent jurisdiction over it, the existence of a 
state of financial emergency or similar state of financial distress in respect of it; 

( c) the making of an assigmnent for the benefit of creditors by such Person; 

( d) the failure of such Person to generally pay its debts as they become due; 

( e) the declaration of a moratorium with respect to the payment of the debts of such Person; 

(f) such Person shall admit in writing its inability to pay its debts when due; or 

(g) the initiation of any actions to authorize any of the foregoing by or on behalf of such Person. 

"Expiration Date of the Liquidity Facility" means, with respect to each Liquidity Facility, June 27, 2009, as 
such date may be extended from time to time by the Bank pursuant to the terms of the Liquidity Facility. 

"Facility Fee" means the annual fee payable from the Authority to the Bank in consideration of the Bank's 
provision of the each Liquidity Facility. 

"Favorable Opinion of Bond Counsel" means, with respect to any action requiring such an opinion, an 
opinion of Bond Counsel to the effect that such action shall not, in and of itself, adversely affect the tax-exempt 
status of interest on the Bonds or such portion thereof as shall be specified in the provisions of the Indenture 
requiring such an opinion. 

"Fed Funds Rate" means, for any day a fluctuating interest rate per annum equal to the weighted average 
(rounded to the next higher 1/100 of I%) of the rates on overnight Federal funds transactions with members of the 
Federal Reserve System arranged by Federal funds brokers, as published for such day (or, if such day is not a 
Business Day, for the next preceding Business Day) by the Federal Reserve Bank of New Yark, or, if such rate is 
not so published for any day which is a Business Day, the average (rounded to the next higher 1/100 of I%) of the 
quotations for such day on such transactions received by the Bank from three Federal funds brokers of recognized 
standing selected by the Bank. Each determination of the Fed Funds Rate by the Bank shall be made at 11 :00 a.m. 
(New York City time) and shall be conclusive and binding on the Authority absent manifest error 

"Finn" means the parties may only interrupt performance of their obligations to deliver or receive gas 
under the Gas Purchase Agreement to the extent such performance is excused as a Force Majeure under the Gas 
Purchase Agreement. 

"First Supplemental Indenture" means the First Supplemental Indenture of Trust, dated as of June I, 2006, 
between the Authority and the Trustee. 

"Fiscal Year" means the period beginning on July I of each year and ending on the next succeeding June 
30, or any other twelve-month period selected and designated as the official Fiscal Year of the Authority. 

"Fitch" means Fitch, Inc., or any successor thereto. 

"Gas Purchase Agreement" means the Agreement For Purchase and Sale of Natural Gas, to be dated the 
date of issuance and delivery of the 2006 Bonds, between the Authority and the Gas Supplier, as the same may be 
amended and supplemented. 

"Gas Supply Agreement" means the Natural Gas Purchase Agreement, dated as of June I, 2006 between 
the Authority and the City, as the same may be amended and supplemented. 

"Generally Accepted Accounting Principles" means generally accepted accounting principles applied on a 
consistent basis set forth in the opinions and pronouncements of the Accounting Principles Board of the American 
Institute of Certified Public Accountants applicable to a government-owned utility applying all statements and 
interpretations issued by the Governmental Accounting Standards Board and statements and pronouncements of the 
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Financial Accounting Standards Board which are not in conflict with the statements and interpretations issued by the 
Governmental Accounting Standards Board or in such other statements by such other entity as may be approved by 
a significant segment of the accounting profession, that are applicable to the circumstances as of the date of 
determination. 

"Guarantee" means the Guarantee, to be dated the date of issuance and delivery of the 2006 Bonds, from 
Citigroup Inc. to the Authority, as the same may be supplemented and amended, and shall include any successor or 
additional guarantee, surety or other security for the obligations of Citigroup Inc. thereunder and/or the obligations 
of the Gas Supplier under the Gas Purchase Agreement. 

"Independent Certified Public Accountant" means any firm of certified public accountants selected by the 
Authority which is independent pursuant to the Statement on Auditing Standards No. I of the American Institute of 
Certified Public Accountants. 

"Interest Rate Protection Agreement" means the 2006 Swap Agreement or any other interest rate swap, cap 
or collar agreement or similar arrangement between the Authority or the City and a financial institution, providing 
for the transfer or mitigation of interest rate risks either generally or under specific contingencies, which in the case 
of the City shall only include any such agreement under which the obligations of the City are payable solely from 
the Electric System Revenues. 

"Initial Liquidity Facility" means each of (i) the Standby Bond Purchase Agreement, to be dated the date 
of issuance and delivery of the 2006B Bonds between the Authority and Citibank, N.A, relating to the 2006B Bonds 
and (ii) the Standby Bond Purchase Agreement, to be dated the date of issuance and delivery of the 2006C Bonds, 
between the Authority and Citibank, N.A, relating to the 2006C Bonds. 

"Interest Accrual Date" means, for any Weekly Interest Rate Period, the first day thereof, and thereafter, 
the first Wednesday of each month during that Weekly Interest Rate Period. 

"Light and Power Fund" means the Light and Power Department Fund established pursuant to Ordinance 
No. 950 of the City (codified as Section 2.65 of the City Adininistrative Code) and shall include any successor or 
replacement fund established by the City for the collection of revenues and the payment of expenses of the Electric 
System. 

"Liquidity Facility" means the Initial Liquidity Facility and any other letter of credit, standby bond 
purchase agreement, line of credit, loan, guaranty or similar agreement of a Liquidity Facility Provider by a 
Liquidity Facility Provider to provide liquidity support to pay the Purchase Price of a 2006B Bond or 2006C Bonds 
tendered for purchase in accordance with the provisions of the Indenture, and any Alternate Liquidity Facility, with 
terms that are not inconsistent with the terms of the Indenture and which is approved in writing by the Insurer. 

"Liquidity Provider" means Citibank, N.A, and any other provider of a Liquidity Facility approved in 
writing by the Insurer and its successors and permitted assigns, and, upon the effective date of an Alternate Liquidity 
Facility, the bank or banks or other financial institution or financial institutions or other person or persons issuing 
such Alternate Liquidity Facility, their successors and assigns. If any Alternate Liquidity Facility is issued by more 
than one bank, financial institution or other person, notices required to be given to the Liquidity Provider may be 
given to the bank, financial institution or other Person under such Alternate Liquidity Facility appointed to act as 
agent for all such banks, financial institutions or other persons. 

"Long-Tenn Interest Rate" means, with respect to the 2006B or 2006C Bonds, a term, non-variable 
interest rate. 

"Master Indenture" means the Indenture of Trust, dated as of June I, 2006, between the Authority and the 
Trustee. 

"Maximum Rate" means, except with respect to a Series of the 2006 Bonds in an ARS Interest Rate Period 
and Bank Bonds, the rate of 12% per annum, calculated for each Interest Rate Period as provided in the First 
Supplemental Indenture. 
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"MMBtu" means one million (1,000,000) Btu. 

"Moody's" means Moody's Investors Service, Inc., or any successor thereto. 

"Net Payment" means with respect to a Qualified Swap Agreement, the amount payable by the Authority 
on each scheduled payment date under such Qualified Swap Agreement net of the amount payable by the 
counterparty under such Qualified Swap Agreement on such scheduled payment date. 

"Notice of Bank Purchase" means a written notice from the Tender Agent to the Bank requesting the Bank 
provide funds for the purchase of tendered and unremarketed 2006B Bonds or 2006C Bonds. 

"Operation and Maintenance Expenses" mean the costs paid or incurred by the City for operating and 
maintaining the Electric System including, but not limited to (a) all costs of electric energy and power generated or 
purchased by the City for resale, costs of transmission, fuel supply and water supply in connection with the 
foregoing; (b) all costs and expenses of management of the Electric System; (c) all costs and expenses of 
maintenance and repair, and other expenses necessary or appropriate in the judgment of the City to maintain and 
preserve, the Electric System in good repair and working order; (d) all administrative costs of the several 
departments of the City that are charged directly or apportioned to the operation or maintenance of the Electric 
System, such as salaries and wages (including retirement benefits) of employees, overhead, taxes (if any) and 
insurance premiums; (e) payments in-lieu of taxes to the City or any other public agency in connection with the 
Electric System; (f) all costs, expenses and charges of the City required to be paid by it to comply with the terms of 
any Issuing Instrument authorizing the issuance of Obligations (as such terms are defined in the City Bond 
Indenture), such as compensation, reimbursement and indemnification of the trustee, remarketing agent, broker
dealer or auction agent or fees and expenses of Independent Certified Public Accountants and other consultants; (g) 
the fees, expenses and indemnification of Credit Providers and Reserve Guaranty Providers (as such terms are 
defined in the City Bond Indenture); (h) all amounts required to be paid by the City under contracts with a joint 
powers agencies for the purchase of capacity, rights in an electric generating station or electric transmission 
facilities, transmission capability or any other commodity right, or service in connection with the Electric System, 
which contracts require payments to be made by the City thereunder to be treated as operation and maintenance 
expenses of the Electric System; (i) all deposits to be made to a rebate fund established with respect to Bonds issued 
under the City Bond Indenture to provide for any rebate to the United States required to maintain the tax-exempt 
status of interest on bonds issued under the City Bond Indenture; (j) any cost or expense paid by the City to comply 
with requirements of law applicable to the Electric System or the City's ownership or operation thereof or in any 
capacity with respect thereto or any activity in connection therewith, including without limitation the Public Benefits 
uses required by Section 385 of the California Public Utilities Code; and (k) any other cost or expense which, in 
accordance with Generally Accepted Accounting Principles, is to be treated as a cost of operating or maintaining the 
Electric System; but excluding in all cases depreciation, replacement and obsolescence charges or reserves therefor, 
and amortization of intangibles. Except as provided in clause (d) or clause (e) of this paragraph, no transfer of 
Electric System Revenues to the City shall constitute an Operation and Maintenance Expense. 

"Outstanding" when used as of any particular time with respect to Bonds, means, except with respect to 
Bonds owned or held by or for the account of the Authority or the City, all Bonds theretofore or thereupon being 
issued by the Authority, except (a) Bonds theretofore cancelled or surrendered for cancellation; (b) Bonds paid or 
deemed to be paid pursuant to Article IX of the Master Indenture; and (c) Bonds in lieu of or in substitution for 
which replacement Bonds have been issued. 

"Owner" means, with respect to a Bond, the registered owner of such Bond as set forth in the Bond 
Register. 

"Participants" means, with respect to a Securities Depository for Book-Entry Bonds, those participants 
listed in such Securities Depository's book-entry system as having an interest in such Bonds. 

"Permitted Minimum Bond Insurer Rating" means a debt, claims paying or financial strength rating by 
Moody's of Aa3 (or its equivalent) or higher, by S&P of AA- (or its equivalent) or higher and by Fitch of AA- (or 
its equivalent) or higher. 
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"Person" means an individual, corporation, firm, association, partnership, trust or other legal entity or 
group of entities, including a governmental entity or any agency or political subdivision thereof. 

"Prepayment" means the prepayment of the purchase price of the Gas Supply using the proceeds of the 
2006 Bonds. 

"Prime Rate" means the rate established by the Bank from time to time as its prime rate; the Bank may lend 
to its customers at rates that are at, above or below the Prime Rate. 

"Purchase Date" means the date on which 2006B Bonds or 2006C Bonds are to be purchased pursuant to 
an optional or mandatory tender. 

"Purchase Period" means the period from the effective date of each Liquidity Facility to and including the 
earlier of the close of business on (a) the Expiration Date of such Liquidity Facility, (b) the date on which no 
Eligible Bonds are Outstanding, or (c) the date on which the applicable Available Commitment and the Bank's 
obligation to purchase Eligible Bonds has been terminated in its entirety pursuant to the applicable Liquidity 
Facility. 

"Purchase Price" means the purchase price to be paid to the Owners of 2006B Bonds or 2006C Bonds 
purchased pursuant to the terms of the Indenture, which shall be equal to the principal amount thereof tendered for 
purchase, plus accrued interest from the immediately preceding Interest Accrual Date to the Purchase Date (if the 
Purchase Date is not a date between a Record Date and the related Interest Payment Date, both dates inclusive). 

"Principal Office" means, (i) with respect to the Remarketing Agent, the address for the Remarketing 
Agent designated in the Remarketing Agreement; and (ii) with respect to the Tender Agent, the office thereof 
designated in writing to the Authority, the Trustee and the Remarketing Agent. 

"Public Finance Contract" means (i) any contract with a Qualified Counterparty providing for payments 
based on levels of, or changes in, interest rates, currency exchange rates, stock or other indices, (ii) any contract with 
a Qualified Counterparty to exchange cash flows or a series of payments, or (iii) any contract with a Qualified 
Counterparty to hedge payment, currency, rate spread or similar exposure, including but not limited to interest, any 
interest rate swap agreement, currency swap agreement, forward payment conversion agreement or futures contract, 
any contract providing for payments based on levels of, or changes in, interest rates, currency exchange rates, stock 
or other indices, any contract to exchange cash flows or a series of payments, or any contract, including, without 
limitation, an interest rate floor or cap, or an option, put or call, to hedge payment, currency, rate, spread or similar 
exposure, between the Authority and a Qualified Counterparty. 

"Purchased Gas" means the natural gas purchased by the Authority from the Gas Supplier pursuant to the 
Gas Purchase Agreement and sold by the Authority to the City pursuant to the Supply Agreement. 

"Qualified Counterparty" means, with respect to a Public Finance Contract, an entity as to which one of the 
following criteria are satisfied at the time of entering into the applicable Public Finance Contract and each 
transaction thereunder: (i) the long-term, unenhanced obligations of the entity are rated at least A3 by Moody's and 
A- by S&P; or (ii) the obligations of the entity under the applicable contract are unconditionally guaranteed by an 
entity the long-term, unenhanced obligations of which are rated at least A3 by Moody's and A- by S&P. 

"Qualified Swap Agreement" means: (i) the 2006 Swap Agreement; and (ii) a Public Finance Contract 
between the Authority and a Qualified Counterparty with the consent of the Insurer and as to which the Authority's 
payment obligations are payable as Swap Payments. 

"Qualified Swap Fund" means the Vernon Natural Gas Financing Authority Revenue Bonds (Vernon Gas 
Project) Qualified Swap Fund established pursuant to the Indenture. 

"Qualified Swap Payment" means any payment to be made by the City to the Trustee, as assignee of the of 
the Authority's rights with respect thereto, in satisfaction of all amounts payable by the Authority pursuant to each 
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Qualified Swap Agreement, including the 2006 Swap Agreement, on or before the date such payment is due, 
including without limitation Net Payments and Termination Payments. 

"Rating Agency" means Moody's, Fitch or S&P. 

"Record Date" means the Business Day immediately preceding the next Interest Payment Date. 

"Related Document" means any of the Liquidity Facilities, the 2006B Bonds, the 2006C Bonds, the Master 
Indenture, the First Supplemental Indenture, the Remarketing Agreement, the Policy, the Gas Purchase Agreement, 
the Supply Agreement, the 2006 Swap Agreement, the Letter of Representations of the City, and any exhibits, 
instruments or agreements relating thereto, as the same may be amended from time to time in accordance with their 
respective terms and the terms of the related Liquidity Facility. 

"Reserved Rights" means the Authority's rights under the Supply Agreement to payment of certain fees 
and expenses and to notices, indemnities, consultations, approvals, consents and opinions. 

"S&P" means Standard & Poor's Ratings Services, a Division of The McGraw-Hill Companies, Inc., or 
any successor thereto. 

"Securities Depository" means a trust company or other entity which provides a book-entry system for the 
registration of ownership interests of Participants in securities and which is acting as security depository for Book
Entry Bonds. 

"Series" means Bonds issued at the same time or sharing some other common term or characteristic and 
designated in the Supplemental Indenture pursuant to which such Bonds were issued as a separate series of Bonds. 

"Supply Agreement Event of Default" means the occurrence and continuation of one or more of the events 
of default under the Supply Agreement. 

"Tendered Bond" means any 2006B Bond or 2006C Bond tendered or deemed tendered for purchase under 
the Indenture. 

"Termination Payment" means, with respect to a Qualified Swap Agreement, including the 2006 Swap 
Agreement, the amount payable by or to the Authority as a result of the termination of such Qualified Swap 
Agreement prior to its scheduled expiration date, and any other amount due under such Qualified Swap Agreement 
which is not a Net Payment. Termination Payments received by the Authority shall be used to fund a Qualified 
Replacement Swap unless the Credit Provider otherwise agrees, in which case such Termination Payments shall be 
Revenues. 

"2006 Swap Agreement" means the transaction entered into pursuant to that certain Master Agreement, 
dated as of June 27, 2006, as supplemented by the Schedule and the Credit Support Annex thereto, and evidenced by 
the five Confirmations, each dated June 27, 2006, and each between the Authority and Citibank, N.A, New York 

"Trust Estate" means, subject to the provisions of the Indenture permitting the application thereof for the 
purposes and on the terms and conditions set forth therein (i) the Electric System Revenues; (ii) all amounts on 
deposit in the funds and accounts held by the Trustee under the Indenture, other than the Rebate Fund, including the 
investments, if any, thereof; (iii) all of the Authority's right, title and interest in and to the Supply Agreement other 
than Reserved Rights; and (iv) subject to the rights of the City in the Gas Purchase Agreement and the Guarantee 
pursuant to the Supply Agreement, all of the Authority's right, title and interest in and to the Purchased Gas, the Gas 
Purchase Agreement and the Guarantee. 

"Undelivered Bond" means, with respect to each of the 2006B Bonds and 2006C Bonds and each Purchase 
Date therefor, each Tendered Bond of such Series subject to purchase on such Purchase Date as to which Proper 
Delivery of such Tendered Bond to the Tender Agent is not made on such Purchase Date; provided, however, no 
such Tendered Bond shall be considered an Undelivered Bond on such Purchase Date unless the Tender Agent holds 
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sufficient available moneys in trust for the Owners of the Tendered Bonds of the applicable Series to pay in full the 
Purchase Price of all the Tendered Bonds of such Series due on such Purchase Date. 

"Variable Rate Bonds" means any Bond, the interest rate on which to the maturity thereof is not established 
at a rate which is not subject to fluctuation or subsequent adjustment, either at the time of issuance of such Bond or 
some subsequent date. 

"Weekly Interest Rate" means a variable interest rate for the 2006B and 2006C Bonds established in the 
manner described under "THE 2006B BONDS AND 2006C BONDS - Determination of the Weekly Interest Rate." 

"Weekly Interest Rate Period" means each period during which Weekly Interest Rates are in effect. 
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APPENDIXD 

SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE 

The following is a brief summary of certain provisions of the indenture not previously discussed in this 
Official Statement. Such summary is not intended to be definitive, and reference is made to the indenture in its 
entirety for the complete terms thereof Capitalized terms used in this summary which are not otherwise defined in 
this Official Statement have the meanings ascribed to such terms in the indenture. 

Authorization of Bonds. The Master Indenture provides certain terms and conditions upon which Bonds 
of the Authority to be designated as "Vernon Natural Gas Financing Authority Revenue Bonds (Vernon Gas 
Project)" may be issued from time to time as authorized by Supplemental Indentures. The aggregate principal 
amount of Bonds which may be executed, authenticated and delivered under the Indenture is not limited except as 
may hereafter be provided in the Indenture or as may be limited by law. 

Bonds Constitute Special Bonds. The Bonds shall not constitute a charge against the general credit of the 
Authority but shall constitute and evidence special obligations of the Authority payable as to principal, Redemption 
Price and interest solely from the Revenues and the other funds pledged therefor under the Master Indenture and, 
with respect to any particular Series of Bonds, from such other sources as shall be specified in the Supplemental 
Indenture authorizing the issuance of such Series. The Purchase Price for the Bonds of any Series which are Tender 
Bonds shall be payable from such sources as are specified in the Supplemental Indenture authorizing the issuance of 
such Series. The provisions of the Indenture shall not preclude the payment or redemption of Bonds, at the election 
of the Authority, from any other legally available funds. The Bonds are not secured by a legal or equitable pledge 
of, or lien or charge upon, any property of the Authority or any of its income or receipts except the Revenues and the 
other funds pledged therefor pursuant to the Indenture, which pledge is subject to the provisions of the Indenture 
permitting the application of the Revenues and such other funds for the purposes and on the terms and conditions set 
forth in the Indenture. Neither the faith and credit nor the taxing power of the State, the Authority, the City or any 
other public agency is pledged to the payment of the principal, Redemption Price or Purchase Price of, or the interest 
on, the Bonds. The issuance of the Bonds shall not directly, indirectly or contingently obligate the Authority, the 
State or any political subdivision thereof, including the City, to levy or pledge any form of taxation or to make any 
appropriation for the payment of the Bonds. The payment of the principal, Redemption Price or Purchase Price of, 
or interest on, the Bonds does not constitute a debt, liability or obligation of the State or any public agency, 
including the City ( other than the special obligation of the Authority as provided in the Indenture). 

No Recourse on Bonds. None of the members of the Authority, the members of the Board of Directors of 
the Authority, any person executing a Bond, or any officer or employee of the Authority shall be liable personally 
for the principal, Redemption Price or Purchase Price of, or interest on, the Bonds or be subject to any personal 
liability or accountability by reason of the issuance of the Bonds or in respect of any undertaking by the Authority 
under the Indenture. 

Indenture to Constitute Contract. In consideration of the purchase and acceptance of each Bond issued 
under the Indenture by those who shall own the same from time to time, the provisions of each Bond and the 
provisions of the Indenture applicable to such Bond, and unless otherwise provided in the Supplemental Indenture 
authorizing such Bond, the provisions of the Act and any other laws of the State applicable to such Bond or the 
Indenture shall be deemed to be and shall constitute a contract between the Authority and the Owner of such Bond. 

General Provisions for Issuance of Bonds. All (but not less than all) the Bonds of each Series shall be 
upon the receipt by the Trustee of the following items (upon which the Trustee may conclusively rely in determining 
whether the conditions precedent for the issuance and authentication of such Series of Bonds have been satisfied): 
An executed counterpart of the Master Indenture, as amended to the date of the initial delivery of such Series of 
Bonds, and an executed counterpart of the Supplemental Indenture authorizing the issuance of such Series of Bonds, 
which Supplemental Indenture shall specify the specific terms of such Series of Bonds, including the purpose of 
issuing such Series which shall be one of the following: (i) making the Prepayment, (ii) paying the cost of additional 
gas under the Acquisition Agreement to be sold to the City under the Agreement, and (iii) refunding all or a portion 
of the Outstanding Bonds; (b) an Opinion of Bond Counsel to the effect that the Master Indenture, as amended and 
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supplemented to the date of issuance of such Series of Bonds, constitutes the valid and binding Bonds of the 
Authority; (c) with respect to any Bonds other than the 2006 Series Bonds, the Trustee shall have received the 
written request of an Authorized City Representative to issue such Series of Bonds for the purpose and in the 
principal amount set forth in the Supplemental Indenture authorizing such Series; (d) with respect to any each Series 
of Bonds other than the 2006 Series Bonds, any necessary Amendments to the Security Documents; and ( e) such 
further documents, moneys and securities as are required by the Supplemental Indenture authorizing the issuance of 
such Series of Bonds. After the original issuance of Bonds of any Series, no Bonds of such Series shall be issued 
except in lieu of or in substitution for other Bonds of such Series pursuant to the Indenture. 

Bank Bonds. Notwithstanding any other provision contained in the Indenture to the contrary, Bonds which 
are Bank Bonds shall have terms and conditions, including terms of maturity, payment, prepayment and interest rate, 
as shall be specified in the applicable Bank Agreement and Supplemental Indenture. 

Termination of Book-Entry Program. In the event that the resignation or removal of a Securities 
Depository has become effective pursuant to Section 3.04(g), then the Authority shall !hereupon discontinue the 
current book-entry program for the Book-Entry Bonds with such Securities Depository. In such event, the Authority 
shall cause the Trustee to obtain from the former Securities Depository a list showing the interests of the Participants 
in the Book-Entry Bonds and shall cause such Book-Entry Bonds to be surrendered to the Trustee on or before the 
date any replacement Bonds are to be issued. Furthermore, in such event the Authority determines to use a 
substitute Securities Depository, the Authority shall so notify the Trustee. If, prior to the termination of the current 
Securities Depository's book-entry system for the Book-Entry Bonds, the Authority fails to identify another 
qualified Securities Depository to replace the current Securities Depository, then the Book-Entry Bonds shall no 
longer be required to be registered in the name of a Securities Depository or its Nominee and the Authority shall 
issue, and the Trustee shall authenticate, replacement Bonds in the appropriate amounts and in whatever name or 
names the Owners of the Book-Entry Bonds shall designate pursuant to the Representation Letter with the former 
Securities Depository. In the event the Authority determines that the Beneficial Owners of the Bonds shall be able 
to obtain physical Bonds through a Securities Depository, the Authority may notify the Participants identified by the 
Securities Depository as having an interest in the Bonds of the availability of such physical Bonds and the Trustee 
shall authenticate, transfer and exchange Bonds as required by the Securities Depository in the appropriate names 
and amounts, which shall be in Authorized Denominations. 

Bond Register. The Trustee shall keep or cause to be kept, at its Principal Office, the Bond Register for 
the registration and transfer of the Bonds of each Series which shall at all times be open to inspection during regular 
business hours by the Authority, and, upon presentation for such purpose, the Trustee shall, under such reasonable 
regulations as it may prescribe, register or transfer or cause to be registered or transferred on said Bond Register, 
Bonds of each Series as provided in the Indenture. 

The Authority and the Trustee may rely on the address of the Owner of each Bond as it appears on the 
Bond Register for any and all purposes. !! shall be the duty of the Owner of each Bond to give written notice to the 
Trustee of any change in the Owner's address so that the Bond Register may be revised accordingly. 

Interchangeability of Bonds. Upon surrender of a Bond at the Principal Office of the Trustee, together 
with a written instrument of transfer satisfactory to the Trustee and duly executed by the Owner or the Owner's 
attorney duly authorized in writing, may, at the option of the Owner thereof, and upon payment by such Owner of 
any charges which the Trustee may make as provided in the Indenture, be exchanged for an equal aggregate 
principal amount of Bonds of the same Series, Subseries (if applicable), terms and maturity of any other Authorized 
Denominations; provided that the Trustee shall not be required to make any such exchange within fifteen days of the 
selection of Bonds for redemption or with respect to any Bonds selected for redemption. 

Negotiability, Transfer and Registry. Each Bond shall be transferable only upon the Bond Register, 
upon surrender thereof, together with a written instrument of transfer satisfactory to the Trustee, duly executed by 
the Owner or the Owner's attorney duly authorized in writing; provided that the Trustee shall not be required to 
make any such transfer within fifteen days of the selection of Bonds for redemption or with respect to any Bonds 
selected for redemption. Upon the transfer of any Bond, the Authority shall execute and the Trustee shall 
authenticate, deliver and register in the Bond Register in the name of the transferee a new Bond or Bonds of the 
same aggregate principal amount, Series, Subseries (if applicable), terms and maturity as the surrendered Bond. 
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Regulations With Respect to Exchanges and Transfers. Subject to the terms of a Representation Letter 
with a Securities Depository for Book-Entry Bonds, in all cases in which the privilege of exchanging Bonds or 
transferring Bonds is exercised, the Authority shall execute and the Trustee shall authenticate and deliver Bonds in 
accordance with the provisions of the Indenture relating to such Bonds. All Bonds surrendered in any such 
exchanges or transfers shall forthwith be delivered to the Trustee and cancelled by the Trustee. Unless the 
Supplemental Indenture relating to such Bonds provides that such transfer or exchange shall be made without charge 
to the Owner, for every such exchange or transfer of Bonds, whether temporary or definitive, the Authority or the 
Trustee may make a charge sufficient to reimburse it for any tax, fee or other governmental charge required to be 
paid and any other cost incurred by the Authority or the Trustee with respect to such exchange or transfer. 

Bonds Mutilated, Destroyed, Stolen or Lost. Subject to the terms of a Representation Letter with a 
Securities Depository for Book-Entry Bonds, if any Bond becomes mutilated or is lost, stolen or destroyed, the 
Authority may execute and the Trustee shall authenticate and deliver a new Bond of like date of Series, Subseries (if 
applicable), maturity, principal amount and terms as the Bond so mutilated, lost, stolen or destroyed; provided that 
(i) in the case of such mutilated Bond, such Bond is first surrendered to the Trustee, (ii) in the case of any such lost, 
stolen or destroyed Bond, there is first furnished evidence of such loss, theft or destruction satisfactory to the 
Trustee together with indemnity satisfactory to the Trustee, (iii) all other reasonable requirements of the Authority 
and the Trustee are complied with, and (iv) expenses in connection with such transaction are paid by the Owner. 
Any Bond surrendered for exchange shall be cancelled. Any such new Bond issued pursuant to the Indenture in 
substitution for a Bond alleged to be destroyed, stolen or lost shall constitute original additional contractual Bonds 
on the part of the Authority, whether or not the Bond so alleged to be destroyed, stolen or lost be at any time 
enforceable by anyone, and shall be equally payable from the Trust Estate on a parity with and entitled to equal and 
proportionate benefits with, all other Bonds. 

Pledge of Trust Estate. Subject to the application thereof on the terms and conditions provided in the 
Indenture, to secure the Secured Obligations according to their respective tenor, purport and effect, the Authority 
hereby irrevocably grants a lien on and a security interest in, and pledges, the Trust Estate to the Trustee, for the 
benefit of the Owners of the Outstanding Bonds, including Bank Bonds, each issuer of a Bank Agreement, each 
issuer of a Debt Service Reserve Fund Surety Bond and each counterparty under a Qualified Swap Agreement. The 
lien on and security interest in and pledge of the Trust Estate granted and made in the Indenture shall constitute a 
first pledge of and charge and lien upon the Trust Estate, shall immediately attach and be effective, binding, and 
enforceable against the Authority, its successors, purchasers of any of the Trust Estate, creditors, and all others 
asserting rights tin the Indenture to the extent set forth in, and in accordance with, the Indenture, irrespective of 
whether those parties have notice of the lien on, security interest in and pledge of the Trust Estate and without the 
need for any physical delivery, recordation, filing or further act The grant of a lien on and security interest in, and 
pledge of, the Trust Estate pursuant to the Indenture is made pursuant to Chapter 5.5 of Division 6 of Title 1 
(commencing with Section 5450) of the Govermnent Code of the State. 

Funds. The Indenture or upon redemption or upon acceleration, of the Secured Obligations, there are 
hereby establishes the following funds, to be held and maintained by the Trustee and applied as provided in the 
Indenture: the Vernon Natural Gas Financing Authority Revenue Bonds (Vernon Gas Project) Revenue Fund; the 
Vernon Natural Gas Financing Authority Revenue Bonds (Vernon Gas Project) Rebate Fund; the Vernon Natural 
Gas Financing Authority Revenue Bonds (Vernon Gas Project) Debt Service Fund, consisting of the Interest 
Account and the Principal Account; the Vernon Natural Gas Financing Authority Revenue Bonds (Vernon Gas 
Project) Redemption Fund; the Vernon Natural Gas Financing Authority Revenue Bonds (Vernon Gas Project) 
Debt Service Reserve Fund; the Vernon Natural Gas Financing Authority Revenue Bonds (Vernon Gas Project) 
Credit Enhancement Fund; and the Vernon Natural Gas Financing Authority Revenue Bonds (Vernon Gas Project) 
Qualified Swap Fund. 

Revenue Fund. The Revenue Fund is described under "SECURITY AND SOURCES OF PAYMENT -
Application of Amounts in the Revenue Fund." 

Rebate Fund. The Trustee shall apply amounts in the Rebate Fund to the payment when due of the Rebate 
Requirements as provide in the Indenture. Within the Rebate Fund, the Trustee shall maintain such accounts as 
shall be directed by the Authority as necessary in order for the Authority and the City to comply with the terms and 
requirements of the Tax Agreement. Subject to the transfer provisions provided in the Indenture, all money at any 
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time deposited in the Rebate Fund shall be held by the Trustee in trust, to the extent required to satisfy the Rebate 
Requirement, for payment to the United States of America, and none of the Authority, the City or the Owners shall 
have any rights in or claim to such moneys. All amounts deposited into or on deposit in the Rebate Fund shall be 
governed by the Indenture, by the tax covenants of the Agreement and by the Tax Agreement. 

Debt Service Fund. The Trustee shall apply amounts in the Principal Account to the payment when due of 
the principal and Sinking Fund Installment redemption ( or payment at maturity) of the Outstanding Bonds. The 
Trustee shall apply amounts in the Interest Account to the payment when due of interest on the Outstanding Bonds. 
In the event that Bonds of a Series, Subseries (if applicable) and maturity for which Sinking Fund Installments are 
established are purchased or redeemed at the option of the Authority and such purchased or optionally redeemed 
Bonds are deposited with the Trustee for credit against any such Sinking Fund Installments not less than forty-five 
(45) days prior to the due date for any Sinking Fund Installment for such Bonds, such deposit shall satisfy (to the 
extent of 100% of the principal amount of such Bonds) any obligation of the Authority to make a payment to the 
Trustee with respect to such Sinking Fund Installments. 

Redemption Fund. Moneys in the Redemption Fund shall be applied to the payment when due of the 
Redemption Price of the Bonds to be redeemed and, except as otherwise provided in the Indenture, shall be used 
only for that purpose. If, after all of the Bonds designated for redemption on a specified date have been redeemed 
and cancelled, there are moneys remaining in the Redemption Fund with respect to the Bonds to be redeemed on 
such date, said moneys shall be transferred to the Accounts in the Debt Service Fund specified by the Authority; 
provided, however, that if said moneys are part of the proceeds of Bonds said moneys shall be applied as provided in 
the Supplemental Indenture authorizing the issuance of such Bonds. 

Debt Service Reserve Fund. If on any date on which the principal of or, in connection with a redemption 
from Sinking Fund Installments the Redemption Price of, or interest on, Bonds is due, the amount in the applicable 
Account in the Debt Service Fund available for such payment is less than the amount of the principal and 
Redemption Price of and interest on the Bonds due on such date, the Trustee shall apply amounts from the Debt 
Service Reserve Fund to the extent necessary to make good the deficiency. 

In the event of the refunding of one or more Bonds ( or portions thereof), the Trustee shall, upon the written 
direction of an Authorized Authority Representative, withdraw from the Debt Service Reserve Fund any or all of the 
amounts on deposit tin the Indenture ( excluding Reserve Financial Guaranties) and deposit such amounts with itself 
as Trustee to be held for the payment of the principal or Redemption Price, if any, of, and interest on, the Bonds ( or 
portions thereof) being refunded; provided that such withdrawal shall not be made unless (a) immediately thereafter 
the Bonds ( or portions thereof) being refunded shall be deemed to have been paid pursuant to the Indenture, and (b) 
the amount remaining in the Debt Service Reserve Fund after such withdrawal, taking into account any deposits to 
be made in the Debt Service Reserve Fund in connection with such refunding, shall not be less than the Debt Service 
Reserve Requirement. 

In lieu of the deposits and transfers to the Debt Service Reserve Fund required by the Indenture, 
the Authority may cause to be deposited in the Debt Service Reserve Fund a Reserve Financial Guaranty or Reserve 
Financial Guaranties in an amount equal to the difference between the Debt Service Reserve Requirement and the 
sums, if any, then on deposit in the Debt Service Reserve Fund or being deposited in such Fund concurrently with 
such Reserve Financial Guaranty or Guaranties. The Trustee shall draw upon or otherwise take such action as is 
necessary in accordance with the terms of the Reserve Financial Guaranties to receive payments with respect to the 
Reserve Financial Guaranties (including the giving of notice as required under the Indenture) on any date on which 
moneys shall be required to be withdrawn from the Debt Service Reserve Fund and applied to the payment of 
principal or Redemption Price of, or interest on, any Bonds and such withdrawal cannot be met by amounts on 
deposit in the applicable accounts in the Debt Service Reserve Fund and as otherwise provided in the Indenture. 

If at any time the obligations insured or issued by a Reserve Guaranty Provider shall no longer 
maintain the required ratings set forth in the definition of "Reserve Financial Guaranty" in the Indenture, the 
Authority shall provide or cause to be provided cash or a substitute Reserve Financial Guaranty meeting such 
requirements to the extent necessary to satisfy the Debt Service Reserve Requirement with either cash, qualified 
Reserve Financial Guaranties or a combination thereof. 
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Credit Enhancement Fund. Subject to the priorities established in the Indenture, moneys in the Credit 
Enhancement Fund shall be applied to the payment of the amounts that are due and payable under each Bank 
Agreement to the extent not paid as principal of or interest on related Bank Bonds and, except as otherwise provided 
in the Indenture, shall be used only for that purpose. If, after the payment of all amounts that are due and payable 
under each Bank Agreement, there are moneys remaining in the Credit Enhancement Fund, said moneys shall be 
transferred to the Accounts in the Debt Service Fund specified by the Authority; provided, however, that if said 
moneys are part of the proceeds of Bonds said moneys shall be applied as provided in the Supplemental Indenture 
authorizing the issuance of such Bonds. 

Qualified Swap Fund Moneys in the Qualified Swap Fund shall be applied to the payment of the 
amounts that are due and payable by the Authority under each Qualified Swap Agreement, including Net Payments 
or Termination Payments, and, except as otherwise provided in the Indenture, shall be used only for that purpose. If, 
after the payment of all amounts that are due and payable by the Authority under each Qualified Swap Agreement, 
there are moneys remaining in the Qualified Swap Fund, said moneys shall be transferred to the Accounts in the 
Debt Service Fund specified by the Authority; provided, however, that if said moneys are part of the proceeds of 
Bonds said moneys shall be applied as provided in the Supplemental Indenture authorizing the issuance of such 
Bonds. 

Investment of Certain Funds. In the absence of any written investment directions from an Authorized 
City Representative, the Trustee shall, unless otherwise provided in the Indenture, invest moneys in the Funds and 
Accounts held by the Trustee under the Indenture, other than the Rebate Fund, in money market funds described in 
clause (d) of the definition of "Permitted Investments." Moneys held in the Revenue Fund, the Debt Service Fund, 
the Redemption Fund, the Credit Enhancement Fund and the Qualified Swap Fund shall be invested and reinvested 
by the Trustee to the fullest extent practicable in securities described in clauses (a) through (c) of the definition of 
"Permitted Investments" in the Indenture which mature not later than such times as shall be necessary to provide 
moneys when reasonably expected to be needed for payments to be made from such Funds. Moneys held in the 
Debt Service Reserve Fund shall be invested and reinvested by the Trustee to the fullest extent practicable in 
securities described in clauses (a), (b), (c), (g), U) and (m) of the definition of "Permitted Investments" in the 
Indenture which mature, or which may be drawn upon, not later than such times as shall be necessary to provide 
moneys when reasonably expected to be needed for payments to be made from such Fund, but, except for 
investments which permit the Trustee to make withdrawals without penalty, at any time upon not more than two 
Business Days notice, to provide moneys for payments to be made from such Fund to the Debt Service Fund, not 
later than five years from the time of such investment. Moneys held in the Rebate Fund may be as provided in the 
Tax Agreement. 

Interest or other income (net of that which (i) represents a return of accrued interest paid in connection with 
the purchase of any investment or (ii) is required to effect the amortization of any premium paid in connection with 
the purchase of any investment) earned on any moneys or investments in the Funds created under the Indenture shall 
be transferred to the Interest Account; provided that no such transfer shall be made from the Debt Service Reserve 
Fund to the extent the amount remaining in the Debt Service Reserve Fund would be less than the Debt Service 
Reserve Requirement. In making an investment in any Permitted Investments with moneys in any Fund established 
under the Indenture, the Trustee may combine such moneys with moneys in any other Fund but solely for the 
purposes of making such investment in such Permitted Investments and provided that any amount so combined shall 
be separately accounted for. 

COVENANTS OF THE AUTHORITY 

Compliance with indenture. The Authority covenants not to issue any bonds, notes, debentures, or other 
evidences of indebtedness or incur any payment obligations, payable out of or secured by a pledge or assignment of 
the Trust Estate or any portion thereof, nor shall it create or cause to be created any lien or charge on the Trust 
Estate or any portion thereof prior to or on a parity with the lien of the pledge made pursuant to the Indenture to 
secure the payment of the Secured Obligations; provided, however, that nothing contained in the Indenture shall 
prevent the Authority from issuing, if and to the extent permitted by law, bonds, notes, or other evidences of 
indebtedness payable out of, or secured by a pledge and assignment of, the Revenues to be derived on and after such 
date as the pledge of the Revenues made pursuant to the Indenture shall be discharged and satisfied as provided in 
the Indenture or payable from and secured by Revenues on a basis which shall be, and shall be expressed, to be in all 
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respects junior and subordinate in all respects to the payment of amounts then due with respect to the Secured 
Obligations or otherwise payable under the Indenture. 

Security Documents. The Authority shall receive and forthwith deposit in the Revenue Fund all amounts 
payable to it pursuant to the Security Documents or payable to it pursuant to any other contract related to its interest 
in the Security Documents. The Authority shall enforce or cause to be enforced the provisions of the Security 
Documents and duly perform its covenants and agreements under the Indenture. The Authority shall not waive any 
provision of any Security Document or take any action to interfere with or impair the pledge and assignment under 
the Indenture of Revenues and the assignment to the Trustee of rights under the Security Documents assigned to the 
Trustee under the Indenture, or the Trustee's enforcement of any such rights under the Indenture, or consent or 
agree to or permit any rescission of or amendment to, or otherwise take any action under or in connection with, any 
Security Document which shall in any manner materially impair or materially adversely affect the rights of the 
Authority under the Indenture, in each case without the prior written consent of each Provider; however, nothing in 
the Indenture shall be construed so as to prohibit any other amendment of the Security Documents. 

Payment of Principal and interest. The Authority shall punctually pay, but only from the Trust Estate, the 
principal of and interest on every Bond issued under the Indenture at the times and places and in the manner 
provided in the Indenture and in the Bonds according to the true intent and meaning thereof. All such payments 
shall be made by the Trustee as provided in the Indenture. When and as paid in full, all Bonds shall be delivered to 
the Trustee and shall forthwith be cancelled by the Trustee, who shall deliver a certificate evidencing such 
cancellation to the Authority and, if requested, the City the Trustee may retain or destroy such cancelled Bonds. 

Extension or Funding of Claims for interest. In order to prevent any accumulation of claims for interest 
after maturity, the Authority covenants not to, directly or indirectly, extend or assent to the extension of the time for 
the payment of any claim for interest on any of the Bonds, and not to, directly or indirectly, be a party to or approve 
any such arrangement by purchasing or funding such claims or in any other manner. In case any such claim for 
interest shall be extended or funded, whether or not with the consent of the Authority, such claim for interest so 
extended or funded shall not be entitled, in case of default under the Indenture, to the benefits of the Indenture, 
except subject to the prior payment in full of the principal of all of the Bonds then Outstanding and of all claims for 
interest which shall not have been so extended or funded. 

Arbitrage Covenants. The Authority covenants with all Persons who hold or at any time held Bonds that 
the Authority will not directly or indirectly use the proceeds of any of the Bonds or any other funds of the Authority 
or permit the use of the proceeds of any of the Bonds or any other funds of the Authority or take or omit to take any 
other action which will cause any of the Bonds to be "arbitrage bonds" or otherwise subject to federal income 
taxation by reason of Sections 103 and 141 through 150 of the Code and any applicable regulations promulgated 
thereunder. To that end the Authority covenants to comply with all covenants set forth in the Tax Agreement, which 
is incorporated in the Indenture by reference as though fully set forth in the Indenture. 

Notwithstanding any provisions of the Indenture or the Agreement, if the City shall provide to the 
Authority and the Trustee an Opinion of Bond Counsel that any specified action required under the Indenture, the 
Agreement or the Tax Agreement which respect to the Tax-Exempt nature of interest on the Bonds is no longer 
required or that some further or different action is required to maintain the Tax-Exempt status of interest on the 
Bonds, the City, the Trustee and the Authority may conclusively rely on such opinion in complying with the 
requirements of its tax covenants and the covenants under the Indenture shall be deemed to be modified to that 
extent. 

Further Assurances. Whenever and so often as requested so to do by the Trustee, the Authority covenants 
to promptly execute and deliver or cause to be executed and delivered all such other and further instruments, 
documents or assurances, and promptly do or cause to be done all such other and further things, as may be necessary 
or reasonably required in order to further and more fully vest in the Trustee and the Owners all of the rights, 
interests, powers, benefits, privileges and advantages conferred or intended to be conferred upon them by the 
Indenture and to perfect and maintain as perfected such rights, interests, powers, benefits, privileges and advantages. 

Amendments Permitted. (a) Subject to the provisions of sections (d) and (e) below and to the receipt of 
the consent of the Insurer, the provisions of the Indenture and the rights and obligations of the Authority and of the 
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Owners of the Outstanding Bonds and of the Trustee may be modified, amended or supplemented by a 
Supplemental Indenture or Supplemental Indentures, with the written consent of each Credit Provider whose consent 
is required by a Supplemental Indenture or a Credit Agreement, when the written consent of the Owners of at least a 
majority in aggregate principal amount of the Bonds then Outstanding shall have been filed with the Trustee; or if 
less than all of the Outstanding Bonds are affected, the written consent of the Owners of at least a majority in 
aggregate principal amount of all affected Outstanding Bonds; provided that if such modification, amendment or 
supplement shall, by its terms, not take effect so long as any Bonds of any particular Series and maturity remain 
Outstanding, and, with respect to Bonds which are Tender Bonds if the conditions of section (d) below are satisfied, 
the consent of the Owners of such Bonds shall not be required and such Bonds shall not be deemed to be 
Outstanding for the purpose of any the calculation of Outstanding Bonds for purposes of the Indenture. No such 
modification, amendment or supplement shall ( 1) reduce the aforesaid percentage of Bonds the consent of the 
Owners of which is required to effect any such modification, amendment or supplement without the consent of the 
Owners of all of the Bonds then Outstanding; or (2) modify the rights or Bonds of the Trustee without the consent of 
the Trustee. 

!! shall not be necessary for the consent of the Owners to approve the particular form of any Supplemental 
Indenture, but it shall be sufficient if such consent shall approve the substance thereof. Prior to the entry into any 
Supplemental Indenture by the Authority and the Trustee for any of the purposes of this Section, the Authority shall 
cause notice of the proposed Supplemental Indenture to be mailed, by first class mail, postage prepaid, to the 
Owners of all Outstanding Bonds ( or the affected Outstanding Bonds) at their addresses appearing on the Bond 
Register. Such notice shall briefly set forth the nature of the proposed Supplemental Indenture and shall state that 
copies thereof are on file at the office of the Trustee for inspection by each Owner of an Outstanding Bond. 

Whenever, at any time after the date of the mailing of notice of the proposed entry into a Supplemental 
Indenture pursuant to this subsection, the Authority shall have received an instrument or instruments in writing 
executed in accordance with the Indenture by or on behalf of the Owners of not less than a majority in aggregate 
principal amount of the Bonds then Outstanding, or if less than all of the Outstanding Bonds are affected, by the 
Owners of not less than a majority in aggregate principal amount of the affected Outstanding Bonds, which 
instrument or instruments shall refer to the proposed Supplemental Indenture described in the notice of the proposed 
Supplemental Indenture and shall consent to such Supplemental Indenture in substantially the form referred to in 
such notice, thereupon, but not otherwise, the Authority and the Trustee may enter into such Supplemental Indenture 
in substantially such form, without liability or responsibility to any Owner of any Bond, whether or not such Owner 
shall have consented thereto. 

(b) The Indenture may be supplemented from time to time and at any time by a Supplemental 
Indenture or Supplemental Indentures, which the Authority and the Trustee may enter into with the consent of each 
Credit Provider whose consent is required by a Supplemental Indenture or a Credit Agreement but without the 
consent of the Owner of any Bond, to provide for the issuance of a Series of additional Bonds or refunding Bonds in 
accordance with the terms and conditions of the Indenture, and establishing the terms and conditions thereof, 
including the rights of any Credit Provider for such additional Bonds or refunding Bonds, which may include 
permitting such Credit Provider to act for and on behalf of the Owners of such Bonds for any or all purposes of the 
Indenture except that no such Credit Provider shall be authorized to extend the fixed maturity of any Bond, or 
reduce the principal amount thereof, or reduce the amount of any Sinking Fund Installment therefor, or extend the 
due date of any such Sinking Fund Installment, or reduce the rate of interest on any Bond or extend the time of 
payment of interest thereon, without the consent of the Owner of each Bond so affected; or except as otherwise 
provided with respect to a Bond constituting a Tender Bond in the Supplemental Indenture authorizing such Bond 
and subject to the satisfaction of the conditions of section (f) below, reduce the Redemption Price due on the 
redemption of any Bond or change the date or dates when any Bond is subject to redemption. 

(c) The Indenture and the rights and obligations of the Authority, the Trustee and the Owners of the 
Outstanding Bonds may also be modified, amended or supplemented by a Supplemental Indenture, which the 
Authority and the Trustee may enter into with the consent of each Credit Provider whose consent is required by a 
Supplemental Indenture or a Credit Agreement but without the consent of any Owners of Bonds (but with the 
consent of any affected Trustee), so long as such modification, amendment or supplement shall not materially, 
adversely affect the interests of the Owners of the Outstanding Bonds, including without limitation, for any one or 
more of the following purposes: to add to the covenants and agreements of the Authority contained in the Indenture 
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other covenants and agreements thereafter to be observed, to pledge, provide or assign any security for the Secured 
Obligations (or any portion thereof), or to surrender any right or power in the Indenture reserved to or conferred 
upon the Authority; to make such provisions for the purpose of curing any ambiguity, inconsistency or omission, or 
of curing or correcting any defective provision, contained in the Indenture, or in regard to matters or questions 
arising under the Indenture, as the Authority may deem necessary or desirable; or to modify, amend or supplement 
the Indenture in such manner as to permit the qualification of the Indenture under the Trust Indenture Act of 1939, 
as amended, or any similar federal statute hereafter in effect, and to add such other terms, conditions and provisions 
as may be permitted by said act or similar federal statute. 

(d) Notwithstanding anything to the contrary in the Indenture, the provisions of the Indenture may 
also be modified, amended or supplemented, including amendments which would otherwise be described in section 
(a) above, without the consent of the Owners of Bonds constituting Tender Bonds if either (i) the effective date of 
such Supplemental Indenture is a date on which such Bonds are subject to mandatory tender for purchase pursuant 
to the Indenture or (ii) the notice described in section (a) above is given to Owners of such Bonds at least thirty (30) 
days before the effective date of such Supplemental Indenture, and on or before such effective date, the Owners of 
such Bonds have the right to demand purchase of such Bonds pursuant to the Indenture. 

( e) If the Supplemental Indenture authorizing the issuance of a Series of Bonds provides that a Credit 
Provider for all or any portion of the Bonds of such Series shall have the right to consent to Supplemental Indentures 
which require the consent of the Owners of the Bonds of such Series pursuant to the Indenture, then for the purposes 
of sending notice of any proposed Supplemental Indenture and for determining whether the Owners of the requisite 
percentage of Bonds have consented to such Supplemental Indenture, but subject to the provisions of subsection (b) 
of the Indenture, references to the Owners of such Bonds shall be deemed to be to the applicable Credit Provider. 
The First Supplemental Indenture provides that the Insurer has the right to consent to Supplemental Indentures 
which require the consent of the Owners of the 2006 Bonds. 

(f) For purposes of the Indenture, it shall not be necessary that consents of the Owners of any 
particular percentage of Outstanding Bonds of any affected Series be obtained but it shall be sufficient if the consent 
of the Owners of a majority in aggregate principal amount of the combination of affected Outstanding Bonds shall 
be obtained. 

(g) For purposes of the Indenture, Bonds owned or held by or for the account of the Authority or the 
City, or any funds of the Authority or the City, shall not be deemed Outstanding for the purpose of consent or other 
action or any calculation of Outstanding Bonds, and neither the Authority nor the City shall be entitled with respect 
to such Bonds to give any consent or take any other action provided for in the Indenture as an Owner of Bonds. At 
the time of any consent or other action taken under the Indenture, the Authority shall furnish the Trustee a certificate 
upon which the Trustee may rely, describing all Bonds so to be excluded. 

Effect of Supplemental Indenture. Upon the Authority and the Trustee entering into any Supplemental 
Indenture pursuant to the Indenture, the Indenture shall be deemed to be modified, amended or supplemented in 
accordance therewith, and the respective rights, duties and obligations under the Indenture of the Authority, the 
Trustee and all Owners of Outstanding Bonds shall thereafter be determined, exercised and enforced subject in all 
respects to such modification, amendment and supplement, and all the terms and conditions of any such 
Supplemental Indenture shall be deemed to be part of the terms and conditions of the Indenture for any and all 
purposes. Upon the Authority and the Trustee entering into any Supplemental Indenture pursuant to the Indenture, 
no Owner of any Bond shall have any right to object to the entry into such Supplemental Indenture by the Authority 
and the Trustee, or to object to any of the terms and provisions contained tin the Indenture or the operation thereof 
or in any manner to question the propriety of the entry into such Supplemental Indenture, or to enjoin or restrain the 
Authority or the Trustee from entering into the same or to enjoin or restrain the Authority or the Trustee from taking 
any action pursuant to the provisions thereof whether or not such Owner gave his consent to such Supplemental 
Indenture. 

Discharge of Indenture. If the Authority shall pay, or cause to be paid, or there shall otherwise be paid, to 
the Owners of all Bonds the principal amount or Redemption Price, if applicable, of the Bonds, and interest due on 
the Bonds, at the times and in the manner stipulated in the Indenture and in the Indenture, together with all other 
sums payable by the Authority under the Indenture and the Bank Agreements, including all fees and expenses of the 
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Trustee, then and in that case the Indenture, and the pledge of and lien on the Trust Estate under the Indenture and 
all covenants, agreements and obligations of the Authority contained in the Indenture, shall cease and terminate and 
shall be completely discharged and satisfied and the Authority shall be released therefrom and the Trustee shall 
assign and transfer to or upon the order of the City all property and all funds (in excess of the amounts required for 
the foregoing) then held by the Trustee under the Indenture free and clear of any liens or encumbrances pursuant to 
the Indenture and shall execute such documents as may be reasonably required by the Authority in this regard. 

Bonds Deemed Paid. (a) Bonds (or portions of Bonds) for the payment or redemption of which moneys 
shall have been set aside and shall be held in trust by the Trustee (through deposit pursuant to a deposit of funds for 
such payment or redemption or otherwise) at the maturity or redemption date thereof, as applicable, shall be deemed 
to have been paid within the meaning and with the effect expressed in section (c) below. 

(b) Any Outstanding Bond ( or any portion thereof such that both the portion thereof which is deemed 
paid and the portion which is not deemed paid pursuant to the Indenture shall be in an Authorized Denomination) 
shall prior to the maturity or redemption date thereof be deemed to have been paid within the meaning and with the 
effect expressed in subsection ( c) below ( except as provided in section ( d) below) if (i) in case said Bond ( or portion 
thereof) is to be redeemed on any date prior to maturity, the Authority shall have given the Trustee irrevocable 
instructions to give notice of redemption of such Bond ( or portion thereof) on said date as provided in the Indenture, 
(ii) there shall have been deposited with the Trustee either moneys constituting Available Amounts in an amount 
which shall be sufficient, or Defeasance Securities purchased with Available Amounts, the principal of and the 
interest on which when due shall provide moneys which, together with the other moneys, if any, held by the Trustee 
for such purpose, shall be sufficient, in each case as evidenced by an Accountant's Certificate, to pay when due the 
principal amount of, and any redemption premiums on, said Bond ( or portion thereof) and interest due and to 
become due on said Bond ( or portion thereof) on and prior to the redemption date or maturity date thereof, as the 
case may be, and (iii) if such Bond ( or portion thereof) is not to be paid or redeemed within 60 days of the date of 
the deposit required by (ii) above, the Authority shall have given the Trustee, in form satisfactory to it, instructions 
to mail, as soon as practicable, by first class mail, postage prepaid, to the Owner of such Bond, at the last address, if 
any, appearing upon the Bond Register, a notice that the deposit required by (ii) above has been made with the 
Trustee and that said Bond ( or the applicable portion thereof) is deemed to have been paid in accordance with the 
Indenture and stating such maturity or redemption date upon which moneys are to be available for the payment of 
the principal amount of, and any redemption premiums on, said Bond. Any notice given pursuant to clause (iii) of 
this section (b) with respect to Bonds which constitute less than all of the Outstanding Bonds of any Series, 
Subseries and maturity shall specify the letter and number or other distinguishing mark of each such Bond. Any 
notice given pursuant to clause (iii) of this subsection (b) with respect to less than the full principal amount of a 
Bond shall specify the principal amount of such Bond which shall be deemed paid pursuant to the Indenture and 
notify the Owner of such Bond that such Bond must be surrendered as provided in the Indenture. The receipt of any 
notice required by the Indenture shall not be a condition precedent to any Bond being deemed paid in accordance 
with the Indenture and the failure of any Owner to receive any such notice shall not affect the validity of the 
proceedings for the payment of Bonds in accordance with the Indenture. Neither Defeasance Securities nor moneys 
deposited with the Trustee pursuant to the Indenture, nor principal or interest payments on any such Defeasance 
Securities, shall be withdrawn or used for any purpose other than, and shall be held in trust for, the payment of the 
principal amount of, and any redemption premiums on, said Bonds and the interest thereon; provided that any cash 
received from principal or interest payments on such Defeasance Securities deposited with the Trustee, (A) to the 
extent such cash shall not be required at any time for such payment, as evidenced by an Accountant's Certificate, 
shall be paid over upon the written direction of an Authorized Authority Representative, including a transfer to the 
Authority free and clear of any trust, lien, pledge or assignment securing said Bonds, and (B) to the extent such cash 
shall be required for such payment at a later date, shall, to the extent practicable, at the written direction of an 
Authorized Authority Representative, be reinvested in Defeasance Securities maturing at times and in amounts, 
which together with the other funds to be available to the Trustee for such purpose, shall be sufficient to pay when 
due the principal amount of, and any redemption premiums on, said Bonds and the interest to become due on said 
Bonds on and prior to such redemption date or maturity date thereof, as the case may be, as evidenced by an 
Accountant's Certificate. 

(c) Upon the deposit with the Trustee, in trust, at or before maturity or the applicable redemption date, 
of money or Defeasance Securities in the necessary amount (as provided in the Indenture) to pay or redeem a Bond 
( or a portion thereof), and to pay the interest thereto to such maturity or redemption date, as applicable, and making 
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provision for the giving of the notices required by the Indenture, all liability of the Authority in respect of such 
Bonds shall cease, terminate and be completely discharged, and the pledge of and lien on the Trust Estate under the 
Indenture and all covenants, agreements and obligations of the Authority contained in the Indenture for the benefit 
of such Bond ( or the applicable portion thereof) shall cease and terminate and shall be completely discharged and 
satisfied and the Authority shall be released therefrom except that the Authority shall remain liable for such payment 
but only from, and the Owners shall !hereafter be entitled only to payment (without interest accrued thereon after 
such redemption date or maturity date, as applicable) out of, the money and Defeasance Securities deposited with 
the Trustee for their payment as provided in the Indenture; provided that no Bond which constitutes a Covered 
Tender Bond shall be deemed to be paid within the meaning of the Indenture unless the Purchase Price of such 
Bond, if tendered for purchase in accordance with the Indenture, could be paid when due from such moneys or 
Defeasance Securities (as evidenced by an Accountant's Certificate) or a Bank Facility is provided in connection 
with such Purchase Price. 

(d) Notwithstanding the termination, satisfaction and discharge of the Indenture in respect of any 
Bonds, those provisions of the Indenture relating to the maturity of the Bonds, interest payments and dates thereof, 
tender and exchange provisions, exchange and transfer of Bonds, replacement of mutilated, destroyed, lost or stolen 
Bonds, the safekeeping and cancellation of Bonds, nonpresentment of Bonds, compliance by the Authority of the tax 
covenants contained in the Indenture and the duties of the Trustee in connection with all of the foregoing, shall 
remain in effect and shall be binding upon the Authority, the Trustee and the Owners and the Trustee shall continue 
to be obligated to hold in trust any monies and investments then held by the Trustee for the payment of the principal 
or Redemption Price of, and interest on, the Bonds, to pay to the Owners, but only from the monies and investments 
so held by the Trustee, the principal or Redemption Price of, and interest on, the Bonds as and when such payment 
becomes due. 

(e) Prior to the defeasance of any Bond constituting a Variable Rate Bond becoming effective under 
the Indenture, the Trustee shall have received a Rating Confirmation from each Rating Agency. 

(f) Nothing in the Indenture shall prevent the Authority from substituting for the Defeasance 
Securities held for the payment or redemption of Bonds ( or portions thereof) other Defeasance Securities which, 
together with the moneys held by the Trustee for such purpose, as evidenced by an Accountant's Certificate, shall be 
sufficient to pay when due the principal amount of, and any redemption premiums on, the Bonds ( or portions 
thereof) to be paid or redeemed, and the interest due on the Bonds ( or portions thereof) to be paid or redeemed at the 
times established with the initial deposit of Defeasance Securities for such purpose; provided that the Authority shall 
deliver to the Trustee a Favorable Opinion of Bond Counsel with respect to such substitution. 

(g) If there shall be deemed paid pursuant to the Indenture less than the full principal amount of a 
Bond, the Authority shall execute and the Trustee shall authenticate and deliver, upon the surrender of such Bond, 
without charge to the Owner of such Bond, a new Bond or Bonds for the principal amount of the Bond so 
surrendered which is deemed paid and another new Bond or Bonds for the balance of the principal amount of the 
Bond so surrendered, in each case of like Series, Subseries maturity and other terms, and in any of the Authorized 
Denominations. 

Events of Default. Each of the following shall constitute an Event of Default under the Indenture: if 
default shall be made in the payment of the interest on any Outstanding Bond when and as the same shall become 
due and payable, whether on an Interest Payment Date or otherwise; if default shall be made in the payment of the 
principal or Redemption Price of any Outstanding Bond when and as the same shall become due and payable, 
whether at the stated maturity thereof, or upon proceedings for redemption thereof or upon the maturity thereof by 
declaration; if default shall be made by the Authority in the performance or observance of any other of the 
covenants, agreements or conditions on its part in the Indenture or in the Outstanding Bonds contained, and such 
default shall continue for a period of 60 days after written notice thereof to the Authority by the Trustee or to the 
Authority and to the Trustee by a Credit Provider or the Owners of not less than 10% in principal amount of the 
Bonds Outstanding; provided, however, if such default is such that it can be corrected by the Authority but not 
within the applicable period specified above, it shall not constitute an Event of Default if corrective action is 
instituted by the Authority within thirty (30) days of the Authority's receipt of the notice of the default required by 
this paragraph and diligently pursued until the default is corrected but in no event shall this period exceed 120 days; 
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an Agreement Event of Default shall have occurred and be continuing; or an Event of Default under the Insurance 
Agreement. 

Right to Accelerate Maturity Upon Default. Notwithstanding anything contrary in the Indenture or in 
the Bonds, upon the occurrence and continuance of an Event of Default, the Trustee may, with the consent of each 
Credit Provider whose consent is required by a Supplemental Indenture or a Credit Agreement, and shall, at the 
direction of the Owners of a majority in principal amount of Outstanding Bonds (other than Bonds owned by or on 
behalf of the Authority or the City) by written notice to the Authority, with the consent of each Credit Provider 
whose consent is required by a Supplemental Indenture or a Credit Agreement, declare the principal of the 
Outstanding Bonds to be innnediately due and payable, whereupon the principal of the Outstanding Bonds thereby 
coming due and the interest thereon accrued to the date of payment shall, without further action, become and be 
innnediately due and payable. 

Enforcement Proceedings. If an Event of Default under the Indenture shall happen and shall not have 
been remedied, then and in every such case, the Trustee, by its agents and attorneys, may, with the consent of each 
Credit Provider whose consent is required by a Supplemental Indenture or a Credit Agreement, proceed, and upon 
the written request of the Owners of not less than a majority in principal amount of the Bonds at the time 
Outstanding, with the consent of each Credit Provider whose consent is required by a Supplemental Indenture or a 
Credit Agreement, shall proceed, to protect and enforce its rights and the rights of the Owners of the Outstanding 
Bonds by a suit or suits in equity or at law, whether for damages or the specific performance of any covenant 
contained in the Indenture, to enforce the security interest in, pledge of and lien on the Trust Estate granted pursuant 
to the Indenture, or in aid of the execution of any power granted in the Indenture or any remedy granted under 
applicable provisions of the laws of the State, or for an accounting by the Authority as if the Authority were the 
trustee of an express trust, or in the enforcement of any other legal or equitable right as the Trustee, being advised by 
counsel, shall deem most effectual to enforce any of its rights or to perform any of its duties under the Indenture. 

All rights of action under the Indenture may be prosecuted and enforced by the Trustee without the 
possession of any of the Bonds or the production thereof in the trial or other proceedings, and any such suit or 
proceedings instituted by the Trustee shall be brought in its own name as trustee of an express trust 

Upon commencing a suit at law or in equity or upon commencement of other judicial proceedings by the 
Trustee to enforce any right under the Indenture, the Trustee shall be entitled to exercise any and all rights and 
powers conferred in the Indenture and provided to be exercised by the Trustee upon the occurrence of any Event of 
Default. 

Regardless of the happening of an Event of Default, the Trustee shall have power to, but unless requested 
in writing to proceed by the Owners of a majority in principal amount of the Bonds then Outstanding or a Credit 
Provider (which has the authority to make such request pursuant to a Supplemental Indenture or a Credit 
Agreement) and unless furnished with reasonable security and indemnity, shall be under no obligation to, institute 
and maintain such suits and proceedings as it may be advised shall be necessary or expedient to prevent any 
impairment of the security under the Indenture by any acts which may be unlawful or in violation of the Indenture, 
and such suits and proceedings as the Trustee may be advised shall be necessary or expedient to preserve or protect 
its interests and the interests of the Owners of the Bonds. 

If the Trustee or any Owner or Owners of Outstanding Bonds have instituted any proceeding to enforce any 
right or remedy under the Indenture and such proceeding has been discontinued or abandoned for any reason, or has 
been determined adversely to the Trustee or to such Owner or Owners, then and in every such case the Authority, 
the Trustee and the Owners shall, subject to any determination in such proceeding, be restored severally and 
respectively to their former positions under the Indenture, and thereafter all rights and remedies of the Trustee and 
the Owners shall continue as though no such proceeding had been instituted. 

Remedies Not Exclusive. No remedy by the terms of the Indenture conferred upon or reserved to the 
Trustee or the Owners of the Bonds is intended to be exclusive of any other remedy, but each and every such 
remedy shall be cumulative and shall be in addition to every other remedy given under the Indenture or existing at 
law or in equity or by statute whether effective on or after the effective date of the Master Indenture. The assertion 
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or employment of any right or remedy, under the Indenture or otherwise, shall not prevent the concurrent assertion 
or employment of any other appropriate right or remedy. 

Restriction on Owner's Action. Except as otherwise provided in paragraph (b) below, no Owner of any 
Bond shall have any right to institute any suit, action or proceeding at law or in equity for the enforcement of any 
provision of the Indenture or the execution of any trust under the Indenture or for any remedy under the Indenture 
unless such Owner shall have previously given to the Trustee written notice of the happening of an Event of Default, 
as provided in the Indenture, and the Owners of at least 25% in principal amount of the Bonds then Outstanding 
shall have filed a written request with the Trustee, and shall have offered it reasonable opportunity, either to exercise 
the powers granted in the Indenture or by the applicable laws of the State or to institute such action, suit or 
proceeding in its own name, and unless such Owners shall have offered to the Trustee adequate security and 
indemnity against the costs, expenses and liabilities to be incurred tin the Indenture or thereby, and the Trustee shall 
have refused to comply with such request for a period of 60 days after receipt by it of such notice, request and offer 
of indemnity, it being understood and intended that no one or more Owners of Bonds shall have any right in any 
manner whatever by his or their action to affect, disturb or prejudice the pledge created by the Indenture, or to 
enforce any right under the Indenture, except in the manner tin the Indenture provided; and that all proceedings at 
law or in equity to enforce any provision of the Indenture shall be instituted, had and maintained in the manner 
provided in the Indenture and for the ratable benefit of all Owners of the Outstanding Bonds, subject only to the 
provisions of the Indenture relating to the extension of claims for interest on Bonds. 

Nothing in the Indenture or in the Bonds contained shall affect or impair the obligation of the Authority, 
which is absolute and unconditional, to pay on the respective due dates thereof and at the places in the Indenture 
expressed, but solely from the Revenues and the other security pledged under the Indenture, the principal amount, or 
Redemption Price if applicable, of the Bonds, and the interest thereon, to the respective Owners thereof, or affect or 
impair the right, which is also absolute and unconditional, of any Owner to institute suit for the enforcement of any 
such payment. 

Notice of Default. The Trustee shall, within thirty (30) days after obtaining knowledge thereof, mail 
written notice of the occurrence of any Event of Default of which the Trustee has knowledge to each Provider, each 
Reserve Guaranty Provider and each Owner of Bonds then Outstanding at such Owner's address, if any, appearing 
in the Bond Register. 

Waivers. The Owners of not less than sixty percent in principal amount of the Bonds at the time 
Outstanding, or their attorneys-in-fact duly authorized, may on behalf of the Owners of all of the Bonds, waive any 
Event of Default and its consequences. No such waiver shall extend to any subsequent or Event of Default or impair 
any right consequent thereon. 

Providers. Except as limited by the Indenture with respect to reduction in principal amounts of Bonds or 
the interest thereon and the modification of payment dates, a Supplemental Indenture authorizing a Series of Bonds 
may provide that any Credit Provider providing a Credit Facility with respect to Bonds of such Series may exercise 
any right under the Master Indenture or the Supplemental Indenture authorizing the issuance of such Series of Bonds 
given to the Owners of the Bonds to which such Credit Facility relates in lieu of such Owners. The First 
Supplemental Indenture provides that the Insurer may exercise any right under the Indenture given to the Owners of 
the 2006 Bonds in lieu of such Owners. 

Anything in the Indenture to the contrary notwithstanding, all provisions under the Indenture authorizing 
the exercise of rights by a Provider with respect to Bonds, including without limitation actions relating to consents, 
approvals, directions, waivers, appointments and requests, shall be deemed not to require or permit such consents, 
approvals, directions, waivers, appointments, requests or other actions and shall be read as if the Provider were not 
mentioned tin the Indenture (i) during any period during which there is a default by such Provider under the 
applicable Bank Facility or (ii) after the applicable Bank Facility shall at any time for any reason cease to be valid 
and binding on the Provider, or shall be declared to be null and void by final judgment of a court of competent 
jurisdiction, or after the Bank Facility has been rescinded, repudiated or terminated (other than in accordance with 
its terms), or after a receiver, conservator or liquidator has been appointed for the Provider; provided, however, that 
the payment of amounts due or that may become due (including without limitation all indemnity payments) to the 
Provider or any other Person identified under such Provider's Bank Agreement pursuant to the terms of the 

D-12 



Indenture and/or such Bank Agreement shall continue in full force and effect. The foregoing shall not affect any 
other rights of a Provider. In addition all provisions in the Indenture relating to the rights of a Provider shall be of 
no force and effect if there is no Bank Facility of such Provider in effect and all amounts owing to the Provider 
under the Bank Agreement have been paid. 

Unclaimed Moneys. Anything in the Indenture to the contrary notwithstanding, any moneys held by the 
Trustee in trust for the payment and discharge of any of the Bonds which remain unclaimed for two years after the 
date when such Bonds have become due and payable, either at their stated maturity dates, tender for purchase or by 
call for redemption, if such moneys were held by the Trustee at such date, or for two years after the date of deposit 
of such moneys if deposited with the Trustee after the date when such Bonds, the Redemption Price or the Purchase 
Price thereof became due and payable, shall, at the written request of an Authorized City Representative be repaid 
by the Trustee to the City, as its absolute property and free and clear of any trust, lien, pledge or assignment securing 
said Bonds, and the Trustee shall !hereupon be released and discharged with respect thereto and the Owners of such 
Bonds shall look only to the Electric Revenues of the City available for such purpose for the payment of such 
Bonds; provided, however, that before being required to make any such payment to the City, the Trustee shall, at the 
expense of the Authority, mail, postage prepaid to the Owners of such Bonds, at the last address, if any, appearing 
on the Bond Register a notice that said moneys remain unclaimed and that, after a date named in said notice, which 
date shall be not less than 30 days after the date of the mailing of such notice, the balance of such moneys then 
unclaimed shall be returned to the City. 

2006 Series Bond Insurance Provisions 

insurer Deemed Owner. Notwithstanding any provision of the Indenture to the contrary, so long as the 
Insurer is not in default in its payment obligations under the Insurance Policies, the Insurer shall at all times be 
deemed the sole and exclusive Owner of the Outstanding 2006 Bonds for the purposes of all approvals, consents, 
waivers, institution of any action and the direction of all remedies; provided, however, that the Insurer shall not be 
deemed to be the sole and exclusive Owner of the Outstanding 2006 Bonds with respect to any amendment or 
supplement to the Indenture which seeks to amend or supplement the Indenture to extend the maturity of or reduce 
the amount of interest on or principal of any 2006 Bond or otherwise alter or impair the obligation of the Authority 
to pay principal or interest at the time and place and at the rate and in the currency provided therein. 

Third Party Beneficiary. The Insurer is explicitly recognized as being a third party beneficiary under the 
Indenture and may enforce any right, remedy or claim conferred, given or granted under the Indenture. 
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APPENDIXE 

PROPOSED FORM OF OPINION OF BOND COUNSEL 

Upon delivery of the 2006 Bonds, Orrick, Herrington & Sutcliffe LLP, Bond Counsel, proposes to render its final 
opinion in substantially the followingform: 

Board of Directors 
Vernon Natural Gas Financing Authority 
4305 Santa Fe Avenue 
Vernon, California 9005 8 

[ Date of Delivery] 

Re: Vernon Natural Gas Financing Authority Variable Rate Revenue Bonds 
(Vernon Gas Project), 2006 Series A, 2006 Series Band 2006 Series C 
(Final Opinion) 

Ladies and Gentlemen: 

We have acted as bond counsel to the Vernon Natural Gas Financing Authority (the "Authority") in 
connection with the issuance of$ aggregate principal amount of its Variable Rate Revenue Bonds (Vernon 
Gas Project), 2006 Series A, $ aggregate principal amount of its Variable Rate Revenue Bonds (Vernon 
Gas Project), 2006 Series Band$ aggregate principal amount of its Variable Rate Revenue Bonds (Vernon 
Gas Project), 2006 Series C (collectively, the "2006 Bonds"), The 2006 Bonds have been issued pursuant to the 
provisions of Article 4 the Joint Exercise of Powers Act, constituting Chapter 5 of Division 7 of Title 1 the 
California Government Code, and an Indenture of Trust, as supplemented by the First Supplemental Indenture of 
Trust (collectively, the "Indenture"), each dated as of June 1, 2006 and each between the Authority and The Bank of 
New York Trust Company, N.A., as trustee (the "Trustee"). Capitalized terms not otherwise defined herein shall 
have the meanings ascribed thereto in the Indenture. 

In such connection, we have reviewed the Indenture, the Natural Gas Purchase Agreement (the 
"Agreement"), dated as of June 1, 2006 between the Authority and the City of Vernon (the "City"), the Tax 
Agreement, dated the date hereof, relating to the 2006 Bonds (the "2006 Tax Agreement"), certificates of the 
Authority, the City, the Trustee and others, opinions of counsel to the Authority, the City, the Trustee and others, 
and such other documents, opinions and matters to the extent we deemed necessary to render the opinions set forth 
herein. 

The Indenture provides that the 2006 Bonds are special obligations of the Authority payable solely from the 
Revenues, including payments by the City made pursuant to the Agreement, and the other funds pledged therefor 
pursuant to the Indenture. The Indenture further provides that the 2006 Bonds are not secured by a legal or equitable 
pledge of, or lien or charge upon, any property of the Authority or any of its income or receipts except the Revenues 
and the other funds pledged therefor pursuant to the Indenture. The Agreement provides that the City's payment 
obligations under the Agreement are special obligations payable solely from amounts in its Light and Power 
Department Fund. 

The interest rate mode for each respective Series of the 2006 Bonds and certain agreements, requirements 
and procedures contained or referred to in the Indenture, the 2006 Tax Agreement and other relevant documents 
may be changed and certain actions (including, without limitation, defeasance of 2006 Bonds) may be taken or 
omitted under the circumstances and subject to the terms and conditions set forth in such documents. No opinion is 
expressed herein as to any 2006 Bond or the interest thereon if any such change occurs or action is taken or omitted 
upon the advice or approval of counsel other than ourselves. 

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 
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actions taken or omitted or events occurring after the date hereof. We have not undertaken to determine or to inform 
any person whether any such actions are taken or omitted or events do occur or any other matters come to our 
attention after the date hereof. Our engagement with respect to the 2006 Bonds has concluded with their issuance, 
and we disclaim any obligation to update this letter. We have assumed the genuineness of all documents and 
signatures presented to us (whether as originals or as copies) and the due and legal execution and delivery thereof 
by, and validity against, any parties other than the Authority and, with respect to the Agreement, the City. We have 
assumed, without undertaking to verify, the accuracy of the factual matters represented, warranted or certified in the 
documents and certificates, and of the legal conclusions contained in the opinions, referred to in the second 
paragraph hereof. Furthermore, we have assumed compliance with all covenants and agreements contained in the 
Indenture, the Agreement and the 2006 Tax Agreement, including without limitation covenants and agreements 
compliance with which is necessary to assure that future actions, omissions or events will not cause interest on the 
2006 Bonds to be included in gross income for federal income tax purposes. We call attention to the fact that the 
rights and obligations under the 2006 Bonds, the Indenture, the Agreement and the 2006 Tax Agreement and their 
enforceability may be subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance, 
moratorium and other laws relating to or affecting creditors' rights, to the application of equitable principles, to the 
exercise of judicial discretion in appropriate cases and to the limitations on legal remedies against public entities in 
the State of California. We express no opinion with respect to any indemnification, contribution, penalty, choice of 
law, choice of forum or waiver provisions contained in the foregoing documents, nor do we express any opinion 
with respect to the state or quality of title to or interest in any of the assets described in or as subject to the lien of the 
Indenture or the accuracy of the description contained therein of, or the remedies available to enforce liens on, any 
of such assets. Finally, we undertake no responsibility for the accuracy, completeness or fairness of the Official 
Statement or other offering material relating to the 2006 Bonds and express no opinion with respect thereto. 

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are of the following 
op1mons: 

1. The 2006 Bonds constitute valid and binding special obligations of the Authority. 

2. The Indenture has been duly executed and delivered by, and constitutes the valid and binding 
obligation of, the Authority. The Indenture creates a valid pledge, to secure the payment of the principal of and 
interest on the 2006 Bonds, of the Trust Estate which pledge is on a parity with the pledge of the Trust Estate 
securing the payment of amounts due under Bank Agreements and Net Payments due under Qualified Swap 
Agreements and which pledge is subject to the provisions of the Indenture permitting the application of the Trust 
Estate for the purposes and on the terms and conditions set forth therein. 

3. The Agreement has been duly executed and delivered by, and constitutes a valid and binding 
agreement of, the Authority and the City. 

4. Interest on the 2006 Bonds is excluded from gross income for federal income tax purposes under 
section 103 of the Internal Revenue Code of 1986 and is exempt from State of California personal income taxes. 
Interest on the 2006 Bonds is not a specific preference item for purposes of the federal individual or corporate 
alternative minimum taxes, although we observe that it is included in adjusted current earnings when calculating 
corporate alternative minimum taxable income. We express no opinion regarding other tax consequences relating to 
the ownership or disposition of, or the accrual or receipt of interest on, the 2006 Bonds. 
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FINANCIAL GUARANTY INSURANCE POLICY 

MBIA Insurance Corporation 
Armonk, New York 10504 

Policy No. [NUMBER) 

MBIA hlsuran<'e Corporation (the "Insure,"), in consideration of the payment of 1he premiwn and subject to the !mm of 1his policy, hereby 
unconditionally and irrevocably guaranlees to any owner, as hereinafter defined, of the following descnbed obligations, 1he full and coo,plete payment 
required to be made byoron behalf of the Issuer to [PA YING AGENTfTRUSIBE] oritssuccessor(1he ''Paying Agent") ofan umountequal to(i)the 
principal of (either at the stated malUrity or by any advaooment of maturity pursuant to a mandatory sinking fimd payment) and in1ere!it oo, lhe 
Obligj,lions (as that tenn is defined below) as such poymenls 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 opjona1 redemption or acceleration resulting from defuult or otherwise, other 1han any 
advancement of maturity pursuant to a mandatory sinking filld payment, the payments guaranteed hereby shall be made in such amounts and at such 
times as such paymeots of principal would have been due had there not been any such acceleration, unless the Insurer elects in its sole disa"etion, to pay 
in \ffille or in part any principal due by reason of such acceleralion); and (ii) the reimbuniemem of a such payment v.ltich is subsequently recovered 
from any owner pursuant to a final judgment by a court of competent jurisdictioo that such payment constilutes an avoidable preference to such owner 
within the meaning of any applicable bankruptcy law. The mnounts refem:d 1o in clauses (i) and (u) of the prececling sentence shall be refem:d to herein 
collectively as the "Insured Amounts." "Obligations" shall mean: 

[PAR] 
(LEGAL NAME OF ISSUE] 

Upon receipt of 11:lephonic or n: lcgraphic notice, such no1icc subsequently confirmed in writing by registered or certified mail, or upon receipt of mitten 
notice by registered or certified mail, by the Insurer from the Paying Agent or any owner of an Obligation the payment of an Insured Amount for which is 
then due, 1hat such required payment has not been made, the Insurer on the due date of such payment or within ooe busine&s day after receipt of notire of 
such nonpaymen~ whichever is later, will make a deposit of funds, in an account with U.S. Bank Trust Natiooal Associalioo, in New York, New Y Olk, 
or its successor, sufficient for the payment of any such Insured Amounts wh.ich are then due. Upon presentment and surrender of such Obligations or 
presentment of such other proof of 0Wtlel1!hip of the Obligations, toge1her with any appropriate instruments of assignmonl lo evidence the assignmonl of 
the Insured AmOU!lll! due on the Obligations as are paid by the Insun:r, and approprisll: instruments lo effect the uppoint.ment of the Insurer as agent for 
such owners of the Obtigalions in any legal proceeding relaled to payment of Insured Amounts on the Obligations, such instruments being in a form 
satisfuctol)i to U.S. Bank Trust National Association, U.S. Bank Trust National Association shall disburse lo such owners, orthePayingAgmtpaymenl 
of 1he h1.sured AmoUll15 <b> on such Obligations, less any amount held by the Paying Agent fur the payment of such lnsureJ Amounts and legally 
available th<refur. This policy does not insure against loss of any prepayment premiwn which may at any time be payable with respect to any Obligalioo. 

As used herein, the term "owner" shall mean 1he registered owner of any Obligation as indicated in the books maintained by the Paying Ag~ the Issuer, 
or any designee of the Issuer fur such purpose. The term owner shall not include the Issuer or any party whose agreement with the Issuer constitules die 
U11derlying securily for the Obligations. 

Any service of process on the Insurer may be made to the Insurer at its offices localed at 113 King Street, Annook, New Yodc I 0504 and such service of 
process shall be valid and binding. 

This policy is non-omceUable for any reason. The premiwn on this policy is not refimdable for any reasoo including the payment prior to maturi1y of die 
Obligatioos 

In the event the Insurer were 1o become insolvent, any claims arising under a policy of financial guaranty insurance are excluded from coverage by 1he 
California Insurance Guarancy Association, established purauant to Article 14.2 (commencing with Section 1063) of Chapter I of Pait 2 of Division I of 
the California lnslEance Code. 

IN WITNESS WHEREOF, the Insurer has caused this policy to be executed in fllcsimile on its behalf by its duly authorimd officers, this [DAY] day of 
[MONTH, YEAR]. 

STD-R.CA-7 
01/05 

Attest: 

F-1 



ENDORSEMENT 

Attached to Policy No. (the "Policy") issued by the MBIA Insurance 
Corporation (the "Insurer"), to the Paying Agent, as defined in the Policy issued with respect to 
the Obligations: 

[BOND CAPTION] 

Notwithstanding the terms and conditions contained in the Policy, it is understood that 
(a) the Policy shall guarantee the full and complete payment required to be made by or on behalf 
of the Issuer to the Paying Agent of an amount equal to principal of and interest accrued on the 
Series 20068 Bank Bonds (as such terms are defined in the Series 20068 First Supplemental 
Indenture dated as of , 2006 (the "Indenture")) which are mandatorily redeemed in 
accordance with Section of the Indenture; and (b) the Policy shall guarantee the 
payment of Differential Interest Amount (as defined in the Indenture) on the Series 20068 Bank 
Bonds no more frequently than once a month. 

This Endorsement forms a part of the Policy, effective on the inception date of the Policy. 

IN WITNESS WHEREOF, the Insurer has caused this Endorsement to be executed in 
facsimile on its behalf by its President and its Assistant Secretary, this __ day of June 2006. 

MBIA INSURANCE CORPORATION 

Assistant Secretary 

4818·8365-5425.1 
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APPENDIXG 

DESCRIPTION OF THE LIQUIDITY PROVIDER 

CITIBANK, N.A. 

Citibank, N.A. ("Citibank") was originally organized on June 16, 1812, and now is a national banking 
association organized under the National Bank Act of 1864. Citibank is an indirect wholly-owned subsidiary of 
Citigroup lnc. ("Citigroup"), a Delaware holding company. As of March 31, 2006, the total assets of Citibank and 
its consolidated subsidiaries represented approximately 47% of the total assets of Citigroup and its consolidated 
subsidiaries. 

The long term ratings of Citibank and its consolidated subsidiaries are Aal, AA and AA+ by Moody's, 
S&P and Fitch, respectively. The short term ratings of Citibank and its consolidated subsidiaries are A-1 +, P-1 and 
Fl+ by Moody's, S&P and Fitch, respectively. 

Citibank. is a commercial bank that, along with its subsidiaries and affiliates, offers a wide range of banking 
and trust services to its customers throughout the United States and the world. As a national bank, Citibank. is a 
regulated entity permitted to engage only in banking and activities incidental to banking. Citibank is primarily 
regulated by the Office of the Comptroller of the Currency ( the "Comptroller"), which also examines its loan 
portfolios and reviews the sufficiency of its allowance for credit losses. 

Citibank's deposits at its U.S. branches are insured by the Federal Deposit Insurance Corporation (the 
"FDIC") and are subject to FDIC insurance assessments. The Liquidity Facilities for the 2006B Bonds and the 
2006C Bonds are not insured by the FDIC or any other regulatory agency of the United States or any other 
jurisdiction. Citibank. may, under certain circumstances, be obligated for the liabilities of its affiliates that are FDIC
insured depository institutions. 

Legislation enacted as part of the Omnibus Budget Reconciliation Act of 1993 provides that deposits in 
U.S. offices and certain claims for administrative expenses and employee compensation against a U.S. insured 
depository institution which has failed will be afforded a priority over other general unsecured claims, including 
deposits in non-U.S. offices and claims under non-depository contracts in all offices, against such an institution in 
the "liquidation or other resolution" of such an institution by any receiver. Such priority creditors (including the 
FDIC, as the subrogee of insured depositors) of such FDIC-insured depository institution will be entitled to priority 
over unsecured creditors in the event of a "liquidation or other resolution" of such institution. 

For further information regarding Citibank., reference is made to the Annual Report on Form 10-K of 
Citigroup and its subsidiaries for the year ended December 31, 2005, and the Quarterly Report on Form 10-Q of 
Citigroup and its subsidiaries for the quarter ended March 31, 2006, filed by Citigroup with the Securities and 
Exchange Commission (the "SEC"). Further information regarding Citibank subsequent to December 31, 2005, will 
be included in the Form 10-Qs (quarterly) and Form 10-Ks (armually) subsequently filed by Citigroup with the SEC. 
Copies of such material may be obtained, upon payment of a duplicating fee, by writing to the SEC at 100 F Street, 
N.E., Washington, D.C. 20549. ln addition, such reports are available at the SEC's web site (http://www.sec.gov). 

ln addition, Citibank submits quarterly to the Comptroller certain reports called "Consolidated Reports of 
Condition and Income for a Bank With Domestic and Foreign Offices" ("Call Reports"). The Call Reports are on 
file with and publicly available at the Comptroller's offices at 250 E Street, S. W., Washington, D.C. 20219 and are 
also available on the web site of the FDIC (http://www.fdic.gov). Each Call Report consists of a Balance Sheet, 
Income Statement, Changes in Equity Capital and other supporting schedules at the end of and for the period to 
which the report relates. 

Any of the reports referenced above are available upon request, without charge, by writing or calling 
Citigroup Document Services, 140 58'" Street, Brooklyn, New York 11220, (718) 765-6514. 
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The information contained in this Appendix G relates to and has been obtained from Citibank. The 
information concerning Citibank. contained herein is furnished solely to provide limited introductory information 
regarding Citibank. and does not purport to be comprehensive. Such information is qualified in its entirety by the 
detailed information appearing in the documents and financial statements referenced above. 
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