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GENERAL INFORMATION ABOUT THIS OFFICIAL STATEMENT

No dealer, broker, salesperson or other person has been authorized by the Agency to
give any information or to make any representations in connection with the offer or sale of the
Bonds other than those contained herein and, if given or made, such other information or
representations must not be relied upon as having been authorized by the Agency. 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 Bonds by a person in any jurisdiction in which it is unlawful for such person
to make such an offer, solicitation or sale.

This Official Statement is not to be construed as a contract with the purchasers of the
Bonds. Statements contained in this Official Statement which involve estimates, forecasts or
matters of opinion, whether or not expressly so described herein, are intended solely as such
and are not to be construed as representations of fact. The summaries and references to
documents, statutes and constitutional provisions referred to herein do not purport to be
comprehensive or definitive and are qualified in their entireties by reference to each such
document, statute and constitutional provision.

The information set forth herein has been obtained from sources which are believed to
be reliable but such information is not guaranteed as to accuracy or completeness. The
information and expressions of opinions herein are subject to changewithout notice and neither
the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no changein the affairs of the Agency
since the date hereof.

The Underwriters have provided the following sentence for inclusion in this Official
Statement: The Underwriters have reviewed the information in this Official Statement in
accordance with, and as part of, their responsibility to investors under the federal securities law
as applied to the facts and circumstances of this transaction, but the Underwriters do not
guarantee the accuracy or completeness of such information.

While the City of San Diego maintains an internet website for various purposes, none of
the information on such website is incorporated by reference herein or intended to assist
investors in making any investment decision or to provide any continuing information with
respect to the Bonds.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-
ALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET
PRICE OF THE BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREV AIL
IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED
AT ANY TIME. THE UNDERWRITERS MAY OFFER AND SELL THE BONDS TO CERTAIN
DEALERS AND DEALER BANKS AND BANKS ACTING AS AGENT AT PRICES LOWER
THAN THE PUBLIC OFFERING PRICES STATED ON THE INSIDE COVER PAGE HEREOF
AND SAID PUBLIC OFFERING PRICES MAY BE CHANGED FROM TIME TO TIME BY THE
UNDERWRITERS.

THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF
1933, AS AMENDED, IN RELIANCE UPON AN EXCEPTION FROM THE REGISTRATION
REQUIREMENTS CONTAINED IN SECTION 3(a)(2) OF SUCH ACT. THE BONDS HAVE
NOT BEEN REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY STATE.
THE INDENTURE HAS NOT BEEN QUALIFIED UNDER THE TRUST INDENTURE ACT OF
1939, AS AMENDED, IN RELIANCE UPON AN EXEMPTION CONTAINED IN SUCH ACT.
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OFFICIAL STATEMENT

$14,060,000
REDEVELOPMENT AGENCY
OF THE CITY OF SAN DIEGO
North Park Redevelopment Project
Subordinate Tax Allocation Bonds, Series 2009A

INTRODUCTION

The purpose of this Official Statement, including the cover page and the appendices
hereto, is to provide information regarding the issuance by the Redevelopment Agency of the
City of San Diego (the “Agency”) of its North Park Redevelopment Project Subordinate Tax
Allocation Bonds, Series 2009A (the “Bonds”). Definitions of certain capitalized terms used in
this Official Statement are set forth in APPENDIX A—"SUMMARY OF CERTAIN PROVISIONS
OF THE INDENTURE.”

General

This introduction is not a summary of this Official Statement. It is only a brief
description of and guide to, and is qualified by, more complete and detailed information
contained in the entire Official Statement, including the cover page and appendices hereto, and
the documents summarized or described herein. A full review should be made of the entire
Official Statement. The offering of the Bonds to potential investors is made only by means of
the entire Official Statement.

This Official Statement contains brief descriptions of the Bonds, the Indenture, the
Agency and the Agency’s North Park Redevelopment Project (the “Redevelopment Project”).
Such descriptions do not purport to be comprehensive or definitive. All references in this
Official Statement to specific documents are qualified in their entirety by reference to such
documents and references to the Bonds are qualified in their entirety by reference to the form of
the Bonds included in the Indenture. Copies of the Indenture and other documents described in
this Official Statement may be obtained from the Agency as described under the subheading
“Other Information” below.

Purpose of Issuance

Proceeds from the sale of the Bonds will be used to (a) repay certain outstanding
obligations of the Agency, (b) finance redevelopment activities of the Agency within or of
benefit to the North Park Redevelopment Project area (the “Project Area”), (c) fund capitalized
interest on a portion of the Bonds for a limited period of time, (d) fund a reserve account for the
Bonds, and (e) pay the costs of issuing the Bonds. See “ESTIMATED SOURCES AND USES OF
FUNDS” and “FINANCING PLAN.”

The Agency

The Agency was activated on May 6, 1958, by action of the City Council of the City of
San Diego, California (the “City”) pursuant to the California Community Redevelopment Law,

" Preliminary, subject to change.



constituting Part 1 of Division 24 of the California Health and Safety Code (the “Redevelopment
Law”). The Agency has the authority, and is charged generally with the responsibility, to
redevelop and upgradeblighted areas of the City. The members of the City Council serve as the
governing body of the Agency.See “THE AGENCY.”

The Redevelopment Project

The City Council of the City adopted the Redevelopment Plan for the North Park
Redevelopment Project on March 4, 1997, pursuant to its Ordinance No. 0-18386. The area that
is subject to the Redevelopment Plan (the “Project Area”) consists of approximately 555 acres
centrally located within five miles of downtown San Diego and adjacent to the City’s Balboa
Park. The Project Area is bounded by U.S. Interstate 805 to the east and Park Boulevard to the
west, and stretches as far north as Adams Avenue and as far south as Thorn Street. A hub of
activity, the area in which the Project Area is located is host to the City’s second busiest transit
interchangeand is within miles of 11 other central San Diego communities. Land use in the
Project Area includes commercial, residential, retail and light manufacturing. Agency activities
in the Project Area focus on expanding housing and employment opportunities, transit and
infrastructure improvements, as well as neighborhood revitalization and beautification. See
“THE PROJECT AREA.”

The total secured and unsecured assessed valuation of taxable property in the Project
Area in Fiscal Year 2008-09, based upon information obtained by the Agency’s Fiscal Consultant
for the Redevelopment Project from the San Diego County Assessor’s Office, is $1,160,042,821,
and is $736,491,791 greater than the $423,551,030 adjusted assessed valuation in the base year
(1998-99). See “THE PROJECT AREA—Tax Revenue Projections.” Assessed valuations in the
Project Area are subject to numerous risks which could result in decreases from the assessed
valuations reported for Fiscal Year 2008-09. See “BONDOWNERS’ RISKS.” Also see “THE
PROJECT AREA” and APPENDIX D—"FISCAL CONSULTANT’S REPORT.”

Tax Allocation Financing

The Redevelopment Law provides a means for financing redevelopment projects based
upon an allocation of taxes collected within a designated redevelopment project area. The
redevelopment agency establishes the taxable valuation of a project area based on the last
equalized County assessment roll before the adoption of the redevelopment plan, or base roll
(the “Base Year Valuation”). Subsequently, the taxing agencies receive the taxes produced by
the levy of the then-current tax rate upon the Base Year Valuation (except for any period during
which the taxable valuation drops below the Base Year Valuation).

Taxes collected upon any increase in taxable valuation over the Base Year Valuation are
allocated to a redevelopment agency and may be pledged by a redevelopment agency to the
repayment of any indebtedness incurred in financing or refinancing a redevelopment project.
Twenty percent of taxes allocated to a redevelopment agency are set aside in a separate fund to
develop and maintain low and moderate income housing in the city in which the
redevelopment project area is located, and certain redevelopment agencies are required to make
payments from taxes allocated to them to other Taxing Agencies, and the Tax Revenues pledged
to secure the repayment of the Bonds do not include any of such housing funds or payments to
other Taxing Agencies. Redevelopment agencies themselves have no taxing power. See
“SECURITY FOR THE BONDS—Tax Revenues.”

The Bonds

The Bonds are being issued pursuant to the Redevelopment Law, a resolution adopted
by the Agency on June 23, 2009, and an Indenture of Trust, dated as of July 1, 2009 (the



“Indenture”), by and between the Agency and Wells Fargo Bank, National Association, as
trustee (the “Trustee”). See “THE BONDS” and APPENDIX A—“SUMMARY OF CERTAIN
PROVISIONS OF THE INDENTURE.” The Bonds will be sold by the Agency to the Public
Facilities Financing Authority of the City of San Diego (the “Authority”) for concurrent resale to
the underwriters named on the cover of this Official Statement.

The Bonds will be issued in denominations of $5,000 each or integralmultiples thereof.
Interest on the Bonds will be payable on May 1 and November 1, commencing November 1,
2009. Principal of and interest on the Bonds will be payable by the Trustee to The Depository
Trust Company (“DTC”) which will be responsible for remitting such principal and interest to
the DTC participants which will in turn be responsible for remitting such principal and interest
to the beneficial owners of the Bonds. No physical distribution of the Bonds will be made to the
public. See “THE BONDS—Book-Entry System.”

Source of Payment for the Bonds; Senior Obligations

The Bonds are special obligations of the Agency and are payable from and secured by a
pledge of Tax Revenues and amounts in certain accounts held by the Trustee under the
Indenture. The term “Tax Revenues” is defined in the Indenture as all taxes annually allocated
to the Agency with respect to the Project Area following the Closing Date, pursuant to Article 6
of Chapter 6 (commencing with Section 33670) of the Redevelopment Law and Section 16 of
Article XVI of the Constitution of the State of California, and as provided in the Redevelopment
Plan, including all payments, subventions and reimbursements, if any, to the Agency
specifically attributable to ad valorem taxes lost by reason of tax exemptions and tax rate
limitations; but excluding (i) all amounts of such taxes required to be deposited into the Low and
Moderate Income Housing Fund of the Agency in any Fiscal Year pursuant to Section 33334.2 or
33334.6 of the Redevelopment Law; (ii) all amounts of such taxes required to be paid to taxing
agencies under Sections 33607.5 and 33607.7 of the Redevelopment Law to the extent such
required payments create a prior lien on such taxes; (iii) amounts, if any, payable by the State of
California to the Agency under and pursuant to the provisions of Chapter 1.5 of Part 1 of
Division 4 of Title 2 (commencing with Section 16110) of the Government Code of the State of
California; (iv) amounts retained by the County as costs of collection pursuant to Chapter 466,
Statues of 1990; and (v) such taxes in any “Bond Year” (as defined in the Senior Indenture) to
the extent subject to the prior senior pledge under the Senior Bond Indenture with respect to the
Senior Bonds (as described below).

The Agency currently has certain outstanding bonds that have a lien on Tax Revenues
senior to the lien securing the Bonds, which are referenced in clause (v) of the definition of Tax
Revenues above. Outstanding senior lien debt includes the Agency’s North Park
Redevelopment Project Tax Allocation Bonds, Series 2000, issued on October 25, 2000 in the
initial principal amount of $7,000,000, of which $6,035,000 is outstanding, the Agency’s North
Park Redevelopment Project 2003 Tax Allocation Bonds, Series A (Taxable), issued on December
17, 2003 in the initial principal amount of $7,145,000, of which $6,045,000 is outstanding, the
Agency’sNorth Park Redevelopment Project 2003 Tax Allocation Bonds, Series B (Tax-Exempt),
issued on December 17, 2003 in the initial principal amount of $5,360,000, of which $5,360,000 is
outstanding (collectively, the “Outstanding Senior Bonds”). Under the Indenture, the Agency
has covenanted not to issue any additional senior lien debt except for purposes of refunding, in
whole or in part, the Outstanding Senior Bonds (“Senior Refunding Debt” and, collectively with
the Outstanding Senior Bonds, the “Senior Bonds”) or any Senior Refunding Debt, but only so
long as such refunding results in debt service savings for the refunded Senior Bonds in each
fiscal year, and the maturity of the refunding bonds is not later than the maturity of the Senior
Bonds to be refunded. A portion of the debt service on the Outstanding Senior Bonds is payable
from tax increment revenues from the Project Area to be deposited to the Low and Moderate
Income Housing Fund of the Agency (the “Low and Moderate Income Housing Funds”), which



Low and Moderate Income Housing Funds are not pledged to the payment of the Bonds. See
“SECURITY FOR THE BONDS—Senior Lien on Tax Revenues.”

Except with respect to the Senior Bonds, the Tax Revenues are not subject to the pledge
and lien of any indebtedness of the Agency other than the Bonds and any Parity Bonds
hereafter issued in accordance with the Indenture, and certain other obligations which are made
or are by their terms subordinate to the payment of the Bonds. See “CONSTITUTIONAL AND
STATUTORY PROVISIONS AFFECTING TAX REVENUES” and “THE PROJECT AREA—
Outstanding Indebtedness.” The Bonds are not payable from, and are not secured by, any
funds of the Agency other than the Tax Revenues and amounts in certain accounts held by the
Trustee and pledged therefore under the Indenture. See “SECURITY FOR THE BONDS.”

Reserve Account

A reserve account (the “Reserve Account”) will be established and held under the
Indenture in order to secure the payment of principal of and interest on the Bonds in an
amount, as of the Closing Date, equal to the Reserve Requirement. If, on any Interest Payment
Date for the Bonds, the amounts on deposit under the Indenture to pay the principal of or
interest due on the Bonds are insufficient therefor, the Trustee will draw on the Reserve
Account to replenish the Interest Account, the Principal Account or the Sinking Account, in that
order, to make up such deficiencies. The Indenture permits the Agency at any time to substitute
a Qualified Reserve Account Credit Instrument for funds on deposit in the Reserve Account;
and, in certain circumstances in connection with the issuance of Parity Bonds, to fund the
Reserve Account at an amount that is less than the then Reserve Requirement. See “SECURITY
FOR THE BONDS—Reserve Account,” “SECURITY FOR THE BONDS—Issuance of Parity
Debt” and APPENDIX A—"SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE -
Funds and Accounts — Reserve Account” for additional information regarding the Reserve
Account.

Parity Debt

The Indenture provides that in addition to the Bonds, the Agency may provide for the
issuance of Parity Bonds secured by a lien on Tax Revenues on a parity with the lien under the
Indenture securing the repayment of the Bonds, to finance redevelopment activities within or of
benefit to the Redevelopment Project in such principal amount as shall be determined by the
Agency.The Agency may deliver Parity Bonds subject to certain specific conditions set forth in
the Indenture. See “SECURITY FOR THE BONDS—Issuance of Parity Debt.”

Fiscal Consultant’s Report

David Taussig & Associates, Inc., Newport Beach, California (the “Fiscal Consultant”)
has been retained to prepare a report (the “Fiscal Consultant’s Report”) in connection with the
issuance of the Bonds. See APPENDIX D—"FISCAL CONSULTANT’S REPORT.”
Risk Factors

Prospective investors should review this Official Statement and the appendices hereto in
their entirety and should consider certain risk factors associated with the purchase of the Bonds,
some of which have been summarized in the section herein entitled “BONDOWNERS’ RISKS.”

Continuing Disclosure

The Agency will covenant in a Continuing Disclosure Certificate to prepare and deliver
an annual report to the Municipal Securities Rulemaking Board’s Electronic Municipal Market



Access (EMMA) system, and to provide notices of the occurrence of certain events. See
“CONTINUING DISCLOSURE” and APPENDIX F—“FORM OF CONTINUING DISCLOSURE
CERTIFICATE.”

Professionals Involved in the Offering

The proceedings of the Agencyin connection with the issuance of the Bonds are subject
to the approval as to their legality of Stradling Yocca Carlson & Rauth, a Professional
Corporation, Newport Beach, California, Bond Counsel. Certain legal matters will be passed
upon for the Agency by the City Attorney of the City of San Diego, in his capacity as General
Counsel to the Agency,and by Quint & Thimmig LLP, San Francisco, California, as Disclosure
Counsel to the Agency for the Bonds. David Taussig & Associates, Inc., Newport Beach,
California has been retained by the Agency to prepare a Fiscal Consultant’s report for the
Bonds. Kitahata & Company, San Francisco, California is serving as financial advisor to the
Agency for the Bonds. The firm of Nossaman LLP, Irvine, California is serving as
Underwriters” Counsel. Payment of the fees of Stradling Yocca Carlson & Rauth, a Professional
Corporation, and of Quint & Thimmig LLP, Nossaman LLP and Kitahata & Company is
contingent upon the sale and delivery of the Bonds.

The Authority

The Authority is a public agency duly organized and existing pursuant to a Second
Amended and Restated Joint Exercise of Powers Agreement,dated as of October 29, 2002 (the
“Agreement”), between the City and the Agency.The Agreement was entered into pursuant to
the provisions of Articles 1 and 2 of Chapter 5 of Division 7 of Title 1 of the Government Code
of the State of California. The members of the governing Commission of the Authority consist
of the City Treasurer, the Assistant Executive Director of the Agency and three members of the
public who are appointed by the Mayor and confirmed by the City Council and the Agency.
The Authority was created for the primary purpose of assisting in the financing of certain
public capital facilities improvements of the City and the Agency. No assets or property of the
Authority secure the payment of debt service on the Bonds.

Recent Events Regarding the City

Set forth in APPENDIX B—"CERTAIN INFORMATION REGARDING THE CITY OF
SAN DIEGO AND THE SURROUNDING AREA” under subheading “Recent Events Regarding
the City” is a summary of certain matters regarding the City’s financial statements and certain
ongoing investigations relating to the City. To the best knowledge of the Agency, the
investigations relating to the City’s financial statements and disclosure practices described in
Appendix B do not involve matters directly related to the security for, or the payment of, the
Bonds.

Forward-Looking Statements

Certain statements included or incorporated by reference in this Official Statement
constitute “forward-looking statements” as defined in the Private Securities Litigation Reform
Act of 2000. When used in this Official Statement, the words “estimate,” “forecast,” “intend,”
“expect” and similar expressions identify forward-looking statements. Such statements are
subject to risks and uncertainties that could cause actual results to differ materially from those
contemplated in such forward-looking statements. Any forecast is subject to such uncertainties.
Inevitably, some assumptions used to develop the forecasts will not be realized and
unanticipated events and circumstances may occur. Therefore, there are likely to be differences
between forecasts and actual results, and those differences may be material. The Agencyis not



obligated to issue any updates or revisions to the forward-looking statements if or when its
expectations, or events, conditions or circumstances on which such statements are based occur.

Other Matters

There follows in this Official Statement brief descriptions of the Bonds, the security for
the Bonds, the Indenture, the Agency, the Project Area, and certain other information relevant
to the issuance of the Bonds. The descriptions and summaries of documents herein do not
purport to be comprehensive or definitive, and reference is made to each such document for the
complete details of all its respective terms and conditions. All statements herein with respect to
certain rightsand remedies are qualified by reference to laws and principles of equity relating
to or affecting creditors’ rights generally.

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

Other Information

Copies of the Indenture are available for inspection during business hours at the
corporate trust office of the Trustee.

FINANCING PLAN

On October 31, 2006, the Agency entered into a Credit Agreement with Bank of America,
N.A., which provided for a $10,000,000 line of credit to the Agency, with repayment secured by
a pledge by the Agency of non-housing tax increment revenues from the Redevelopment
Project. The line of credit had a term of two-years, and required quarterly interest payments
beginning in January 2007. On November 1, 2008, pursuant to a First Amendment to Credit
Agreementbetween the Agency and Bank of America, N.A., the expiration date for the line of
credit was extended to July 31, 2009, and the amount of the line of credit was reduced from
$10,000,000 to $8,530,333. The Agency has drawn, and there is currently outstanding, the full
$8,530,333 available under the line of credit, and the Agencyhas used, or will use, such funds to
pay for costs related to the acquisition and construction of a parking facility, the rehabilitation
of a theatre, and streetscape improvements. The Agency will use a portion of the proceeds of
the Bonds along with funds on hand, on the Closing Date, to fully repay its obligations to Bank
of America, N.A. under the Credit Agreement.

On April 13, 2004, the Agency entered into a Disposition and Development Agreement
(the “DDA”) with Western Pacific Housing, Inc. (the “Developer”) for the development of
approximately 2.06 acres of land (the “Site”) in the Redevelopment Project. Pursuant to the
DDA, the Agencyis required to repay the Developer $900,000 in respect of costs incurred by the
Developer for the construction and installation of certain public improvements (the “Public
Improvement Component”) and $2,100,000 in respect of costs incurred by the Developer to
provide affordable housing on the Site (the “Affordability Component”). The Agency will use a
portion of the proceeds of the Bonds to pay to the Developer the $900,000 Public Improvement
Component when due under the requirements of the DDA, and expects to use future low and
moderate income housing tax increment revenues (not constituting any part of the Tax
Revenues) to pay to the Developer the $2,100,000 Affordability Component when required
under the terms of the DDA. The Agency’s payment obligations under the DDA are
subordinate to its obligations to repay the Outstanding Senior Bonds and the Bonds.



In addition to the foregoing,the Agency expects to use the proceeds of the Bonds to
make a deposit to the Reserve Account to be held by the Trustee under the Indenture in the
amount of the Reserve Requirement in effect on the date of delivery of the Bonds (see
“SECURITY FOR THE BONDS—Reserve Account”); to make a deposit to the Costs of Issuance
Fund to be held by the Trustee under the Indenture in an amount sufficient to pay the Costs of
Issuance; to make a deposit to the Interest Account to be held by the Trustee under the
Indenture to pay interest on a portion of the Bonds for a limited period of time (see “SECURITY
FOR THE BONDS—Special Fund; Deposit of Tax Revenues — Interest Account”); and to make a
deposit to the Redevelopment Fund to be held by the Agency, to be used to finance all or a
portion of the following redevelopment activities related to the Redevelopment Project (or such
other redevelopment activities for the Redevelopment Project as the Agency shall determine):
streetscape improvements to a park, installation of public art in an Agency-owned parking
facility, other improvements to a parking facility, various street improvements, and certain
tenant improvements, all within or of benefit to the Project Area.

ESTIMATED SOURCES AND USES OF FUNDS

The following table sets forth a summary of the estimated sources and uses of funds
associated with the issuance and sale of the Bonds.

Sources of Funds

Principal Amount of Bonds $
Less: Underwriters” Discount
Total Sources $

Uses of Funds

Transfers to Pay Outstanding Oblig ationg? $

Deposit to Redevelopment Fund

Deposit to Interest Account®

Deposit to Reserve Account®

Deposit to Costs of Issuance Fund®
Total Uses $

(1) For a description of the obligations to be paid, see “FINANCING PLAN.”

(2) Represents capitalized interest on a portion of the Bonds for a limited period of time. See “SECURITY FOR THE
BONDS—Special Fund; Deposit of Tax Revenues — Interest Account.”

(3) Equal to the initial Reserve Requirement for the Bonds. See “SECURITY FOR THE BONDS—Reserve Account.”

(4) To be used to pay the fees and expenses of the Trustee, the Fiscal Consultant, the Financial Advisor, Bond
Counsel and Disclosure Counsel, printing expenses, rating agency fees and other costs incurred in connection
with the issuance of the Bonds.



DEBT SERVICE SCHEDULE

The following table sets forth the scheduled annual debt service for the Bonds, assuming
no redemption of the Bonds other than mandatory sinking payment redemptions.

Bond Year Ending Principal
November 1 Amount?” Interest Total

(1) Includes mandatory sinking payment installments

THE BONDS

General Provisions

The Bonds will be dated their date of delivery, and will bear interest (calculated on the
basis of a 360-day year comprised of twelve 30-day months) at the rates and mature in the
amounts and on the dates set forth on the inside cover page of this Official Statement. The
Bonds will be issued as fully registered Bonds, without coupons, in the denomination of $5,000
each or any integral multiple thereof. The Trustee will maintain at its office books for the
registration, exchange and transfer of the Bonds.

Interest on the Bonds is payable semiannually on each May 1 and November 1,
commencing November 1, 2009 (each, an “Interest Payment Date”), by check of the Trustee
mailed on each Interest Payment Date to the registered owners whose names appear on the
registration books of the Trustee as of the close of business on the fifteenth calendar day of the
month preceding each Interest Payment Date (a “Record Date”) or, upon the written request
filed with the Trustee prior to any Record Date by a registered owner of at least $1,000,000 in
aggregateprincipal amount of Bonds, by wire transfer in immediately available funds to an
account in the United States designated by such owner in such written request. Principal of and
premium, if any, on the Bonds is payable at maturity or redemption upon presentation and



surrender thereof at the corporate trust office of the Trustee described in the Indenture (the
“Trust Office”).

The Bonds will bear interest from the Interest Payment Date immediately preceding the
date of authentication by the Trustee, unless (i) it is authenticated after a Record Date and on or
before the following Interest Payment Date, in which event it shall bear interest from such
Interest Payment Date; or (ii) it is authenticated on or prior to October 15, 2009, in which event it
shall bear interest from the date of delivery of the Bonds; provided, however, that if, as of the
date of authentication of any Bond, interest thereon is in default, such Bond shall bear interest
from the Interest Payment Date to which interest has previously been paid or made available
for payment thereon.

The Bonds may be transferred or exchanged upon presentation and surrender at the
Trust Office in Los Angeles, California, provided that the Trustee will not be required to register
the transfer or exchange of any Bonds during the fifteen days prior to the date established by
the Trustee for the selection of the Bonds for redemption, or as to Bonds the notice of
redemption of which has been mailed pursuant to the Indenture. The Trustee may require the
payment by the registered owners of the Bonds requiring such transfer or exchangeof any tax
or other governmental charge required to be paid with respect to such transfer or exchange.
The Trustee will, under certain circumstances, replace Bonds which have been mutilated, lost,
destroyed or stolen. The Trustee may require posting of an adequate surety bond, cash, or other
collateral and payment of a reasonable fee to cover the expenses which may be incurred by the
Trustee for each new Bond issued to replace a Bond which has been mutilated, lost, destroyed
or stolen.

Book-Entry System

The Bonds will be issued as one fully registered bond without coupons for each maturity
of the Bonds and, when issued, will be registered in the name of Cede & Co., as nominee of The
Depository Trust Company, New York, New York (“DTC”). DTC will act as securities
depository of the Bonds. Individual purchases may be made in book-entry form only, in the
principal amount of $5,000 and integral multiples thereof for each maturity. Purchasers will not
receive certificates representing their interest in the Bonds purchased. Principal and interest
will be paid to DTC, which will in turn remit such principal and interest to its participants for
subsequent dispersal to the beneficial owners of the Bonds as described herein. So long as
Cede & Co., as the nominee of DTC, is the registered owner of all of the Bonds, references
herein to the holders or owners of the Bonds will mean Cede & Co. and will not mean the
Beneficial Owners of the Bonds. See APPENDIX G—“BOOK ENTRY ONLY SYSTEM.”.

Optional Redemption

The Bonds maturing on or before November 1, ____, are not subject to optional
redemption prior to maturity. The Bonds maturing on or after November 1, ____, are subject to
redemption, at the option of the Agency,any date on or after November 1, ____, as a whole or

in part, among such maturities as shall be determined by the Agency and by lot within a
maturity, from any available source of funds at the following redemption prices (expressed as
percentages of the principal amount of the Bonds to be redeemed) together with accrued
interest thereon to the date fixed for redemption.

Redemption Dates Redemption Price
November 1, ____ through October 31, ____ %
November 1, ____ through October 31, ____
November 1, __ and thereafter



The Agency has the right to rescind any optional redemption by written notice to the
Trustee on or prior to the dated fixed for redemption. Any notice of optional redemption shall
be cancelled and annulled if for any reason funds will not be or are not available on the date
fixed for redemption for the payment in full of the Bonds then called for redemption, and such
cancellation shall not constitute an Event of Default under the Indenture. The Agency and the
Trustee shall have no liability to the owners of the Bonds or any other party related to or arising
from such rescission of redemption. The Trustee shall mail notice of such rescission of
redemption in the same manner as the original notice of redemption was sent.

Sinking Account Redemption

The Bonds maturing on November 1, (the “Term Bonds”) are subject to mandatory
redemption in whole, or in part by lot, prior to maturity from and to the extent of Sinking
Account payments commencing November 1, ____, and on each November 1 of the years and in

the amounts as follows, without premium, plus accrued interest to the date of redemption:

Sinking Account Redemption Principal Amount
Date (November 1) to be Redeemed
$
.i.

t Final maturity.
Purchase In Lieu of Redemption

In lieu of any optional or sinking account redemption of the Bonds, amounts on deposit
in the Special Fund or in the Sinking Account may also be used and withdrawn by the Trustee
at any time, upon the Written Request of the Agency, for the purchase of Bonds at public or
private sale as and when and at such prices (including brokerage and other charges, but
excluding accrued interest, which is payable from the Interest Account) as the Agency may in
its discretion determine. The par amount of any Term Bonds so purchased by the Agency in
any twelve-month period ending on September 1 in any year shall be credited towards and
shall reduce the par amount of Term Bonds required to be redeemed pursuant to the Indenture
on November 1 in such year.

Notice of Redemption

Notice of redemption shall be mailed by the Trustee not less than thirty (30) nor more
than sixty (60) days prior to the redemption date to the registered owner of each such Bond at
the address of such owner shown on the Bond registration books maintained by the Trustee and
to the Securities Depositories and to one or more Information Services designatedin a Written
Request of Agency delivered to the Trustee. The notice of redemption shall (a) state the
redemption date; (b) require the Bonds called for redemption be surrendered at the principal
Trust Office of the Trustee; (c) state the redemption price; (d) state the CUSIP number and the
individual numbers of the Bonds to be redeemed, provided, however, that whenever any call
for redemption includes all of the outstanding Bonds, the CUSIP numbers of the Bonds need
not be stated; and (e) state that interest on the principal portion of the Bonds designated for
redemption shall cease to accrue from and after the redemption date.

The mailing of notice of redemption shall not be a condition precedent to any

redemption, and neither the failure to receive any such notice nor any defect therein shall affect
the validity of the proceedings for the redemption of the Bonds or the cessation of the accrual of
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interest thereon on the redemption date. Notice of redemption of Bonds shall be given by the
Trustee on behalf of the Agency at the expense of the Agency.

Effect of Redemption

From and after the date fixed for redemption, if funds available for the payment of the
principal of and interest (and premium, if any) on the Bonds so called for redemption shall have
been duly provided, such Bonds so called shall cease to be entitled to any benefit under the
Indenture other than the rightto receive payment of the redemption price, and no interest shall
accrue thereon from and after the redemption date specified in such notice. All Bonds
redeemed or purchased pursuant to the Indenture shall be canceled and shall be surrendered to
the Agency.

SECURITY FOR THE BONDS
Limited Obligations

The Bonds and all payments required of the Agency under the Indenture are not general
obligationsof the Agency but are limited special obligationsof the Agency and are secured by
an irrevocable pledge of, and are payable as to principal and interest, from Tax Revenues and
funds in certain accounts maintained by the Trustee under the Indenture, as hereinafter
described. The Bonds and interest thereon are not a debt of the City, the State or any of its
political subdivisions (other than the Agency to the limited extent set forth in the Indenture),
and neither the City, the State nor any of its political subdivisions (other than the Agency to the
limited extent set forth in the Indenture) is liable on them. In no event shall the Bonds or interest
thereon be payable out of any funds or properties other than those of the Agency as set forth in
the Indenture. The Bonds do not constitute an indebtedness within the meaning of any
constitutional or statutory debt limitation or restriction. Neither the members of the Agencynor
any persons executing the Bonds are liable personally on the Bonds by reason of their issuance.

Tax Revenues

Allocation of Taxes. The Redevelopment Law provides a means for financing
redevelopment projects based upon an allocation of taxes collected within a project area. The
taxable valuation of a project area last equalized prior to adoption of the redevelopment plan
for the project area, or base roll, is established as of the adoption of the redevelopment plan.
Thereafter, except for any period during which the taxable valuation drops below the base year
level, the taxing bodies receive the taxes produced by the levy of the then current tax rate upon
the base roll. Taxes collected upon any increase in taxable valuation over the base roll (with the
exception of taxes derived from increases in the tax rate imposed by Taxing Agencies (defined
below) to support new bonded indebtedness) (the “Tax Increment Revenues”) are allocated to
the redevelopment agency and may be pledged to the repayment of any indebtedness incurred
in financing or refinancing redevelopment activities. Redevelopment agencies themselves have
no authority to levy or collect property taxes and must look exclusively to such allocation of
taxes.

As provided in the redevelopment plan for the Project Area, and pursuant to Article 6 of
Chapter 6 of the Redevelopment Law and Section 16 of Article XVI of the State Constitution,
taxes levied upon taxable property in the Project Area each year by or for the benefit of the State
of California, the County, the City, any district or other public corporation (collectively, the
“Taxing Agencies”), for fiscal years beginning after the effective date of the redevelopment
plan, will be divided as follows:
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(1) To Taxing Agencies: The portion of the taxes that would be produced by the
rate upon which the tax is levied each year by or for each of the Taxing Agencies upon
the total sum of the assessed value of the taxable property in the Project Area as shown
upon the assessment roll used in connection with the taxation of such property by such
Taxing Agency last equalized before the establishment of the Project Area will be
allocated to, and when collected will be paid into the funds of, the respective Taxing
Agencies as taxes by or for those Taxing Agencies.

(2) To the Agency: Except as provided in (3) below, the portion of such levied
taxes each year in excess of the amount referred to in 1. above will be allocated to, and
when collected will be paid into a special fund of, the Agency to the extent necessary to
pay indebtedness of the Agency,including but not limited to its obligationto repay the
Senior Bonds and the Bonds.

(38) To Taxing Agencies: The portion of the taxes identified in (2) above that is
attributable to a tax rate levied by a Taxing Agency for the purpose of producing
revenues in an amount sufficient to make annual repayments of principal of, and the
interest on, any bonded indebtedness for the acquisition or improvement of real
property approved by the voters of the Taxing Agency on or after January 1, 1989, will
be allocated to, and when collected shall be paid into, the fund of the Taxing Agency.

Housing Set-Aside Amounts. Sections 33334.2 and 33334.3 of the Redevelopment Law
require each redevelopment agency to set aside not less than 20% of all Tax Increment Revenues
in a low and moderate income housing fund (the “Low and Moderate Income Housing Fund”)
to be expended for authorized low and moderate income housing purposes (the “Housing Set-
Aside Amount”). Amounts on deposit in the Low and Moderate Income Housing Fund may
also be applied to pay debt service on bonds, loans or advances used to provide financing for
such low and moderate income housing purposes. Under the Redevelopment Law, the Housing
Set-Aside Amount could be reduced or eliminated by a redevelopment agency if the respective
agency finds that (a) no need exists in the community to improve or increase the supply of low
and moderate income housing, (b) that some stated percentage less than 20% of the tax
increment is sufficient to meet the housing need or (c) that other substantial efforts, including
the obligation of funds from certain local, state or federal sources for low and moderate income
housing, or equivalent impact are being provided for in the community. The Agencyhas made
no such finding. No portion of the proceeds of the Bonds is expected to be deposited in the Low
and Moderate Income Housing Fund; and, while a portion of the debt service on the
Outstanding Senior Bonds is payable from funds deposited to the Low and Moderate Income
Housing Fund (see “SECURITY FOR THE BONDS—Senior Lien on Tax Revenues”), the Bonds
are not secured by or payable from any amounts deposited in the Low and Moderate Income
Housing Fund.

Tax Sharing Payments. Pursuant to the Redevelopment Law, the Agency is required to
make certain payments to affected Taxing Agencies, payable from tax increment revenues
allocated to the Agency. See “THE PROJECT AREA—Pass-Through Payments.” The Tax
Revenues do not include tax increment revenues from the Project Area required to make any
such payments.

Possible Limitations on Tax Revenues. The Agency has no power to levy and collect
property taxes, and any property tax limitation, legislative measure, voter initiative or
provisions of additional sources of income to Taxing Agencies that have the effect of reducing
the property tax rate could reduce the amount of Tax Revenues that would otherwise be
available to pay the Agency's obligations including the principal of, premium (if any) and
interest on the Bonds. Likewise, broadened property tax exemptions could have a similar effect.
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See “BONDOWNERS' RISKS” and “CONSTITUTIONAL AND STATUTORY PROVISIONS
AFFECTING TAX REVENUES.”

Pledge Under the Indenture

The Bonds are secured by a first pledge of all of the Tax Revenues (subject to the prior
lien on Pledged Tax Revenues, as defined in the Senior Bond Indenture, of the Senior Bonds and
any related obligations pursuant to the Senior Bond Indenture), and a pledge of all of the
moneys in the Special Fund, the Interest Account, the Principal Account, the Sinking Account,
the Redemption Account and the Reserve Account, including all amounts derived from the
investment of such moneys, without preference or priority for series, issue, number, dated date,
sale date, date of execution or date of delivery. Except for the Tax Revenues and such other
moneys, no funds or properties of the Agency are pledged to, or otherwise liable for, the
payment of principal of or interest or redemption premium (if any) on the Bonds. Amounts in
the Costs of Issuance Fund and the Redevelopment Fund established pursuant to the Indenture
are not pledged as security for the Bonds.

The term “Tax Revenues” is defined in the Indenture as all taxes annually allocated to
the Agency with respect to the Project Area following the Closing Date, pursuant to Article 6 of
Chapter 6 (commencing with Section 33670) of the Redevelopment Law and Section 16 of
Article XVI of the Constitution of the State of California, and as provided in the Redevelopment
Plan, including all payments, subventions and reimbursements, if any, to the Agency
specifically attributable to ad valorem taxes lost by reason of tax exemptions and tax rate
limitations; but excluding (i) all amounts of such taxes required to be deposited into the Low and
Moderate Income Housing Fund of the Agency in any Fiscal Year pursuant to Section 33334.2 or
33334.6 of the Redevelopment Law; (ii) all amounts of such taxes required to be paid to taxing
agencies under Sections 33607.5 and 33607.7 of the Redevelopment Law to the extent such
required payments create a prior lien on such taxes; (iii) amounts, if any, payable by the State of
California to the Agency under and pursuant to the provisions of Chapter 1.5 of Part 1 of
Division 4 of Title 2 (commencing with Section 16110) of the Government Code of the State of
California; (iv) amounts retained by the County as costs of collection pursuant to Chapter 466,
Statues of 1990; and (v) such taxes in any “Bond Year” (as defined in the Senior Indenture) to
the extent subject to the prior senior pledgeunder the Senior Bond Indenture with respect to the
Senior Bonds.

Except with respect to the Senior Bonds, the Tax Revenues are not subject to the pledge
and lien of any indebtedness of the Agency other than the Bonds and any Parity Bonds that may
hereafter be issued in accordance with the Indenture, and certain other obligations which are
made or are by their terms subordinate to the payment of the Bonds. See “CONSTITUTIONAL
AND STATUTORY PROVISIONS AFFECTING TAX REVENUES” and “THE PROJECT
AREA—Outstanding Indebtedness.”

Senior Lien on Tax Revenues

The Agency currently has certain outstanding bonds that have a lien on Tax Revenues
senior to the lien securing the Bonds, which are referenced in clause (v) of the definition of Tax
Revenues above. Outstanding senior lien debt includes the Agency’s North Park
Redevelopment Project Tax Allocation Bonds, Series 2000, issued on October 25, 2000 in the
initial principal amount of $7,000,000, of which $6,035,000 is outstanding (the “2000 Bonds”), the
Agency’s North Park Redevelopment Project 2003 Tax Allocation Bonds, Series A (Taxable),
issued on December 17, 2003 in the initial principal amount of $7,145,000, of which $6,045,000 is
outstanding (the “2003A Bonds”), and the Agency’s North Park Redevelopment Project 2003
Tax Allocation Bonds, Series B (Tax-Exempt), issued on December 17, 2003 in the initial
principal amount of $5,360,000, of which $5,360,000 is outstanding (the “2003B Bonds” and,
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together with the 2000 Bonds and the 2003A Bonds, the “Outstanding Senior Bonds”). Under
the Indenture, the Agencyhas covenanted not to issue any additional senior lien debt except for
purposes of refunding,in whole or in part, the Outstanding Senior Bonds (“Senior Refunding
Debt” and, collectively with the Outstanding Senior Bonds, the “Senior Bonds”) or any Senior
Refunding Debt, but only so long as such refunding results in debt service savings for the
refunded Senior Bonds in each fiscal year, and the maturity of the refunding bonds is not later
than the maturity of the Senior Bonds to be refunded.

The Agency used approximately twenty-four and one-half percent (24.5%) of the
proceeds of the 2000 Bonds for housing purposes, and the Agency used approximately forty-
one and one-tenth percent (41.1%) of the proceeds of the 2003A Bonds for housing purposes.
No proceeds of the 2003B Bonds were used for housing purposes. Under the Redevelopment
Law, the Agency may pay the portion of the scheduled debt service on the 2000 Bonds and the
portion of the debt service on the 2003A Bonds attributable to the respective proceeds of the
2000 Bonds and the 2003A Bonds used for housing purposes (or a total of twenty-four percent
(24.0%) of the combined debt service on the Outstanding Senior Bonds) from funds required to
be deposited to the Agency’s Low and Moderate Income Housing Fund. In any event, the Tax
Revenues pledged to the repayment of the Bonds do not include any of the Low and Moderate
Income Housing Funds.

The maximum annual debt service on the Outstanding Senior Bonds payable in the
current or any future Bond Year, after deducting the portion of the debt service on the
Outstanding Senior Bonds that the Agency intends to pay from Low and Moderate Income
Housing Funds (which are not part of the Tax Revenues pledged to the payment of the Bonds),
is $1,295,206. See footnote 2 to Table 7 under the heading “THE PROJECT AREA—Debt Service
Coverage.”

Special Fund; Deposit of Tax Revenues

There has been established by the Indenture a special fund known as the “Special
Fund,” which is held by the Trustee in trust. The Agency shall pay or cause to be paid to the
Trustee all of the Tax Revenues received in any Bond Year, and the Trustee shall deposit all of
the Tax Revenues in the Special Fund promptly upon receipt thereof; provided, however, that
the Agency shall not be obligated to deposit or cause to be deposited in the Special Fund in any
Bond Year an amount of Tax Revenues which, together with amounts in the Special Fund,
exceeds the amounts required to be deposited into the Interest Account, the Principal Account,
the Sinking Account, the Reserve Account and the Redemption Account in such Bond Year. All
Tax Revenues at any time paid into the Special Fund shall be held by the Trustee solely for the
uses and purposes set forth in the Indenture so long as the Bonds are Outstanding, and the
Agency shall not have any beneficial right or interest in the Tax Revenues, except as provided in
the Indenture.

Pursuant to the Indenture, moneys in the Special Fund will be withdrawn by the Trustee
in the following amounts at the following times, for deposit by the Trustee in the following
respective special accounts (which are established by the Indenture to be held by the Trustee in
trust) in the following order of priority:

Interest Account. On or before the Business Day preceding each Interest
Payment Date, the Trustee shall withdraw from the Special Fund and deposit in the
Interest Account an amount which, when added to the amount then contained in the
Interest Account, will be equal to the aggregateamount of the interest becoming due
and payable on the Outstanding Bonds and Parity Bonds on such Interest Payment Date.
All moneys in the Interest Account shall be used and withdrawn by the Trustee for the
sole purpose of paying the interest on the Bonds and Parity Bonds as it shall become due
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and payable (including accrued interest on any Bonds and Parity Bonds purchased or
redeemed prior to maturity pursuant to this Indenture); provided, however, that the
Trustee shall apply proceeds of the Bonds deposited into the Interest Account for the
payment of interest due on the Bonds as follows:

Amount Interest Payment Date

$

Principal Account. On or before the Business Day preceding each Principal
Payment Date, the Trustee shall withdraw from the Special Fund and deposit in the
Principal Account an amount which, when added to the amount then contained in the
Principal Account, will be equal to the aggregate amount of principal becoming due and
payable on the Outstanding Serial Bonds and any serial Parity Bonds on such Principal
Payment Date. All moneys in the Principal Account shall be used and withdrawn by the
Trustee for the sole purpose of paying the principal on the Serial Bonds and any serial
Parity Bonds as it shall become due and payable.

Sinking Account. On or before the Business Day preceding each November 1 on
which any Outstanding Bonds are subject to mandatory Sinking Account redemption,
the Trustee shall withdraw from the Special Fund and deposit in the Sinking Account an
amount which, when added to the amount then contained in the Sinking Account, will
be equal to the aggregate principal amount of the Term Bonds and any Parity Bonds that
are term bonds required to be redeemed on the next succeeding November 1. All
moneys on deposit in the Sinking Account shall be used and withdrawn by the Trustee
for the sole purpose of redeeming or purchasing (in lieu of redemption) Term Bonds and
any Parity Bonds that are term bonds.

Reserve Account. On or before each Interest Payment Date, the Trustee shall
withdraw from the Special Fund and deposit in the Reserve Account an amount of
money (if any) which shall be required to maintain in the Reserve Account the full
amount of the Reserve Requirement. All moneys in the Reserve Account shall be used
and withdrawn by the Trustee for the sole purpose of making transfers to the Interest
Account, the Principal Account and the Sinking Account, in such order, in the event of
any deficiency at any time in any of such accounts or for the retirement of all the Bonds
and any Parity Bonds then Outstanding, or to the Redemption Account in the event an
optional or mandatory sinking fund redemption would cause a reduction in the Reserve
Requirement.

Redemption Account. On or before any date on which Bonds or any Parity
Bonds are to be optionally redeemed pursuant to the Indenture, the Trustee shall
withdraw from the Special Fund and deposit in the Redemption Account an amount
required to pay the principal of and premium, if any, on the Bonds or any Parity Bonds
to be redeemed on such date pursuant to the Indenture. All moneys in the Redemption
Account shall be used and withdrawn by the Trustee for the sole purpose of paying the
principal of and premium, if any, on the Bonds or any Parity Bonds to be redeemed on
the date set for such redemption.

Reserve Account

There is established under the Indenture a separate account known as the “Reserve
Account,” which is to be held by the Trustee in trust. The Indenture requires that an amount
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equal to the Reserve Requirement be maintained in the Reserve Account at all times, and any
deficiency therein be replenished from the first available moneys in the Special Fund as
described in the preceding paragraphs above. The amount required to be maintained in the
Reserve Account may be increased by any Supplemental Indenture authorizing the issuance of
any Parity Bonds; provided, however, in certain circumstances, the Indenture permits the
issuance of Parity Bonds without increasing the amount in the Reserve Account to the then
Reserve Requirement due to restrictions in the Tax Code (see “SECURITY FOR THE BONDS—
Issuance of Parity Debt”). Any amounts on deposit in the Reserve Account at any time in
excess of the Reserve Requirement will be withdrawn from the Reserve Account by the Trustee
and transferred to the Special Fund.

As defined in the Indenture, the term “Reserve Requirement” means, as of the date of
any calculation by the Agency, the lesser of (a) Maximum Annual Debt Service, (b) 125% of
average Annual Debt Service, or (c) 10% of the original principal amount of the Bonds and any
Parity Bonds (less original issue discount if in excess of two percent (2%) of the stated
redemption amount at maturity); provided however that the Indenture allows for the Reserve
Requirement to be computed without regard for the portions of Parity Bonds which remain as
deposits in escrow funds not secured by the Tax Revenues.

The Agency has the right at any time to release funds from the Reserve Account, in
whole or in part, by tendering to the Trustee: (a) a Qualified Reserve Account Credit
Instrument, and (b) an opinion of Bond Counsel stating that neither the release of such funds
nor the acceptance of such Qualified Reserve Account Credit Instrument will cause interest on
the Bonds to become includable in the gross income of the Owners for purposes of federal
income taxation. Upon tender of such items to the Trustee, and upon delivery by the Agency to
the Trustee of written calculation of the amount permitted to be released from the Reserve
Account (upon which calculation the Trustee may conclusively rely), the Trustee shall transfer
such funds from the Reserve Account, at the request of the Agency, either (i) to the
Redevelopment Fund to be held by the Agency, or (ii) to the Agency for deposit into such fund
or funds as the Agency shall have established for the financing of the Redevelopment Project.
Upon the expiration of any Qualified Reserve Account Credit Instrument, the Agency shall be
obligated either (i) to replace such Qualified Reserve Account Credit Instrument with a new
Qualified Reserve Account Credit Instrument, (ii) to deposit or cause to be deposited with the
Trustee an amount of funds equal to the Reserve Requirement, to be derived from the first
available Tax Revenues, or (iii) to draw upon the Qualified Reserve Account Credit Instrument
an amount of funds equal to the stated amount thereof prior to its expiration. See APPENDIX
A—"SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE - Definitions” for the
definition of Qualified Reserve Account Credit Instrument.

The Reserve Account may be maintained in the form of one or more separate
subaccounts which are established for the purpose of holding the proceeds of separate issues of
the Bonds and any Parity Bonds in conformity with applicable provisions of the Tax Code to the
extent directed by the Agencyin writing to the Trustee.

Issuance of Parity Debt

In addition to the Bonds, the Agency may, by Supplemental Indenture, from time to
time issue or incur other loans, advances or indebtedness payable from Tax Revenues and
amounts in the Reserve Account on a parity with the Bonds (and referred to herein as “Parity
Bonds”) to finance or refinance redevelopment activities within or for the benefit to the
Redevelopment Project (including the refunding of the Bonds or any Parity Bonds) in such
principal amount as shall be determined by the Agency.The Agency may issue and deliver any
such Parity Bonds subject to the following specific conditions precedent to the issuance and
delivery of such Parity Bonds, as set forth in the Indenture:
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(a) The Agency shall be in compliance with all covenants set forth in the
Indenture.

(b) The Tax Revenues to be received by the Agency in each Fiscal Year during
the term of the Parity Bonds, based on the then current year Tax Revenues, assuming no
growthin assessed value, and accounting for fluctuations in Debt Service on the Senior
Bonds in each Fiscal Year, plus at the option of the Agency the Additional Allowance, as
set forth in a Written Certificate of the Agency filed with the Trustee, shall be equal to
one hundred twenty-five percent (125%) of Annual Debt Service on all Bonds and Parity
Bonds (exclusive of debt service due on the proceeds of any Parity Bonds deposited in
an escrow fund pursuant to the terms of a Supplemental Indenture which are not
secured by Tax Revenues) in each Fiscal Year through maturity of the Bonds which will
be Outstanding following the issuance of such Parity Bonds. For purposes of this
paragraph, the computation of Tax Revenues shall include all taxes used by the Agency
to pay debt service on the Senior Bonds which the Agency certifies in writing is legally
payable from moneys deposited into the Low and Moderate Income Housing Fund of
the Agency.

(c) The Supplemental Indenture providing for the issuance of such Parity Bonds
shall provide that:

(i) interest on the Parity Bonds shall be payable on May 1 and November
1 in each year in which interest is payable on such Parity Bonds except the first
twelve-month period, during which interest may be payable on any May 1 or
November 1, and provided that there shall be no requirement that such Parity
Bonds pay interest on a current basis;

(ii) the principal of such Parity Bonds shall be payable on November 1 in
any year in which principal is payable; and

(iii) money shall be deposited in the Reserve Account from the proceeds
of the sale of said Parity Bonds, or from other sources available to the Agency, to
increase the amount on deposit in the Reserve Account to an amount equal to the
Reserve Requirement; provided, however, that the Agency shall not be required
to deposit moneys to the Reserve Account in an amount in excess of the
applicable Tax Code limit with respect to the issuance of such series of Parity
Bonds.

“Additional Allowance” is defined in the Indenture to mean, as the date of calculation,
the amount of Tax Revenues which, as shown in the Report of an Independent Financial
Consultant, are estimated to be receivable by the Agency within the Fiscal Year following the
Fiscal Year in which such calculation is made as a result of increases in the assessed valuation of
taxable property in the Project Area due to either (a) construction which has been completed but
not yet reflected on the tax rolls, or (b) transfer of ownership or any other interest in real
property which has been recorded but which is not then reflected on the tax rolls. For purposes
of such definition, the term “increases in the assessed valuation” means the amount by which
the assessed valuation of taxable property in the Project Area is estimated to increase above
assessed valuation of taxable property in the Project Area (as evidenced on the written records
of the San Dieg o County Auditor-Controller) as of the date in which such calculation is made.

By reason of the foregoingParity Bond provisions of the Indenture, it should be noted

that: (i) the portion of the debt service on the Senior Bonds payable from moneys deposited in
the Low and Moderate Income Housing Fund of the Agency (being twenty-five percent of the
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scheduled debt service on the 2000 Bonds and on the 2003A Bonds, see “SECURITY FOR THE
BONDS—Senior Lien on Tax Revenues”) is included in Tax Revenues for purposes of clause (b)
of the second preceding paragraph; (ii) the Agency may issue Parity Bonds in the form of
capital appreciation bonds by reason of the provisions of clause (c)(i) of the second preceding
paragraph; and (iii) following the issuance of Parity Bonds, the amount on deposit in the
Reserve Account may not be equal to the Reserve Requirement in effect by reason of the
provisions of clause (c)(iii) of the second preceding paragraph, provided that in such event,
investment earnings on amounts in the Reserve Account would not be released from the
Reserve Account until the amount on deposit therein had increased to the amount of the then
Reserve Requirement (see “SECURITY FOR THE BONDS—Reserve Account”).

Issuance of Subordinate Debt

The Agency may issue or incur loans, advances, contracts or indebtedness which are
either: (a) payable from, but not secured by a pledge of or lien upon, the Tax Revenues; or (b)
secured by a pledge of or lien upon the Tax Revenues which is subordinate to the pledge of and
lien upon the Tax Revenues under the Indenture for the security of the Bonds (“Subordinate
Debt”), in such principal amount as shall be determined by the Agency, provided that the
issuance of such Subordinate Debt shall not cause the Agency to exceed any applicable Plan
Limitation.

Investments

The proceeds of the Bonds and other moneys required to be deposited in the funds and
accounts established by the Indenture and held by the Trustee or the Agency will be invested in
Permitted Investments, as defined in the Indenture. See APPENDIX A—“SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE - Definitions.” Tax Revenues remitted by the
County to the Agency are deposited in the City’s Investment Pool prior to their transfer by the
Agency to the trustee under the Senior Bond Indenture, and to the Trustee for deposit to the
Special Fund established under the Indenture. See “BONDOWNERS’ RISKS—Investment of
Tax Revenues and Other Funds.”

THE AGENCY
General

The Agency was activated on May 6, 1958, by action of the City Council pursuant to the
Redevelopment Law. Under California law, although the Agency is a separate and distinct
legal entity from the City, the members of the City Council serve as the Agency’s Governing
Board. The President of the City Council chairs the Agency, the Mayor of the City serves as the
Executive Director of the Agency and the City Attorney serves as the Agency’s general counsel.
The Redevelopment Division of the City Planning and Community Investment Department
serves as staff to the Agency.

The Agency manages 17 different redevelopment project areas and two survey areas,
encompassing more than 11,759 acres. The map on the next page indicates the various
redevelopment project areas of the Agency. Of the 17 redevelopment project areas, 11
(including the North Park Project Area) are managed by the Redevelopment Division, with the
other areas managedby two public, nonprofit corporations, the Centre City Development Corp.
and the Southeastern Economic Development Corp. NONE OF THE TAX INCREMENT
REVENUES GENERATED FROM PROPERTY LOCATED IN THE PROJECT AREAS OF THE
AGENCY, OTHER THAN THE NORTH PARK PROJECT AREA, IS PLEDGED OR
AVAILABLE TO PAY DEBT SERVICE ON THE BONDS.
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The Agency is charged with the responsibility of eliminating blight within the
redevelopment project areas through the process of redevelopment. The Agency exercises
governmental functions in carrying out projects, and has sufficiently broad legal authority to
acquire, develop, administer and sell or lease property, including the right of eminent domain,
subject to the expiration of such right on the related expiration date for each of its respective
project areas, and the right to issue bonds, notes and other evidences of indebtedness and to
expend their proceeds.

In addition, the Agency can clear buildingsand other improvements and develop as a
building site any real property owned or acquired, and in connection with such development,
cause streets, highwaysand sidewalks to be constructed or reconstructed and public utilities to
be installed. The Agency may, out of the funds available to it for such purposes, remove blight
and pay for all or part of the value of land and the cost of buildings, facilities, structures or other
improvements to be publicly owned, to the extent that such improvements are of benefit to the
relevant project area and no other reasonable means of financing is available.

-19-



CITY OF SAN DIEGO REDEVELOPMENT AGENCY
PROJECT AREAS

= — S

2 G R
=g
—
Grantyille
—f
Callegn 7
Communiy. > — —
Cey Heiges

Crossroae

S —
| Maval Traning |
’ Center
= ] Colkege Grove
= — = Cly Gatewsy li

[ Ceriter 5\
U=
Ceniral Impanal L

Souncrest TN

}\‘/" :—_._ -

= = e
M,
| L
N\ ) A

4  Bamo Logan
Expansion Area™

Rudy Anea”

== Oelis Imperia! Muoint Hope ‘

Horton Plaza y 3 ]

Bamo Logan o =

Legend

[City of San Diego Redevelopment Agency:

City Rede;:::‘ﬂ:::i Division - 61 9-533 inda Vista P ! (\,\r'
- City Heights - Naval Training Center o == //
College Community - North Bay
- College Grove - Morth Park
- Crossroads - San Ysidro
Grantville - Barrio Logan Expansion Area’

Centre City Development Corporation - 619-235-2200
: Centre City
D Horton Plaza

Southeastern Economic Development Corporation - 619-527-7345

[ central Imperial

E Gateway Center West
- Mount Hope

:] Southcrest

D Dells Imperial Study Area’

*These areas represent proposed Redevelopment Project Areas.
They have not been adopted by the City of San Diego
Redevelopment Agency as Redevelopment Project Areas.

MEXICO

Thirk WAL 15 FRIOVID D W1 THEILT ARH B T
OF NI KND, BTHER EXPRESS DR MPLIES.
e 2 TED

A
CITY OF SAN DIEGO REDEVELOPMENT AGENCY ® 9anGIS
(619) 533-4233 WWW.SANDIEGO.GOV/REDEVELOPMENT-AGENCY

Pl ke 10208
Wdap st et s_pish
OiaFia A2 sl 1 et

-20-



Agency Financial Statements

Excerpts from the annual financial report of the Agency for the fiscal year ended June 30,
2008 are included as Appendix C to this Official Statement. Macias Gini & O’Connell LLP (the
“Auditor”) has not consented to the inclusion of excerpts from the report as Appendix C and
has not undertaken to update the report or to take any action intended or likely to elicit
information concerning the accuracy, completeness or fairness of the statements made in this
Official Statement, and no opinion is expressed by the Auditor with respect to any event
subsequent to its report with respect to the Agency’s financial statements dated April 20, 2009.

THE PROJECT AREA
General

The Project Area was formally created by the City Council with the adoption of the
North Park Redevelopment Plan (the “Redevelopment Plan”), which was approved pursuant to
Ordinance No. 0-18386, adopted by the City Council on March 4, 1997. The main purpose of
establishing the Redevelopment Plan was to eradicate blightin the Project Area. In accordance
with this purpose, the objectives of the Redevelopment Plan include the enhancement of
positive characteristics of the neighborhoods in the Project Area and promotion of new projects
within the Project Area.

The Redevelopment Plan is administered by the City Redevelopment Division of the
City Planning and Community Investment Department. The Project Area encompasses 555
acres of land, located 5 miles from downtown San Diego and next to the City’s Balboa Park.
The Project Area is bounded by U.S. Interstate 805 to the east and Park Boulevard to the west,
and stretches as far north as Adams Avenue and as far south as Thorn Street. A hub of activity,
the area in which the Project Area is located is host to the City’s second busiest transit
interchange and is within miles of 11 other central San Diego communities. Land uses in the
Project Area include commercial, residential, retail, and light manufacturing.

A map highlighting the Project Area is shown on the following page.
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The Redevelopment Plan has been amended once since it was initially adopted. The
following table shows the history of the Redevelopment Plan adoption and the amendment to
the Redevelopment Plan.

TABLE 1
NORTH PARK REDEVELOPMENT PROJECT
REDEVELOPMENT PLAN HISTORY

Action Date Purpose
Original Adoption 3/4/1997 Redevelopment Plan adoption.
Amendment 1 7/18/2006 Extended the effectiveness of the Redevelopment Plan and

the last date to receive tax increment revenues by one year.

The Agency currently is processing an additional amendment to the Redevelopment
Plan to extend the current time limitation on its ability to exercise the power of eminent domain
in connection with redevelopment activities for the Project Area from March of 2009 to March of
2021, and to increase the amount of bonded indebtedness that may be outstanding for the
Project Area. No assurance can be given that the processing of any such amendment will be
completed, or that the Agency will not process other amendments to the Redevelopment Plan
as may be permitted under the Redevelopment Law.

Redevelopment Plan Limitations

Provisions of the Redevelopment Law and the Redevelopment Plan establish various
time limits for undertaking redevelopment activities and for repaying debt incurred to finance
redevelopment projects. These time limits for the Project Area are set forth in the table below.

TABLE 2
NORTH PARK REDEVELOPMENT PROJECT
REDEVELOPMENT PLAN LIMITATIONS

Plan Life: March 4, 2028
Last Date to Repay Debt: March 4, 2043
Last Date to Receive Tax Increment: March 4, 2043
Limit on Outstanding Bonded Indebtedness: $53,000,000

The Agency currently may not receive, and may not repay indebtedness with the
proceeds from property taxes received pursuant to Section 33670 of the Redevelopment Law
and the Redevelopment Plan, beyond the respective dates for the Project Area indicated in the
table above, except to repay debt to be paid from the Low and Moderate Income Housing Fund
established pursuant to Section 33334.3 of the Redevelopment Law and the Redevelopment
Plan, or debt established in order to fulfill the Agency’s obligations under Section 33413 of the
Redevelopment Law and the Redevelopment Plan, or certain refunding debt. Immediately
following the issuance of the Bonds, the Agency will have $__ _ of bonded indebtedness
outstanding.

As stated under the heading “THE PROJECT AREA—General” above, the Agencyis in
the process of amending the Redevelopment Plan to extend the time limit for the Agency to
acquire property through eminent domain to March 2021, and to increase the limit on
outstanding bonded indebtedness.
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Outstanding Indebtedness

In addition to the Senior Bonds (see “SECURITY FOR THE BONDS—Senior Lien on Tax
Revenues”) and the Bank of America, N.A. line of credit to be repaid with Bond proceeds and
obligationsof the Agency under the DDA some of which are to be repaid with Bond proceeds
(see “FINANCING PLAN”), the Agency (i) has a nonrevolving, $7,300,000 line of credit with
San Diego National Bank the repayment of which is secured by a pledge of Low and Moderate
Income Housing Funds, and (ii) approximately $2,800,000 in outstanding loans from the City,
the repayment of which is subordinate to the repayment of any bonds, notes or other
indebtedness of the Agency,including the Bonds and any Parity Bonds. See the Section in the
Fiscal Consultant’s Report in Appendix D entitled “Section 1 Information — C. Current Uses of
Tax Increment Revenues.”

The City loans to the Agency relate to the City’s Community Development Block Grant
(“CDBG”) program. The City’s program was recently audited by the Inspector General for the
Department of Housing and Urban Development (“HUD”), which determined that the City had
failed to execute certain documents pertaining to various City loans to the Agency with respect
to the program. The City is currently in discussions with HUD regarding the audit findings and
any actions HUD may require of the City, including the possible repayment by the City of
certain CDBG funds, which could result in a need for the Agency to repay its loan from the City.
See footnote 9 to the Agency’s audited financial statements in Appendix C.

Recent Activity

Agency activities in the Project Area focus on expanding housing and employment
opportunities, transit and infrastructure improvements, as well as neighborhood revitalization
and beautification. Current development objectives include the revitalization of deteriorated
commercial corridors, the provision of quality market-rate and affordable housing
opportunities, and the preservation of historic character of commercial and residential districts.
The following include some of the recent activities of the Agency in the Project Area:

. a market study was initiated to evaluate potential redevelopment/rehabilitation
opportunities for property on the south side of University Avenue between Grim
Avenue and 31* Street.

. The Agency assisted with the selection of a consultant to work with the City of
San Diego and the community on designand development of a park on Agency
owned property behind the North Park Theatre.

. The Agency formed a committee and solicited artist submissions for artwork that
will be replicated as sixteen large scale banners and installed on the North Park
Parking Garage.

. An Owner Participation Agreement was entered into with SVDP Management

(Father Joe’s Villages) to provide a $2.4 million residual receipts loan for the
construction of twenty-three (23) very low-income rental units.

. A contract with North Park Main Street, a non-profit organization charged with
revitalization of the North Park Business Improvements District, was extended to
assist in proactively seeking new commercial and residential development
within the Project Area through the solicitation of developer interest/proposals.

. The Agencyhas released a request for proposals for the potential development of
a 39,400 square foot building located at University Avenue and Ray Street. A
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non-profit developer could potentially be selected to purchase the building with
Agency assistance and own and operate the project. No specific timeline for this
project has been established.

See “Section IV Project Tax Increment Projects—B. New Development” in the Fiscal
Consultant’s Report in Appendix D for a description of recent development that has occurred in
the Project Area that may result in increases (due to projects increasing the assessed value in the
Project Area) in Tax Revenues above and beyond the projection of Tax Revenues reflected in the
Fiscal Consultant’s Report, and decreases (due to activities of nonprofit agencies that will
reduce taxable assessed values in the Project Area) in Tax Revenues from those projected in the
Fiscal Consultant’s Report.

Assessed Valuation

The Base Year assessed valuation for the Project Area was established in fiscal year 1998-
1999 in the amount of $423,551,030. A breakdown of the fiscal year 2008-09 assessed valuation
in the Project Area by category of land use is shown in the following table. This information is
based on land use designations as provided by the County Assessor.

TABLE 3
NORTH PARK REDEVELOPMENT PROJECT
BREAKDOWN OF ASSESSED VALUATION BY CATEGORY OF LAND USE
(as of January 1, 2008)

No. of Secured Total Net Percent of Net

Land Use Parcels?  Assessed Value®  Assessed Value
Residential Property (land use codes 07 through 19)
Vacant Residential 13 $ 998,223 0.09%
Single Family Residential 558 132,824,717 11.62
Multi-Family Residential 820 403,900,958 35.34
Condominium 1,372 325,517,888 28.48
Miscellaneous 1 124 0.00
Subtotal 2,764 $863,241,910 75.53%
Commercial Property (land use codes 20 through 39)
Office Space 379 $164,577,194 14.40%
Retail 50 52,810,338 4.62
Vacant Land 33 7,769,089 0.68
Other Uses 54 35,349,263 3.09
Subtotal 516 $260,505,884 22.79%
Industrial Property (land use codes 40 through 49) 23 $7,397,555 0.65%
Institutional Property (land use codes 70 through 79) 21 $9,421,226 0.82%
Recreational Property (land use codes 80 through 84) 3 $527,141 0.05%
Miscellaneous Use (land use codes 88 through 89 and 00) 12 $1,790,350 0.16%
Total 3,339 $1,142,884,066 100.00%

Source: San Diego County Assessor, as reported by David Taussig & Associates, Inc. See APPENDIX D—"FISCAL
CONSULTANT’S REPORT.”
(1) Includes parcels with a net assessed value equal to $0. Excludes parcels owned by public agencies based on final
Fiscal Year 2008-09 Assessor’s Roll.
(2) Assessed value information provided by the San Diego County Assessor differs slightly from assessed value
information provided by the San Diego County Auditor. See footnote 1 to Table 4 below and “Section II Project
Taxable Values” in APPENDIX D—"FISCAL CONSULTANT’S REPORT.”
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The following table shows the actual assessed values for the Project Area for Fiscal Years
2004-05 to 2008-09 based upon the County Auditor equalized rolls and incremental values of
property within the Project Area and the exclusion of assessed values from the unsecured roll.

TABLE 4

NORTH PARK REDEVELOPMENT PROJECT
HISTORICAL TAXABLE VALUES AND TOTAL INCREMENTAL VALUE"
(Fiscal Years Ended June 30)

Secured Values®
Land
Improvement
Personal Property

Gross Value
Less Exemptions
Total Secured

Unsecured Values®
Land
Improvement
Personal Property
Gross Value
Less Exemptions

Total Unsecured

Total Secured and Unsecured
Percentage Change in Total Value
Base Year Value

Incremental Value®
Percentage Change in Incremental
Value

2005 2006 2007 2008 2009
$328,786,859  $416,522,646  $488,002,024  $583,794,621 $627,803,657
377,598,097 411,121,443 464,133,877 543,83,646 549,805,774
1,034,585 1,345,318 1,263,082 2,284,650 2,134,494
707,419,541 828,989,407 953,398,983  1,129,915,917 1,179,743,25
(12,535,963) (13,282,156) (14,545,386) (15,104,908) (28,172,859)
$694,883,578  $815,707,251  $938,853,597 $1,114,811,009 $1,151,57,066
0 0 0 0 0
$5,973,344 $ 5,822,960 $ 5,848,373 $ 5,798,817 $6,114,373
11,613,698 11,144,665 12,097,153 12,972,017 12,338,763
17,587,042 16,967,625 17,945,526 18,770,834 18,453,136
(701,121) (655,788) (656,536) (1,610,655) (1,294,381)
$16,885,921 $16,311,837 $17,288,990 $17,160,179 $17,158,755
$711,769,499  $832,019,088  $956,142,587 $1,131,971,188  $1,168,729,821
11.78% 16.89% 14.92% 18.39% 3.25%
$288,218,469  $408,468,058  $532,591,557 $708,420,158 $745,178,791
35.17% 41.72% 30.39% 33.01% 5.19%%

Source: San Diego County Auditor, as reported by David Taussig & Associates, Inc. See APPENDIX D—"“FISCAL

CONSULTANT’S REPORT.”

(1) This table is based on values provided by the County of San Diego Auditor. However, the Fiscal Consultant’s

Report notes that there are discrepancies in the total net assessed values reported by the County Auditor from

those reported by the San DiegoCounty Assessor, due to procedural differences and timing of obtaining data.
Tables 3 and 5 are based on the County Assessor assessed values and the unsecured assessed values in those

tables are based on the County Auditor values.

(2) Based on the final Fiscal Year 2008-2009 secured Assessor Roll.
(3) Based on information provided by the County of San Dieg o Auditor/Controller as indicated in “Report Val File-

04 PSVVP70@.”

(4) Additional information regarding the slower rate of increase in the overall total value for Fiscal Year 2008-2009
can be found in Table 8 in the Fiscal Consultant’s Report in Appendix D. Most of the reduction value in Fiscal
Year 2008-2009 was due to assessment appeals and Proposition 8 reductions.

(5) Taxable Value above base year value of $423,551,030.

As shown in the foregoing table, assessed values for property located within the Project
Area experienced double-digit percentageincreases from Fiscal Year 2001-2002 through Fiscal
Year 2007-2008. According to the Fiscal Consultant’s Report, much of this annual increase can
be attributed to changesin ownership and new development which resulted in the construction
of approximately 350 new residential units since Fiscal Year 2001-2002. During this time period,
the Agency completed the redevelopment of the mixed-use La Boheme Redevelopment Project
and the Renaissance at North Park Redevelopment Project in 2006, which added approximately
$62,000,000 and $32,000,000, respectively, to the secured tax roll. Most of the reduction in
growthin incremental value in Fiscal Year 2008-2009 from recent prior fiscal years was due to
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assessment appeals and Proposition 8 appeals (see Table 8 in the Fiscal Consultant’s Report in

Appendix D).

The aggregate total taxable value for the ten largest taxpayers, by assessed value, in the
Project Area for Fiscal Year 2008-09 totals $77,075,764. This amount is approximately 10.34% of
the $745,178,791 Project Area incremental value and 6.74% of the $1,168,729,821 total Project
Area assessed value. Information regardingthe ten largest taxpayers in the Project Area is set

forth in the following table.

TABLE 5
NORTH PARK REDEVELOPMENT PROJECT

FISCAL YEAR 2008-09 LARGEST PROPERTY TAXPAYERS BY ASSESSED VALUE

2008-09 % of
Property Primary No. of Assessed Total % of Inc.
Owner Land Use Parcels"” Value® Value Value®
Hampstead Lafayette Hotel LLC® Hotel /Motel 1 $12,412,215 1.09% 1.67%
Rancho-Sunrise Hotel Store Building, 5 10,424,400 0.91 1.40
Corporation Garage/Parking
Lot/Used Car Lot,
Vacant Commercial
American Stores Company LLC Grocery/Drug Store 1 8,219,160 0.72 1.10
Garfield Beach CVS LLC & 9141 Grocery/Drug Store 1 8,058,000 0.71 1.08
San DiegoCA-CM LP
Vons Companies Inc Grocery/Drug Store 1 6,817,617 0.60 091
McEwen Otay LLC & Wiesner Store Building 1 6,485,000 0.57 0.87
Carol B Trust 02-21-95
Arbor Terrace Multi-Family Residential 8 6,312,000 0.55 0.85
NPW 2930 LLC Store Building, Vacant 2 6,305,000 0.55 0.85
Commercial
Dé&A Semi Annual Mortgage Residential, Store 25 6,284,000 0.55 0.84
Fund III LP*? Building
Ventas Realty LP Hospital 1 5,758,372 0.50 0.77
Totals 46 $77,075,764 6.74% 10.34%
Total Net Assessed Value of Top 5 Owners: $45,931,392
Total Net Assessed Value of Top 10 Owners: $77,075,764
Total Tax Increment Value: $745,178,791
Percentage of Assessed Values For Top 5 Owners to Total Net Value: 4.02%
Percentage of Assessed Values For Top 5 Owners to Total Tax Increment 6.16%
Value:
Percentage of Assessed Values For Top 10 Owners to Total Net Value: 6.74%
Percentage of Assessed Values For Top 10 Owners to Total Tax Increment 10.34%
Value:

Source: San Diego Assessor 2008-09 Secured and Unsecured Tax Rolls, as reported by David Taussig & Associates,

Inc. See APPENDIX D—“FISCAL CONSULTANT’S REPORT.”

(1) Includes parcels with a net assessed value equal to $0. Excludes parcels owned by public agencies based on final

Fiscal Year 2008-09 San Dieg o County Assessor’s Roll.

)

(3)
4)

®)
(6)

Based on final Fiscal Year 2008-2009 San Dieg oCounty Assessor’s Roll. Assessed value information provided by
the San Dieg o County Assessor differs slightly from assessed value information provided by the San Diego
County Auditor. See footnote 1 to Table 4 above and “Section II Project Taxable Values” in APPENDIX D—
“FISCAL CONSULTANT’S REPORT.”

Based on Fiscal Year 2008-2009 total tax increment value of $745,178,791.

D&A Semi Annual Mortgage Fund III LP has contested the value of their 21 residential units, claiming it should
be reduced to $4,007,220. The appeal has not yet been resolved by the County.

Property owner is the beneficiary of two promissory note agreements entered into on October 14, 2008 which are
to be repaid by Hampstead Lafayette Hotel, LLC in the principal amounts of $3,500,000 and $8,250,000.

Property owner is the payor of two promissory note agreements entered into on October 14, 2008 which are to be
repaid by Hampstead Lafayette Hotel, LLC in the principal amounts of $3,500,000 and $8,250,000.
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As indicated in footnotes 4 and 5 above, two of the property owners listed in the foregoing
table, Garfield Beach CVS LLC & 9141 San Diego CA — CM LP, and D&A Semi Annual
Mortgage Fund III LP, are currently appealing the assessed values of some or all of their
property. See “THE PROJECT AREA—Appeals of Assessed Values.” The Fiscal Consultant, in
its projection of Tax Revenues, has assumed that these appeals, and all other pending property
owner assessment appeals (that are not Proposition 8 appeals) will be resolved in the respective
property owner’s favor.

Annual Tax Receipts to Tax Levy

The Agency received a total of $7,930,701 in tax increment revenue from the
Redevelopment Project for fiscal year 2007-08. This total is approximately 111.48% of the
expected tax increment revenues based upon reported assessed values for the Project Area for
such Fiscal Year and the applicable tax rate. Actual receiptsin excess of the expected levy based
on assessed values are generally attributable to penalties and interest in connection with
delinquent property tax payments subsequently collected by the County. See Table 7 in
APPENDIX D—"FISCAL CONSULTANT’S REPORT” for a detail of historical receipts to the
computed secured tax levy for the nine most recent fiscal years.

Appeals of Assessed Values

Pursuant to California law, property owners may apply for a reduction of their property
tax assessment by filing a written application, in the form prescribed by the State Board of
Equalization, with the appropriate county board of equalization or assessment appeals board
(the “Appeals Board”). After the applicant and the assessor have presented their arguments, the
Appeals Board makes a final decision on the proper assessed value. The Appeals Board may
rule in the assessor’s favor, in the applicant’s favor or the Appeals Board may set its own
opinion of the proper assessed value, which may be more or less than either the assessor’s
opinion or the applicant’s opinion.

Any reduction in the assessment ultimately granted applies to the year for which
application is made and during which the written application was filed. After a reduction is
allowed, the property is reviewed on an annual basis to determine its full cash value and the
valuation may be adjusted accordingly. This may result in further reductions or increases in
value. Such increases are in accordance with the actual cash value of the property and may
exceed the maximum annual inflationary growth rate allowed on other properties under Article
XIIA of the State Constitution. Once the property has regained its prior value, adjusted for
inflation, it is once again subject to the annual inflationary growth rate allowed under Article
XIIA.

Appeals for reduction in the “base year” value of an assessment, if successful, reduce the
assessment for the year in which the appeal is taken and prospectively after that. The “base
year” is determined by the completion date of new construction or the date of change of
ownership. Any base year appeal must be made within four years of the change of ownership
or new construction date.

Refunds for taxpayer overpayment of property taxes may include refunds for
overpayment of taxes in years after that which was appealed. Any taxpayer payment of
property taxes that is based on a value that is subsequently adjusted downward will require a
refund for overpayment.

The Fiscal Consultant reports that, as of April 16, 2009, there were 310 unresolved
appeals regarding property in the Project Area. Table 4 in the Fiscal Consultant’s Report in
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Appendix D shows recent historical assessment appeals in the Project Area, providing
information with respect to the Fiscal Year in which appeal was received, land use,
Owner/Applicant name, number of parcels being appealed by Owner/Applicant, whether or
not appeal is for Proposition 8 (see discussion below), the status of the appeal, the contested
assessed value, the applicant’s opinion of value, the proposed changed value for pending
appeals or board approved value for resolved appeals, and the impact of the changed values.
The Fiscal Consultant advises that, for purposes of projecting future Tax Revenues (see Tables 6
and 7 under the subheading “Tax Revenue Projections” below), the Fiscal Consultant has
estimated that pending appeals will be resolved at each respective applicant’s opinion of value,
and that the applicant’s opinion of value is, on average, equal to 72% of the contested value. See
“Section II Project Taxable Values — D. Assessment Appeals” in the Fiscal Consultant’s Report in
Appendix D.

In addition to reductions in assessed valuations in the Project Area due to appeals, the
County Assessor also may reduce assessed values pursuant to Section 51 of the California
Revenue and Taxation Code (referred to as “Proposition 8” reductions). This code section
requires that for each lien date the value of real property shall be the lesser of its base year value
annually adjusted by the inflation factor pursuant to Article XIIIA of the State Constitution or
its full cash value taking into account reductions in value due to damage, destruction,
depreciation, obsolescence, removal of property or other factors causing a decline in value.
Reductions made under this code section may be initiated by the County Assessor or requested
by the property owner. After a roll reduction is granted under this section, the property is
reviewed on an annual basis to determine its full cash value and the valuation is adjusted
accordingly. This may result in further reductions or in value increases. Increases reflect the
actual full cash value of the property and may exceed the maximum annual inflationary growth
rate allowed on other properties under Article XIIIA of the State Constitution. Once the
property has regained its prior value, adjusted for inflation it once againis subject to the annual
inflationary factor growth rate allowed under Article XIIIA.

The Section in the Fiscal Consultant’s Report in Appendix D entitled “Section II — Project
Taxable Values — D. Assessment Appeals — 2. Appeals Information Provided by the County”
contains information provided by the County Assessor regarding Proposition 8 reduction
requests for properties located throughout the County, in addition to formal assessment appeals
for properties throughout the County. The County continues to receive Proposition 8 reduction
requests at a rate of approximately 5,000 applications per week. The County Assessor has
advised that it expects that over 200,000 properties County-wide will see a reduced assessed
value for Fiscal Year 2009-2010.

The Fiscal Consultant, in its Report in Appendix D, advises that, based on the work to
date by him on the Fiscal Year 2009-2010 roll, the County Assessor estimates a Countywide
reduction in net assessed value for such Fiscal Year of approximately 4%. This reduction is
based on economic factors such as lower sales prices and reduced levels of new construction, as
well as Fiscal Year 2009-2010 appeals/reductions processed throughMay 12, 2009. The Fiscal
Consultant has further advised that the County Assessor estimates smaller reductions of 3%
and 2% for Fiscal Years 2010-2011 and 2011-2012, respectively, based on historical trends. It is
important to note that the foregoing discussion relates to the County as a whole, and not
specifically to the Project Area; and that, in any event, the actual reduction to tax increment
revenues for future years may be higher or lower for a number of different reasons, including
filing of additional appeals in future years. See “Section II Project Taxable Values — D.
Assessment Appeals” in the Fiscal Consultant’s Report in Appendix D.
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Pass-Through Payments

Prior to the adoption of AB 1290, the Redevelopment Law authorized a redevelopment
agency to enter into “pass-through” or “tax-sharing” agreements with Taxing Agenciesaffected
by the adoption of a redevelopment plan. AB 1290 repealed the provisions of the
Redevelopment Law which authorized pass-through agreements, and replaced it with a system
of statutorily mandated pass-throughs (the “Section 33607.5 Payments”).

Under Section 33607.5, with certain exceptions, with respect to a redevelopment plan or
a territory-adding amendment adopted after January 1, 1994, commencing with the first fiscal
year in which the agency receives tax increment revenues for the affected project area (or the
affected added territory) and continuing through the last fiscal year in which the agency
receives tax increment revenues, the agency must pay to the affected Taxing Agencies an
amount equal to 25 percent of the tax increment revenues received by the agency after the
amount required to be deposited in the agency’s low and moderate income housing fund has
been deducted. See “SECURITY FOR THE BONDS—Allocation of Taxes” and
“CONSTITUTIONAL AND STATUTORY PROVISIONS AFFECTING TAX REVENUES—Low
and Moderate Income Housing.” Commencing with the 11th fiscal year in which the agency
receives tax increment revenues for the affected project area (or the affected added territory)
and continuing through the last fiscal year in which the agencyreceives tax increment revenues,
the agency shall pay to the affected Taxing Agencies (other than the city that established such
redevelopment agency), in addition to the amounts paid pursuant to the preceding sentence
and after deducting the amount allocated to the agency’s low and moderate income housing
fund, an amount equal to 21 percent of the portion of tax increment revenues received by the
agency, which will be calculated by applying the tax rate against the amount of assessed value
by which the current year assessed value exceeds the first adjusted base year assessed value.
The first adjusted base year assessed value for the 21 percent additional pass-throughis the
assessed value of the project area (or the affected added territory) in the 10th fiscal year in
which the agency receives tax increment revenues. Additional amounts are payable
commencing with the 31st year.

A redevelopment agency’s obligations to make Section 33607.5 Payments are not
subordinate to the redevelopment agency’s obligations with respect to the agency’s loans or
bonds unless the incurrence of such debt satisfies certain conditions and the affected taxing
entity does not object to the subordination on grounds permitted by Section 33607.5. The
definition of Tax Revenues in the Indenture specifically excludes the Agency’s Section 33607.5
Payments applicable to the Redevelopment Project; and the Tax Revenue projections set forth
herein and in the Fiscal Consultant’s Report in Appendix D assume that none of the Section
33607.5 Payments are subordinate to the Bonds. See APPENDIX D—"FISCAL
CONSULTANTS” REPORT.”

Tax Revenue Projections
The table below shows the projected growth of assessed valuation in the Redevelopment

Project and the resulting net tax increment revenues for fiscal year 2008-09 as estimated by the
Fiscal Consultant.
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TABLE 6

NORTH PARK REDEVELOPMENT PROJECT

ESTIMATE OF TAX REVENUE FOR FISCAL YEAR 2008-09

FY 2008-2009 Base Incremental
Taxable Value Taxable Value Taxable Value
Secured Values?”
Land $627,803,657 $196,484,726 $431,318,931
Improvement 549,805,774 222,640,198 327,165,576
Personal Property 2,134,494 2,523,329 (388,835)
Gross Value 1,179,743,925 421,648,253 758,095,672
Less Exemptions (36,859,859) (8,911,306) (27,948,553)
Total Secured $1,142,884,066 $412,736,947 $730,147,119
Unsecured Values?
Improvements $6,114,373 $4,348,700 $1,765,673
Personal Property 12,338,763 6,465,383 5,873,380
Gross Value 18,453,136 10,814,083 7,639,053
Less Exemptions (1,294,381) 0 (1,294,381)
Total Unsecured $17,158,755 $10,814,083 $6,344,672
Total Secured and Unsecured $1,160,042,821 $423,551,030 $736,491,791
Estimated Valuation Adjustments
Anticipated Value Reduction® (3,527,376)
Assessment Appeal Valuation Reductions: (48,511,605)”
Adjusted Incremental Secured and Unsecured $684,452,810
Gross Increment Revenue @ 1.00930%® $6,908,182
Unitary Revenue® 14,881
Supplemental Roll® 0
Offsets to Gross Estimated Revenue Administrative Expenses"”’ (69,082)
Net Tax Increment Revenue $6,853,982
Low /Moderate Income Housing Set-Aside Revenue (1,370,796)
Taxing Agencies Pass Throughs (AB 1290)® (1,381,636)
Payments to Educational Revenue Augmentation Fund (ERAF)® 0
Non-Housing Tax Increment Revenue $4,101,549

Source: David Taussig & Associates, Inc. See APPENDIX D—"FISCAL CONSULTANT’S REPORT.”

1
(2)
(3)

4)

()

(6)

)

8)
)

(10)

Based on the final Fiscal Year 2008-09 secured San Dieg o County Assessor Roll.

Based on information provided by the County of San Diego Auditor/Controller report “Val File-04 PSVVP70@".
The actual tax rate of 1.00930% is used for Fiscal Year 2008-2009. A 1.00% tax rate is used for Fiscal Years 2009-
2010 and following in Table 7 below.

Represents estimated reduction in assessed value due to affordable housing projects that will result in property
being removed from the tax roll. See “Section IV — B. New Development” in the Fiscal Consultant’s Report in
Appendix D.

Based on information for FY 2007-2008 provided by the County of San Dieg o Auditor/Controller.

David Taussig & Associates, Inc. has assumed that the supplemental roll will not produce additional tax
increment revenue.

Estimated at 1.00% of the grossrevenue for the Project Area.

Based on 20% of Gross Increment Revenue. See “THE PROJECT AREA—Pass-Through Payments.”

Based on the decision handed down by the Superior Court in Sacramento on April 30, 2009, the Agency is not
obligated to pay the Fiscal Year 2008-2009 ERAF payment. See “BONDOWNERS’ RISKS—State Budget; ERAF
Shift.”

Based on pending appeals for Fiscal Year 2007-08 and 2008-09, and appeals which were resolved after the
County Assessor roll was finalized for Fiscal Year 2008-2009. Actual reduction based on appeals will vary. See
“THE PROJECT AREA—Appeals of Assessed Values.”

The foregoing estimate by the Fiscal Consultant (also referred to below as “DTA”) is

taken from the Fiscal Consultant’s Report, in which the Fiscal Consultant states that: “The
report is based on estimates, assumptions and other information developed from DTA’s
research and telephone discussions with County staff, as well as our understanding of County
tax procedures. The sources of information and basis of the estimates are stated herein. While
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we believe that the sources of information are reliable, DTA does not express an opinion or any
other form of assurance on the accuracy of such information. In addition, since the analyses
contained herein are based on legislation and County procedures, which are inherently subject
to uncertainty and variation depending on evolving events and policy changes, DTA cannot
represent them as results that will definitely be achieved. Some assumptions inevitably will not
materialize and unanticipated events and circumstances may occur; therefore, the actual results
achieved may vary from the projections.”

Debt Service Coverage

The following table depicts the projected Tax Revenues available to pay debt service on
the Senior Bonds and on the Bonds, as estimated by the Fiscal Consultant.
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The following table sets forth the projected Tax Revenues and debt service coverage, for

the life of the Bonds.

TABLE 8
NORTH PARK REDEVELOPMENT PROJECT

PROJECTION OF TAX REVENUES, DEBT SERVICE AND DEBT SERVICE COVERAGE

Scheduled
Debt Serviccon  Non-Housing
Senior Bonds Tax Revenues
Projected Payable from Available for Scheduled Debt
Non-Housin Non-Housin Debt Service Debt Service Service
Fiscal Year =~ Tax Revenues”  Tax Revenues®  on the Bonds on Bonds® Coveragé?

2008-09 $4,101,549 $ 949,106 $3,152,443 $ 174,551 18.06
2009-10 3,804,611 948,505 2,856,106 592,816 4.82
2010-11 3,617,948 950,697 2,667,251 592,816 4.50
2011-12 3,497,239 945,146 2,552,093 899,675 2.84
2012-13 3,497,239 948,346 2,548,893 899,675 2.83
2013-14 3,497,239 947,485 2,549,754 899,675 2.83
2014-15 3,497,239 949,193 2,548,046 899,675 2.83
2015-16 3,497,239 949,074 2,548,165 899,675 2.83
2016-17 3,497,239 947,985 2,549,254 899,675 2.83
2017-18 3,497,239 949,611 2,547,628 899,675 2.83
2018-19 3,497,239 952,899 2,544,340 899,675 2.83
2019-20 3,497,239 951,003 2,546,236 899,675 2.83
2020-21 3,497,239 950,688 2,546,551 1,199,675 2.12
2021-22 3,497,239 951,543 2,545,696 1,197,875 2.13
2022-23 3,497,239 951,677 2,545,562 1,200,156 2.12
2023-24 3,497,239 949,381 2,547,858 1,200,894 2.12
2024-25 3,497,239 948,994 2,548,245 1,200,038 2.12
2025-26 3,497,239 953,535 2,543,704 1,196,600 2.13
2026-27 3,497,239 1,000,519 2,496,720 1,151,913 2.17
2027-28 3,497,239 1,169,848 2,327,391 983,475 2.37
2028-29 3,497,239 1,169,365 2,327,874 979,100 2.38
2029-30 3,497,239 1,171,579 2,325,660 979,100 2.38
2030-31 3,497,239 1,297,331 2,199,908 852,525 2.58
2031-32 3,497,239 1,292,488 2,204,751 858,100 2.57
2032-33 3,497,239 1,295,206 2,202,033 857,700 2.57
2033-34 3,497,239 3,497,239 2,151,650 1.63
2034-35 3,497,239 3,497,239 2,150,775 1.63
2035-36 3,497,239 3,497,239 2,148,725 1.63
2036-37 3,497,239 3,497,239 2,150,175 1.63
2037-38 3,497,239 3,497,239 2,149,475 1.63
2038-39 3,497,239 3,497,239 2,151,300 1.63

@)
)

@)

(4)

Estimated, from Table 7 above.

While up to twenty-four percent (24%) of the scheduled debt service on the Outstanding Senior Bonds is payable
from Housing Set-Aside Revenues, the Agency expects to pay only twenty percent (20%) of such scheduled debt
service from Housing Set-Aside Revenues. See “SECURITY FOR THE BONDS—Senior Lien on Tax Revenues.”
Accordingly, amounts shown in this column represent eighty percent (80%) of the scheduled debt service on the
Outstanding Senior Bonds.

Estimated, based on an average interest rate for the Bonds of approximately 6.45%, and net of capitalized interest
expected to be funded with Bond proceeds. See “ESTIMATED SOURCES AND USES OF FUNDS,” and
“SECURITY FOR THE BONDS—Special Fund — Deposit of Tax Revenues — Interest Account.”

Non-Housing Tax Revenues Available for Debt Service on the Bonds divided by Scheduled Debt Service on the
Bonds.
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No assurances are provided by the Agency as to the certainty of the projected tax
increment revenues shown on the foregoing tables. Actual revenues may be higher or lower
than what has been projected and are subject to valuation changes resulting from new
developments or transfers of ownership not specifically identified herein, actual resolution of
outstanding appeals, future filing of appeals, or the non-payment of taxes due.

BONDOWNERS’ RISKS

The following discussion of certain risk factors is not intended to be a complete list of
the risks associated with the purchase of the Bonds and does not purport to reflect the relative
importance of the various risks. Potential investors in the Bonds are advised to consider the
following factors, among others, and to review the other information in this Official Statement
in evaluating an investment in the Bonds. In addition, there can be no assurance that other risk
factors will not become material in the future.

Limited Obligations

THE BONDS ARE SPECIAL OBLIGATIONS OF THE AGENCY PAYABLE SOLELY
FROM THE TAX REVENUES, AS DESCRIBED HEREIN, AND AMOUNTS IN CERTAIN
ACCOUNTS MAINTAINED UNDER THE INDENTURE, AND ARE NOT A DEBT OF THE
AUTHORITY, THE CITY OR THE STATE OR ANY POLITICAL SUBDIVISION OF THE
STATE (OTHER THAN THE AGENCY, TO THE LIMITED EXTENT SET FORTH IN THE
INDENTURE), AND NONE OF THE AUTHORITY, THE CITY OR THE STATE OR ANY
POLITICAL SUBDIVISION THEREOF (OTHER THAN THE AGENCY), IS LIABLE
THEREFOR. THE BONDS ARE NOT PAYABLE FROM, AND ARE NOT SECURED BY, ANY
FUNDS OF THE AGENCY, OTHER THAN THE TAX REVENUES AND OTHER MONEYS
EXPRESSLY PLEDGED PURSUANT TO THE INDENTURE. NEITHER THE MEMBERS OF
THE GOVERNING BOARD OF THE AGENCY NOR ANY PERSONS RESPONSIBLE FOR THE
EXECUTION OF THE BONDS IS LIABLE PERSONALLY FOR PAYMENT OF THE BONDS.

Reduction in Assessed Value

Tax Revenues allocated to the Agency and available for payment of debt service on the
Bonds are determined in part by the amount by which the assessed valuation of property in the
Project Area exceeds the respective base year assessed valuation for such property, and by the
current rate at which property in the Project Area is taxed. The Agency itself has no taxing
power with respect to property, nor does it have the authority to affect the rate at which
property is taxed. Substantial growth has occurred in the Redevelopment Project in recent
years. Assessment appeals have increased recently, as discussed under “THE PROJECT
AREA—Appeals of Assessed Values” herein. This could cause a reduction of the assessed
valuation of taxable property in the Project Area. Economic or other factors beyond the
Agency’s control, such as a downturn in the local economy, relocation out of the Project Area by
one or more major property owners or sale of property to a non-profit corporation exempt from
property taxation, successful appeals by property owners for a reduction in a property’s
assessed valuation, a reduction of the general inflationary rate, a reduction in transfers of
property or construction activity, or the destruction of property caused by natural or other
disasters, or other events that permit reassessment of property at lower values could also cause
a reduction in the assessed valuation of taxable property in the Project Area which could result
in a reduction of tax increment revenues. In addition, substantial delinquencies in the payment
of property taxes by the owners of taxable property within the Project Area, including
delinquencies or defaults relating to the prevalence of subprime home mortgageloans, could
impair the timely receipt by the Agency of Tax Revenues. Delinquencies in the payment of tax
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bills have increased recently. See “— Property Tax Payment Delinquencies”, Reduction in
Inflationary Rate” and “— Risk of Earthquake or Other Disaster” herein. Further, the State
electorate or legislature could adopt further limitations with the effect of reducing Tax
Revenues.

Tax increment payments are also adjusted by refunds due to successful assessment
appeals, which are apportioned on a countywide basis. See “THE PROJECT AREA—Appeals
of Assessed Values” herein. The Agency also receives revenues from paid delinquent taxes and
penalties, which are allocated in part on an apportionment basis (one percent taxes) and in part
on the basis of payments actually assignable to Project Area properties. See “THE PROJECT
AREA—Annual Tax Receipts to Tax Levy.” Other events that are beyond the control of the
Agency could occur and cause a reduction in Tax Revenues, thereby impairing the ability of the
Agency to make payments of principal and interest and premium (if any) when due on the
Bonds on a timely basis.

The Fiscal Consultant has made certain assumptions with regard to the availability of
tax increment revenues to estimate the total revenues available to pay debt service on the
Bonds. The Agency believes these assumptions to be reasonable, but to the extent the Tax
Revenues are less than anticipated, including for any of the reasons described herein, the total
revenues available to pay debt service on the Bonds may be less than those projected herein. No
independent third party has reviewed the estimates or assumptions made by the Fiscal
Consultant in the Fiscal Consultant’s Report in Appendix D and as reflected in Tables 7 and 8
under the heading “THE PROJECT AREA—Debt Service Coverage,” unless specifically
referenced in the Fiscal Consultant’s Report or in the text of this Official Statement.

Reduction in Inflationary Rate

Article XIIIA of the California Constitution provides that the full cash value base of real
property used in determining taxable value may be adjusted from year to year to reflect the
inflation rate, not to exceed a two percent increase for any given year, or may be reduced to
reflect a reduction in the consumer price index, comparable local data or any reduction in the
event of declining property value caused by damage, destruction or other factors (as described
herein). This measure is computed on a calendar year basis. Any resulting reduction in the full
cash value base over the term of the Bonds could reduce Tax Revenues. See
“CONSTITUTIONAL AND STATUTORY PROVISIONS AFFECTING TAX REVENUES.”

Real Estate and General Economic Risks

The general economy of the area in and surrounding the Project Area is subject to all the
risks generally associated with real estate and real estate development. Projected
redevelopment of real property within and around the Project Area by the Agencyand private
development may be adversely affected by changes in general economic conditions,
fluctuations in the real estate market and interest rates, unexpected increases in development
costs and by other similar factors. Further, real estate development within and around the
Project Area could be adversely affected by future governmental policies, including
governmental policies to restrict or control certain kinds of development. If development and
redevelopment activities in the Project Area encounter significant obstacles of the kind
described herein or other impediments, the economy of the area in and around the Project Area
could be adversely affected, causing reduction of the Tax Revenues. In addition, if there is a
decline in the general economy of the region, the City or the Project Area, the owners of
property within the Project Area may be less able or less willing to make timely payments of
property taxes, causing a delay or stoppage of tax revenues received by the Agency from the
Project Area.
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Assessment Appeals

Property taxable values may be reduced as a result of a successful appeal of the taxable
value of property determined by the County Assessor. An appeal may result in a reduction to
the County Assessor’s original taxable value and a tax refund to the applicant property owner.
An assessee may contest either (i) the original determination of the “base assessment value” of a
parcel (i.e., the value assigned after a change of ownership or completion of new construction),
or (ii) the “current assessment value” (i.e., the value as determined by the County Assessor,
which may be no more than the base assessment value plus the compounded 2% annual
inflation factor) when specified factors have caused the market value of the parcel to drop
below current assessment value. At the time of reassessment, after a change of ownership or
completion of new construction, the assessee may appeal the base assessment value of the
property. Under an appeal of a base assessment value, the assessee appeals the actual
underlying market value of the sales transaction or the recently completed improvement. A
successful appeal of the base assessment value of a parcel has significant future revenue
impacts, because a reduced base year assessment will reduce the compounded future value of
the taxable value of the property prospectively. Except for the two percent inflation factor, the
value of the property cannot be increased until a change in ownership occurs or additional
improvements are added. Reductions in taxable values in the Project Area resulting from
successful appeals by property owners will reduce the amount of Tax Revenues available to pay
the principal of and interest on the Bonds.

The County Assessor’s Office has stated that assessment appeals throughout the County
have increased significantly. See “THE PROJECT AREA—Appeals of Assessed Values” and
“Section II Project Taxable Values — D. Assessment Appeals” in the Fiscal Consultant’s Report in
APPENDIX D. No assurance can be given that there will not be additional assessment appeals
for properties in the Project Area. Reductions in taxable values in the Project Area resulting
from successful appeals by property owners and Proposition 8 reductions will reduce the
amount of Tax Revenues available to pay the principal of and interest on the Bonds. However,
in its projection of Tax Revenues, the Fiscal Consultant has conservatively assumed that all
pending appeals filed by property owners (that are not Proposition 8 appeals) will be resolved
in the respective property owner’s favor, and the Fiscal Consultant has assumed that reductions
of 4%, 3% and 2% of the total real property assessed values for Fiscal Years 2009-2010, 2010-
2011, 2011-2012, respectively will occur in light of recent Proposition 8 appeal activity.

Investment of Tax Revenues and Other Funds

Tax Revenues from the County are deposited in the City’s Investment Pool prior to their
transfer to the Trustee for deposit by the Trustee in the Special Fund established under the
Indenture. Under the Indenture, moneys in the Special Fund, the Interest Account, the
Principal Account, the Reserve Account, and the Redemption Account, as applicable, must be
invested by the Trustee in Permitted Investments (as defined in the Indenture), and moneys in
the Redevelopment Fund must be invested by the Agency in Permitted Investments. See
APPENDIX A—“SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE -
Definitions.” The Agency cannot predict the impact on the investment of any Tax Revenues by
the Agency if the City experiences significant losses in its Investment Pool.

Certain Bankruptcy Risks

The enforceability of the rights and remedies of the owners of the Bonds and the
obligations of the Agency may become subject to the federal bankruptcy code and applicable
bankruptcy, insolvency, reorganization, moratorium, or similar laws relating to or affecting the
enforcement of creditors’ rights generally, now or hereafter in effect; usual equitable principles
which may limit the specific enforcement under state law of certain remedies; the exercise by
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the United States of America of the powers delegated to it by the federal Constitution; and the
reasonable and necessary exercise, in certain exceptional situations of the police power inherent
in the sovereignty of the State and its governmental bodies in the interest of servicing a
significant and legitimate public purpose. Bankruptcy proceedings, or the exercise of powers by
the federal or State government, if initiated, could subject the owners of the Bonds to judicial
discretion and interpretation of their rightsin bankruptcy or otherwise and consequently may
entail risks of delay, limitation, or modification of their rights. A delay would increase the
likelihood of a delay or default in payment of the principal of and interest on the Bonds and the
possibility of delinquent tax installments not being paid in full.

Risk of Earthquake or Other Disaster

The State, including the City, is subject to periodic earthquake activity. There are several
faults in and near the San Diego area that pose earthquake hazards to the Redevelopment
Project. The Rose Canyon fault zone extends from La Jolla to San Diego Bay and is considered
capable of producing a large, damaging earthquake. Several active strands of the Rose Canyon
fault have been discovered in downtown San Diego. An “active” faultis a fault that has moved
within the past 10,000 years or so, and is considered capable of renewed movement. The City
requires geologicstudies to investigate possible faulting prior to issuance of Building Permits.
More distant potential sources of damaging earthquakes are located about 10 miles offshore
(Coronado Bank fault) and about 25 miles northeast of the City (Elsinore Fault). Historically,
coastal San Diego has experienced some earthquake damage as a result of distant earthquakes.
The City is assigned to Seismic Zone 4, which is the same seismic zone assigned to Los Angeles
and San Francisco. Also, the City is located in an area that can be subject to tsunamis, other
natural or man-made disasters or “acts of God” that could cause significant damage to taxable
property in the Project Area. Earthquake faults and other natural conditions may change over
time, potentially increasing the risk of disasters.

If an earthquake or other disaster were to substantially damage or destroy taxable
property within the Redevelopment Project, the assessed valuation of such property could be
reduced. There is no assurance that property owners within the Redevelopment Project area
maintain earthquake or disaster insurance or that any such insurance would be sufficient in the
event of an earthquake or other disaster. Further, there is no assurance that federal, State or
other emergency funds will be provided or would be sufficient for reconstruction in the
Redevelopment Project in the event of an earthquake or other disaster. A reduction of assessed
valuations in the Redevelopment Project could result in a reduction of Tax Revenues, which
could impair the ability of the Agency to make payments of principal of and interest on the
Bonds when due.

Hazardous Substances

Owners and operators of real property may be required by law to remedy conditions of
the property relating to releases or threatened releases of hazardous substances. The federal
Comprehensive Environmental Response, Compensation and Liability Act of 1980, sometimes
referred to as “CERCLA” or “Superfund Act,” is the most well known and widely applicable of
these laws. In addition, California laws impose particular requirements with regard to
hazardous substances. Under many of these laws, the owner (or operator) is obligated to
remedy a hazardous substances condition of property whether or not the owner (or operator)
has anything to do with creating or handling the hazardous substance. Further, such liabilities
may arise not simply from the existence of a hazardous substance but from the method of
handling it. All of these possibilities could significantly affect the financial and legal ability of a
property owner or operator in the Redevelopment Project to develop the affected property or
other adjacent property and the value of such property.
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Property Tax Payment Delinquencies

Delinquencies in the payment of tax bills recently have increased significantly
throughout the County. The County has offered an alternative method of tax apportionment
pursuant to Section 4701 of the Revenue and Taxation Code of the State, known as the “Teeter
Plan,” to all taxing agencies, districts, redevelopment agencies and non—county treasury legal
depositories in the County. The Agency has elected not to participate in the Teeter Plan. The
Agency expects to receive revenues from paid delinquent taxes and penalties, which are
allocated in part on an apportionment basis (one percent taxes) and in part on the basis of
payments actually assignable to Project Area properties, but there is no guaranty that the
Agency will receive property tax payment delinquencies in the Project Area in the future. See
“CONSTITUTIONAL AND STATUTORY PROVISIONS AFFECTING TAX REVENUES—
Property Tax Collection Procedures” herein. Further, a significantincrease in delinquencies
could result in a reduction of Tax Revenues, which could impair the ability of the Agency to
make payments of principal of and interest on the Bonds when due.

The Fiscal Consultant, in its Report in Appendix D, advises that delinquency
information for the Project Area was researched with the County on April 30, 2009. As of that
date, 287 parcels (8.56% of the total parcels) in the Project Area were delinquent in the payment
of secured Fiscal Year 2008-2009 property taxes to the County Tax Collector. The Fiscal
Consultant also advises in its Report that information regarding foreclosure proceedings for
residential parcels within zip code 92104, which fully encompasses the Project Area, but also
includes areas outside the Project Area (zip code 92104 encompasses over 22,000 residential
units while the Project Area encompasses 6,913 residential units), was researched through
RealtyTrac on May 14, 2009. As of such date, 305 residential properties had Notices of Default
recorded with the County of San Diego, 93 residential properties were undergoinga trustee’s
sale, and 339 residential properties were bank-owned. Because the subject Zip Code includes
more than three times the residential units situated in the Project Area, the actual number of
residential properties within the Project Area which are affected by foreclosure proceedings will
be less than stated in the preceding sentence.

Change in Law

No assurance can be given that the State electorate will not adopt initiatives or that the
Legislature will not enact legislation that will amend the Constitution of the State, the
Redevelopment Law or other laws in a manner that results in a reduction of Tax Revenues that
could adversely affect the Agency’s ability to make debt service payments on the Bonds.

In addition, tax legislation, administrative actions taken by tax authorities, and court
decisions, whether at the federal or state level, may adversely affect the tax-exempt status of
interest on the Bonds under federal or state law and could affect the market price for, or
marketability of, the Bonds.

Prospective purchasers of the Bonds should consult their own tax advisors regarding
any pending or proposed federal or state tax legislation, regulations, rulings or litigation.

Additional Obligations

As described in “SECURITY FOR THE BONDS—Issuance of Parity Debt,” the Agency’s
pledge of Tax Revenues to payment of debt service on the Bonds will be on a parity with the
Agency’spledge of Tax Revenues under any Supplemental Indenture for any additional Parity
Bonds. The potential for the issuance of Parity Bonds increases the risks associated with the
Agency’s payment of debt service on the Bonds in the event of a decrease in the Agency’s
collection of Tax Revenues.
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Proposition 8 Adjustments

Proposition 8, approved in 1978 (section 51(b) of the California Revenue and Taxation
Code), provides for the assessment of real property at the lesser of its originally determined
(base year) full cash value compounded annually by the inflation factor, or its full cash value as
of the lien date, taking into account reductions in value due to damage, destruction,
obsolescence or other factors causing a decline in market value. Reductions based on
Proposition 8 do not establish new base year values, and the property may be reassessed on a
following lien date up to the lower of the then current fair market value or the factored base
year value. Properties in the County, which may include properties in the Project Area, have
been subject to Proposition 8 adjustments made by the County Assessor. See “THE PROJECT
AREA—Appeals of Assessed Values” and “Section II Project Taxable Values — D. Assessment
Appeals” in the Fiscal Consultant’s Report in Appendix D.

Levy and Collection of Taxes

The Agency has no independent power to levy and collect property taxes. Any
reduction in the tax rate or the implementation of any constitutional or legislative property tax
decrease could reduce the Tax Revenues, and accordingly, could have an adverse impact on the
ability of the Agency to repay the Bonds. Likewise, delinquencies in the payment of property
taxes and the impact of bankruptcy proceedingson the legal ability of taxing agenciesto collect
property taxes could have an adverse effect on the Agency’s ability to make timely Bond
payments. The Agency has elected not to participate in the Teeter Plan as to general taxes
entered and collected on the secured tax roll (see “Property Tax Payment Delinquencies”
above). Consequently, property tax revenues in the Project Area reflect actual collections. See
“THE PROJECT AREA—Annual Tax Receipts to Tax Levy.”

State Budget; ERAF Shift

In connection with its approval of the budget for the State for the 1992-93, 1993-94, 1994-
95, 2002-03, 2003-04, and 2004-05 Fiscal Years, the State Legislatureenacted legislation which,
among other things, reallocated funds from redevelopment agencies to school districts by
shifting a portion of each agency’s tax increment, net of amounts due to other taxing agencies,
to school districts for such fiscal years for deposit in the Education Revenue Augmentation
Fund (“ERAF”). The amount required to be paid by a redevelopment agency under such
legislationwas apportioned among all of its redevelopment project areas on a collective basis,
and was not allocated separately to individual project areas. The Agency has made all of the
foregoing ERAF payments as required by applicable law.

The State budgets for 2005-06, 2006-07 and 2007-08 had no new ERAF payment
requirements. However, in connection with the State budget for Fiscal Year 2008-09, the State
contends that Agency is obligated to make an ERAF payment of $11,500,000, of which amount
the Agency allocated $431,660 to the Project Area. The California Redevelopment Association,
along with two local redevelopment agencies and John Shirey, the Executive Director of the
California Redevelopment Association (together, the “Petitioners”), brought suit in Superior
Court in Sacramento seeking to invalidate portions of the State legislation that required the
2008-09 ERAF payments from redevelopment agencies, including the obligation to make such
payments. On April 30, 2009, the Superior Court rendered a ruling in the case granting
declaratory and injunctive relief to the Petitioners, invalidating and enjoining the operation of
the legislation requiring the new 2008-09 ERAF payment and directing counsel for the
Petitioners to prepare a proposed judgment consistent with the ruling. On May 7, 2009, the
Superior Court entered a judgment enjoining the County Auditor class in the case (including
the San Diego County Auditor) from taking actions to carryout or enforce any of the payment
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requirements in the California Health and Safety Code Sections 33685 through 33689 that
required agencies to make the 2008-09 ERAF payment. Based on the judgment, the Agency
does not intend to make any ERAF payment for fiscal year 2008-09 at this time; however, the
Agency has budgeted and appropriated funds on hand sufficient to make the ERAF payment,
and has covenanted in the Indenture to so make the 2008-09 ERAF payment should the Superior
Court’s ruling be reversed, set aside, or altered in such a way that the 2008-09 ERAF becomes
due and payable. The State has filed a notice of intent to appeal the ruling of the Superior
Court, and no assurance can be given with respect to the disposition of any such appeal. In any
event, under Section 33685(a)(3) of the California Health and Safety Code, payment of 2008-09
ERAF is subordinate to the lien of any pledge of collateral securing the payment of any bonds of
an agency, which would include the pledge of Tax Revenues to repay the Bonds.

The State of California is experiencing significant financial and budgetary stress. State
budgetsare affected by national and state economic conditions and other factors over which the
Agency has no control. The State’s financial condition and budget policies affect communities
and local public agencies throughout California. To the extent that the State budget process
results in reduced revenues to the Agency (be reason of ERAF Shifts or otherwise), the Agency
will be required to make adjustments to its budget.

The State Budget Act for Fiscal Year 2008-09 was signed by the Governor on September
23, 2008—the latest in state history. Thereafter, on-going weak economic conditions resulted in
significant revenue shortfalls and the Governor declared a fiscal emergency and called special
sessions of the Legislature to consider budgetactions to address the problems. The Governor’s
proposed budget for Fiscal Year 2009-10, released December 31, 2008, estimated there would be
a budget gap of more than $40 billion for the 18-month period ending June 30, 2010. Following
lengthy budget negotiations, on February 19, 2009, the State Legislature passed revisions to the
State Budget Act for the remainder of Fiscal Year 2008-09, as well as the State Budget Act for
Fiscal Year 2009--10 and related legislation, which the Governor signed on February 20, 2009
after making additional line-item vetoes.

The State Budget Acts rely upon a combination of temporary and permanent measures,
totaling $41.6 billion for the remainder of FY 2008-09 and FY 2009-10. The main elements of the
budget compromise are about $14.9 billion in expenditure reductions, $12.5 billion in revenue
adjustments (primarily tax increases), $7.9 billion in new funding for the State to be received as
a result of enactment of the federal American Recovery and Reinvestment Act ("ARRA"), and
$5.4 billion in borrowing. Approximately $5 billion of the proposed borrowing would be
derived from securitization of future State Lottery revenues that was dependent upon changes
to the State Lottery law that were subject to a special state-wide election held on May 19, 2009.
The Governor vetoed an additional $957 million of expenditures from the FY 2009-10 Budget
Bill voted by the Legislature, leaving an estimated budgetreserve of $2 billion at June 30, 2010.
As part of the legislative package that included the State Budget Acts, a proposal to establish a
new State spending cap also was placed on the May 19 special election ballot together with
other political and budgetary measures.

On May 14, 2009, Governor Schwarzenegger released his May revision to the State
budget (the “May Budget Revise”). The Governor made two proposals, contingent on the
outcome of the May 19 special election, in which six measures affecting the State’s fiscal crisis
were presented to the voters.

The first proposal in the May Budget Revise assumes that the voters approved the six
measures and assumes a $15.4 billion deficit. The second proposal assumes those measures
were rejected, in which case the deficit swells to $21.3 billion. Under the second proposal, the
Governor proposes to borrow $2 billion in local property taxes under Proposition 1A to help
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close the deficit. Five of the six measures failed at the May special election. The measure which
passed does not have a direct effect on State revenues or expenditures.

Under the first proposal, the projected $15.4 billion State budget deficit would be
resolved througha variety of cuts, program consolidation and borrowing but without specific
cuts to City revenue sources. Among other items, the May Budget Revise includes an
additional $6 billion in borrowing from State-issued revenue anticipation warrants, a $3 billion
reduction in funding to K-14 schools during Fiscal Year 2009 and Fiscal Year 2010, and a $1
billion reduction in funding to the State colleges and University of California.

Under the second proposal the projected $21.3 billion State budget deficit would be
resolved through additional measures, including an additional $2.3 billion reduction in funding
for K-14 school programs. The Governor’s May BudgetRevise includes no proposed takeaways
of redevelopment funds.

The Governor's May Budget Revise reflects the Governor’s proposals and the
Legislature may not agree with many of the proposals. The Legislature will advance other
proposals which could be beneficial or harmful to local governments, including the Agency. In
any case, the State faces a major cash flow crisis in the summer of 2009 and the May Budget
Revise is silent on infrastructure bond allocation, economic stimulus and other matters. It is
likely, therefore, that additional proposals to address the State budgetsituation will emerge.

Additional information concerning State budget matters and the State's financial
condition may be found on the website of the State of California Department of Finance at
http://www.dof.ca.gov. Such website is not in any way incorporated into this Official
Statement, and the Agency makes no representation whatsoever as to the accuracy or
completeness of any of the information on such website.

The Agency cannot predict whether the State Legislature will enact additional
legislation impacting future Tax Revenues. Given the level of the State’s budget deficit
problems, it is possible that tax increment available for payment of the Bonds may be reduced
in the future by actions of the State Legislature.

Federal Tax-Exempt Status of the Bonds

Tax-Exempt Status of Interest on the Bonds. The Internal Revenue Code of 1986, as
amended (the “Code”) imposes a number of requirements that must be satisfied for interest on
state and local obligations,such as the Bonds, to be excludable from gross income for federal
income tax purposes. These requirements include limitations on the use of Bond proceeds,
limitations on the investment earnings of Bond proceeds prior to expenditure, a requirement
that certain investment earnings on Bond proceeds be paid periodically to the United States and
a requirement that the issuers file an information report with the Internal Revenue Service (the
“IRS”). The Agencyhas covenanted in certain of the documents referred to herein that they will
comply with such requirements. Failure to comply with the requirements stated in the Code
and related regulations, rulings and policies may result in the treatment of interest on the Bonds
as taxable, retroactively to the date of issuance of such Bonds.

Audit. As a part of a largerreorganization of the IRS, the IRS commenced operation of its
Tax Exempt and Government Entities Division (the “TE/GE Division”), as the successor to its
Employee Plans and Exempt Organizations division. The TE/GE Division has a subdivision
that is specifically devoted to tax-exempt bond compliance. Public statements by IRS officials
indicate that the number of tax-exempt bond examinations is expected to increase significantly
under the TE/GE Division. There is no assurance that an IRS examination of the Bonds, if one is
undertaken, will not adversely affect the tax-exempt status or market value of such Bonds.
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Secondary Market

There can be no guarantee that there will be a secondary market for the Bonds, or, if a
secondary market exists, that the Bonds can be sold for any particular price. Occasionally,
because of general market conditions or because of adverse history or economic prospects
connected with a particular issue, secondary marketing practices in connection with a particular
issue are suspended or terminated. Additionally, prices of issues for which a market is being
made will depend upon the then prevailing circumstances. Such prices could be substantially
different from the face amount of the Bonds.

CONSTITUTIONAL AND STATUTORY PROVISIONS
AFFECTING TAXREVENUES

Property Tax Limitations-Article XIIIA

California voters, on June 6, 1978, approved an amendment (commonly known as both
Proposition 13 and the Jarvis-Gann Initiative) to the California Constitution. This amendment,
which added Article XIII A to the California Constitution, among other things, affects the
valuation of real property for the purpose of taxation in that it defines the full cash value of
property to mean “the county assessor’s valuation of real property as shown on the fiscal year
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 may be adjusted annually to reflect inflation at a rate not to
exceed two percent per year, or any reduction in the consumer price index or comparable local
data, or any reduction in the event of declining property value caused by damage, destruction
or other factors. The amendment further limits the amount of any ad valorem tax on real
property to one percent of the full cash value except that additional taxes may be levied to pay
debt service on indebtedness approved by the voters prior to July 1, 1978. In addition, an
amendment to Article XIII was adopted in October 1986 by initiative which exempts any
bonded indebtedness approved by two-thirds (55% in certain instances) of the votes cast by the
voters for the acquisition or improvement of real property from the one percent limitation.

In the general election held November 4, 1986, voters of the State of California approved
two measures, Propositions 58 and 60, which further amend Article XIIIA. Proposition 58
amends Article XIIIA to provide that the terms “purchased” and “change of ownership,” for
purposes of determining full cash value of property under Article XIIIA, do not include the
purchase or transfer of (1) real property between spouses and (2) the principal residence and the
first $1,000,000 of other property between parents and children.

Proposition 60 amends Article XIIIA to permit the Legislature to allow persons over age
55 who sell their residence to buy or build another of equal or lesser value within two years in
the same county, to transfer the old residence’s assessed value to the new residence. Pursuant to
Proposition 60, the Legislature has enacted legislation permitting counties to implement the
provisions of Proposition 60.

Challenges to Article XIITIA

There have been many challenges to Article XIIIA of the California Constitution.
Recently, the United States Supreme Court heard the appeal in Nordlinger v. Hahn, a challenge
relating to residential property. Based upon the facts presented in Nordlinger, the United States
Supreme Court held that the method of property tax assessment under Article XIIIA did not
violate the federal Constitution. The Agency cannot predict whether there will be any future
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challenges to California’s present system of property tax assessment and cannot evaluate the
ultimate effect on the Agency’sreceipt of tax increment revenues should a future decision hold
unconstitutional the method of assessing property.

Implementing Legislation

Legislation enacted by the California Legislature to implement Article XIIIA (Statutes of
1978, Chapter 292, as amended) provides that, notwithstanding any other law, local agencies
may not levy any property tax, except to pay debt service on indebtedness approved by the
voters prior to July 1, 1978, and that each county will levy the maximum tax permitted by
Article XIIIA.

The apportionment of property taxes in fiscal years after 1978-79 has been revised
pursuant to Statutes of 1979, Chapter 282 which provides relief funds from State moneys
beginning in fiscal year 1978-79 and is designed to provide a permanent system for sharing
State taxes and budget surplus funds with local agencies. Under Chapter 282, cities and
counties receive about one-third more of the remaining property tax revenues collected under
Proposition 13 instead of direct State aid. School districts receive a correspondingly reduced
amount of property taxes, but receive compensation directly from the State and are given
additional relief.

Future assessed valuation growth allowed under Article XIIIA (new construction,
change of ownership, 2% annual value growth)will be allocated on the basis of “situs” among
the jurisdictions that serve the tax rate area within which the growth occurs except for certain
utility property assessed by the State Board of Equalization which is allocated by a different
method discussed herein.

Unitary Property

Assessed value derived from unitary property assessed by the State Board of
Equalization (consisting mostly of operational property owned by utility companies) are
allocated to each taxing entity in the County in the following manner (a) each taxing entity will
receive the same amount as in the previous year plus an increase for inflation of up to two
percent, (b) if utility tax revenues are insufficient to provide the same amount as in the previous
year, each taxing entity’s share would be reduced pro rata county-wide, and (c) any increase in
revenue above two percent would be allocated in the same proportion as the taxing entity’s
local secured taxable values are to the local secured taxable values of the County.

Unitary revenue for the Project Area received as of June 30, 2007 was $14,881. The
Project Area received a proportion of the increased amount as it was entitled to receive a share
of the revenues. The projection of Tax Revenues in this Official Statement assumes the County
will continue to remit unitary revenue in future years for the Redevelopment Project equal to
the $14,881 remitted as of June 30, 2007. See “THE PROJECT AREA—Tax Increment Revenue
Projections and Debt Service Coverage” and “Section III — Project Tax Increment Revenue
Allocation — C. Unitary Taxes” in the Fiscal Consultant’s Report in APPENDIX D.

Property Tax Collection Procedures

Classifications. In California, property which is subject to ad valorem taxes is classified as
“secured” or “unsecured.” Secured and unsecured properties are entered on separate parts of
the assessment roll maintained by the county assessor. The secured classification includes
property on which any property tax levied by the County becomes a lien on that property
sufficient, in the opinion of the county assessor, to secure payment of the taxes. Every tax which
becomes a lien on secured property has priority over all other liens on the secured property,
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regardless of the time of the creation of other liens. A tax levied on unsecured property does not
become a lien against unsecured property, but may become a lien on certain other property
owned by the taxpayer.

Collections. The method of collecting delinquent taxes is substantially different for the
two classifications of property. The taxing authority has four ways of collecting unsecured
property taxes in the absence of timely payment by the taxpayer: (1) a civil action against the
taxpayer; (2) filing a certificate in the office of the county clerk specifying certain facts in order
to obtain a judgment lien on certain property of the taxpayer; (3) filing a certificate of
delinquency for record in the county recorder’s office, in order to obtain a lien on certain
property of the taxpayer; and (4) seizure and sale of the personal property, improvements or
possessory interests belonging or assessed to the assessee. The exclusive means of enforcing the
payment of delinquent taxes with respect to property on the secured roll is the sale of property
securing the taxes to the State for the amount of taxes which are delinquent.

Penalties. A 10% penalty is added to delinquent taxes which have been levied with
respect to property on the secured roll. In addition, property on the secured roll on which taxes
are delinquent is declared in default on or about June 30 of the fiscal year. Such property may
thereafter be redeemed by payment of the delinquent taxes and a delinquency penalty, plus a
redemption penalty of 1.5% per month to the time of redemption and a $15 Redemption Fee. If
taxes are unpaid for a period of five years or more, the property is recorded in a “Power to Sell”
status and is subject to sale by the county tax collector. A 10% penalty also applies to the
delinquent taxes on property on the unsecured roll, and further, an additional penalty of 1.5%
per month accrues with respect to such taxes beginning the first day of the third month
following the delinquency date.

Delinquencies. The valuation of property is determined as of January 1 each year and
equal installments of taxes levied upon secured property become delinquent on the following
December 10 and April 10. Taxes on unsecured property are due January 1. Unsecured taxes
enrolled by July 31, if unpaid, are delinquent August31 at 5:00 p.m. and are subject to penalty;
unsecured taxes added to the roll after July 31, if unpaid, are delinquent on the last day of the
month succeeding the month of enrollment.

Supplemental Assessments. Legislation enacted in 1983 (Chapter 498, Statutes of 1983)
provides for the supplemental assessment and taxation of property as of the occurrence of a
change of ownership or completion of new construction. Chapter 498 provided increased
revenue to redevelopment agencies to the extent that supplemental assessments of new
construction or changes of ownership occur within the boundaries of redevelopment projects
subsequent to the January 1 lien date. To the extent such State supplemental assessments occur
within the Redevelopment Project, the Tax Revenues for the Project Area may increase.

Tax Collection Fees. In 1990, the State Legislatureenacted Senate Bill 2557 (Chapter 466,
Statutes of 1990) (“SB 2557”) which allows counties to chargefor the cost of assessing, collecting
and allocating property tax revenues to local government jurisdictions on a prorated basis. Two
recent decisions have interpreted the provisions of SB 2557 and have upheld the inclusion of
redevelopment agencies as a local governmentagency which must share the cost of property
tax administration. The 1992 enactment of Senate Bill 1559 (Chapter 697) and the decision of the
California Court of Appeal in Arcadia Redevelopment Agency v. Ikemoto have clarified that
redevelopment agencies, such as the Agency, are to share in the cost of property tax
administration charged by most California counties, including the County. During fiscal years
2006-07 and 2007-08, the County withheld approximately $43,559 and $52,451 respectively, from
the Agency for such administrative costs with respect to the Project Area.
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Appropriations Limitations-Article XIIIB

On November 6, 1979, California voters approved Proposition 4, the so-called Gann
Initiative, which added Article XIIIB to the California Constitution. The principal effect of
Article XIIIB is to limit the annual appropriations of the State and any city, county, school
district, authority or other political subdivision of the State to the level of appropriations for the
prior fiscal year, as adjusted for changesin the cost of living, population and services rendered
by the government entity.

Effective November 30, 1980, the California Legislature added section 33678 to the
Redevelopment Law which provided that the allocation of taxes to a redevelopment agency for
the purpose of paying principal of, or interest on, loans, advances, or indebtedness will not be
deemed the receipt by such agency of proceeds of taxes levied by or on behalf of the agency
within the meaning of Article XIIIB, nor will such portion of taxes be deemed receipt of taxes
by, or an appropriation subject to the limitation of, any other public body within the meaning or
for the purpose of the Constitution and laws of the State, including section 33678 of the
Redevelopment Law.

On State Board of Equalization and Property Assessment PracticesSeptember 10, 1998,
the State Board of Equalization (“SBOE”) approved revisions to its guidelines regarding the
valuation of intangible business and commercial property for property tax purposes. The SBOE
approved these revisions over the objections of the California Assessors Association (“CAA”),
an organizationrepresenting all 58 County Assessors in California. The Agency is not able to
predict whether the revised SBOE guidelines will cause any reductions in tax increment
revenues and, hence, in Tax Revenues.

Exclusion of Tax Revenues for General Obligation Bonds Debt Service

An initiative to amend the California Constitution entitled “Property Tax Revenues
Redevelopment Agencies” was approved by California voters at the November 8, 1988 general
election. Under prior law, a redevelopment agency using tax increment revenue received
additional property tax revenue whenever a local government increased its property tax rate to
pay off its general obligation bonds. This initiative amended the California Constitution to
allow the California Legislatureto prohibit redevelopment agencies from receiving any of the
property tax revenues raised by increased property tax rates imposed by local governments to
make payments on their bonded indebtedness.

The initiative only applies to tax rates levied to finance general obligation bonds
approved by the voters on or after January 1, 1989. Any revenue reduction to redevelopment
agencies would depend on the number and value of the general obligationbonds approved by
voters in prior years, which tax rate will reduce due to increased valuation subject to the tax or
the retirement of the indebtedness.

Proposition 218

On November 5, 1996, California voters approved Proposition 218-Voter Approval for
Local Government Taxes-Limitation on Fees, Assessments, and Charges-Initiative
Constitutional Amendment. Proposition 218 added Articles XIIIC and XIIID to the California
Constitution, imposing certain vote requirements and other limitations on the imposition of
new or increased taxes, assessments and property-related fees and charges. Tax Revenues
securing the Bonds are derived from property taxes which are outside the scope of taxes,
assessments and property-related fees and charges which were limited by Proposition 218.
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AB 1290

In 1993, the California Legislature enacted Assembly Bill 1290 (“AB 1290”) which
contained several significant changesin the Redevelopment Law. Among the changesmade by
AB 1290 was a provision that limits the period of time for incurring and repaying loans,
advances and indebtedness payable from tax increment revenues. In general,a redevelopment
plan may terminate not more than 40 years following the date of originaladoption, and loans,
advances and indebtedness may be repaid during a period extending not more than 10 years
following the date of termination of the redevelopment plan. See “THE PROJECT AREA—
Redevelopment Plan Limitations.”

AB 1389 Payments

On September 24, 2008, the State enacted a budget for Fiscal Year 2008-09 that includes,
among other things, the provisions of a bill known as AB 1389. AB 1389 requires redevelopment
agencies, under certain circumstances, to submit reports to the office of the county auditor in
the county in which they are located. These reports are required to include calculations of the
tax increment revenues that redevelopment agencies have received and payments that
redevelopment agencies have made pursuant to pass-throughagreements with taxing entities
and statutory pass-throughrequirements. County auditors are required to review the reports
and, if they concur, issue a finding of concurrence. The State Controller is required to review
such reports and submit a report to the Legislative Analyst’s office and the Department of
Finance identifying redevelopment agenciesfor which county auditors had not issued a finding
of concurrence or are otherwise not in compliance with provisions of AB 1389. AB 1389 includes
penalties for any redevelopment agency listed on the most recent State Controller’s report,
including a prohibition on issuing bonds or other obligations until the listed agencyis removed
from the State Controller’s report.

The Agency has filed the required reports with the County Auditor-Controller, and on
or about December 30, 2008, the Agency received notification from the Auditor-Controller at the
County to the effect that it concurs with the information contained in the Agency’s calculation.
In April of 2009, the State Controller’s office issued a report which included the Agency on the
list of redevelopment agencies with respect to which the County Auditor had concurred with
their reports.

Future Initiatives

Article XIIIA, Article XIIIB and certain other propositions affecting property tax levies
were each adopted as measures which qualified for the ballot pursuant to California’s initiative
process. From time to time other initiative measures could be adopted, further affecting Agency
revenues or the Agency’s ability to expend revenues.

Low and Moderate Income Housing

Sections 33334.2 and 33334.3 of the Redevelopment Law require redevelopment agencies
to set aside not less than twenty percent of all tax increment revenues from project areas
adopted after December 31, 1976 into a low and moderate income housing fund (the “Housing
Set-Aside Requirement”). An agency can reduce the Housing Set-Aside Requirement if the
agency annually makes certain findings, consistent with the General Plan Housing Element.
These findings are that: (1) no need exists in the community to improve or increase the supply
of low and moderate income housing;or, (2) some stated percentageless than 20 percent of the
tax increment is sufficient to meet the housing need. In order to make findings (1) or (2), the
Agency’s finding must be consistent with the Housing Element of the community’s General
Plan, including its share of the regional housing needs of very low income households and
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persons and families of low or moderate income. The Agency has not made such findingsin
the past, and the Tax Revenues do not include any of the housing set aside revenues. However,
a portion of the debt service on the Outstanding Senior Bonds is payable from the housing set-
aside revenues (see “SECURITY FOR THE BONDS—Senior Lien on Tax Revenues”).

Statement of Indebtedness

Under the Redevelopment Law, the Agency must file with the County Auditor a
statement of indebtedness for the Redevelopment Project by October 1 of each year. As
described below, the statement of indebtedness controls the amount of tax increment revenue
that will be paid to the Agency in each fiscal year.

Each statement of indebtedness is filed on a form prescribed by the State Controller and
specifies, among other things: (i) the total amount of principal and interest payable on all loans,
advances or indebtedness (including the Bonds and all Additional Bonds) (the “Debt”), both
over the life of the Debt and for the current fiscal year, and (ii) the amount of “Available
Revenue” as of the end of the previous fiscal year.

“Available Revenue” is calculated by subtracting the total payments on Debt during the
previous fiscal year from the total revenues (both tax increment revenues and other revenues)
received during the previous fiscal year, plus any carry-forward from the prior fiscal year.
Available Revenue include amounts held by the Agency and irrevocably pledged to the
payment of Debt other than amounts set aside for low- and moderate-income housing.

The County Auditor may only pay tax increment revenue to the Agency in any fiscal
year to the extent that the total remaining principal and interest on all Debt exceeds the amount
of available revenues as shown on the statement of indebtedness.

The statement of indebtedness constitutes prima facie evidence of the indebtedness of
the Agency;however, the County Auditor may dispute the statement of indebtedness in certain
cases. section 33675 of the Redevelopment Law provides for certain time limits controlling any
dispute of the statement of indebtedness, and allows for Superior Court determination of such
dispute if it cannot be resolved by the Agency and the County. Any such action may only
challenge the amount of the Debt as shown on the statement, and not the validity of any Debt or
its related contract or expenditures. No challenge can be made to payments to a trustee in
connection with a bond issue or payments to a public agency in connection with payments by
that public agency with respect to a lease or bond issue.

CERTAIN LEGAL MATTERS
Legal Opinions

The legal opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation,
Newport Beach, California, as Bond Counsel, approving the validity of the Bonds, will be made
available to purchasers at the time of original delivery of the Bonds and the proposed form
thereof appears in Appendix E hereto. Bond Counsel’s employment as bond counsel is limited
to a review of the legal proceedings required for the authorization of the Bonds and to
rendering the opinion set forth in Appendix E hereto.

Quint & Thimmig LLP, San Francisco, California, is serving as Disclosure Counsel to the
Agency. Certain legal matters will be passed upon for the Agency by the City Attorney of the
City of San Diego, in his capacity as General Counsel to the Agency. Certain legal matters will
be passed upon by the Underwriters by their counsel, Nossaman LLP, Irvine, California.

-48-



Payment of the fees and expenses of Bond Counsel and Disclosure Counsel is contingent
upon the sale and delivery of the Bonds.

Enforceability of Remedies

The remedies available to the Trustee and to the registered owners of the Bonds upon an
event of default under the Indenture and any other document described herein are in many
respects dependent upon regulatory and judicial actions which are often subject to discretion
and delay. Under existing law and judicial decisions, the remedies provided for under such
documents may not be readily available or may be limited. The various legal opinions to be
delivered concurrently with the delivery of the Bonds will be qualified to the extent that the
enforceability of the legal documents with respect to the Bonds are subject to limitations
imposed by bankruptcy, reorganization, insolvency or other similar laws affecting the rightsof
creditors generally and by equitable remedies and proceedings generally.

RATING

Standard & Poor’s Ratings Services (“S&P”) has assigned its rating of “____" to the
Bonds. Such rating reflects only the views of S&P and an explanation of the significance of such
rating may be obtained from S&P. There is no assurance that such rating will continue for any
given period of time or that it will not be revised downward or withdrawn entirely by S&P, if,
in the judgmentof S&P, circumstances so warrant. Any such downward revision or withdrawal
of such rating may have an adverse effect on the market price of the Bonds.

In September of 2004, S&P suspended all of the ratingsit had theretofore provided for
various outstanding debt obligations of the Agencyin response to the inability of the Agencyto
provide audited financial statements. See “CONTINUING DISCLOSURE.” With the release of
its 2007-08 financial statements (see “THE AGENCY - Agency Financial Statements”), the
Agency could apply to S&P to renew such ratings,but has not yet determined to do so other
than with respect to the request for the rating for the Bonds described above.

CONTINUING DISCLOSURE

The Agency will covenant, pursuant to a continuing disclosure certificate (the
“Continuing Disclosure Certificate”) to be executed on the date of delivery of the Bonds, for the
benefit of owners and beneficial owners of the Bonds, to provide a report (the “Annual Report”)
containing certain financial information and operating data related to the Agency and the
Redevelopment Project by not later than 270 days following the end of the Agency’s fiscal year
(which currently ends June 30"), and to provide notices of the occurrence of certain enumerated
events, if material. The Annual Report will be filed by the Agency with the Municipal Securities
Rulemaking Board’s Electronic Municipal Market Access (EMMA) system. The notices of
material events will be filed by the Agency with the Municipal Securities Rulemaking Board
(and with the appropriate State information depository, if any). The specific nature of the
information to be contained in the Annual Report or the notices of material events is set forth in
the Form of Continuing Disclosure Certificate in Appendix F hereto. The covenants of the
Agency in the Continuing Disclosure Certificate have been made in order to assist the
Underwriter in complying with S.E.C. Rule 15¢2-12(b)(5) (the “Rule”).

The Agency has entered in continuing disclosure obligations under the Rule in

connection with the issuance of bonds for several of its redevelopment project areas pursuant to
which the Agency is obligated to file annual reports and notices of material events. Except as
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indicated below, the Agency filed the annual reports required under its existing continuing
disclosure obligations, but did not provide financial statements with respect to Fiscal Years
2002-03 through 2007-08 for the outstanding obligations of the Agency identified in the
following table, in part, because the City’s financial statements were not available. See
APPENDIX B—“CERTAIN INFORMATION REGARDING THE CITY OF SAN DIEGO AND
THE SURROUNDING AREA - Recent Events Regarding the City.” The Agency filed notices of
failure to provide required annual financial information as required by its disclosure
undertakings for Fiscal Years 2002-03 through 2007-08. Except as indicated below, the Agency
has otherwise complied in all material respects in the last five years with each of its previous
undertakings with regard to the Rule to provide annual reports or notices of material events.

Obligations for which the Agency Failed to Timely File
Complete Annual Reports in the Last Five Years"

City Heights Redevelopment Project Tax Allocation Bonds, Series 1999A
and Series 1999B

City Heights Redevelopment Project 2003 Tax Allocation Housing Set-Aside Bonds,
Series A and Series B

North Bay Redevelopment Project Tax Allocation Bonds, Series 2000

North Park Redevelopment Project Tax Allocation Bonds, Series 2000

North Park Redevelopment Project 2003 Tax Allocation Bonds, Series A
and Series B (Taxable)

Centre City Redevelopment Project Tax Allocation Housing Bonds, Series 2004C and
Series 2004D (Taxable)

Centre City Redevelopment Project Tax Allocation Bonds, Series 1993 A (Taxable), Series
1993 B, Series 1999 A, Series 1999 B (Taxable), Series 1999 C, Series 2000A, Series
2000B, Series 2001A, Series 2003A, Series 2004 A, Series 2004B, Subordinate Series
2006A and Series 2006B (Taxable)

Horton Plaza Tax Allocation Bonds, Series 1996 A, Series 1999 B, Subordinate Series 2000,

Subordinate Series 2003A and Junior Lien Series 2003B

Horton Plaza Tax Allocation Housing Bonds, Series 2003C (Taxable)

Centre City Redevelopment Project Parking Revenue Bond, Series 1999A®

Centre City Redevelopment Project Subordinate Parking Bond, Series 2003B”

Pooled Financing Bonds Series 2007 (Southcrest, Central Imperial, Mount Hope)®

Gateway Center West Redevelopment Project Tax Allocation Bonds, Series 1995 (Taxable)

Mount Hope Redevelopment Project Area Tax Allocation Bonds, Series 1995 A (Tax-Exempt)

Mount Hope Redevelopment Project, Tax Allocation Refunding Bonds, Series 2002 A

Mount Hope Redevelopment Project, Pooled Financing Bonds, Series 2007 A (Taxable)

Central Imperial Redevelopment Project Pooled Financing Bonds, Series 2007 A (Taxable)

Central Imperial Redevelopment Project Pooled Financing Bonds, Series 2007 B (Tax Exempt)

Southcrest Redevelopment Project Pooled Financing Bonds, Series 2007 A (Taxable)

Southcrest Redevelopment Project Pooled Financing Bonds, Series 2007 B (Tax Exempt)

@ Excludes the Mount Hope Redevelopment Project Area Tax Allocation Bonds, Series 1995 B (Taxable),
the Southcrest Redevelopment Project Area Tax Allocation Bonds, Series 1995 (Tax-Exempt), the
Southcrest Redevelopment Project Tax Allocation Bonds, Series 2000, and the Central Imperial
Redevelopment Project Tax Allocation Bonds, Series 2000, all of which were refunded with proceeds of
the Pooled Financing Bonds, Series 2007 (Southcrest, Central Imperial, Mount Hope). Prior to their
refunding, annual reports, exclusive of audited financial statements, had been filed for Fiscal Years 2002-
03 through2005-06. Audited financial statements for such Fiscal Years had not been filed. Notices of
failure to provide required annual financial information had been filed for the applicable Fiscal Years.
Continuing disclosure undertaking includes the filing of Agency financial statements and filing, by
incorporation by reference, of City financial statements.

@
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ABSENCE OF LITIGATION

At the time the Bonds are delivered, an officer of the Agency will certify that, to such
Officer’s knowledge, there is no litigation pending with respect to which the Agency has been
served with process or know to be threatened against the Agencyin any court or other tribunal
of competent jurisdiction, State or federal, which seeks to enjoin or challengesthe authority of
the Agency to participate in the transactions contemplated by this Official Statement, the Bonds
or the Indenture.

TAXMATTERS

In the opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport
Beach, California (“Bond Counsel”), under existing statutes, regulations, rulings and judicial
decisions, and assuming the accuracy of certain representations and compliance with certain
covenants and requirements described herein, interest on the Bonds is excluded from gross
income for federal income tax purposes and is not an item of tax preference for purposes of
calculating the federal alternative minimum tax imposed on individuals and corporations. In
the further opinion of Bond Counsel, interest on the Bonds is exempt from State of California
personal income tax. Bond Counsel notes that, with respect to corporations, interest on the
Bonds is not included as an adjustment in the calculation of alternative minimum taxable
income.

The difference between the issue price of a Bond (the first price at which a substantial
amount of the Bonds of the same series and maturity is to be sold to the public) and the stated
redemption price at maturity with respect to such Bond constitutes original issue discount.
Originalissue discount accrues under a constant yield method, and original issue discount will
accrue to a Bondowner before receipt of cash attributable to such excludable income. The
amount of original issue discount deemed received by the Bondowner will increase the
Bondowner’s basis in the Bond. In the opinion of Bond Counsel, the amount of originalissue
discount that accrues to the owner of the Bond is excluded from the grossincome of such owner
for federal income tax purposes, is not an item of tax preference for purposes of the federal
alternative minimum tax imposed on individuals and corporations, and is exempt from State of
California personal income tax.

Bond Counsel’s opinion as to the exclusion from gross income of interest (and original
issue discount) on the Bonds is based upon certain representations of fact and certifications
made by the Agency and others and is subject to the condition that the Agency complies with
all requirements of the Internal Revenue Code of 1986, as amended (the “Code”), that must be
satisfied subsequent to the issuance of the Bonds to assure that interest (and original issue
discount) on the Bonds will not become includable in gross income for federal income tax
purposes. Failure to comply with such requirements of the Code mightcause the interest (and
original issue discount) on the Bonds to be included in gross income for federal income tax
purposes retroactive to the date of issuance of the Bonds. The Agency has covenanted to
comply with all such requirements.

The amount by which a Bondowner’s original basis for determining loss on sale or
exchangein the applicable Bond (generally, the purchase price) exceeds the amount payable on
maturity (or on an earlier call date) constitutes amortizable bond premium, which must be
amortized under Section 171 of the Code; such amortizable bond premium reduces the
Bondowner’s basis in the applicable Bond (and the amount of tax-exempt interest received), and
is not deductible for federal income tax purposes. The basis reduction as a result of the
amortization of bond premium may result in a Bondowner realizing a taxable gain when a
Bond is sold by the Owner for an amount equal to or less (under certain circumstances) than the
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original cost of the Bond to the Owner. Purchasers of the Bonds should consult their own tax
advisors as to the treatment, computation and collateral consequences of amortizable bond
premium.

The Internal Revenue Service (the “IRS”) has initiated an expanded program for the
auditing of tax-exempt bond issues, including both random and targeted audits. It is possible
that the Bonds will be selected for audit by the IRS. It is also possible that the market value of
the Bonds mightbe affected as a result of such an audit of the Bonds (or by an audit of similar
bonds). No assurance can be given that in the course of an audit, as a result of an audit, or
otherwise, Congress or the IRS might not change the Code (or interpretation thereof)
subsequent to the issuance of the Bonds to the extent that it adversely affects the exclusion from
grossincome of interest on the Bonds or their market value.

It is possible that subsequent to the issuance of the Bonds there mightbe federal, state,
or local statutory changes (or judicial or regulatory interpretations of federal, state, or local law)
that affect the federal, state, or local tax treatment of the Bonds or the market value of the
Bonds. No assurance can be given that subsequent to the issuance of the Bonds such changesor
interpretations will not occur.

Bond Counsel’s opinions may be affected by actions taken (or not taken) or events
occurring (or not occurring) after the date hereof. Bond Counsel has not undertaken to
determine, or to inform any person, whether any such actions or events are taken or do occur.
The Indenture and the Tax Certificate relating to the Bonds permit certain actions to be taken or
to be omitted if a favorable opinion of Bond Counsel is provided with respect thereto. Bond
Counsel expresses no opinion as to the exclusion from gross income of interest (and original
issue discount) on the Bonds for federal income tax purposes with respect to any Bond if any
such action is taken or omitted based upon the advice of counsel other than Stradling Yocca
Carlson & Rauth.

Although Bond Counsel has rendered an opinion that interest (and original issue
discount) on the Bonds is excluded from grossincome for federal income tax purposes provided
that the Agency continues to comply with certain requirements of the Code, the ownership of
the Bonds and the accrual or receipt of interest (and original issue discount) with respect to the
Bonds may otherwise affect the tax liability of certain persons. Bond Counsel expresses no
opinion regarding any such tax consequences. Accordingly, before purchasing any of the
Bonds, all potential purchasers should consult their tax advisors with respect to collateral tax
consequences relating to the Bonds.

A copy of the proposed form of opinion of Bond Counsel is attached hereto as Appendix

FISCAL CONSULTANT

The Agency has retained the firm of David Taussig & Associates, Inc. to act as fiscal
consultant (the “Fiscal Consultant”) for the Agency with respect to the Project Area. As part of
the duties of Fiscal Consultant, the Fiscal Consultant has prepared a Fiscal Consultant’s Report
concerning to Project Area and current and expected development activity therein. The full text
of the Fiscal Consultant’s Report is attached hereto as Appendix D.
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FINANCIAL ADVISOR

The Agency has retained Kitahata & Company, San Francisco, California, as Financial
Advisor for the sale of the Bonds. The Financial Advisor is not obligated to undertake, and has
not undertaken to make, an independent verification or to assume any responsibility for the
accuracy, completeness or fairness of the information contained in this Official Statement.

Kitahata & Company is an independent advisory firm and is not engaged in the
business of underwriting, trading or distributing municipal or other public securities.

UNDERWRITING

The Bonds are being purchased for reoffering by E.J. De La Rosa & Co., Inc. and Sutter
Securities Inc. (collectively, the “Underwriters”). The Underwriter has entered into an
agreement with the Authority and the Agency pursuant to which the Authority has agreed to
purchase the Bonds from the Agency,and to immediately resell the Bonds to the Underwriters,
at a price of $ (being the initial principal amount of the Bondsof $____, less an
Underwriter’s discount of $ ___ ). The agreement pursuant to which the Underwriters
will purchase the Bonds provides that the Underwriters will purchase all of the Bonds if any of
the Bonds are purchased.

The Underwriters intend to reoffer the Bonds to the public initially at the prices or yields
set forth on the inside cover page of this Official Statement, which yield may subsequently
changewithout any requirement of prior notice. The Underwriters reserve the right to join with
dealers and other underwriters in reoffering the Bonds to the public. The Underwriters may
reoffer and sell Bonds to certain dealers (including dealers depositing Bonds into investment
trusts) at prices lower than the public offering prices, and such dealers may reallow any such
discounts on sales to other dealers.

MISCELLANEOUS

The purpose of this Official Statement is to supply information to prospective
purchasers of the Bonds. Quotations from, and summaries and explanations of, the Indenture
and other documents and statutes contained herein do not purport to be complete, and
reference is made to such documents, Indenture and statutes for full and complete statements of
their provisions.

Unless otherwise noted, all information contained in this Official Statement pertaining to
the Agency and the Redevelopment Project has been furnished by the Agency. Any statement in
this Official Statement involving matters of opinion, whether or not expressly so stated, are
intended as such and not as representations of fact. This Official Statement is not to be
construed as a contract or agreement between the Agency and the purchasers or owners of any
of the Bonds.
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The execution and delivery of this Official Statement has been duly authorized by the
Agency.

REDEVELOPMENT AGENCY OF THE
CITY OF SAN DIEGO

By:
Its:
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APPENDIX A

SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE

The following is a summary of certain provisions of the Indenture of Trust which are not
described elsewhere in the Official Statement. This summary does not purport to be comprehensive and
reference should be made to the text of the Indenture of Trust for a full and complete statement of its
provisions. All capitalized terms not defined in the body of the Official Statement have the meanings
ascribed to them in the Indenture of Trust.

DEFINITIONS

Unless the context otherwise requires, the terms set forth below shall have the meanings
ascribed to them as follows for all purposes of this Appendix A.

“Additional Allowance” means, as the date of calculation, the amount of Tax Revenues
which, as shown in the Report of an Independent Financial Consultant, are estimated to be
receivable by the Agency within the Fiscal Year following the Fiscal Year in which such
calculation is made as a result of increases in the assessed valuation of taxable property in the
Project Area due to either (a) construction which has been completed but not yet reflected on
the tax rolls, or (b) transfer of ownership or any other interest in real property which has been
recorded but which is not then reflected on the tax rolls. For purposes of this definition, the
term “increases in the assessed valuation” means the amount by which the assessed valuation
of taxable property in the Project Area is estimated to increase above assessed valuation of
taxable property in the Project Area (as evidenced on the written records of the San Diego
County Auditor-Controller) as of the date in which such calculation is made.

7

“Agency” means the Redevelopment Agency of the City of San Diego, a public body
corporate and politic duly organized and existing under the Law.

“Annual Debt Service” means, for each Bond Year, the sum of (a) the interest payable on
the Outstanding Bonds in such Bond Year, assuming that the Outstanding Serial Bonds are
retired as scheduled and that the Outstanding Term Bonds are redeemed from sinking account
payments as scheduled, (b) the principal amount of the Outstanding Serial Bonds payable by
their terms in such Bond Year, and (c) the principal amount of the Outstanding Term Bonds
scheduled to be paid or redeemed from sinking account payments in such Bond Year, excluding
the redemption premiums (if any) thereon.

“Bond Counsel” means (a) Stradling Yocca Carlson & Rauth, a Professional Corporation,
or (b) any other attorney or firm of attorneys appointed by or acceptable to the Agency, of
nationally-recognized experience in the issuance of obligations the interest on which is
excludable from grossincome for federal income tax purposes under the Tax Code.

“Bond Year” means each twelve-month period beginning on November 2 in any year
and extending to the next succeeding November 1, both dates inclusive.

“Bonds” means 2009A Bonds and, to the extent required by any Supplemental
Indenture, any other Parity Bonds authorized by and at any time Outstanding pursuant to the
Indenture and such Supplemental Indenture.

“Business Day” means a day of the year, other than Saturday or Sunday, on which
banks in Los Angeles, California, are not required or authorized to remain closed and on which
The New York Stock Exchange is not closed.
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“City” means the City of San Diego, California.

“Closing Date” means the date on which the 2009A Bonds are delivered by the Agency
to the original purchasers thereof, and as to each series of Parity Bonds, the date on which such
Parity Bonds are delivered by the Agency to the original purchasers thereof.

“Continuing Disclosure Agreement’ means an undertaking entered into by the Agency
relative to the Original Purchaser’s obligations under Rule 15c2-12 of the Securities and
Exchange Commission, as provided pursuant to the Indenture.

“Costs of Issuance” means all items of expense directly or indirectly payable by or
reimbursable to the Agency relating to the authorization, issuance, sale and delivery of the
Bonds, including but not limited to printing expenses, filing and recording fees, initial fees and
charges of the Trustee, and its counsel, fees, charges and disbursements of attorneys, financial
advisors, accounting firms, consultants and other professionals, fees and charges for
preparation, execution and safekeeping of the Bonds, costs of credit enhancement and any other
cost, charge or fee in connection with the original issuance of the Bonds.

“Costs of Issuance Fund” means the fund by that name established and held by the
Trustee pursuant to the Indenture.

“Defeasance Securities” means any of the following, or any combination thereof: (a)
cash, (b) State and Local Government Series securities issued by the United States Treasury, (c)
United States Treasury bills, notes and bonds, as traded on the open market, which are not
subject to optional call or redemption, and (d) zero coupon United States Treasury Bonds.

“DTC” means The Depository Trust Company and any successor to it or any nominee of
it.

“DTC Participant” has the meaning givento that term in the Indenture.

"

DTC System” has the meaning givento that term in the Indenture.

“Event of Default” means any of the events described in the Indenture.

“Executive Director” means the Executive Director of the Agency, or other duly
appointed officer of the Agency authorized by the Agency by resolution or by-law to perform
the functions of the Executive Director in the event of the Executive Director’s absence or
disqualification.

“Federal Securities” means the following securities: (1) United States Treasury Bills,
bonds, and notes for which the full faith and credit of the United States are pledged for
payment of principal and interest; (2) direct senior obligations issued by the following agencies
of the United States Government: the Federal Farm Credit Bank System, the Federal Home
Loan Bank System, the Federal National Mortgage Association, the Federal Home Loan
Mortgage Corporation and the Tennessee Valley Authority; (3) mortgage backed securities
(except stripped mortgagesecurities) issued by the Federal National MortgageAssociation, the
Federal Home Loan Mortgage Corporation and the Government National Mortgage
Association; and (4) United States Treasury Obligations, State and Local Government Series.

“Fiscal Year” means any twelve-month period extending from July 1 in one calendar
year to June 30 of the succeeding calendar year, both dates inclusive, or any other twelve-month
period selected and designated by the Agencyas its official fiscal year period.
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“Fitch” means Fitch Ratings and its successors, and if such company shall for any reason
no longer perform the functions of a securities rating agency, “Fitch” shall be deemed to refer to
any nationally recognized securities rating agency designated by the Agency and the City.

“Indenture” means the Indenture of Trust by and between the Agency and the Trustee,
as originally entered into or as it may be amended or supplemented by any Supplemental
Indenture entered into pursuant to the provisions of the Indenture.

“Independent Certified Public Accountant” means any accountant or firm of such
accountants duly licensed or registered or entitled to practice and practicing as such under the
laws of the State of California, appointed by the Agency,and who, or each of whom: (a) is in
fact independent and not under domination of the Agency; (b) does not have any substantial
interest, direct or indirect, with the Agency; and (c) is not connected with the Agency as an
officer or employee of the Agency, but who may be regularly retained to make reports to the
Agency.

“Independent Financial Consultant” means any financial consultant or firm of such
consultants appointed by the Agency, and who, or each of whom: (a) is in fact independent and
not under domination of the Agency; (b) does not have any substantial interest, direct or
indirect, with the Agency, other than as original purchaser of the Bonds or any Parity Bonds;
and (c) is not connected with the Agency as an officer or employee of the Agency,but who may
be regularly retained to make reports to the Agency.

“Information Services” means Financial Information, Inc.’s “Daily Called Bond Service”,
30 Montgomery Street, 10th Floor, Jersey City, New Jersey 07302, Attention: Editor; Kenny
Information Services” “Called Bond Service,” 65 Broadway, 16th Floor, New York, New York
10006; Moody’s Investors Service “Municipal and Government,” 99 Church Street, 8th Floor,
New York, New York 10007, Attention: Municipal News Reports; Standard & Poor’s
Corporation “Called Bond Record,” 25 Broadway, 3rd Floor, New York, New York 10004; and,
in accordance with then current guidelines of the Securities and Exchange Commission, such
other addresses and/or such other services providing information with respect to the
redemption of bonds as the Agency may designate in a Written Request of the Agency
delivered to the Trustee.

“Interest Account” means the account by that name established and held by the Trustee
pursuant to the Indenture.

“Interest Payment Date” means May 1 and November 1 in each year so long as any of
the Bonds remain Outstanding hereunder.

“Law” means the Community Redevelopment Law of the State of California,
constituting Part 1 of Division 24 of the Health and Safety Code of the State of California, and
the acts amendatory thereof and supplemental thereto.

“Maximum Annual Debt Service” means, as of the date of any calculation, the largest
Annual Debt Service during the current or any future Bond Year.

77

“Moody’s” means Moody’s Investors Service, a corporation organized and existing
under the laws of the State of Delaware, and its successors, and if such corporation shall for any
reason no longer perform the functions of a securities rating agency, “Moody’s” shall be
deemed to refer to any other nationally recognized securities rating agency designated by the
Agency and the City.
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“Net Proceeds” means the par amount of the Bonds plus accrued interest and original
issue premium, if any, less the amount of any originalissue discount and less any amount of
proceeds of the Bonds deposited in the Reserve Account.

“Nominee” means (a) initially, Cede & Co. as nominee of DTC, and (b) any other
nominee of the Depository designated pursuant to the Indenture.

“Original Purchaser” means, collectively, EJ. De La Rosa & Co., Inc. and Sutter
Securities Incorporated, as the original purchasers of the 2009A Bonds from the Public
Financing Authority of the City of San Diegoand in connection with the issuance of any Parity
Bonds the original purchaser thereof.

“Outstanding” when used as of any particular time with reference to Bonds, means
(subject to the provisions of the Indenture) all Bonds except: (a) Bonds theretofore canceled by
the Trustee or surrendered to the Trustee for cancellation; (b) Bonds paid or deemed to have
been paid within the meaning of the Indenture; and (c) Bonds in lieu of or in substitution for
which other Bonds shall have been authorized, executed, issued and delivered by the Agency
pursuant to the Indenture or any Supplemental Indenture.

“Owner” or “Bond Owner” means any person who shall be the person in whose name
the ownership of any Outstanding Bond shall be registered on the Registration Books.

“Participant” means a broker-dealer, bank or other financial institution for which DTC
holds Bonds as Securities Depository.

“Parity Bonds” means any bonds, notes, loans, advances or other indebtedness issued or
incurred by the Agency and secured by a pledge of and lien on Tax Revenues on a parity with
the 2009A Bonds pursuant to the Indenture.

“Permitted Investments” means any of the following to the extent then permitted by law
and the investment provisions of the Indenture:

@) Federal Securities;

(2) Obligationsof any state, territory or commonwealth of the United States
of America or any political subdivision thereof or any agency or department of the
foregoing; provided, that at the time of their purchase such obligations are rated “AAA”
by two Rating Agencies;

(3) Bonds, notes, debentures or other evidences of indebtedness issued or
guaranteed by any corporation which are, at the time of purchase, rated by each Rating
Agency in their respective highest short-term rating categories, or, if the term of such
indebtedness is longer than three years, rated “AAA” by two Rating Agencies;

(4) Taxable commercial paper or tax-exempt commercial paper with a
maturity of not more than 270 days, rated at the time of purchase “A1/P1/F1” by two
Rating Agencies;

(5) Deposit accounts or certificates of deposit, whether negotiable or non-
negotiable, issued by a state or national bank (including the Trustee and its affiliates) or
a state or federal savings and loan association or a state-licensed branch of a foreign
bank; provided, however, that such certificates of deposit or deposit accounts shall be
either (a) continuously and fully insured by the Federal Deposit Insurance Corporation;
or (b) have maturities of not more than 365 days (including certificates of deposit) and
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are issued by any state or national bank or a state or federal savings and loan
association, the short-term obligations of which are rated in the highest short term letter
and numerical rating category by two Rating Agencies;

(6) Bills of exchangeor time drafts drawn on and accepted by a commercial
bank, otherwise known as bankers acceptances, which bank has short-term obligations
outstanding which are rated by two Rating Agenciesin their respective highest short-
term rating categories, and which bankers acceptances mature not later than 180 days
from the date of purchase;

(7) Any repurchase agreement with any bank or trust company organized
under the laws of any state of the United States or any national banking association
(including the Trustee), or a state-licensed branch of a foreignbank, having a minimum
permanent capital of one hundred million dollars ($100,000,000) and with short-term
debt rated by two Rating Agencies in their respective three highest short-term rating
categories or any government bond dealer reporting to, trading with, and recognized as
a primary dealer by, the Federal Reserve Bank of New York, which agreement is secured
by any one or more of the securities and obligations described in clause (1) of this
definition, which shall have a market value (valued at least weekly) not less than 102%
of the principal amount of such investment and shall be lodged with the Trustee, the
Treasurer or other fiduciary, as custodian for the Trustee, by the bank, trust company,
national banking association or bond dealer executing such repurchase agreement. The
entity executing each such repurchase agreement required to be so secured shall furnish
the Trustee with an undertaking satisfactory to it that the aggregate market value of all
such obligations securing each such repurchase agreement (as valued at least weekly)
will be an amount equal to 102% the principal amount of such repurchase agreement
and the Trustee shall be entitled to rely on each such undertaking;

(8) Investments in a money market fund, including those of an affiliate of the
Trustee, rated “AAAmM” or “AAAmM-G” or better by S&P and Moody’s, investments of
which are limited to investments described in clauses (1), (2) and (7) of this definition;

(9) Certificates, notes, warrants, bonds or other evidence of indebtedness of
the State of California or of any political subdivision or public agency thereof which are
rated in the highestshort-term rating category or within one of the three highestlong-
term rating categories of two Rating Agencies (excluding securities that do not have a
fixed par value and/or whose terms do not promise a fixed dollar amount at maturity or
call date);

(10)  For amounts less than $10,000, interest-bearing demand or time deposits
(including certificates of deposit) in a nationally or state-chartered bank, or a state or
federal savings and loan association in the State, fully insured by the Federal Deposit
Insurance Corporation, including the Trustee or any affiliate thereof;

(11)  Investments in taxable money market funds or portfolios restricted to
obligationswith an average maturity of one year or less and which funds or portfolios
are rated in either of the two highest rating categories by two Rating Agencies or have or
are portfolios guaranteed as to payment of principal and interest by the full faith and
credit of the United States of America and which may include funds for which the
Trustee, its parent holding company, if any, or any affiliates or subsidiaries of the
Trustee provide investment advisory or other management services;

(12)  Investments in the City’s pooled investment fund;
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(13)  Investmentsin the Local Agency Investment Fund created pursuant to
Section 16429.1 of the Government Code of the State of California;

(14)  Shares of beneficial interest in diversified management companies
investing exclusively in securities and obligations described in clauses (1) through (11)
of this definition and which companies are rated in their respective highest rating
categories by two Rating Agencies or have an investment advisor registered with the
Securities and Exchange Commission with not less than five years” experience investing
in such securities and obligationsand with assets under managementin excess of five
hundred million dollars ($500,000,000);

(15) Any guaranteed investment contract, including forward delivery
agreements (“FDAs”) and forward purchase agreements (“FPAs”), with a financial
institution or insurance company which has at the date of execution thereof an
outstanding issue of unsecured, uninsured and unguaranteed debt obligations or a
claims-paying ability rated within the two highest rating categories of two or more
Rating Agencies. Only Permitted Investments described in clause (1) above and having
maturities equal to or less than 30 years from their date of delivery will be considered
eligiblefor any collateralization/delivery purposes for guaranteed investment contracts,
FDAs or FPAs; and

(16)  Shares in a California common law trust established pursuant to Title 1,
Division 7, Chapter 5 of the Government Code of the State of California which consists
exclusively of investments permitted by Section 53601 of Title 5, Division 2, Chapter 4 of
the Government Code of the State of California, as it may be amended.

“Plan Limitations” means the limitations contained or incorporated in the
Redevelopment Plan on (a) the aggregateprincipal amount of indebtedness payable from Tax
Revenues which may be outstanding at any time, (b) the aggregate amount of taxes which may
be divided and allocated to the Agency pursuant to the Redevelopment Plan, (c) the period of
time for establishing or incurring indebtedness payable from Tax Revenues and (d) the period
of time for receiving Tax Revenues for any purpose, all as established pursuant to Section
33333.2 of the Law.

“Principal Payment Date” means November 1 in each year on which any principal on
the Bonds is due and payable at maturity or from Sinking Account payments.

“Project Area” means the project area described in the Redevelopment Plan.

“Qualified Reserve Account Credit Instrument” means any irrevocable standby or
direct-pay letter of credit or surety bond issued by a commercial bank or insurance company
and deposited with the Trustee pursuant to the Indenture, provided that all of the following
requirements are met: (a) the long-term credit rating of such bank or insurance company at the
time of issuance of such letter of credit or surety bond is in one of the two highest rating
categoriesby S&P and Moody’s; (b) such letter of credit or surety bond has a term of at least
twelve (12) months; (c) such letter of credit or surety bond has a stated amount at least equal to
the portion of the Reserve Requirement with respect to which funds are proposed to be released
pursuant to the Indenture; (d) the Trustee is authorized pursuant to the terms of such letter of
credit or surety bond to draw thereunder an amount equal to any deficiencies which may exist
from time to time in the Interest Account, the Principal Account, the Sinking Account for the
purpose of making payments required pursuant to the Indenture; and (e) written notice of the
posting of such Qualified Reserve Account Credit Instrument is givento the Rating Agencies.

“Rating Agencies’” means any of the following: Fitch, Moody’s and S&P.
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“Rebate Account” means the account by that name established and held by the Trustee
pursuant to the Indenture.

“Rebate Calculation Period” means the twelve-month period beginning on the Closing
Date or on any anniversary of the Closing Date and extending to but not including the next
succeeding anniversary of the Closing Date.

“Record Date” means the fifteenth (15th) calendar day of the month preceding each
Interest Payment Date, whether or not such fifteenth (15th) calendar day is a Business Day.

“Redemption Account” means the account by that name established and held by the
Trustee pursuant to the Indenture.

“Redevelopment Fund” means the fund by that name established and held by the
Agency pursuant to the Indenture.

“Redevelopment Plan” means the Redevelopment Plan for the North Park
Redevelopment Project, approved by Ordinance No. O-18386 enacted by the City Council of the
City of San Diego on March 4, 1997, together with any amendments duly authorized pursuant
to the Law.

“Redevelopment Project” means the project area described in the Redevelopment Plan.

“Registration Books” means the records maintained by the Trustee pursuant to the
Indenture for the registration and transfer of ownership of the Bonds.

“Report” means a document in writing signed by an Independent Financial Consultant
and including: (a) a statement that the person or firm making or giving such Report has read
the pertinent provisions of the Indenture to which such Report relates; (b) a brief statement as to
the nature and scope of the examination or investigation upon which the Report is based; and
(c) a statement that, in the opinion of such person or firm, sufficient examination or
investigation was made as is necessary to enable said consultant to express an informed opinion
with respect to the subject matter referred to in the Report.

“Reserve Account” means the account by that name established and held by the Trustee
pursuant to the Indenture.

“Reserve Requirement” means, as of the date of any calculation by the Agency, the
lesser of (a) Maximum Annual Debt Service, (b) 125% of average Annual Debt Service on the
Bonds, or (c) 10% of the original principal amount of the Bonds (less original issue discount if in
excess of two percent (2%) of the stated redemption amount at maturity); provided however
that the Reserve Requirement shall be computed without regard for the portions of Bonds
which remain as deposits in escrow funds not secured by the Tax Revenues.

“San Diego County Auditor-Controller” means the person who holds the office
designated San Diego County Auditor-Controller from time to time, or one of the duly
appointed deputies of such person, or any person or persons performing substantially the same
duties in the event said office is ever abolished or changed.

“Securities Depository” means initially, The Depository Trust Company, New York,
New York, and its successors and assignsand any replacement securities depository appointed
under the Indenture.
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“Senior Bond Indenture” means the Trust Indenture dated as of October 1, 2000, as
supplemented pursuant to the First Supplement to Indenture of Trust, dated as of December 1,
2003, each by and between the Agency and Wells Fargo Bank, National Association as
successor-trustee, and as such Trust Indenture may be further amended or supplemented from
time to time in accordance with its terms.

“Senior Bonds” means any bonds, notes, loans, advances or other indebtedness issued or
incurred by the Agency and secured by a pledge of and lien on Pledged Tax Revenues (as
defined in the Senior Bond Indenture) on a parity with the 2000 Bonds and the 2003 Bonds
pursuant to the Senior Bond Indenture and in accordance with Section 3.07 hereof.

“Serial Bonds” means all Bonds other than the Term Bonds.

“Sinking Account” means the account by that name established and held by the Trustee
pursuant to the Indenture.

“Special Fund” means the fund established and held by the Trustee pursuant to the
Indenture.

“S&P” means Standard & Poor’s Ratings Group, a division of The McGraw-Hill
Companies, Inc., a corporation organized and existing under the laws of the State of New York,
and its successors, and if such corporation shall for any reason no longer perform the functions
of a securities rating agency, “S&P” shall be deemed to refer to any other nationally recognized
securities rating agency designated by the Agency and the City.

“Subordinate Debt” means any loans, advances, contracts or indebtedness issued or
incurred by the Agencyin accordance with the requirements of the Indenture, which are either:
(a) payable from, but not secured by a pledge of or lien upon, the Tax Revenues; or (b) secured
by a pledge of or lien upon the Tax Revenues which is subordinate to the pledge of and lien
upon the Tax Revenues thereunder for the security of the Bonds.

“Supplemental Indenture” means any resolution, agreement or other instrument then in
full force and effect which has been duly adopted or entered into by the Agency; but only if and
to the extent that such Supplemental Indenture is specifically authorized by the Indenture.

“Tax Certificate” means the Tax Certificate of the Agencyexecuted and delivered on the
Closing Date to establish certain facts and expectations with respect to the Bonds being issued
on the respective Closing Date.

“Tax Code” means, with respect to a series of Bonds, the Internal Revenue Code of 1986,
as in effect on the date of issuance of such Bonds or (except as otherwise referenced herein) as it
may be amended to apply to obligations issued on the date of issuance of such Bonds, together
with applicable proposed, temporary and final regulations promulgated, and applicable official
public guidance published, under the Tax Code (including the Tax Regulations).

“Tax Regulations” means temporary and permanent regulations promulgated under
Section 103 and all related provisions of the Tax Code.

“Tax Revenues” means all taxes annually allocated to the Agency with respect to the
Project Area following the Closing Date, pursuant to Article 6 of Chapter 6 (commencing with
Section 33670) of the Law and Section 16 of Article XVI of the Constitution of the State of
California and as provided in the Redevelopment Plan, including all payments, subventions
and reimbursements (if any) to the Agency specifically attributable to ad valorem taxes lost by
reason of tax exemptions and tax rate limitations; but excluding (i) all amounts of such taxes
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required to be deposited into the Low and Moderate Income Housing Fund of the Agency in
any Fiscal Year pursuant to Section 33334.2 or 33334.6 of the Law, (ii) all amounts of such taxes
required to be paid to taxing entities under Sections 33607.5 and 33607.7 of the Redevelopment
Law to the extent such required payments create a prior lien on such taxes, (iii) amounts, if any,
payable by the State of California to the Agency under and pursuant to the provisions of
Chapter 1.5 of Part 1 of Division 4 of Title 2 (commencing with Section 16110) of the
Government Code of the State of California, (iv) amounts retained by the County as costs of
collection pursuant to Chapter 466, Statutes of 1990, and (v) such taxes in any “Bond Year” (as
defined in the Senior Bond Indenture) to the extent subject to the prior senior pledge under the
Senior Bond Indenture with respect to the Senior Bonds.

“Term Bonds” means the 2009A Bonds maturing on November 1, 20__, and with respect
to any Parity Bonds means such Parity Bonds which are payable on or before their specified
Principal Payment Dates from sinking account payments established for that purpose and
calculated to retire such Parity Bonds on or before their respective Principal Payment Dates.

“Treasurer” means the Office of the City Treasurer of the City of San Diego.

“Trustee” means Wells Fargo Bank, National Association as trustee under the Indenture,
or any successor thereto appointed as trustee thereunder in accordance with the provisions of
the Indenture.

“Trust Office” means such corporate trust office of the Trustee as may be designated
from time to time by written notice from the Trustee to the Agency, initially being 707 Wilshire
Boulevard, 17" Floor, Los Angeles, California 90017 except that with respect to presentation of
Bonds for payment or for registration of transfer and exchangesuch term shall mean the office
or agency of the Trustee at which, at any particular time, its corporate trust agency business
shall be conducted.

“2000 Bonds” means the Redevelopment Agency of the City of San Diego North Park
Redevelopment Project Tax Allocation Bonds, Series 2000 authorized pursuant to the Senior
Bond Indenture.

“2003 Bonds” means the Redevelopment Agency of the City of San Diego North Park
Redevelopment Project 2003 Tax Allocation Bonds, Series A (Taxable) and Series B (Tax-
Exempt) authorized pursuant to the Senior Bond Indenture.

“2009A Bonds” means the $ _ North Park Redevelopment Project Subordinate
Tax Allocation Bonds, Series 2009A.

“Written Request of the Agency” or “Written Certificate of the Agency” means a request
or certificate, in writing signedby the Executive Director, Redevelopment Director, Treasurer or
Secretary of the Agency or by any other officer of the Agency duly authorized by the Agency
for that purpose.

THE 2009A BONDS

Effect of Redemption. From and after the date fixed for redemption, if funds available
for the payment of the principal of and interest (and premium, if any) on the Bonds so called for
redemption shall have been duly provided, such Bonds so called shall cease to be entitled to any
benefit under the Indenture other than the right to receive payment of the redemption price,
and no interest shall accrue thereon from and after the redemption date specified in such notice.
All Bonds redeemed or purchased pursuant to the Indenture shall be canceled and shall be
surrendered to the Agency.
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Transfer of Bonds. Any Bond may, in accordance with its terms, be transferred, upon
the Registration Books, by the person in whose name it is registered,in person or by a duly
authorized attorney of such person, upon surrender of such Bond to the Trustee at its Trust
Office for cancellation, accompanied by delivery of a written instrument of transfer in a form
approved by the Trustee, duly executed. Whenever any Bond or Bonds shall be surrendered for
registration of transfer, the Agency shall execute and the Trustee shall deliver a new Bond or
Bonds, for like Principal Payment Date, interest rate and aggregateprincipal amount. The
Trustee shall collect any tax or other governmental charge on the transfer of any Bonds
pursuant to the Indenture. The cost of printing Bonds and any services rendered or expenses
incurred by the Trustee in connection with any transfer shall be paid by the Agency.

The Trustee may refuse to transfer any Bonds under the provisions of the Indenture
during the period fifteen (15) days prior to the date established by the Trustee for the selection
of Bonds for redemption, or as to Bonds the notice of redemption of which has been mailed
pursuant to the provisions of the Indenture.

Exchangeof Bonds. Bonds may be exchanged at the Trust Office of the Trustee for a like
aggregateprincipal amount of Bonds of other authorized denominations of the same series,
Principal Payment Date and interest rate. The Trustee shall collect any tax or other
governmental charge on the exchange of any Bonds pursuant to the Indenture. The cost of
printing Bonds and any services rendered or expenses incurred by the Trustee in connection
with any exchange shall be paid by the Agency.

The Trustee may refuse to exchange any Bonds under the provisions of the Indenture
during the fifteen-day period prior to the date established by the Trustee for the selection of
Bonds or as to which notice of redemption has been mailed pursuant to the provisions of the
Indenture.

Registration Books. The Trustee will keep or cause to be kept, at its Trust Office,
sufficient records for the registration and registration of transfer of the Bonds, which shall at all
times during normal business hours and upon at least forty-eight (48) hours’ notice be open to
inspection by the Agency; 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 records, Bonds as provided in the Indenture.

FUNDS AND ACCOUNTS

Reserve Account. There will be a separate account to be known as the “Reserve
Account,” which shall be held by the Trustee in trust. An amount equal to the Reserve
Requirement shall be maintained in the Reserve Account at all times, and any deficiency therein
shall be replenished from the first available moneys in the Special Fund pursuant to the
Indenture. The amount required to be maintained in the Reserve Account may be increased by
any Supplemental Indenture authorizing the issuance of any Parity Bonds pursuant to the
Indenture. Any amounts on deposit in the Reserve Account at any time in excess of the Reserve
Requirement shall be withdrawn from the Reserve Account by the Trustee and transferred to
the Special Fund.

The Agency shall have the rightat any time to release funds from the Reserve Account,
in whole or in part, by tendering to the Trustee: (1) a Qualified Reserve Account Credit
Instrument, and (2) an opinion of Bond Counsel stating that neither the release of such funds
nor the acceptance of such Qualified Reserve Account Credit Instrument will cause interest on
the Bonds to become includable in the gross income of the Owners for purposes of federal
income taxation. Upon tender of such items to the Trustee, and upon delivery by the Agency to
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the Trustee of written calculation of the amount permitted to be released from the Reserve
Account (upon which calculation the Trustee may conclusively rely), the Trustee shall transfer
such funds from the Reserve Account, at the request of the Agency, either (i) to the
Redevelopment Fund to be held by the Agency for disbursement as set forth in the Indenture,
or (ii) to the Agency for deposit into such fund or funds as the Agency shall have established for
the financing of the Redevelopment Project. Notice of the deposit of a Qualified Reserve
Account Credit Instrument shall be given by the Agency to the Rating Agencies. The Trustee
shall comply with all documentation relating to a Qualified Reserve Account Credit Instrument
as shall be required to maintain such Qualified Reserve Account Credit Instrument in full force
and effect and as shall be required to receive payments thereunder in the event and to the extent
required to make any payment when and as required under the Indenture. Upon the expiration
of any Qualified Reserve Account Credit Instrument, the Agency shall be obligated either (i) to
replace such Qualified Reserve Account Credit Instrument with a new Qualified Reserve
Account Credit Instrument, (ii) to deposit or cause to be deposited with the Trustee an amount
of funds equal to the Reserve Requirement, to be derived from the first available Tax Revenues,
or (iii) to draw upon the Qualified Reserve Account Credit Instrument an amount of funds
equal to the stated amount thereof prior to its expiration.

The Reserve Account may be maintained in the form of one or more separate sub-
accounts which are established for the purpose of holding the proceeds of separate issues of the
Bonds in conformity with applicable provisions of the Tax Code.

Costs of Issuance Fund. There will be a separate fund to be known as the “Costs of
Issuance Fund,” which shall be held by the Trustee in trust. The moneys in the Costs of
Issuance Fund shall be used and withdrawn by the Trustee from time to time to pay the Costs
of Issuance upon submission of a Written Request of the Agency stating the person to whom
payment is to be made, the amount to be paid, the purpose for which the obligation was
incurred and that such payment is a proper chargeagainstsaid fund. On the date ninety (90)
days following the Closing Date, or upon the earlier Request of the Agency,all amounts (if any)
remaining in the Costs of Issuance Fund shall be withdrawn therefrom by the Trustee and
transferred to the Agency for deposit by the Agency in the Redevelopment Fund.

Redevelopment Fund. There will be a separate account to be held by the Agency, to be
known as the “Redevelopment Fund.” Amounts on deposit in the Redevelopment Fund shall
be derived solely from the proceeds of the 2009A Bonds deposited therein pursuant to the
Indenture and from earningson the investment and reinvestment of such proceeds, and from
the proceeds of Parity Bonds as may be directed in a Supplemental Indenture. The moneys in
the Redevelopment Fund shall be used solely in the manner provided by the Law and the
Redevelopment Plan to provide financing for the Redevelopment Project, subject to the
limitations set forth herein. Upon the completion by the Agency of the purposes for which
moneys the Redevelopment Fund are intended to be applied, the Agency shall transfer any
remaining amounts to the Special Fund to be applied to the payment of interest on the Bonds.

PARITY BONDS AND OTHER DEBT

Issuance of Parity Bonds. In addition to the 2009A Bonds, the Agency may, by
Supplemental Indenture, from time to time issue or incur other loans, advances or indebtedness
payable from Tax Revenues and amounts in the Reserve Account on a parity with the 2009A
Bonds in such principal amount as shall be determined by the Agency. The Agency may issue
and deliver any such Parity Bonds subject to the following specific conditions which are hereby
made conditions precedent to the issuance and delivery of such Parity Bonds issued under the
Indenture:
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(a) The Agency shall be in compliance with all covenants set forth in the
Indenture.

(b) The Tax Revenues to be received by the Agency in each Fiscal Year
during the term of the Parity Bonds, based on the then current year Tax Revenues,
assuming no growthin assessed value, and accounting for fluctuations in Debt Service
on the Senior Bonds in each Fiscal Year, plus at the option of the Agency the Additional
Allowance, as set forth in a Written Certificate of the Agency filed with the Trustee, shall
be equal to one hundred twenty-five percent (125%) of Annual Debt Service on all Bonds
and Parity Bonds (exclusive of debt service due on the proceeds of any Parity Bonds
deposited in an escrow fund pursuant to the terms of a Supplemental Indenture which
are not secured by Tax Revenues) in each Fiscal Year through maturity of the Bonds
which will be Outstanding following the issuance of such Parity Bonds. For purposes of
this paragraph, the computation of Tax Revenues shall include all taxes used by the
Agency to pay debt service on the Senior Bonds which the Agency certifies in writing is
legally payable from moneys deposited into the Low and Moderate Income Housing
Fund of the Agency.

(c) The Supplemental Indenture providing for the issuance of such Parity
Bonds under the Indenture shall provide that:

(1) Interest on said Parity Bonds shall be payable on May 1 and
November 1 in each year in which interest is payable on such Parity Bonds
except the first twelve-month period, during which interest may be payable on
any May 1 or November 1, and provided that there shall be no requirement that
such Parity Bonds pay interest on a current basis;

(ii) The principal of such Parity Bonds shall be payable on November
1 in any year in which principal is payable; and

(iii) Money shall be deposited in the Reserve Account from the
proceeds of the sale of said Parity Bonds, or from other sources available to the
Agency, to increase the amount on deposit in the Reserve Account to an amount
equal to the Reserve Requirement; provided, however, that the Agency shall not
be required to deposit moneys to the Reserve Account in an amount in excess of
the applicable Tax Code limit with respect to the issuance of such series of Parity
Bonds.

Issuance of Senior Bonds. The Agency covenants not to issue any additional Senior
Bonds except for the purposes of refunding,in whole or in part, the 2000 Bonds or the 2003
Bonds, or any refunding of all or any portion thereof, and only so long as such refunding results
in debt service savingsfor the refunded Senior Bonds in each fiscal year, and the maturity of the
Refunding Bonds is not later than the maturity of the Senior Bonds to be refunded, as evidenced
by a Certificate of the Agency.

Issuance of Subordinate Debt. In addition to the Bonds and any Parity Bonds, from time
to time the Agency may issue or incur Subordinate Debt in such principal amount as shall be
determined by the Agency,provided that the issuance of such Subordinate Debt shall not cause
the Agency to exceed any applicable Plan Limitation

PLEDGE OF TAX REVENUES; SPECIAL FUND AND ACCOUNTS

Pledge of Tax Revenues. The Bonds shall be secured by a first pledge (which pledge
shall be effected in the manner and to the extent hereinafter provided) of all of the Tax
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Revenues (subject only to the prior lien on Pledged Tax Revenues (as defined in the Senior Bond
Indenture) of the Senior Bonds (and any related obligations pursuant to the Senior Bond
Indenture) and a pledge of all of the moneys in the Special Fund, the Interest Account, the
Principal Account, the Sinking Account, the Redemption Account and the Reserve Account,
including all amounts derived from the investment of such moneys. The Tax Revenues are
allocated in their entirety to the payment of the principal of and interest on the Bonds as
provided in the Indenture. Amounts in the Costs of Issuance Fund and the Redevelopment
Fund are not pledged as security for the Bonds.

Special Fund; Deposit of Tax Revenues. There will be a special fund to be known as the
“Special Fund,” which shall be held by the Trustee in trust. The Agencyshall pay or cause to be
paid to the Trustee all of the Tax Revenues received in any Bond Year, and the Trustee shall
deposit all of the Tax Revenues in the Special Fund promptly upon receipt thereof, subject to the
Indenture; provided, however, that the Agency shall not be obligated to deposit or cause to be
deposited in the Special Fund in any Bond Year an amount of Tax Revenues which, together
with amounts in the Special Fund, exceeds the amounts required to be deposited in the funds
and accounts specified in the Special Fund provisions of the Indenture in such Bond Year. All
Tax Revenues at any time paid into the Special Fund shall be held by the Trustee solely for the
uses and purposes set forth in the Indenture. So long as any of the Bonds are Outstanding, the
Agency shall not have any beneficial right or interest in the Tax Revenues, except only as
provided in the Indenture, and such moneys shall be used and applied as set forth in the
Indenture.

Establishment and Maintenance of Accounts for Revenues; Use and Withdrawal of
Revenues. Moneys in the Special Fund shall be withdrawn therefrom by the Trustee in the
following amounts at the following times, for deposit by the Trustee in the following respective
special accounts (which, to the extent not established in the Indenture, are thereby established
with the Trustee to be held in trust) in the following order of priority:

(a) Interest Account. On or before the Business Day preceding each Interest
Payment Date, the Trustee shall withdraw from the Special Fund and deposit in the
Interest Account an amount which, when added to the amount then contained in the
Interest Account, will be equal to the aggregateamount of the interest becoming due
and payable on the Outstanding Bonds on such Interest Payment Date. All moneys in
the Interest Account shall be used and withdrawn by the Trustee for the sole purpose of
paying the interest on the Bonds as it shall become due and payable (including accrued
interest on any Bonds purchased or redeemed prior to maturity pursuant to the
Indenture); provided, however, that the Trustee shall apply proceeds of the 2009A
Bonds deposited into the Interest Account for the payment of interest due on the 2009A
Bonds according to the schedule set forth in the Indenture.

(b) Principal Account. On or before the Business Day preceding each
Principal Payment Date, the Trustee shall withdraw from the Special Fund and deposit
in the Principal Account an amount which, when added to the amount then contained in
the Principal Account, will be equal to the aggregate amount of principal becoming due
and payable on the Outstanding Serial Bonds on such Principal Payment Date. All
moneys in the Principal Account shall be used and withdrawn by the Trustee for the
sole purpose of paying the principal on the Serial Bonds as it shall become due and
payable.

(c) Sinking Account. On or before the Business Day preceding each
November 1 on which any Outstanding Bonds are subject to mandatory Sinking
Account redemption, the Trustee shall withdraw from the Special Fund and deposit in
the Sinking Account an amount which, when added to the amount then contained in the
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Sinking Account, will be equal to the aggregateprincipal amount of the Term Bonds
required to be redeemed on the next succeeding November 1 pursuant to the Indenture.
All moneys on deposit in the Sinking Account shall be used and withdrawn by the
Trustee for the sole purpose of redeeming or purchasing (in lieu of redemption) Term
Bonds pursuant to the Indenture.

(d) Reserve Account. On or before each Interest Payment Date, the Trustee
shall withdraw from the Special Fund and deposit in the Reserve Account an amount of
money (if any) which shall be required to maintain in the Reserve Account the full
amount of the Reserve Requirement. All moneys in the Reserve Account shall be used
and withdrawn by the Trustee for the sole purpose of making transfers to the Interest
Account, the Principal Account and the Sinking Account, in such order, in the event of
any deficiency at any time in any of such accounts or for the retirement of all the Bonds
then Outstanding or to the Redemption Account in the event an optional or mandatory
sinking fund redemption would cause a reduction in the Reserve Requirement.

(e) Redemption Account. On or before any date on which Bonds are to be
redeemed pursuant to the Indenture, the Trustee shall withdraw from the Special Fund
and deposit in the Redemption Account an amount required to pay the principal of and
premium, if any, on the Bonds to be redeemed on such date pursuant to the Indenture.
All moneys in the Redemption Account shall be used and withdrawn by the Trustee for
the sole purpose of paying the principal of and premium, if any, on the Bonds to be
redeemed pursuant to the Indenture on the date set for such redemption.

(f) Surplus. The Agency shall not be obligated to deposit or cause to be
deposited in the Special Fund in any Bond Year an amount of Tax Revenues which,
togetherother available amounts in the Special Fund, exceeds the amounts required to
be deposited into the Interest Account, the Principal Account, the Sinking Account, the
Redemption Account and the Reserve Account in such Bond Year pursuant to the
Indenture. Once such amount of Tax Revenues has been deposited in the Special Fund
in any Bond Year, the remaining Tax Revenues received in such Bond Year shall be
declared surplus and shall be retained by or transferred to the Agency to be used for any
lawful purpose under the Law.

Establishment of Sub-Accounts For Separate Series of Bonds. If directed in writing by
the Agency, the Trustee shall establish and maintain a separate sub-account within each of the
Interest Account, the Principal Account, the Sinking Account and the Reserve Account, for each
separate series of Parity Bonds. In such event, proceeds of sale of any series of Parity Bonds,
and amounts required to be held for the payment or security of any series of Parity Bonds, shall
be held solely in the respective sub-accounts established for such series of Parity Bonds and
shall not be commingled with amounts held in the respective sub-accounts established for any
other series of Bonds. For all purposes of the Indenture the sub-accounts established within any
account shall be accounted for as a part of such account.

Rebate Account.

(a) Establishment. The Trustee shall establish a separate account designated the
“Rebate Account.” Absent an opinion of Bond Counsel that the exclusion from gross income
for federal income tax purposes of interest on the Bonds will not be adversely affected, the
Agency shall cause to be deposited in the Rebate Account such amounts as are required to be
deposited therein pursuant to the Indenture and the Tax Certificate. All money at any time
deposited in the Rebate Account shall be held by the Trustee in trust for payment to the United
States Treasury. All amounts on deposit in the Rebate Account shall be governed by the
Indenture and the Tax Certificate for the Bonds, unless and to the extent that the Agency
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delivers to the Trustee an opinion of Bond Counsel that the exclusion from gross income for
federal income tax purposes of interest on the Bonds will not be adversely affected if such
requirements are not satisfied.

(i) Annual Computation. Within 55 days of the end of each fifth Bond Year
for each series of Bonds, the Agency shall calculate or cause to be calculated the amount
of rebatable arbitrage for each series of Bonds, in accordance with Section 148(f)(2) of the
Tax Code and Section 1.148-3 of the Treasury Regulations (taking into account any
applicable exceptions with respect to the computation of the rebatable arbitrage,
described, if applicable, in the Tax Certificate (e.g., the temporary investments
exceptions of Section 148(f)(4)(B) and the construction expenditure exceptions of Section
148(f)(4)(C) of the Tax Code or Section 1.148-7(d) of the Treasury Regulations), and
taking into account whether the election pursuant to Section 148(f)(4)(C)(vii) of the Tax
Code (the “1%2% Penalty”) has been made), for this purpose treating the last day of the
applicable Bond Year as a computation date, within the meaning of Section 1.148-1(b) of
the Treasury Regulations (the “Rebatable Arbitrage”). The Agency shall obtain expert
advice as to the amount of the Rebatable Arbitrage to comply with this Section.

(ii) Annual Transfer. Within 55 days of the end of the fifth Bond Year for a
series of Bonds, upon the written Request of the Agency,an amount shall be deposited
to the Rebate Account by the Trustee from any funds of the Agencylegallyavailable for
such purpose (as specified by the Agencyin the aforesaid written Request), if and to the
extent required so that the balance in the Rebate Account shall equal the amount of
Rebatable Arbitrage so calculated in accordance with (i) of this Subsection (a). In the
event that immediately following the transfer required by the previous sentence, the
amount then on deposit to the credit of the Rebate Account exceeds the amount required
to be on deposit therein, upon written Request of the Agency, the Trustee shall
withdraw the excess from the Rebate Account and then credit the excess to the Special
Fund.

(iii) ~ Payment to the Treasury. The Trustee shall pay, as directed by Request
of the Agency, to the United States Treasury, out of amounts in the Rebate Account,

(A) not later than 60 days after the end of (X) the fifth Bond Year for a
series of Bonds, and (Y) each applicable fifth Bond Year thereafter, an amount
that, together with all previous rebate payments, is equal to at least 90% of the
Rebatable Arbitrage calculated as of the end of such Bond Year; and

(B) not later than 60 days after the payment of all the Bonds of a
series, an amount equal to 100% of the Rebatable Arbitragecalculated as of the
date of such payment and any income attributable to the Rebatable Arbitrage
determined to be due and payable, computed in accordance with Section 1.148-3
of the Treasury Regulations.

In the event that, prior to the time of any payment required to be made from the
Rebate Account, the amount in the Rebate Account is not sufficient to make such
payment when such payment is due, the Agency shall calculate or cause to be calculated
the amount of such deficiency and deposit an amount received from any legally
available source equal to such deficiency prior to the time such payment is due. Each
payment required to be made pursuant to this Subsection (a) shall be made to the
Internal Revenue Service Center, Ogden, Utah 84201 on or before the date on which such
payment is due, and shall be accompanied by Internal Revenue Service Form 8038-T, or
shall be made in such other manner as provided under the Tax Code.
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(b) Disposition of Unexpended Funds. Any funds remaining in the Rebate Account
after redemption and payment in full of the Bonds and the payments described in Subsection
(a)(3) above being made may be withdrawn by the Agency and utilized in any manner by the
Agency.

(c) Survival of Defeasance. Notwithstanding anything in the Indenture to the
contrary, the obligation to comply with the rebate requirements of the Indenture shall survive
the defeasance or payment in full of the Bonds.

(d) Recordkeeping, The Agency shall retain records of all determinations made
hereunder until six years after the complete retirement of the Bonds.

OTHER COVENANTS OF THE AGENCY

Punctual Payment. The Agency shall punctually pay or cause to be paid the principal
and interest to become due in respect of all the Bonds together with the premium thereon, if
any, in strict conformity with the terms of the Bonds and of the Indenture, and it will faithfully
observe and perform all of the conditions, covenants and requirements of the Indenture and all
Supplemental Indentures and of the Bonds. Nothing therein contained shall prevent the
Agency from making advances of its own moneys howsoever derived to any of the uses or
purposes referred to therein.

Limitation on Superior Debt; Compliance with Plan Limitations. So long as the Bonds
are Outstanding, the Agency shall not issue any bonds, notes or other obligations, enter into any
agreement or otherwise incur any indebtedness, which is in any case secured by a lien on all or
any part of the Tax Revenues which is superior to or on a parity with the lien established under
the Indenture for the security of the Bonds, excepting only Parity Bonds and Senior Bonds
issued in accordance with the Indenture. The Agency shall take no action, including but not
limited to the issuance of its bonds, notes or other obligations, which causes or which, with the
passage of time would cause, any of the Plan Limitations to be exceeded or violated. The
Agency shall manageits fiscal affairs in a manner which ensures that it will have sufficient Tax
Revenues available under the Plan Limitations in the amounts and at the times required to
enable the Agency to pay the principal of and interest and premium (if any) on the Bonds when
due.

Extension of Bonds. The Agency shall not, directly or indirectly, extend or consent to
the extension of the time for the payment of any Bond or claim for interest on any of the Bonds
and will not, directly or indirectly, be a party to approve any such arrangement by purchasing
or funding the Bonds or claims for interest or in any other manner. In case the Principal
Payment Date of any such Bond or claim for interest shall be extended or funded, whether or
not with the consent of the Agency,such Bond or 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.

Managementand Operations of Properties. The Agency shall manage and operate all
properties owned by the Agency and comprising any part of the Project Area in a sound and
businesslike manner.

Payment of Claims. The Agency shall pay and discharge, or cause to be paid and
discharged, any and all lawful claims for labor, materials or supplies which, if unpaid, might
become a lien or chargeupon the properties owned by the Agency or upon the Tax Revenues or
any part thereof, or upon any funds in the hands of the Trustee, or which mightimpair the
security of the Bonds. Nothing herein contained shall require the Agency to make any such
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payment so long as the Agencyin good faith shall contest the validity of said claims, so long as
such contest shall not cause interest on the Bonds to become includable in gross income for
federal tax purposes.

Books and Accounts; Financial Statements The Agency shall keep, or cause to be kept,
proper books of record and accounts, separate from all other records and accounts of the
Agency and the City of San Diego, in which complete and correct entries shall be made of all
transactions relating to the Redevelopment Project, the Redevelopment Fund and to the Tax
Revenues. Such books of record and accounts shall at all times during business hours be subject
to the inspection of the Owners of not less than ten percent (10%) in aggregate principal amount
of the Bonds then Outstanding, or their representatives authorized in writing.

Protection of Security and Rights of Bond Owners. The Agency shall preserve and
protect the security of the Bonds and the rights of the Bond Owners. From and after the
execution and delivery of any of the Bonds by the Agency, the Bonds shall be incontestable by
the Agency.

In the Indenture, the Agency hereby confirms, covenants, represents and warrants that
(1) the Agencyhas reserved sufficient funds to pay the ERAF payment for Fiscal Year 2008-09
(the "2009 ERAF Payment") described in California Health and Safety Code Section 33685 (the
"ERAF Statute") , (2) pursuant to Agency Resolution No. 04394 with date of final passage of
May 4, 2009 (the "Agency ERAF Resolution"), the Agency has budgeted, appropriated and
encumbered funds for such purpose, (3) the Agency will pay the 2009 ERAF Payment to the
County Auditor in accordance with the ERAF Statute in full and at such time as the Agencyis
required to do so under applicable law, including as a result of the reversal, modification, or
setting aside of the existing judgmentdated May 7, 2009 (the "Judgment")of the Superior Court
of the State of California for Sacramento County in the case entitled California Redevelopment
Association v. Genest et al., Case No. 34-2008-00028334-CU-WM-GDSD, such that payment of
the 2009 ERAF Payment becomes due and payable, and (4) the Agency will take no action until
such time as the Judgmentis final and nonappealable to cause itself to not have lawfully
available funds with which to make the 2009 ERAF Payment promptly as it becomes due and
payable, if ever.

Payments of Taxes and Other Charges The Agencyshall pay and discharge, or cause to
be paid and discharged, all taxes, service charges, assessments and other governmental charges
which may hereafter be lawfully imposed upon the Agency or the properties then owned by the
Agency in the Project Area, when the same shall become due. Nothing in the Indenture
contained shall require the Agency to make any such payment so long as the Agencyin good
faith shall contest the validity of said taxes, assessments or charges.

Taxation of Leased Property. All amounts derived by the Agency pursuant to Section
33673 of the Law with respect to the lease of property for redevelopment shall be treated as Tax
Revenues for all purposes of the Indenture, and shall be deposited with the Trustee for deposit
in the Special Fund.

Disposition of Property. The Agency shall not authorize the disposition of any land or
real property in the Project Area to anyone which will result in such property becoming exempt
from taxation because of public ownership or use or otherwise (except property dedicated for
public right-of-way and except property planned for public ownership or use by the
Redevelopment Plan in effect on the date of the Indenture) so that such disposition shall, when
taken together with other such dispositions, aggregate more than ten percent (10%) of the land
area in the Project Area unless such disposition is permitted as hereinafter provided in the
Indenture. If the Agency proposes to make such a disposition, it shall thereupon appoint an
Independent Financial Consultant to report on the effect of said proposed disposition. If the
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Report of the Independent Financial Consultant concludes that the estimated Tax Revenues to
be received following said proposed disposition in the current and each future fiscal year while
Bonds are Outstanding is greater than or equal to 125% of Annual Debt Service in each future
fiscal year, the Agency may thereafter make such disposition.

Tax Revenues. The Agency shall comply with all requirements of the Law to insure the
allocation and payment to it of the Tax Revenues, including without limitation the timely filing
of any necessary statements of indebtedness with appropriate officials of San Diego County and
(in the case of supplemental revenues and other amounts payable by the State of California)
appropriate officials of the State of California. The Agency shall not enter into any agreement
with the County of San Diego or any other governmentalunit which would have the effect of
reducing the amount of Tax Revenues available to the Agency for payment of the Bonds, unless
in the written opinion of an Independent Financial Consultant filed with the Trustee such
reduction will not reduce Tax Revenues estimated to be received in the current and each future
fiscal year while Bonds are Outstanding to be less than 125% of Annual Debt Service in such
fiscal year.

Eminent Domain. The net proceeds received by the Agency from any taking of property
in the Project Area in any eminent domain proceeding shall be treated as Tax Revenues for
purposes of the Indenture; provided that the net proceeds received by the Agency from the
taking of any property in the Project Area the redevelopment of which was financed by the
Agency through the issuance of lease revenue bonds or other lease revenue or installment sale
obligations shall be deposited, used and applied in the manner provided by the resolution
authorizing the issuance of such lease revenue bonds or other lease revenue or installment sale
obligations.

Tax Covenants Relating to 2009A Bonds. Notwithstanding any other provision of the
Indenture, absent an opinion of Bond Counsel that the exclusion from gross income of interest
with respect to the 2009A Bonds will not be adversely affected for federal income tax purposes,
the Agency covenants to comply with all applicable requirements of the Tax Code necessary to
preserve such exclusion from gross income and specifically covenants, without limiting the
generality of the foregoing, as follows:

(a) Private Activity. The Agency will take no action or refrain from taking
any action or make any use of the proceeds of the 2009A Bonds or of any other monies
or property which would cause the 2009A Bonds to be “private activity bonds” within
the meaning of Section 141 of the Tax Code;

(b) Private Loan Limitation The Agency shall assure that no more than five
percent (5%) of the net proceeds of the 2009A Bonds are used, directly or indirectly, to
make or finance a loan (other than loans constituting non-purpose obligations as defined
in the Tax Code or constituting assessments) to persons other than state or local
government units;

(c) Arbitrage. The Agency will make no use of the proceeds of the 2009A
Bonds or of any other amounts or property, regardless of the source, or take any action
or refrain from taking any action which will cause the 2009A Bonds to be “arbitrage
bonds” within the meaning of Section 148 of the Tax Code;

(d) Federal Guaranty. The Agency will make no use of the proceeds of the
2009A Bonds or take or omit to take any action that would cause the 2009A Bonds to be
“federally guaranteed” within the meaning of Section 149(b) of the Tax Code;
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(e) Information Reporting. The Agency will take or cause to be taken all
necessary action to comply with the informational reporting requirement of Section
149(e) of the Tax Code;

(f) HedgeBonds. The Agency will make no use of the proceeds of the 2009A
Bonds or any other amounts or property, regardlessof the source, or take any action or
refrain from taking any action that would cause the 2009A Bonds to be considered
“hedge bonds” within the meaning of Section 149(g) of the Code unless the Agency
takes all necessary action to assure compliance with the requirements of Section 149(g)
of the Tax Code to maintain the exclusion from gross income of interest on the 2009A
Bonds for federal income tax purposes; and

(g) Miscellaneous. The Agency will take no action or refrain from taking any
action inconsistent with its expectations stated in that certain Tax Certificate executed by
the Agencyin connection with each issuance of any 2009A Bonds and will comply with
the covenants and requirements stated therein and incorporated by reference in the
Indenture.

Further Assurances. The Agency will adopt, make, execute and deliver any and all such
further resolutions, instruments and assurances as may be reasonably necessary or proper to
carry out the intention or to facilitate the performance of the Indenture, and for the better
assuring and confirming unto the Trustee and the Owners the rightsand benefits provided in
the Indenture.

Continuing Disclosure Agreement The Agency covenants and agrees that it will
comply with and carry out all of its obligations under the Continuing Disclosure Agreement (if
any) to be executed and delivered by the Agencyin connection with the issuance of the Bonds.
Notwithstanding any other provision of the Indenture, failure of the Agency to comply with the
Continuing Disclosure Agreement shall not be considered an Event of Default; however, any
Owner or Beneficial Owner may take such actions as may be necessary and appropriate,
including seeking mandate or specific performance by court order, to cause the Agency to
comply with its obligations under the Indenture. For purposes of this section of the Indenture,
“Beneficial Owner” means any person which has or shares the power, directly or indirectly, to
make investment decisions concerning ownership of any Bonds (including persons holding
Bonds through nominees, depositories or other intermediaries).

THE TRUSTEE

Duties, Immunities and Liabilities of Trustee.

(a) The Trustee shall, prior to the occurrence of an Event of Default, and after the
curing of all Events of Default which may have occurred, perform such duties and only such
duties as are specifically set forth in the Indenture. The Trustee shall only be obligated to
perform such duties as are expressly set forth in the Indenture, and no duties or obligations not
expressly set forth in the Indenture shall be implied. The Trustee shall, during the existence of
any Event of Default (which has not been cured), exercise such of the rightsand powers vested
in it by the Indenture, and use the same degree of care and skill in their exercise, as a prudent
man would exercise or use under the circumstances in the conduct of his own affairs.

(b) The Agency may remove the Trustee at any time, unless an Event of Default shall
have occurred and then be continuing, and shall remove the Trustee (i) if at any time requested
to do so by an instrument or concurrent instruments in writing signed by the Owners of not less
than a majority in aggregate principal amount of the Bonds then Outstanding (or their attorneys
duly authorized in writing) or (ii) if at any time the Trustee shall cease to be eligible in
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accordance with the Indenture, or shall become incapable of acting, or shall be adjudged a
bankrupt or insolvent, or a receiver of the Trustee or its property shall be appointed, or any
public officer shall take control or charge of the Trustee or of its property or affairs for the
purpose of rehabilitation, conservation or liquidation. In each case such removal shall be
accomplished by the giving of written notice of such removal by the Agency to the Trustee,
whereupon the Agency shall appoint a successor Trustee by an instrument in writing.

(c) The Trustee may at any time resignby giving written notice of such resignation
to the Agency and by giving the Bond Owners notice of such resignation by mail at their
respective addresses shown on the Registration Books. Upon receiving such notice of
resignation, the Agency shall promptly appoint a successor Trustee by an instrument in writing.
The Trustee shall not be relieved of its duties until such successor Trustee has accepted such
appointment.

(d) Any removal or resignation of the Trustee and appointment of a successor
Trustee shall become effective upon acceptance of appointment by the successor Trustee. If no
successor Trustee shall have been appointed and have accepted appointment within forty-five
(45) days of givingnotice of removal or notice of resignation as aforesaid, the resigning Trustee
or any Bond Owner (on behalf of himself and all other Bond Owners) may petition any court of
competent jurisdiction for the appointment of a successor Trustee, and such court may
thereupon, after such notice (if any) as it may deem proper, appoint such successor Trustee.
Any successor Trustee appointed under the Indenture, shall signify its acceptance of such
appointment by executing and delivering to the Agency and to its predecessor Trustee a written
acceptance thereof, and thereupon such successor Trustee, without any further act, deed or
conveyance, shall become vested with all the moneys, estates, properties, rights, powers, trusts,
duties and obligations of such predecessor Trustee, with like effect as if originally named
Trustee herein; but, nevertheless at the Request of the Agency or the request of the successor
Trustee, such predecessor Trustee shall execute and deliver any and all instruments of
conveyance or further assurance and do such other thingsas may reasonably be required for
more fully and certainly vesting in and confirming to such successor Trustee all the right, title
and interest of such predecessor Trustee in and to any property held by it under the Indenture
and shall pay over, transfer, assign and deliver to the successor Trustee any money or other
property subject to the trusts and conditions herein set forth. Upon request of the successor
Trustee, the Agency shall execute and deliver any and all instruments as may be reasonably
required for more fully and certainly vesting in and confirming to such successor Trustee all
such moneys, estates, properties, rights, powers, trusts, duties and obligations. Upon
acceptance of appointment by a successor Trustee as provided in this subsection, the Agency
shall mail a notice of the succession of such Trustee to the trusts under the Indenture to each
rating agency which then has a current rating on the Bonds and to the Bond Owners at their
respective addresses shown on the Registration Books. If the Agency fails to mail such notice
within fifteen (15) days after acceptance of appointment by the successor Trustee, the successor
Trustee shall cause such notice to be mailed at the expense of the Agency.

(e) Any Trustee appointed under the provisions of the Indenture in succession to the
Trustee shall be a trust company, corporation or bank having the powers of a trust company
having a trust office in the State of California, having a combined capital and surplus of at least
Fifty Million Dollars ($50,000,000), and subject to supervision or examination by federal or state
authority. If such bank, corporation or trust company publishes a report of condition at least
annually, pursuant to law or to the requirements of any supervising or examining authority
above referred to, then for the purpose of this subsection the combined capital and surplus of
such bank, corporation or trust company shall be deemed to be its combined capital and surplus
as set forth in its most recent report of condition so published. In case at any time the Trustee
shall cease to be eligible in accordance with the provisions of this subsection (e), the Trustee
shall resign immediately in the manner and with the effect specified in the Indenture.

Appendix A
Page20



(f) The Trustee shall have no responsibility or liability with respect to any
information, statements or recital in any offering memorandum or other disclosure material
prepared or distributed with respect to the issuance of the Bonds.

(g) Before taking any action under the Indenture at the request of the Owners, the
Trustee may require that a satisfactory indemnity bond be furnished by the Owners for the
reimbursement of all expenses to which it may be put and to protect it against all liability,
except liability which is adjudicated to have resulted from its negligence or willful misconduct
in connection with any action so taken.

(h) No provision of the Indenture shall require the Trustee to expend or risk its own
funds or otherwise incur any financial liability in the performance or exercise of any of its duties

hereunder.

Liability of Trustee.

(a) The Trustee shall not be liable in connection with the performance of its duties
under the Indenture, except for its own negligence or willful misconduct or breach. The Trustee
may become the Owner of Bonds with the same rightsit would have if they were not Trustee
and, to the extent permitted by law, may act as depository for and permit any of its officers or
directors to act as a member of, or in any other capacity with respect to, any committee formed
to protect the rights of Bond Owners, whether or not such committee shall represent the
Owners of a majority in principal amount of the Bonds then Outstanding.

(b) The Trustee shall not be liable for any error of judgmentmade in good faith by a
responsible officer, unless it shall be proved that the Trustee was negligent in ascertaining the
pertinent facts.

(c) The Trustee shall not be liable with respect to any action taken or omitted to be
taken by it in good faith in accordance with the direction of the Owners of not less than a
majority in aggregateprincipal amount of the Bonds at the time Outstanding relating to the
time, method and place of conducting any proceeding for any remedy available to the Trustee,
or exercising any trust or power conferred upon the Trustee under the Indenture.

(d) The Trustee shall not be liable for any action taken by it in good faith and
believed by it to be authorized or within the discretion or rights or powers conferred upon it by
the Indenture.

(e) The Trustee shall not be deemed to have knowledge of any Event of Default
under the Indenture unless and until it shall have actual knowledge thereof, or shall have
received written notice thereof, at its Trust Office. Except as otherwise expressly provided in
the Indenture, the Trustee shall not be bound to ascertain or inquire as to the performance or
observance of any of the terms, conditions, covenants or agreements therein or of any of the
documents executed in connection with the Bonds, or as to the existence of an Event of Default
thereunder. The Trustee shall not be responsible for the validity or effectiveness of any
collateral givento or held by it.

Rightto Rely on Documents. The Trustee shall be protected in acting upon any notice,
resolution, request, consent, order, certificate, report, opinion, Bonds or other paper or
document believed by it to be genuine and to have been signed or presented by the proper
party or parties. The Trustee may consult with counsel, who may be counsel of or to the
Agency, with regard to legal questions, and the opinion of such counsel shall be full and
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complete authorization and protection in respect of any action taken or suffered by it under the
Indenture in good faith and in accordance therewith.

The Trustee shall not be bound to recognize any person as the Owner of a Bond unless
and until such Bond is submitted for inspection, if required, and his title thereto is established
to the satisfaction of the Trustee.

Whenever in the administration of the trusts imposed upon it by the Indenture the
Trustee shall deem it necessary or desirable that a matter be proved or established prior to
taking or suffering any action hereunder, such matter (unless other evidence in respect thereof
be specifically prescribed in the Indenture) may be deemed to be conclusively proved and
established by a Written Certificate of the Agency, which shall be full warrant to the Trustee for
any action taken or suffered in good faith under the provisions of the Indenture in reliance
upon such Written Certificate, but in its discretion the Trustee may, in lieu thereof, accept other
evidence of such matter or may require such additional evidence as to it may deem reasonable.

Compensation and Indemnification. The Agency shall pay to the Trustee from time to
time all compensation for all services rendered under the Indenture in accordance with the
letter proposal from the Trustee approved by the Agency, and also all reasonable expenses,
charges, legal and consulting fees and other disbursements and those of its attorneys, agents
and employees, incurred in and about the performance of its powers and duties under the
Indenture.

The Agency further covenants and agrees to indemnify and save the Trustee harmless
againstany loss, expense and liabilities which it may incur arising out of or in the exercise and
performance of its powers and duties under the Indenture, including the costs and expenses of
defending againstany claim of liability and the costs of enforcing any remedies thereunder or
under any related document, but excluding any and all losses, expenses and liabilities which are
due to the Trustee’s negligence,willful misconduct or willful default. The obligations of the
Agency under this paragraph shall survive resignation or removal of the Trustee under the
Indenture and payment of the Bonds and discharge of the Indenture.

Deposit and Investment of Moneys in Funds. Moneys in the Special Fund, Interest
Account, the Principal Account, the Sinking Account, the Reserve Account, the Rebate Fund,
the Redemption Account and the Costs of Issuance Fund shall be invested by the Treasurer or
the Trustee in Permitted Investments as specified in the Written Request of the Agency filed
with the Trustee at least two (2) Business Days in advance of the making of such investments.
In the absence of any such Written Request of the Agency, the Trustee shall invest any such
moneys in obligations described in clause (8) of the definition of Permitted Investments set forth
in the Indenture. Obligations purchased as an investment of moneys in any fund shall be
deemed to be part of such fund or account. Any or all interest or gain derived from the
investment of amounts in any of the funds or accounts established thereunder shall be
deposited by the Trustee in the respective fund or account and any loss incurred in connection
with such investments shall be debited against the fund or account from which the investment
was made. For purposes of acquiring any investments under the Indenture, the Trustee may
commingle funds held by it thereunder. The Trustee may act as principal or agent in the
acquisition of any investment. The Trustee shall incur no liability for losses arising from any
investments made pursuant to the Indenture.

The Agency acknowledges that to the extent regulations of the Comptroller of the
Currency or other applicable regulatory entity grant the Agency the rightto receive brokerage
confirmations of security transactions as they occur, the Agency specifically waives receipt of
such confirmations to the extent permitted by law. The Trustee will furnish the Agency
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periodic cash transaction statements which include detail for all investment transactions made
by the Trustee under the Indenture.

The Agency has covenanted and agreed in the Indenture to invest all amounts in the
Redevelopment Fund in Permitted Investments.

MODIFICATION OR AMENDMENT OF THE INDENTURE

Amendment With Consent Of Owners. The Indenture and the rightsand obligations of
the Agency and of the Owners may be modified or amended at any time by a Supplemental
Indenture which shall become binding upon adoption without necessity of the consent of any
Owners, to the extent permitted by law and only for any one or more of the following purposes:

(a) to add to the covenants and agreementsof the Agency contained in the
Indenture, other covenants and agreements thereafter to be observed, or to limit or
surrender any rights or power herein reserved to or conferred upon the Agency, or

(b) to make such provisions for the purpose of curing any ambiguity, or of
curing, correcting or supplementing any defective provision contained in the Indenture,
or in any other respect whatsoever as the Agency may deem necessary or desirable,
provided under any circumstances that such modifications or amendments shall not
materially adversely affect the interests of the Owners;

(c) to provide for the delivery of a Qualified Reserve Account Credit
Instrument meeting the requirements of the Indenture;

(d) to provide for the issuance of Parity Bonds pursuant to the Indenture, and
to provide the terms and conditions under which such Parity Bonds may be issued,
including but not limited to the establishment of special funds and accounts relating
thereto and any other provisions relating solely thereto, subject to and in accordance
with the provisions of the Indenture and to provide for Parity Bonds which bear interest
that is compounded semiannually on each May 1 and November 1 to maturity as
specified in an accreted value table set forth in a Supplemental Indenture; or

(e) to amend any provision relating to the requirements of or compliance
with the Tax Code, to any extent whatsoever but only if and to the extent such
amendment will not adversely affect the exclusion from grossincome of interest on the
Bonds for federal income tax purposes, in the opinion of Bond Counsel.

Except as set forth in the preceding paragraph, the Indenture and the rights and
obligations of the Agency and of the Owners may be modified or amended at any time by a
Supplemental Indenture which shall become binding when the written consents of the Owners
of a majority in aggregate principal amount of the Bonds then Outstanding are delivered to the
Trustee. No such modification or amendment shall (a) extend the maturity of or reduce the
interest rate on any Bond or otherwise alter or impair the obligation of the Agency to pay the
principal, interest or redemption premium (if any) at the time and place and at the rate and in
the currency provided therein of any Bond without the express written consent of the Owner of
such Bond, (b) reduce the percentage of Bonds required for the written consent to any such
amendment or modification, or (c) without its written consent thereto, modify any of the rights
or obligations of the Trustee. Promptly after the execution by the Agency and the Trustee of
any Supplemental Indenture pursuant to this subsection, the Trustee shall mail a notice, setting
forth in general terms the substance of such Supplemental Indenture, to each Rating Agency
and the Owners of the Bonds at the respective addresses shown on the Registration Books. Any
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failure to give such notice, or any defect therein, shall not, however, in any way impair or affect
the validity of any such Supplemental Indenture.

Effect of Supplemental Indenture. From and after the time any Supplemental Indenture
becomes effective pursuant to the Indenture, the Indenture shall be deemed to be modified and
amended in accordance therewith, the respective rights, duties and obligations of the parties
thereto and all Owners, as the case may be, shall thereafter be determined, exercised and
enforced under the Indenture subject in all respects to such modification and amendment, and
all the terms and conditions of any Supplemental Indenture shall be deemed to be part of the
terms and conditions of the Indenture for any and all purposes.

Amendment by Mutual Consent. The provisions of the Indenture shall not prevent any
Owner from accepting any amendment as to the particular Bond held by such Owner, provided
that due notation thereof is made on such Bond.

EVENTS OF DEFAULT AND REMEDIES OF BOND OWNERS

Events of Default and Acceleration of Maturities. The following events shall constitute
Events of Default under the Indenture:

(a) Default by the Agency in the due and punctual payment of the principal
of any Bonds when and as the same shall become due and payable, whether at maturity
as therein expressed, by proceedings for redemption, by acceleration, or otherwise.

(b) Default by the Agency in the due and punctual payment of any
installment of interest on any Bonds when and as the same shall become due and
payable.

(c) Default by the Agency in the observance of any of the other covenants,
agreementsor conditions on its part in the Indenture or in the Bonds contained, if such
default shall have continued for a period of sixty (60) days after written notice thereof,
specifying such default and requiring the same to be remedied, shall have been given to
the Agency by the Trustee or by the Owners of not less than 25 percent in aggregate
principal amount of Bonds Outstanding; provided, however, that if in the reasonable
opinion of the Agency the default stated in the notice can be corrected, but not within
such sixty (60) day period and corrective action is instituted by the Agency within such
sixty (60) day period and diligently pursued in good faith until the default is corrected
such failure shall not become an Event of Default.

(d) The Agency shall file a petition or answer seeking arrangement or
reorganization under the federal bankruptcy laws or any other applicable law of the
United States of America or any state therein, or if a court of competent jurisdiction shall
approve a petition filed with or without the consent of the Agency, as applicable,
seeking arrangement or reorganization under the federal bankruptcy laws or any other
applicable law of the United States of America or any state therein, or if under the
provisions of any other law for relief or aid of debtors any court of competent
jurisdiction shall assume custody or control of the Agency,as applicable, or of the whole
or any substantial part of its property.

Remedies Upon Event of Default. If any Event of Default shall occur, then, and in each
and every such case during the continuance of such Event of Default, the Trustee may, and at
the written direction of the Owners of not less than a majority in aggregate principal amount of
the Bonds at the time Outstanding shall, upon notice in writing to the Agency, upon being
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indemnified to its satisfaction exercise any remedies available to the Trustee or the Owners in
law or at equity.

The exercise of any such remedy is subject to the condition that if the Agency shall
deposit with the Trustee a sum sufficient to pay all the principal of and installments of interest
on the Bonds payment of which is overdue, with interest on such overdue principal at the rate
borne by the respective Bonds to the extent permitted by law, and the reasonable charges and
expenses of the Trustee, and any and all other Events of Default known to the Trustee (other
than in the payment of principal of and interest on the Bonds due and payable solely by reason
of such declaration) shall have been made good or cured to the satisfaction of the Trustee or
provision deemed by the Trustee to be adequate shall have been made therefor, then, and in
every such case the Trustee shall, on behalf of the Owners of all of the Bonds, waive such Event
of Default; but no such waiver shall extend to or shall affect any subsequent Event of Default, or
shall impair or exhaust any right or power consequent thereon.

Application of Revenues and Other Funds After Default If an Event of Default shall
occur and be continuing, any funds then held or thereafter received by the Trustee under any of
the provisions of the Indenture shall be applied by the Trustee as follows and in the following
order:

(a) To the payment of any expenses necessary in the opinion of the Trustee to
protect the interests of the Owners of the Bonds and payment of reasonable fees, charges
and expenses of the Trustee (including reasonable fees and disbursements of its counsel)
incurred in and about the performance of its powers and duties under the Indenture;

(b) To the payment of the principal of and interest then due on the Bonds
(upon presentation of the Bonds to be paid, and stamping or otherwise noting thereon of
the payment if only partially paid, or surrender thereof if fully paid) in accordance with
the provisions of the Indenture, in the following order of priority:

First: To the payment to the persons entitled thereto of all installments of
interest then due in the order of the maturity of such installments, and, if the
amount available shall not be sufficient to pay in full any installment or
installments maturing on the same date, then to the payment thereof ratably,
according to the amounts due thereon, to the persons entitled thereto, without
any discrimination or preference; and

Second: To the payment to the persons entitled thereto of the unpaid
principal of any Bonds which shall have become due, whether at maturity or by
acceleration or redemption, with interest on the overdue principal at the rate of
interest on the Bonds in default, and, if the amount available shall not be
sufficient to pay in full all the Bonds, together with such interest, then to the
payment thereof ratably, according to the amounts of principal due on such date
to the persons entitled thereto, without any discrimination or preference.

Trustee to Represent Bond Owners. The Trustee is hereby irrevocably appointed (and
the successive respective Owners of the Bonds, by taking and holding the same, shall be
conclusively deemed to have so appointed the Trustee) as trustee and true and lawful attorney-
in-fact of the Owners of the Bonds for the purpose of exercising and prosecuting on their behalf
such rights and remedies as may be available to such Owners under the provisions of the Bonds
or the Indenture and applicable provisions of any other law. Upon the occurrence and
continuance of an Event of Default or other occasion giving rise to a rightin the Trustee to
represent the Bond Owners, the Trustee in its discretion may, and upon the written request of
the Owners of a majority in aggregateprincipal amount of the Bonds then Outstanding, and
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upon being indemnified to its satisfaction therefor, shall proceed to protect or enforce its rights
or the rightsof such Owners by such appropriate action, suit, mandamus or other proceedings
as it shall deem most effectual to protect and enforce any such right,at law or in equity, either
for the specific performance of any covenant or agreement contained in the Indenture, or in aid
of the execution of any power therein granted, or for the enforcement of any other appropriate
legal or equitable right or remedy vested in the Trustee or in such Owners under the Bonds or
the Indenture or any other law; and upon instituting such proceeding, the Trustee shall be
entitled, as a matter of right, to the appointment of a receiver of the Revenues and other assets
pledged under the Indenture, pending such proceedings. All rights of action under the
Indenture or the Bonds or otherwise may be prosecuted and enforced by the Trustee without
the possession of any of the Bonds or the production thereof in any proceeding relating thereto,
and any such suit, action or proceeding instituted by the Trustee shall be brought in the name of
the Trustee for the benefit and protection of all the Owners of such Bonds, subject to the
provisions of the Indenture.

Bond Owners” Direction of Proceedings Anything in the Indenture to the contrary
notwithstanding, the Owners of a majority in aggregateprincipal amount of the Bonds then
Outstanding shall have the right, by an instrument or concurrent instruments in writing
executed and delivered to the Trustee, and upon indemnification of the Trustee to its reasonable
satisfaction, to direct the method of conduct in all remedial proceedings taken by the Trustee
under the Indenture, provided that such direction shall not be otherwise than in accordance
with law and the provisions of the Indenture, and that the Trustee shall have the right to decline
to follow any such direction which in the opinion of the Trustee would be unjustly prejudicial to
Bond Owners not parties to such direction.

Limitation on Bond Owners” Right to Sue. No Owner of any Bonds shall have the right
to institute any suit, action or proceeding at law or in equity, for the protection or enforcement
of any right or remedy under the Indenture or any other applicable law with respect to such
Bonds, unless (a) such Owners shall have given to the Trustee written notice of the occurrence
of an Event of Default; (b) the Owners of not less than twenty-five percent (25%) in aggregate
principal amount of the Bonds then Outstanding shall have made written request upon the
Trustee to exercise the powers granted in the Indenture or to institute such suit, action or
proceeding in its own name; (c) such Owner or Owners shall have tendered to the Trustee
reasonable indemnity against the costs, expenses and liabilities to be incurred in compliance
with such request; (d) the Trustee shall have failed to comply with such request for a period of
sixty (60) days after such written request shall have been received by, and said tender of
indemnity shall have been made to, the Trustee; (e) no direction inconsistent with such written
request shall have been given to the Trustee during such sixty (60) day period by the Owners of
a majority in aggregateprincipal amount of the Bonds then Outstanding; and (f) such suit,
action or proceeding is instituted subject to the Indenture.

Such notification, request, tender of indemnity and refusal or omission are declared in
the Indenture, in every case, to be conditions precedent to the exercise by any Owner of Bonds
of any remedy thereunder or under law; it being understood and intended that no one or more
Owners of Bonds shall have any rightin any manner whatever by his or their action to affect,
disturb or prejudice the security of the Indenture or the rights of any other Owners of Bonds, or
to enforce any right under the Bonds, the Indenture or other applicable law with respect to the
Bonds, except in the manner therein provided, and that all proceedings at law or in equity to
enforce any such rightshall be instituted, had and maintained in the manner therein provided
and for the benefit and protection of all Owners of the Outstanding Bonds, subject to the
provisions of the Indenture.

Absolute Obligation of Agency. Nothing in the above provision of the Indenture in any
other provision of the Indenture or in the Bonds contained shall affect or impair the obligation
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of the Agency, which is absolute and unconditional, to pay the principal of and interest on the
Bonds to the respective Owners of the Bonds at their respective dates of maturity, or upon call
for redemption, as therein provided, but only out of the Tax Revenues and other assets therein
pledged therefor, or affect or impair the right of such Owners, which is also absolute and
unconditional, to enforce such payment by virtue of the contract embodied in the Bonds.

Termination of Proceedings In case any proceedings taken by the Trustee or any one or
more Bond Owners on account of any Event of Default shall have been discontinued or
abandoned for any reason or shall have been determined adversely to the Trustee or the Bond
Owners, then in every such case the Agency, the Trustee and the Bond Owners, subject to any
determination in such proceedings, shall be restored to their former positions and rightsunder
the Indenture, severally and respectively, and all rights, remedies, powers and duties of the
Agency, the Trustee and the Bond Owners shall continue as thoughno such proceedingshad
been taken.

Remedies Not Exclusive. No remedy in the Indenture conferred upon or reserved to the
Trustee or to the Owners of the Bonds is intended to be exclusive of any other remedy or
remedies, and each and every such remedy, to the extent permitted by law, shall be cumulative
and in addition to any other remedy given thereunder or now or hereafter existing at law or in
equity or otherwise.

No Waiver of Default No delay or omission of the Trustee or of any Owner of the
Bonds to exercise any rightor power arising upon the occurrence of any Event of Default shall
impair any such right or power or shall be construed to be a waiver of any such Event of
Default or an acquiescence therein.

MISCELLANEOUS

Defeasance of Bonds. If the Agencyshall pay and dischargethe indebtedness on any or
all of the Outstanding Bonds in any one or more of the following ways:

(a) by paying or causing to be paid the principal of and interest on such
Bonds, as and when the same become due and payable;

(b) by irrevocably depositing with the Trustee or another fiduciary, in trust,
at or before maturity, money which, together with the available amounts then on
deposit in the funds and accounts established pursuant to the Indenture, in the opinion
or report of an Independent Certified Public Accountant or Bond Counsel is fully
sufficient to pay such Bonds, including all principal, interest and redemption premium,
if any;

(c) by irrevocably depositing with the Trustee or another fiduciary, in trust,
non-callable Defeasance Securities in such amount as an Independent Certified Public
Accountant or Bond Counsel shall determine will, together with the interest to accrue
thereon and available moneys then on deposit in any of the funds and accounts
established pursuant to the Indenture (except for the Rebate Account and the
Redevelopment Fund), be fully sufficient to pay and discharge the indebtedness on such
Bonds (including all principal, interest and redemption premium, if any) at or before
maturity; or

(d) by purchasing such Bonds prior to maturity and tendering such Bonds to
the Trustee for cancellation;
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and if such Bonds are to be redeemed prior to the maturity thereof notice of such redemption
shall have been mailed pursuant to the Indenture or provision satisfactory to the Trustee shall
have been made for the mailing of such notice, then, at the election of the Agency, and
notwithstanding that any of such Bonds shall not have been surrendered for payment, the
pledge of the Tax Revenues and other funds provided for in the Indenture and all other
obligations of the Agency under the Indenture with respect to such Bonds shall cease and
terminate, except only (a) the obligations of the Agency with respect to compliance with
applicable provisions of the Tax Code, (b) the obligation of the Trustee to transfer and exchange
Bonds under the Indenture, (c) the obligation of the Agency to pay or cause to be paid to the
Owners of such Bonds, from the amounts so deposited with the Trustee, all sums due thereon,
and (d) the obligations of the Agency to compensate and indemnify the Trustee pursuant to the
Indenture. Notice of such election shall be filed with the Trustee.

Any funds thereafter held by the Trustee, which are not required for said purposes, shall
be paid over to the Agency.

Waiver of Personal Liability. No member, officer, agent or employee of the Agency shall
be individually or personally liable for the payment of the principal of or interest on the Bonds;
but nothing contained in the Indenture shall relieve any such member, officer, agent or
employee from the performance of any official duty provided by law.

Disqualified Bonds. In determining whether the Owners of the requisite aggregate
principal amount of Bonds have concurred in any demand, request, direction, consent or waiver
under the Indenture, Bonds which are owned or held by or for the account of the Agency or the
City (but excluding Bonds held in any employees’ retirement fund) shall be disregarded and
deemed not to be Outstanding for the purpose of any such determination, provided, however,
that for the purpose of determining whether the Trustee shall be protected in relying on any
such demand, request, direction, consent or waiver, only Bonds which the Trustee knows to be
so owned or held shall be disregarded.

Unclaimed Moneys. Anything contained in the Indenture to the contrary
notwithstanding, any money held by the Trustee in trust for the payment and discharge of the
interest or premium (if any) on or principal of the Bonds which remains unclaimed for two (2)
years after the date when the payments of such interest, premium and principal have become
payable, if such money was held by the Trustee at such date, or for two (2) years after the date
of deposit of such money if deposited with the Trustee after the date when the interest and
premium (if any) on and principal of such Bonds have become payable, shall at the Written
Request of the Agencybe repaid by the Trustee to the Agencyas its absolute property free from
trust, and the Trustee shall thereupon be released and discharged with respect thereto and the
Bond Owners shall look only to the Agency for the payment of the interest and premium (if
any) on and principal of such Bonds.

Payments on Other than a Business Day. If the date for making any payment or the last
date for performance of any act or the exercising of any right, as provided in the Indenture,
shall not be a Business Day, such payment, with no interest accruing for the period from and
after the nominal date, may be made or act performed or rightexercised on the next succeeding
Business Day with the same force and effect as if done on the nominal date provided
herewithin.
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APPENDIX B

CERTAIN INFORMATION REGARDING THE
CITY OF SAN DIEGO AND THE SURROUNDING AREA

The following information is presented for general informational purposes only. The
City has no obligation whatsoever with respect to the Bonds or the Indenture, and the Bonds
are not payable from any funds of the City, including amounts in the City’s General Fund. The
Bonds are payable solely from the T ax Revenues and amounts in certain accounts held by the
Trustee and pledged for such purpose under the Indenture. See “SECURITY FOR THE BONDS”
in the text of this Official Statement.

Introduction

The City of San Diego (the “City”), with a total population of approximately 1.3 million
in 2008 and a land area of approximately 342 square miles, is the eighth largest city in the nation
and the second largest city in California. The City is the county seat for the County of San Diego
(the “County”). In addition to having a favorable climate, the City offers a wide range of
cultural and recreational services to both residents and visitors. Major components of the City’s
diversified economy include defense, tourism, biotechnology/biosciences, financial and
business serves, software and telecommunications.

Recent Events Regarding the City

The following provides a summary of certain matters regarding the City’s financial statements
and certain investigations which may be ongoing relating to the City. Note, however, that the Bonds are
not payable from any funds of the City, including amounts in the City’s General Fund, and Tax
Revenues are not expected to be directly impacted by the financial condition of the City.See “SECURITY
FOR THE BONDS.” To the best knowledge of the Agency, the investigations relating to the City’s
financial statements and disclosure practices do not involve matters directly related to the security for, or
the pay ment of, the Bonds.

Investigations Regarding Misleading Disclosures

On November 14, 2006, the City entered into a cease-and-desist order (the “Order”) with
the SEC relating to violations of the antifraud provisions of the Federal securities laws in
connection with the offer and sale of municipal securities in calendar years 2002 and 2003, and
other related public financial disclosures concerning its pension and retiree health care
liabilities. The SEC concluded that the “City, throughits officials, acted with scienter,” because
“City officials acted recklessly in failing to disclose material information regarding [pension and
retiree health care] liabilities.” The Order imposed certain remedial sanctions, including the
retention of an independent consultant to review and assess the City’s policies, procedures and
internal controls with respect to bond offerings, including disclosures made in its financial
statements. On January 16, 2007, the City retained Stanley Keller of the law firm of Edwards
Angell Palmer & Dodge, LLP to serve as Independent Consultant.

The City established in 2004 its Disclosure Practices Working Group (“DPWG”), a
collaborative, consensus-based group formed to address the City’s disclosure requirements. The
purpose of DPWG is to ensure the compliance by the City (including the City Council, City
officers, and staff) with Federal and State securities laws and to promote the higheststandards
of accuracy in disclosures provided by the City relating to securities issued by the City or by its
related entities. DPWG consists of five voting members (the Chief Operating Officer, the Chief
Financial Officer, the City Director of Debt Management, the City Attorney and the Deputy City
Attorney for Finance and Disclosure) and two nonvoting members (the City’s outside
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Disclosure Counsel and the City Auditor). The City’s Independent Budget Analyst or, from
time to time, that official’s designee, is an ex officio participant of DPWG. The Independent
Budget Analyst is appointed by majority vote of the City Council.

The City has advised the Agency that the City understands that other investigations by
the SEC or other governmentagencies may still be ongoingas to entities or individuals other
than the City. On December 11,2007, the Commission filed a settled civil fraud action against
the City’s Independent Auditor, Thomas J. Saiz and his firm Calderon, Jaham & Osborn, in
connection with the City’s false and misleading financial statements in five bond offeringsin
calendar years 2002 and 2003. On April 7, 2008, the SEC filed securities fraud charges against
five former City officials, including the former City Manager, former Auditor and Comptroller,
former Assistant Auditor and Comptroller, former Deputy City Manager and former City
Treasurer for allegedly giving false and misleading statements regarding City bond offerings in
calendar years 2002 and 2003. On December 19,2008, however, the SEC notified four former
members of the City Council, the former Mayor and a current City Councilmember that it had
concluded its investigation into their involvement in the five bond offerings in years 2002 and
2003 and did not intend to recommend charges against them.

Audited Financial Reports

As a result of the investigations into the City, the completion and release of the City’s
audited financial statements were substantially delayed. The City issued its CAFRs for Fiscal
Years 2003 through 2007 during the period from June 2007 through December 2008 and released
the Fiscal Year 2008 CAFR on March 26, 2009.

City Ratings

A further consequence of the City’s voluntary disclosures and the ensuing investigations
was a series of actions taken by the rating agencies. Beginning in 2004, Moody’s Investors
Service, Inc. (“Moody’s”), and Fitch Ratings (“Fitch”) began to downgrade the credit ratings on
the City’s obligations and changed the outlook on those ratingsto negative.Standard & Poor’s
Ratings Services, a division of The McGraw-Hill Companies, Inc. (“S&P”), placed the City’s
credit rating on negative outlook and subsequently suspended its credit ratings on all City
obligations. The City’s credit ratings were reinstated in May 2008 in connection with the release
of its CAFRs for Fiscal Years 2003 through 2006. The City currently maintains ratings on its
bonds and other City debt obligations from all three rating agencies.
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Population

The following Table B-1 sets forth annual population figures for the City, the County and the
State for calendar years 1999 through 2008.

Table B-1
Population Growth
Calendar Years 1999 through 2008

Annual Annual Annual

Calendar  City of San Growth County of Growth State of Growth
Year(1) Diego Rate San Diego Rate California Rate

1999 1,254,281 2.35% 2,776,342 1.86% 33,418,578 1.69%
2000 1,277,168 1.79 2,836,506 2.17 34,095,209 2.02
2001 1,250,700 -2.12 2,894,353 2.04 34,766,730 1.97
2002 1,255,742 0.40 2,952,127 2.00 35,361,187 1.71
2003 1,275,112 1.52 2,998,592 1.57 35,944,213 1.65
2004 1,294,000 1.46 3,024,492 0.86 36,454,471 1.42
2005 1,306,000 0.92 3,051,764 0.90 36,899,392 1.22
2006 1,311,162 0.39 3,076,068 0.80 37,298,417 1.08
2007 1,316,837 043 3,114,843 1.26 37,712,588 1.11
2008 1,336,865 1.50 3,161,477 1.50 38,148,493 1.16

(1) AsofJuly 1 of the calendar year.

Source: City of San Diego data: Fiscal Year 2008 Comprehensive Annual Financial Report, Statistical Section
(Unaudited) County of San Diego and State of California data: State of California Department of Finance,
Demographic Research Unit.

Employment

The following Table B-2 sets forth information regarding the size of the labor force,
employment and unemployment rates for the City for calendar years 2004 through 2008, and for
March 2009.

Table B-2
Labor Force — Estimated Average Annual Employment and
Unemployment of City of San Diego Civilian Labor Force”’
Calendar Years 2004 through 2008, and April 2009
(Not Seasonally Adjusted)

Calendar Year April
2004 2005 2006 2007 2008 2009
Civilian Labor Force
City of San Diegd"
Employed 631,200 639,700 647,900 652,400 657,300 639,800
Unemployed 31,400 29,000 26,800 31,100 41,900 63,900
Unem]i)loyment Rates
City" 4.7% 4.3% 4.0% 4.6% 6.0% 9.1%
County™ 47 4.3 4.0 4.6 6.0 9.1
California® 6.2 5.4 49 5.4 7.2 10.9
United States® 5.5 5.1 4.6 4.6 5.8 8.6

(1) Revised labor force data and Unemployment Rates are based on a March 2008 benchmark.

(2) The United States unemployment rates for calendar year 2004-2008 were generated as of February 19, 2009.

Source: State of California Employment Development Department, Labor Market Information Division; and the
U.S. Department of Labor, Bureau of Labor Statistics
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The State of California Employment Development Department, Labor Market Information
Division (the “EDD”), preliminarily estimates that, on a seasonally unadjusted basis, the civilian
labor force in the City in April of 2009 was 703,700, of which approximately 63,900 persons were
unemployed. Based on preliminary estimates of the EDD as of May 22, 2009, the City’s
unemployment rate in April of 2009 matched that of the County at 9.1% and was below the
unemployment rate of the State, which was 10.9%. However, the City’s unemployment rate slightly
exceeded that of the United States, which was 8.6%.

The following Table B-3 sets forth estimates of total annual civilian nonagricultural wage
and salary employment by number of employees in each major industry category in the County
for calendar years 2004 through 2008. Annual industry employment information is not
compiled by sector for the City.

Table B-3
County of San Diego
Wage and Salary Employment
Calendar Years 2004 through 2008

Industry Category 2004 2005 2006 2007 2008
Natural Resources & Mining 400 400 500 400 300
Construction 87,700 90,800 92,700 87,000 76,200
Manufacturing 104,300 104,500 103,900 102,500 102,300
Nondurable Goods 26,200 25,400 25,500 25,200 24,500
Durable Goods 78,100 79,100 78,400 77,300 77,800
Transportation, Warehousing & Utilities 28,400 28,400 28,700 28,800 29,300
Trade 186,800 191,000 193,400 193,600 186,700
Wholesale 41,900 43,600 45,100 45,500 44,500
Retail 144,900 147,400 148,300 148,100 142,200
Financial Activities(2) 81,900 83,200 83,700 80,300 75,800
Services(3) 556,400 568,700 580,900 594,000 603,600
Government 214,300 215,100 217,900 222,400 225,200
Federal 39,700 39,700 40,400 40,900 41,700
State and Local 174,600 175,400 177,500 181,500 183,500
TOTAL NONAGRICULTURAL 1,260,200 1,282,100 1,301,700 1,309,000 1,299,400

(1) All figures are based on a March 2008 Benchmark.

(2) Includes finance, insurance, and real estate.

(3) Includes professional and business, information, educational and health, leisure and hospitality and other
services.

Source: State of California Employment Development Department, Labor Market Information Division.

Since the industry employment data referenced above is organized by standard
industrial classification codes, employment in the various high tech categories, such as
telecommunications, software and biotechnology may not fall into a singleemployment section
alone. For example, some telecommunications firms appear in Manufacturing which others
appear in Services.
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Personal Income

The following Table B-4 sets forth the per capita personal income in the County and the
State for years 2004 through 2008.

Table B-4
Per Capita Personal Income"”
Calendar Years 2004 through 2008

Calendar Year County of San Diego California
2004 $38,452¢ $35,531
2005 40,383 37,418
2006 42,801 40,020
2007 44,832 41,805
2008 45,728 42,696

(1) Amounts for County and State may not be comparable based on different source methodology.

(2) Reflects per capita personal income for the San Diego-Carlsbad-San Marcos Metropolitan Statistical Area.

Source: County of San Diego data: Fiscal Year 2008 County Comprehensive Annual Financial Report, Statistical
Section

California data: U.S. Department of Commerce, Bureau of Economic Analysis.

Property Value and Construction

The following Table B-5 sets forth total City assessed value, building permit valuations
and the number of new construction permits issued in the City for Fiscal Years 2003-04 through
2007-08. The valuation of commercial permits includes both private, commercial construction
and publicly funded, non-tax generating projects.

The San Diego County residential real estate market has continued to decline since
hitting its peak in 2005. The subprime mortgage crisis and the resulting dramatic increase in the
number or foreclosures have contributed to this downturn.

Table B-5
City of San Diego
Property Value and Construction
Fiscal Years 2003-04 through 2007-08

Construction Permits Issued

Commercial Residential
Net Assessed Number of Number of
Fiscal Year Value® Units Value Units Value?
2003-04 $116,268,372 2,543 $717,693 5,882 $1,227,388
2004-05 129,836,535? 2,516 641,857 6,605 1,321,526
2005-06 125,983,315@ 2,562 953,714 4,550 1,006,375
2006-07 139,151,323 2,543 670,497 3,907 820,581
2007-08 151,083,767 2,567 724,811 1,678 674,315

(1) Excludes certain exemptions.

(2) Includes an adjustment in assessed valuation in Fiscal Year 2005-06 due to a changein the allocation method
between the City and the Redevelopment Agency. This methodology changebeginningin Fiscal Year 2005-06
resulted from management’s decision to begin using an external source to calculate statistical information in
conjunction with the implementation of GASB 44. Adjusting for the methodology used in Fiscal Year 2005-06,
Net Assessed Valuation for Fiscal Year 2004-05 would have been $112,818,838,000 (in whole dollars).

Source: Net Assessed Values: Fiscal Year 2008 Comprehensive Annual Financial Report Statistical Section

(unaudited), Comptroller’s Office, City of San Diego.
Construction permits issued and Dwelling Units: Development Services Department, City of San Diego.
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According to the County Assessor’s Office, there has been an increase in the number of
foreclosures and notices of loan default issued in San Diego County in calendar year 2008,
relative to calendar year 2007. For the three calendar years from 2004 through 2006, an average
16.2% of notices of loan defaults resulted in foreclosures. This percentage increased to 37.92% in
2007 and 57.53% in 2008. In 2007 an averageof 6.31% of total deeds recorded were foreclosures.
This percentage increased to 17.01 % in 2008.

The following Table B-6 sets forth foreclosure activity in the County for the calendar
years 2004 through 2008.

Table B-6
County of San Diego
Foreclosure Activity
Calendar Years 2004 through 2008

Total number of % of Total
Calendar Year Foreclosures Housing Units"” Housing Units
2004 553 1,093,198 0.05%
2005 559 1,107,985 0.05
2006 2,065 1,118,283 0.18
2007 8,417 1,131,749 0.74
2008 19,528 1,140,349 171

Source: County of San Dieg o, Assessor’s Records; and SANDAG.
(1) As of January 1 of the indicated year.
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APPENDIX C

EXCERPTS FROM ANNUAL FINANCIAL REPORT OF THE AGENCY
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

This Appendix contains a copy of the Annual Financial Report of the Agency for the
Fiscal Year ended June 30, 2008 (the “Report”), other than the section of the Report entitled
“Supplemental Information Section (Unaudited)— Assessed Valuations.” The complete Report
is available on the City of San Diego’s website; however, none of the information on that
website is incorporated by reference in this Official Statement or intended to assist investors in
making any investment decision or to provide any continuing information with respect to the
Bonds.
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GITY OF SAN DIEGO
REDEVELOPMENT AGENGY

April 20, 2008

Honorable Members of the Agency:

The Annual Financial Report on all projects of the Redevelopment Agency of the City of San
Diego for the year ended June 30, 2008 is presented in accordance with the Community
Redevelopment Law (§33,000 et seq., of the Health and Safety Code of the State of California).

All expenditures and revenues for these projects have been reported for in accordance with
generally accepted accounting principles in the United States applicable to municipalities, and all

financial transactions occurring during the year were made in accordance with the redevelopment
laws of the State of California.

Respectfully submitted,

7/ /-

JerrySanders William R. Anderson
Executive Director Assistant Executive Director
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402 W. Broadway, Suite 400
San Diego, CA 92101
619.573.1112

MACIAS GINI & O'CONNELL w»

Certified Public Accountants & Management Consultants

INDEPENDENT AUDITOR’S REPORT

Board of Directors

Redevelopment Agency of the
City of San Diego

San Diego, California

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Redevelopment Agency of the City of San Diego,
California (Agency), a component unit of the City of San Diego, California, as of and for the year ended
June 30, 2008, which collectively comprise the Agency’s basic financial statements as listed in the table
of contents. These financial statements are the responsibility of the Agency’s management. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that w e plan and perform
the audit to obtain reasonable assurance about whetherthe financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Agency’s internal control over financial reporting. Accordingly,
w e express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the Agency, as of June 30, 2008, and the respective changes in financial position,
thereoffor the year then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, w e have also issued our report dated April 20, 2009,
on our consideration of the Agency’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our
audit.

WOW W cpa.com An Independent Member of the BDO Seidman Alliance
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The management’s discussion and analysis and budgetary comparison information on pages 16 through
31 and 72 through 74, are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We
have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, w e did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Agency’s basic financial statements. The introductory section, combining fund statements
and schedules — nonmajor governmental funds and the supplemental information section are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The
combining fund statements and schedules — nonmajor governmental funds have been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, are fairly
stated in all material respects in relation to the basic financial statements taken as a whole. The
introductory and supplemental information sections have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, w e express no opinion on them.

%ng 7/OM eelP

Certified Public Accountants

San Diego, California
April 20, 2009
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MANAGEMENT’S DISCUSSION AND ANALYSIS
(Unaudited)
(In Thousands)
June 30, 2008

Asmanagement of the City of San Diego (the “City”), we offer readers of the Redevelopment A gency (the
“Agency”) financial statements this narrative overview and analysis of the financial activities of the Agency
for the fiscal year ended June 30, 2008.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the Agency’s basic financial
statements. The Agency’s basic financial statements are comprised of three components: (1)
government-wide financial statements, (2) fund financial statements, and (3) notes to the financial
statements. This report also contains required and other supplementary information in addition to the
basic financial statements themselves.

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the
Agency’sfinances, in a manner similar to a private-sector business.

The Statement of Net Assets presents information on all of the Agency’s assets 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 Agency is improving or deteriorating.

The Statement of Activities presents information showing changes in the Agency’s net assets during the
most recent fiscal year. All changes in net assets are reported when the underlying event giving rise to
the change occurs, regardless of the timing of related cash flows. The focus is on both gross and net cost
of Agency functions, which are supported by general revenues. This Statement also displays functions of
the Agencythat are principally supported by taxes, private contributions, and intergovernmental revenues
(governmental activities). The governmental activities of the Agency include General Government and
Support and Neighborhood Services. The Agency does not engage in business-type activities.

The government-wide financial statements exclusively include the Agency (known as the Primary
Government) with no legally separate, discretely presented component units. The government-wide
financial statements can be found on pages 34 and 35 of this report.

Fund 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 Agency, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements. Allfunds
of the Agencyare combined into the governmental funds category.
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Governmental Funds

Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as balances of spendable resources available at the end of the fiscal year. Such
information may be useful in evaluating a government’s near-term financing requirements.

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

The Agency maintains individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances for the Centre City Low and Moderate Income Housing Special Revenue Fund,
Centre City Debt Service Fund and Centre City Capital Projects Fund all of which are considered to be
major funds. Data from the other governmental funds are combined into a single, aggregated
presentation. Individual fund data for each of these nonmajor governmental funds is provided in the form
of combining statements elsewhere in this report.

The basic governmental fund financial statements can be found on pages 36-40 of this report.
Notes to the Basic Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in
the government-wide and fund financial statements. The notes to the basic financial statements can be
found beginning on page 42 of this report.

Other Information

In addition to the basic financial statements and accompanying notes, a budget to actual comparison
schedule of the Centre City Low and Moderate Income Housing Fund can be found on pages 72-74.
Combining fund statements and schedules for nonmajor governmental funds can be found beginning on
page 76 of this report.

The “Independent Auditor’'s Report on Internal Control over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performedin Accordance with Government
Auditing Standards” can be found on page 106 of this report.

As part of supplementary information provided in this report, a schedule of changes to principal and
interest due to the City for each Project Areacan be found on page 116. In addition, assessed valuation
information for each project area can be found beginning on page 118 of this report.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

SUMMARY OF NET ASSETS
(In Thousands)

Dollar Percent
Governmental A ctivities Increase Increase
2008 2007 (Decrease) (Decrease)
Current and Other A ssets $ 826,851 $ 648,998 $ 177,853 27%
Capital A ssets 177,105 149,098 28,007 19%
Total Assets 1,003,956 798,096 205,860 26%
Current and Other Liabilities 49,966 34,269 15,697 46%
Net Long-Term Debt 918,723 824,897 93,826 1%
Total Liabilities 968,689 859,166 109,523 13%
Net A ssets
Invested in Capital A ssets,

Net of Related Debt 83,152 67,822 15,330 23%
Restricted 108,733 82,244 26,489 32%
Unrestricted (156,618) (211,136) 54,518 26%

Total Net A ssets $ 35,267 $ (61,070) $ 96,337 158%

Asnoted earlier, net assets may serve over time as a useful indicator of a government’s financial position.
In the case of the Agency, assets exceeded liabilities at June 30, 2008, by $35,267.

Of the Total Net Assets $83,152 represents the Agency’s investment in capital assets, less any
outstanding debt used to acquire these assets. The Agency uses these capital assets to provide services
to citizens; consequently, these assets are not available for future spending. Although the Agency’s
investment in its capital assets is reported net of related debt, it should be noted that the resources
needed to repay this debt must be provided from other sources, since the capital assets themselves are
generally not used to liquidate these liabilities.

The Agency’s Restricted Net Assets of $108,733 represent resources that are subject to external
restrictions on how they may be used. Restricted Net A ssetsincreased by $26,489 over the prior year, or
about 32% primarily due to a net increase in resources available for Low and Moderate Income Housing.

There are several factors contributing to the A gency’s deficit of $156,618 in Unrestricted Net Assets. First,
the Agency typically borrows funds from the City when a project area does not generate sufficient tax
increment to fund redevelopment activities in the area, mostly during the initial stages of a project area’s
life. Atthe point sufficient tax increment revenues are generated, the Agency issues long term debt to
carry out redevelopment and housing activities in the project area, pledging future tax increment revenues
for the repayment of these long term obligations. Interest expense associated with City Loans and other
long term debt is an important factor contributing to the deficit in Unrestricted Net A ssets. In addition, the
Agency has used long term debt to acquire properties that have been sold to developers or conveyed to
the City at a loss, for improvements of public infrastructure, rehabilitation of properties not owned by the
Agencyand for development of affordable housing.
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CHANGES IN NET ASSETS
(In Thousands)

Dollar Percent
Governmental Activities Increase Increase
2008 2007 (Decrease) (Decrease)

Revenues:
Program Revenues

Operating Grants and Contributions $ 47 $ 5,177 $ (5,130) -99%

Capital Grants and Contributions 15,506 7,248 8,258 114%
General Revenues

Property Taxes 177,353 149,833 27,520 18%

Grants and Contributions Not Restricted to

Specific Programs 4,775 448 4,327 966%

Revenue from Use of Money and Property 32,947 27,619 5,328 19%

Loss on Sale of Capital A ssets 11 - 11) 0%

Loss on Sale of Land Held for Resale (9,319) (1,796) (7,523) 419%
Total Revenues 221,298 188,529 32,769 17%
Expenses:

General Government and Support 48,201 38,937 9,264 24%

Neighborhood Services 33,091 32,703 388 1%

Interest on Long-Term Debt 43,669 41,907 1,762 4%
Total Expenses 124,961 113,547 11,414 10%
Change in Net A ssets 96,337 74,982 21,355 28%
Net A ssets,July 1 (61,070) (136,052) 74,982 55%
Net A ssets,June 30 $ 35,267 $ (61,070) $ 96,337 158%

Governmental Activities

Governmental activities increased the A gency’snet assets by $96,337 hereby accounting for 100% of the
total increase in net assets during fiscal year 2008. Key elements of this increase are as follows:

e Operating Grants and Contributions decreased approximately $5,130 or about 99%. This was partly
due to a onetime payment collected in the prior year associated with the Broadway Towers project in
the Centre City Project Areaas the developer exercised the buyout option under the agreement to
terminate any Agency participation on the project. In addition, participation payment revenue from
Horton Plaza classified as operating grants and contributions in the prior year was reclassified as
general revenue in the current year to reflect the fact that it is not restricted for specific programs.

e Capital Grants and Contributions increased by $8,258 or about 114%. This was mostly due to
reimbursement of costs by the City, from Development Impact Fees, for eligible park and fire projects
in the Centre City Project Area.

e Property Tax revenues increased by $27,520 or approximately 18%. This was mostly due to an
increase in the assessed valuation of properties in the various project areas. The Centre City Project
Areareported the largest increase receiving $21,121, or approximately 22%, over the prior year due
to supplementary property tax billings issued subsequent to the billings for the initial rolls for the fiscal
year. The supplementary billings are typically attributed to new construction activity and the transfer
of ownership due to properties being sold and reassessed at the time of sale.
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e Revenue from the use of Money and Property increased by $5,328 or about 19%. This was mostly
due to an increase in investment income of approximately $4,637 primarily attributed to increases in
market values of the Agency’sinvestments as well as an increase in the overall size of the Agency’s
investments from fiscal year 2007 to 2008.

e Grants and Contributions not restricted for specific programs increased by $4,327, or about 966%,
due in part to revenue received for the sale of downtown condominium units in the current fiscal year
pursuant to a participation agreement with a developer. In addition, Horton Plaza participation
payment revenue classified as operating grants and contributions in the prior year was reclassified as
general revenue in the current fiscal year due to the fact that it is not restricted for specific programs.

e Loss on Sale of Land Held for Resale increased by $7,523 mostly due to a current year loss on the
disposition of a parcelin the Centre City Project Arearelated to the Renaissance Hotel project. The
loss was mostly due to timing differences in revenue and expense recognition as advances from the
developer for the purchase of the property were recognized in prior years as the funds were used to
acquire the property.

e General Government and Support Expense increased by $9,264 or approximately 24%. This is
mostly attributed to an increase in tax sharing payments of approximately $5,300 pursuant to
California Law and tax sharing agreements. In addition, administrative expenses increased by
approximately $2,269 due to increased costs of operating the A gency’s administrative units and other
City services.
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FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS

As noted earlier, the Agency uses fund accounting to ensure and demonstrate compliance with finance
related legal requirements.

Governmental Funds

All of the Agency’s funds are governmental funds, the focus of which is to provide information on near-
term inflows, outflows, and balances of spendable resources. Such information is useful in assessing the
Agency’sfinancing requirements. In particular, unreserved fund balance may serve as a useful measure
of a government’s net resources available for spending at the end of the fiscal year.

As of June 30, 2008, the Agency’s governmental funds reported combined ending fund balances of
$801,914. Approximately 56% or $452,049 is reserved to indicate that it is not available for new spending
because it has already been committed (1) to liquidate contracts and purchase orders of the period, (2) to
pay debt service, (3) to increase low and moderate income housing or (4) for a variety of other restricted
purposes. The remaining amount of 44% or $349,865 constitutes unreserved fund balance, which is
available for spending at the Agency’s discretion, including designations for subsequent years’
expenditures made through the Agency’sbudgetary process.

COMPOSITION OF AGENCY FUND BALANCES

Reserved for Land Held
for Resale
5%

Reserved for Notes
Receivable
12%

Unreserved Reserved for
44% Encumbrances
21%

Reserved for Working
CapitalAdvances
(lessthan 1%)

Reserved for Low and

Reserved for Debt Moderate Income
Service Housing
9% 9%
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The Agency’s fund balances increased by $170,056 or about 27% over the prior year. The increase is
mostly attributed to the issuance of long term debt of $121,171 in the current fiscal year. In addition,
revenue from City participation in redevelopment projects increased by $10,049, mostly from City
reimbursements of Agency costs for eligible park and fire projects from Development Impact Fees and
from increased parking revenue transferred by the City to the Agency for parking enhancements in the
Centre City Project Area.Also, tax increment revenue increased by approximately $27,520. The following
table shows a breakdown of year over year changes in tax increment revenue for each project area.

CHANGES IN TAX INCREMENT
(In Thousands)

Tax Dollar Percent
Increment Increase Increase
2008 2007 (Decrease) (Decrease)

Barrio Logan $ 679 $ 534 $ 145 27%
Central Imperial 2,249 2,124 125 6%
Centre City 116,971 95,850 21,121 22%
City Heights 14,290 12,731 1,559 12%
College Community 1,160 730 430 59%
College Grove 718 674 44 7%
Crossroads 4,274 3,786 488 13%
Gateway Center West 334 279 55 20%
Grantville* - - - 0%
Horton Plaza 8,400 8,534 (134) -2%
Linda Vista 94 89 5 6%
Mount Hope 1,598 1,445 153 11%
Naval Training Center 4,001 4,120 (119) -3%
North Bay 8,231 7,251 980 14%
North Park 7,964 5,887 2,077 35%
San Ysidro 3,936 3,773 163 4%
Southcrest 2,454 2,026 428 21%

$ 177,353 $ 149,833 $ 27,520 18%

*Tax Increment revenue in the amount of $737 and $447 for fiscal years 2008 and 2007, respectively, were deposited in
the Agencyand County Joint Account per agreement dated February 14, 2007, pending settlement of the Grantville
A ctionValidation lawsuit.

Of the total tax increment revenue received by a project area, 80% is allocated for redevelopment
activities and 20% for affordable housing projects. The Agency has pledged tax increment revenue to
satisfy long-term debt obligations. These payments are made from the 80% and 20% allocations in
proportion to the amount of long-term debt proceeds used for either housing or redevelopment activities.
In addition, tax increment revenue is distributed to other governmental entities, from the redevelopment
activities 80% allocation, based on formulas established by California Redevelopment Law, or by tax
sharing agreements. The summary of significant accounting policies in the notes to the basic financial
statements Note 1-r, on page 48, includes a description of the A gency’stax sharing obligations.
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The Agency’s seventeen project areas are managed by the Redevelopment Division of the City of San
Diego and by two non-profit independent corporations, the Centre City Development Corporation (CCDC)
and the Southeastern Economic Development Corporation (SEDC). The following chart illustrates the
percentage of the Agency’sfund balances managed by each of the three administrative units.

PERCENTAGE OF AGENCY COMBINED FUND BALANCES
BY ADMINISTRATIVE UNIT

Southeastern

Economic
City of San Diego Dcevelopmgnt
12% orp oration

4%

Centre City
Development
Corp oration
84%

The CCDC administers the two project areas in downtown San Diego, which have the largest share of the
Agency’s combined fund balances. As of June 30, 2008 project areas administered by the CCDC,
accounted for $674,504 or about 84% of the A gency’s combined fund balances.

The SEDC administers four project areas in southeastern San Diego, which, as of the end of the fiscal
year, accounted for $34,530, or about 4%, of the A gency’scombined fund balances.

The Redevelopment Division of the City of San Diego administers eleven project areas throughout the
City, which, as of the end of the fiscal year, accounted for $92,880, or about 12%, of the Agency’s
combined fund balances.
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PERCENTAGE OF AGENCY COMBINED FUND BALANCES
BY PROJECT AREA

North Park
Central Imp erial
2% Southcrest

. North Bay

Other 2% 3%

3% City Heights
4%

Horton Plaza
6%

Centre City
78%

The above chart reflects the composition of the Agency’sfund balances by project area. The Centre City
project area accounted for 78% of the Agency’s combined fund balances. All of the Centre City project
area funds, with the exception of the Centre City Other Special Revenue Fund, are major funds. Major
funds are reported as separate columns in the fund financial statements. Combining fund statements and
schedules for non-major governmental funds can be found beginning on page 76 of this report. The
following chart reflects the composition of the A gency’s non-major fund balance by project area.

PERCENTAGE OF AGENCY COMBINED NON-MAJOR FUND BALANCES
BY PROJECT AREA*

San Ysidro
4%

Mount Hope NTC
Other 2% 3%
Crossroads
4%

Central Imp erial

Horton Plaza 8%

26%

North Park
11%

City Heights
17%

North Bay
13%

*Excludes the Centre City Low and Moderate Income Housing Special Revenue Fund, the
Centre City Debt Service Fund and the Centre City Capital Project Fund.
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Major Governmental Funds
Centre CityLow and Moderate Income Housing Special Revenue Fund

The Centre City Low and Moderate Income Housing Special Revenue Fund is used to account for costs
associated with increasing, improving, or preserving the community’s supply of low and moderate income
housing in the Centre City Project Area. The primary source of revenue for this fund is the 20% tax
increment revenue allocation pursuant to redevelopment law as well as housing bond proceeds. The fund
balance at June 30, 2008 was $200,521, which is an increase of $76,023, or about 61% over the prior
year. Most of the increase is attributed to the receipt of proceeds from the issuance of affordable housing
tax allocation bonds in the final month of fiscal year 2008. Approximately 69% or $137,949 of the fund’s
fund balance is reserved to indicate that it is not available for new spending because it has already been
committed to liquidate contracts and purchase orders of the period or to reflect that funds have been used
to purchase land or to make loans and are not readily available for spending. The remaining amount of
$62,275 or 31% is available for spending on low and moderate income projects.

Centre CityDebtService Fund

The Centre City Debt Service Fund is used to record debt-related activity such as debt service payments,
investment activity for bond reserves held with a fiscal agent, and bond issuance costs associated with
the Centre City Project Area. In addition, the Centre City Debt Service Fund accumulates tax increment
revenue for repayment of indebtedness related to the project area. At the end of the fiscal year, the
Centre City Debt Service Fund reported fund balance of $231,826 of which, $57,138, or about 25%, is
reserved for debt service. The fund balance showed an increase of $182,779 from the prior year primarily
due to a transfer of tax increment revenue previously collected in the Centre City Special Revenue Fund.
In addition, reserve requirements associated with the Centre City 2008 tax allocation bond issuance
contributed to a fund balance increase of approximately $6,900.

Centre CityCapital Projects Fund

The Centre City Capital Projects Fund is used to account for expenditures related to redevelopment
activities in the Centre City Project Area, with the use of such funding sources as tax increment, bond
proceeds, and developer contributions. The fund balance at June 30, 2008 amounted to $197,464 which
is a decrease of $19,355 or about 9% over the prior year. In the current fiscal year, costs associated with
the purchase of land for development of parks totaled $20,670. In addition, a loss from the sale of land
held for resale of $9,319 related to the Renaissance Hotel project was reflected as project improvement
expense in the current fiscal year. These costs were offset by City Participation revenue of $11,723
mostly from reimbursements for eligible park and fire projects by the City from Development Impact Fees
and from increased parking meter revenue transferred by the City for parking enhancements in the
project area.
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CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

Capital assets of governmental funds are capitalized at the government-wide level and not at the fund
level. Differences between the fund and government-wide statements reporting for these governmental
assets will be explained in both the reconciliation and the accompanying notes to the financial
statements.

In the current fiscal year, there were land purchases for the development of parks in the Centre City
Project Area of approximately $20,271. In addition, rehabilitation costs associated with the Balboa
Theatre in the Horton Plaza Project Area contributed to an increase in capital assets of $8,784. The
completion of the Balboa Theatre rehabilitation resulted in a decrease in construction in progress
balances of $20,115 and a corresponding increase in Structures and Improvements for the same amount.
In addition, preliminary land acquisition costs, which had been capitalized in prior years, were expensed
due to the fact that the acquisitions did not materialize. This contributed to a capital asset decrease of

$11.

REDEVELOPMENT AGENCY
CAPITAL ASSETS, NET OF ACCUMULATED DEPRECIATION
(In Thousands)

2008 2007
Land $ 110,907 $ 90,647
Construction in Progress - 20,115
Structures and Improvements 66,102 38,207
Equipment 96 129
Total $ 177,105 $ 149,098

Additional information about the Agency’s capital assets can be found in the accompanying notes to the
financial statements (see Note 4).

HIGHLIGHTS OF FISCAL YEAR 2008 REDEVELOPMENT ACTIVITIES
(In Thousands)

Barrio Logan Project Area

e Completed construction and occupancy of the Gateway Family Apartments Project, an affordable
housing project. The Centre City Redevelopment Project area contributed funds to this project.

e Initiated construction of the Los Vientos and La Entrada Family Apartments affordable housing
projects.

Central Imperial Project Area

e Continued construction of a 75,000 square-foot office and community meeting center for the
Village Center at Euclid Avenue and Market Street, and the 24-Hour Fitness Center and Navy
Federal Credit Union at the Imperial Marketplace.

e Identified locations for twenty-one (21) new streetlights along Imperial Avenue from 61% to 69"
Streets and funded the construction and installation. Issued $14,865 in bonds for redevelopment
projects and refinance bonds issued in 2000 for an economic gain of approximately $242.
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Centre City Project Area

e Seven (7) new residential market rate developments were completed consisting of 909 units,
included 61,000 square feet of commercial spaces.

e Three (3) new affordable housing projects consisting of a total of 130 affordable housing units
were built with Agency funds generated within the project area. These projects were located
outside of the Centre City Redevelopment Project Area.

e Four (4) new hotels were completed consisting of 858 rooms and 25,000 square feet of

commercial space.

AnAdditional 121,000 square feet of commercial/retail space was completed.

Completed construction of the Tweet Street (Cortez Hill) Park.

Completed construction of the Children's Museum Park.

Three (3) parcels have been acquired for the East Village Green Park and one (1) parcel for St.

Joseph's Park.

e A consulting team was selected to create the construction documents for Phase | (Broadway to B
Street) of the North Embarcadero Visionary Plan.

e The Agencyawarded a contract for the construction of the Pedestrian Bridge that will provide a
safe pedestrian crossing over Harbor Drive and Park Boulevard and the existing train and trolley
tracks

e The Quiet Zone project has completed the environmental review and the public and City
ordinance process to convert G Street to a one-way street.

e The Agency acquired a 23,850 square foot site on the north side of Cedar between 5" & G
Avenues. The site will be developed into a sixty-five (65) unit affordable housing project, and
8,665 square feet of retail space

o Affirmed Housing, with Agency participation, is constructing the 1050 B development, an
affordable high-rise residential project. The project includes 226 low and moderate income rental
housing units and 14,000 sq. ft. of retail space. Construction began in FY 2008 and is expected to
be completed in April 2010.

e Housing Development Partners, with Agency participation is constructing 275 affordable
residential apartment units in a five-story building called Studio 15. Construction began in April
2007 and was completed in April 2009.

e The construction of the Parkside mixed-used development is underway. When complete, this
building will have seventy-seven (77) rental units, seventy-six (76) of which are affordable.

e Construction of Gaslamp streetscape improvements was completed. The areas rehabilitated in
the Gaslamp area are bound by Broadway, L Street, Fourth Avenueand Sixth Avenue.

e India Street Improvement Phase Il is nearly complete consisting of gutter, sidewalk and streetlight
of India Street from Grape Street to Laurel Street.

e The Core District Street Lights was completed in March 2009. This public works project installed
110 new streetlights and retrofitted sixteen (16) streetlights.

e The litter receptacle project phase Il for the installation of 215 new litter receptacles and the
removal of 150 existing litter receptacles was completed in March 2009.

e CCDC is conducting a series of interrelated studies, such as neighborhood design guidelines,
parking, transit, open space needs, downtown lighting and way-finding.

City Heights Project Area

e Provided funding to initiate the design and construction of a 5,348 square foot mini-park.
Completed construction of a 25,000 square foot public park.

e The City Heights Square Senior Housing and A uburnPark Apartments projects were completed.
The Centre City Redevelopment Project area contributed funds to these projects.

e Provided $120 in funding for the Community FACELIFT and Project C.L.E.A .N. programs for low-
and moderate-income residents within the project area to improve the living conditions within their
community.

e Funded four (4) Home in the Heights First Time Homebuyer Program loans.

27



Redevelopment A gency of the City of San Diego Annual Financial Report

e The City Heights Housing Enhancement Loan Program (HELP) provided funding to twenty-eight
(28) low- to moderate-income owners to perform residential rehabilitation and other home repair
related activities.

Crossroads Project Area

e Provided funding to the International Rescue Committee (IRC) in support of the establishment of
urban farm for community residents.

° Coznpleted the reconstruction and landscaping of the El Cajon medians between 54" Street to
73" Street.

e The Crossroads Housing Enhancement Loan Program (HELP) provided funding for seven (7)
low-income owners that occupy single family homes and nine (9) funded enhancements were
completed.

e Established a storefront improvement program within the project area.

Gateway Center West Project Area

e Constructed the SDG&E Administration Building located at 735 33rd Street.

e Conducted a legally-required blight study for the proposed expansion of Dells Imperial Study
Area, and initiated a public outreach effortto engage local residents and stakeholders in the
amendment process, leading to a Project Area Committee election and formation.

Horton Plaza Project Area

e In January 2008, the historic Balboa Theatre opened after completion of its rehabilitation. The
Balboa Theatre was originally completed in 1924. The A gency purchased the Balboa Theatre in
1985.

e The Agency funded the Transitional Senior Housing Program. This program is providing
homeless seniors with vouchers to rent rooms and housing.

e The Agencyexpended funds for the development of the Talmadge Senior project which is located
outside of the Horton Plaza project area.

e The Agency provided funding of the Barrio Logan Community Plan that is underway. The plan
will support upgrades and changes to a community adjacent to the Centre City Redevelopment
Project Area.

Linda Vista Project Area

e Provided a Housing Enhancement Loan Program. Nine projects were completed during this
period.

Mount Hope Project Area

e Revised the Residential Rehabilitation Program (H.E.L.P.) to increase limits on loan/grant
amounts to ensure the highest derived benefit is obtained.

e Completed plans for the Mt. Hope Market Street Median and Streetlight Project and coordinated
with City Development Services Department to complete review of the plans.

Naval Training Center Project Area

e Began construction on Phase 2 of the new NTC Park.

e Provided funding assistance for the Verbena and El Pedregal affordable housing projects.

e Courtyard by Marriott opened a new 200 room hotel located at 2592 Laning Road in the project
area.

e Homewood Suites by Hilton opened a new 150 room hotel in the project area.

28



Redevelopment A gency of the City of San Diego Annual Financial Report

e Renovation was completed on the Liberty Station Convention Center.

e Shoreline Plaza/Ocean Village completed three building rehabilitations and two businesses
opened in these expanded locations.

e The Rock Church completed renovation of their facilities in the project area.

e Rehabilitation has completed on six (6) historic buildings in the northern area for a new
commercial/retail district called The Landing.

e Construction has completed on an office building at 2305 Historic Decatur Road.

North Bay Project Area

e The Agency approved the installation of Pedestrian Improvements in the Five Points community
that will include two pedestrian curb ramps, two curb extensions, and one countdown pedestrian
crossing signal.

e Entered into an agreement for the design and construction of median improvements on
Clairement Drive.

e The Phase IIA construction of the Veterans Village of San Diego was completed creating 112
transitional housing beds for Homeless Veterans.

e The Phase IIB construction of the Veterans Village of San Diego consisting of the building of a
medical facility and employment center has been completed.

e The Agency purchased the land for the Veterans Village Phase Il that will add an additional
ninety-six (96) transitional beds and a parking lot..

e The Agency provided funding for the Morena Boulevard Storefront Improvement Program (SIP)
that is administered by the City of San Diego. Two (2) SIP projects were completed in the project
area.

North Park Project Area

e Initiated market study to evaluate potential redevelopment/rehabilitation opportunities.

e The Agencyassisted with the selection of a consultant to work with the City of San Diego and the
community on design and development of a park behind the North Park Theatre.

e The Agencyformed a committee and solicited artist submissions for artwork that will be replicated
as sixteen large scale banners and installed on the North Park Parking Garage.

e An Owner Participation Agreement was entered into with SVDP Management (Father Joe’s
Villages) to provide a $2,400 residual receipts loan for the construction of 23 very low-income
rental units.

e A contract with North Park Main Street, a non-profit organization charged with revitalization of the
North Park Business Improvements District, was extended to assist in proactively seeking new
commercial and residential development within the project area through the solicitation of
developer interest/proposals.

San Ysidro Project Area

e Installed nine (9) pole attachments for the first phase of the estimated $400 Street Light
Improvement Project, which includes twenty (20) decorative lights and thirty-five (35) cobra lights.

e Completed design work and initiated the bidding process for the Camino de la Plaza
Improvement Project, enabling the construction of sidewalks, curbs, landscaping, fencing, and
sidewalk furniture.

e Negotiated a $245 Rehabilitation Loan Agreement with the San Ysidro Health Center to assist
with constructing offsite improvements and enabling the expansion of the current facilities.

e Approved the development of the Verbena affordable housing project.

e Approved $500 Home Rehabilitation Program to allow up to $30 in forgivable loans for health and
safety repairs and exterior improvements.
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Southcrest Project Area

e Provided a refinancing loan and rehabilitation funds to the MAAC Project for the Mayberry
Townhomes, a seventy (70) unit low and very low income rental homes project. Amended seven
grants totaling $35 and completed four residential rehabilitation projects totaling $20 for Single-
Family Residential Rehabilitation Loan and Grant program participants.

Long-Term Debt

At June 30, 2008, the Agency long-term debt totaled $924,878. Of this amount, $28,390 is secured by
specified revenue sources (revenue bonds) and $548,643 is comprised of tax allocation bonds. The
remainder of the Agency’s debt represents contracts payable, notes payable, and loans payable.

REDEVELOPMENT AGENCY
OUTSTANDING DEBT
(In Thousands)

2008 2007
Revenue Bonds $ 28,390 $ 29,310
Tax Allocation Bonds 548,643 502,804
Contracts Payable 2,615 2,615
Notes Payable 13,962 16,855
Pooled Financing A uthority
Loans Payable 34,115 -

Loans Payable 151,859 136,254
Accrued Interest Payable 145,294 134,832

Total $ 924,878 $ 822,670

The Public Facilities Financing Authority (PFFA)issued $17,230 of taxable pooled financing bonds,
Series 2007 A and $17,755 of tax-exempt pooled financing bonds Series 2007 B. The Series 2007 A and
B bonds were issued to make Pooled Financing Authority loans to the Agency for financing and
refinancing redevelopment activities in Southcrest, Central Imperial and Mount Hope Redevelopment
Project areas.

The Agency executed six non-revolving lines of credit with San Diego National Bank for an aggregate
total amount available of $70,000. Four lines of credit are for affordable housing in North Park, City
Heights, North Bay and Naval Training Center (NTC) Redevelopment Project Areas, and the two
remaining lines of credit are for non-housing or general purposes for City Heights and NTC
Redevelopment Project Areas. As of June 30, 2008 the amount actually drawn on the lines of credit
totaled $16,063.

The Agencyissued $69,000 of Housing Tax Allocation Bonds to finance certain improvements relating to,
or increasing the supply of, low and moderate income housing in the Centre City Redevelopment Project
and such other areas as authorized by Redevelopment Law. The 2008 A bonds are payable from,
secured equally and are on parity with outstanding Centre City Redevelopment Project Tax Allocation
Housing Bonds, Series 2004 C and 2004 D and 2006 B bonds, by a pledge of and lien on the housing tax
revenues derived by RDA from the Centre City Redevelopment Project.

Total principal payments for long-term debt were $29,425. Of this amount, $24,081 was for outstanding
bonds, including $10,145 for the amount of outstanding Mount Hope Series 1995B, Southcrest 1995,
Southcrest 2000 and Central Imperial 2000 bonds refunded by the pooled financing authority loans dated
June, 2007. Payments on loans payable were $2,451 and payments on notes payable were $2,893.
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The Agency received $1,123 in loan proceeds from the City. Of the total, $675 constituted a loan to the
Agency for activities in the Barrio Logan project area funded from a general fund Southcrest loan
repayment to the City. In addition the City made a $448 loan to the Naval Training Center project area,
from a Housing and Urban Development Section 108 loan issued by the Federal government to the City
for the purpose of rehabilitating historical buildings in the Naval Training Center Project Area. Overall,
outstanding accrued interest payable on loans and notes from the City increased by $10,462. Detailed
information on loans payable to the City, by project area, can be found on page 116 of this report.

Additional information about the Agency’slong-term debt can be found in the accompanying notes to the
financial statements (see Note 5).

REQUESTS FOR INFORMATION

This financial report was designed to provide a general overview of the Agency’s finances for all those
with an interest in the government’s finances. Questions concerning any of the information provided in
this report or requests for additional financial information should be addressed to the Office of the City
Comptroller, 202 C Street, San Diego, CA 92101 or e-mailed to the City Comptroller at
comptroller@sandiego.gov. This financial report is also available on the City’'s website at
www.sandiego.gov, under the Office of the City Comptroller department.

* * %
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ASSETS

Cash or Equity in Pooled Cash and Investments ...........ccccoeviiiiiiiieiii e $

STATEMENT OF NET ASSETS
June 30, 2008
(In Thousands)

Cash and Investments With Fiscal Agent ...

Investments

At FaIF ValUE ..ot

Receivables:
TAXES = INBL ..ottt e enee e

Notes and

Contracts..

ACCTUE INTEIEST ...t
Working Capital A dvances:
Centre City Development Corporation.............c.vuiiiiiniiiiieieiee e

Southeastern Economic Development Corporation....
Other AGeNCIES. ... c.uiviiiiiiie e

Land Held fOr RESAIE .........cueiiiiieiie ettt ne e

Deferred Ch

Capital Assets - Non-Depreciable ...

BIES .ttt ettt bbbttt ettt

Capital Assets - Depreciable ..o

TOTAL ASSETS ...ttt s s a s s e s e ra s raa s raa e naa e enan

LIABILITIES

ACCOUNES PAYADIE ...

Interest Accrued on Long-Term Debt .

Sundry Trust Liabilities ...........cccceevieeenee.
Long-Term Liabilities Due Within One Year..........coooviiiiiiiiiiiieiieie e
Long-Term Liabilities Due After One Year:

Contracts Payable ..o

Developer

Notes Payable ...

City NOtE Payable .......cooiiiiiiiii it e

City Loans Payable ...
Other Loans Payable

Net Pooled Financing Authority LOGNS .........cooiiiiiiiiiiiiie e

Net Bonds

Payable

Accreted Interest Payable on Bonds .............cccooiiiiiiiiiiiii e
Accrued Interest Payable on City NOtES  .......coiiiiiiiiiiiiiiieiece e
Accrued Interest Payable on City LOANS  ......ccoiiiiiiiiiiiiiiiecciie e

TOTAL LIABILITIES .....ceniieiie et r e e s e

NET ASSETS
Invested in Capital A ssets,Net of Related Debt .............cccooiiiiiiii
Restricted for:
Low and Moderate HOUSING .......ouiiiii e

Unrestricted

TOTAL NET ASSETS ..ottt srsina s s a s na s e aa e $

Theaccompanying notes are an integral part of the financial statements.
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Governmental
Activities

482,497
72,897
115,296

6,062
94,681
3,048

1,200
295

623
39,982
10,270
110,907
66,198

1,003,956

9,110
11,030
5,557
24,269

2,615
5,662
8,300
118,984
24,317
33,835
566,879
12,837
5,047
140,247

968,689
83,152
108,733

(156,618)

35,267
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STATEMENT OF ACTIVITIES
Year Ended June 30, 2008
(In Thousands)

Net Revenue
(Expenses) and

Changesin
Program Revenues Net Assets
Operating Capital Total
Grants and Grants and Governmental
Functions/Programs Expenses Contributions Contributions Activities
Primary Government:
Governmental Activities:
General Government and Support ............ccccoeevveeinnns $ 48,201 $ - $ 113 $ (48,088)
Neighborhood Services ...........cccccoviiiiiiiiiiiniiniine. 33,091 47 15,393 (17,651)
Interest on Long-Term Debt ............ccoooiiiiiiiiinn. 43,669 - - (43,669)
TOTAL GOVERNMENTAL ACTIVITIES ............. $ 124,961 $ 47 $ 15,506 (109,408)
General Revenue and Transfers:

Property Taxes .........cooiiiiiiiiii 177,353

Grants and Contributions Not Restricted to Specific Programs 4,775

Revenue from Use of Money and Property ...............c.......... 32,947

Loss on Sale of Capital Assets ............ (11)
Loss on Sale of Land Held for Resale ... (9,319)

TOTAL GENERAL REVENUES AND TRANSFERS ............. 205,745

CHANGE IN NET ASSETS ....couuiiiiiiiiiicncrni e enna s 96,337

Net Assets at Beginning of Year (61,070)

NET ASSETS ATEND OF YEAR .....cccvviiiiiiriiencena s $ 35,267

Theaccompanying notes are an integral part of th efinancial statements.
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BALANCE SHEET

GOVERNMENTAL FUNDS

June 30, 2008
(In Thousands)

ASSETS

Cash or Equity in Pooled Cash and Investments..
Cash and Investments with Fiscal Agent.
Investments at Fair Value
Receivables:

Notes and Contracts....

INEEIESE.....eiee e
Working Capital A dvances:

Centre City Development Corporation............ccccccevieueene

Southeastern Economic Development Corporation..

General Working Capital....
Land Held for Resale

TOTAL ASSETS

LIABILITIES

Accounts Payable....
Trust Liability

TOTAL LIABILITIES

FUND BALANCES

Reserved for Land Held for Resale...........cccccoccovieiiiinnns
Reserved for Notes Receivable...
Reserved for Encumbrances
Reserved for Working Capital Advances..
Reserved for Low and Moderate Income Housing.........
Reserved for Debt Service...........cccocvvoiiiiiiiieniieee,
Unreserved:
Reported in Special Revenue Funds:
Designated for Unrealized Gain
Designated for Subsequent Years' Expenditures..........
Undesignated...........coooiiiiiiiiiii e
Reported in Debt Service Funds:
Designated for Unrealized Gain....
Designed for Debt Services........
Designated for Subsequent Years' Expenditures
Undesignated...
Reported in Capital Projects Funds:
Designated for Unrealized Gain
Designated for Subsequent Years' Expenditures
Undesignated

TOTAL FUND BALANCES

TOTAL LIABILITIES AND FUND BALANCES............

Centre City
Special Revenue Debt Service
Low-Mod
$ 128,112 $ 170,228
- 56,926
867 3,466
61,551 -
589 1,206
12,057 -
$ 203,176 $ 231,826
$ 2,563 $ -
92 -
2,655 -
12,057 -
61,551 -
64,341 -
62,572 -
- 57,138
- 174,667
- 21
200,521 231,826
$ 203,176 $ 231,826

Theaccompanying notes are an integral part of th efinancial statements.
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Centre City
Other Total
Capital Project Governmental Governmental
Funds Funds
$ 75,317 $ 108,840 $ 482,497
- 15,971 72,897
105,945 9,351 115,296
- 1,729 6,062
1,336 31,794 94,681
498 755 3,048
925 275 1,200
- 295 295
- 623 623
20,630 7,295 39,982
$ 204,651 $ 176,928 $ 816,581
$ 2,502 $ 4,045 $ 9,110
4,685 780 5,557
7,187 4,825 14,667
20,630 7,295 39,982
1,336 31,794 94,681
65,484 36,037 165,862
925 1,193 2,118
- 13,699 76,271
- 15,997 73,135
- 64 64
- 9,072 9,072
- 1,842 1,842
- 9 9
- 44,905 219,572
- 972 993
- 35 35
448 124 572
108,641 17,366 126,007
- (8,301) (8,301)
197,464 172,103 801,914
$ 204,651 $ 176,928
A mountsreported for governmental activities in
the Statement of Net A ssetsare different because:
Capital Assets used in governmental activities are
not financial resources and therefore are not
reported in the funds. 177,105
Other assets and liabilities used in govermantal
activities are not financial resources, and
therefore, are not reported in the funds. 10,270
Some liabilities are not due and payable in the
current period and therefore are not reported in
the funds. (954,022
Net Assets of Governmental Activities $ 35,267
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
Year Ended June 30, 2008
(In Thousands)

Centre City
Special Revenue Debt Service
Low-Mod
REVENUES
Tax Increments.... $ 23,394 $ 93,577
Interest.... 4,121 9,244
Rents.... 195 -
Private Sources. - -
City Participation.. . 151 -
Other REVENUE........cooiiiiiii e 3,828 -
TOTAL REVENUES.......coiiiiiiiiiiicee e 31,689 102,821
EXPENDITURES
1,178 640
152 -
Plans and Surveys 352 -
Acquisition Expense 35 -
Real Estate/Fixture Purchases 17 -
Property Management... 84 -
Relocation... 97 -
Rehabilitation. 299 -
Site Clearance.. - -
Project Improvements.... 7,551 -

Promotions and Marketing -
Bond Sale Expense....... 272 1,585

Program Management 50 -
Rehabilitation Loans... 224 -
Housing Subsidies - -
Tax Sharing Payments - -
City Projects - -
Debt Service:
Principal... . - 11,094
Interest - 20,822
Advance Refunding ESCrow..........cccccoviiiiiiiiiiiiniinee, - -
TOTAL EXPENDITURES......cooiiiiiiiiiiieieeeeee e 10,311 34,141
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES......ooiiiiiiiieie e 21,378 68,680
OTHER FINANCING SOURCES (USES)
Transfers from Tax Increments.. 133 120,559
Transfers from Other Funds.... - 8,243
Transfers from Bond Proceeds... - -
Transfers to Other Funds (5,827) (23,188)
Transfers to Escrow Agent - -
Proceeds from Bonds 60,339 8,661
Proceeds from Developer Loans, Notes and Contracts........ - -
Loans from the City of San Diego - -
Premium on Bonds and Loans Issued.. - -
Discount on Bonds and Loans Issued...........ccccccovevviiiieninennns - (176)
TOTAL OTHER FINANCING SOURCES (USES)............. 54,645 114,099
NET CHANGE IN FUND BALANCES...........cccouviiunnn 76,023 182,779
FUND BALANCES ATJUNE 30, 2007.......ccvuniiiiaiiiiiaenines 124,498 49,047
FUND BALANCES AT JUNE 30, 2008............cccvvmienninnnnnns $ 200,521 $ 231,826
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Centre City
Other Total
Capital Projects Governmental Governmental
Funds Funds

$ - $ 60,382 $ 177,353
10,470 6,690 30,525
1,923 304 2,422
2,505 2,376 4,881
11,723 2,416 14,290
537 619 4,984
27,158 72,787 234,455
7,688 7,734 17,240
1,480 898 2,530
4,026 1,015 5,393
46 149 230
20,197 247 20,461
622 664 1,370

147 87 331

424 7,117 7,840

6 - 6
18,969 7,933 34,453
67 3 70

- 1,072 2,929

1,967 625 2,642

- 213 437

- 516 516

- 23,732 23,732

110 4,472 4,582

- 6 6

- 8,186 19,280

- 10,237 31,059

- 1,100 1,100
55,749 76,006 176,207
(28,591) (3,219) 58,248
9,236 69,382 199,310

- 6,397 14,640

- 1,175 1,175

- (186,110) (215,125)
- (9,576) (9,576)

- - 69,000

- 51,048 51,048

- 1,123 1,123

- 389 389
- - (176)

9,236 (66,172) 111,808
(19,355) (69,391) 170,056
216,819 241,494 631,858
$ 197,464 $ 172,103 $ 801,914
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
Year Ended June 30, 2008
(In Thousands)

Net change in fund balances - total governmental funds (page 39) $ 170,056

Governmental funds report capital outlays as expenditures. However,
in the Statement of Activities the cost of those assets is allocated over
their estimated useful lives and reported as depreciation expense. This
is the amount by which capital outlays exceeded depreciation in the
current period. 28,018

The Statement of Activities reports losses arising from the retirement of
existing capital assets. Conversely, govermental funds do not report
any gain or loss on retirement of capital assets. (11)

The issuance of long-term debt (i.e. bonds, leases) provides current
financial resources to governmental funds, while the repayment of the
principal of long-term debt consumes the current financial resources of
governmental funds. Neither transaction, however, has any affect on
net assets. Also, govermental funds report the effect of issuance costs,
premiums, discounts, and similar items when debt is first issued,
whereas these amounts are differed and amortized in the Statementy
of Activities. This amount is the net effect of these differences in the
treatment of long-term debt and related items. (90,321)

Some expenses reported in the Statement of Activities do not require
the use of current financial resources (i.e. interest on long-term debt,
amortization of bond premiums and discounts), and therefore are not
accrued as expenses in governmental funds. (11,405)

Change in net assets of governmental activities (page 35) $ 96,337

Theaccompanying notes are an integral part of th e financial statements.
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NOTES TO THE BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2008

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (In Thousands)

The financial statements of the Redevelopment Agency of the City of San Diego (“Agency”) have been
prepared in conformity with generally accepted accounting principles (“GAAP”) as applicable to
government units. The Governmental Accounting Standards Board (“GASB”) is responsible for establishing
GA APfor state and local governments through its pronouncements. The significant accounting principles
and policies utilized by the Agencyare described below.

a. Scope of Financial Reporting Entity

The Agency was established by the City of San Diego Council in 1958 for the purpose of providing a
method to revitalize deteriorated and blighted areas within designated areas of the City of San Diego.
The Agency began functioning in 1969 pursuant to the Community Redevelopment Law of California
as codified in the State of California Health and Safety Code.

Under GA SB Statement No. 14, the Agency is considered a component unit of the City. The Agency’s
basic financial statements, which are presented as a blended component unit in the basic financial
statements of the City, present an aggregation of funds associated with 17 redevelopment project
areas. The redevelopment project areas are overseen by the City’s Redevelopment Division, and two
corporations, the Centre City Development Corporation (“CCDC”) and the Southeastern Economic
Development Corporation, Inc. (“SEDC”).

CCDC and SEDC are non-profit corporations organized by the City to administer certain
redevelopment projects (CCDC in downtown San Diego and SEDC in southeastern San Diego) as
well as to provide redevelopment advisory services to the Agency. These activities are carried out
pursuant to operating agreements with both the City and the Agency under which the City and the
Agency agree to reimburse CCDC and SEDC for all eligible costs (as defined) incurred in connection
with such activities. Neither the financial position nor the transactions of CCDC and SEDC are
included as part of the financial statements. However, reimbursements to CCDC and SEDC for
services provided to the Agency result in administrative charges that are included in the financial
statements as Agency costs.

The City Council, acting in accordance with the City Charter, the City’s Municipal Code and applicable
state laws, appoints the members of the Board of Directors of CCDC and SEDC and acts as the
Agencys Board of Directors.

b. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the Statement of Net Assets and the Statement of
Activities) report information on all of the non-fiduciary activities of the Agency. For the most part, the
effect of interfund activity has been removed from these statements.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function
are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific
function. Program revenues include grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function. Taxes and other items not properly
included among program revenues are reported instead as general revenues.

All funds presented in the fund financial statements are governmental funds. Major governmental
funds are reported as separate columns in the fund financial statements.
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The Agencyreports the following major funds:

Centre City Low and Moderate Income Housing Fund — The Centre City Low and Moderate Income
Housing Fund is a Special Revenue Fund used to account for 20 percent of the tax increment
revenue generated from the Centre City Redevelopment Project Areaand the costs associated with
the Agency’s effort to increase and improve the community’s supply of affordable housing for persons
and families of low and moderate income in this area.

Centre City Debt Service Fund — The Centre City Debt Service Fund is used to account for the
accumulation of resources for, and the payment of, long-term debt principal, interest, and related
costs of the Centre City Redevelopment Project Area.

Centre City Capital Projects Fund — The Centre City Capital Projects Fund is used to account for the
receipt of bond proceeds, costs associated with the acquisition of land held for resale, construction of
major capital facilities, development and improvement of infrastructure and other public improvements
in the Centre City Redevelopment Project Area.

Additionally, the A gency reports the following other governmental fund types:

Special Revenue Funds — Special revenue funds are used to account for proceeds of specific
revenue sources (other than those for major capital projects) that are legally restricted to
expenditures for specified purposes.

Debt Service Funds — Debt service funds are used to account for the accumulation of resources for,
and the payment of, governmental activities long-term debt principal, interest, and related costs.

Capital Projects Funds — Capital projects funds are used to account for financial resources to be used
for the acquisition or construction of major capital facilities.

All non-major governmental funds are accounted for and reported similarly to major governmental
funds.

C. Measurement Focus, Basis of A ccounting,and Financial Statement Presentation

Government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied. Grants and similar items are recognized
as revenue as soon as all eligibility requirements have been met.

A mounts reported as program revenues include (1) operating grants and contributions and (2) capital
grants and contributions. Internally dedicated resources are reported as general revenues rather than
as program revenues. Likewise, general revenues include all taxes. Asa general rule the effect of
interfund activity has been eliminated from the government-wide financial statements.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period.
Expenditures are recognized when the related fund liability is incurred except for principal and interest
of general long-term debt which are recognized when due.

Revenues which are considered susceptible to accrual include tax increments, rents, interest and
grants, provided they are received within 60 days from the end of the fiscal year. Revenue from
private sources, city participation, and miscellaneous revenues are recorded as revenues when
received in cash because they are generally not measurable until actually received.
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d. Tax Increment Revenue

Tax Increment Revenues represent taxes collected in the A gency'sredevelopment project areas from
the excess of taxes levied and collected over that amount which was levied and collected in the base
year (the inception year of redevelopment project areas) property tax assessment along with a
provision for inflation.

The County of San Diego (the “County”) assesses, bills, and collects property taxes on behalf of
numerous special districts and incorporated cities, including the Redevelopment A gency of the City of
San Diego. The Agency’s collections of current year’s taxes are received through periodic
apportionments from the County.

Property owners of the City can appeal the assessment of their property to the County Assessment
Appeals Board. Property taxable values may be reduced as a result of a successful appeal of the
taxable value of property determined by the County Assessor. Anappeal may result in a reduction of
the County Assessor’s original taxable value and tax refund to the applicant property owner. The
reduction in future Project Areas taxable values and the refund of taxes affects all taxing entities,
including the Agency.

The County’s tax calendar is from July 1 to June 30. Property taxes attach as a lien on property on
January 1, are levied the following July 1, are then payable in two equal installments on November 1
and February 1, and become delinquent after December 10 and April 10, respectively. Since the
passage of California’s Proposition 13, beginning with fiscal year ended 1979 general property taxes
are based either on a flat 1% rate applied to the 1975-76 full value of the property or on 1% of the
sales price of any property sold or of the cost of any new construction after the 1975-76 valuation.
Taxable values of properties (exclusive of increases related to sales and new construction) can rise a
maximum of 2% per year. The Proposition 13 limitation on general property taxes does not apply to
taxes levied to pay the debt service on any indebtedness approved by the voters prior to June 6,
1978 (the date of passage of Proposition 13).

Atthe government-wide level, Tax Increment Revenue is recognized in the fiscal year for which the
taxes have been levied. For the governmental funds, property tax revenue is recognized in the fiscal
year for which the taxes have been levied, provided the taxes are received within 60 days of year
end. Tax Increment Revenues received after this date are not considered available as a resource that
can be used to finance the current year operations of the Agency and, therefore, are recorded as
deferred revenue in the governmental funds.

e. Budgetary Data

Prior to June 1, the Executive Director submits to the Agency Board of Directors and the City Council,
a proposed budget for the fiscal year commencing July 1. This budget includes annual budgets for
many of the Debt Service funds, all Capital Projects funds, and the Low and Moderate Income
Housing Special Revenue funds.

During the proposed budgetary hearing, public comment is heard. The Agency’s budget is then
legally adopted generally during the months of May or June, through passage of resolutions by the
Agency’s Board of Directors.

Budgetary control is maintained at the total fund appropriation level. Allamendments to the adopted
budget require Agency Board of Directors’ approval except as delegated in the Annual Appropriation
Resolution. The head of each of the administrative units, or their designee are authorized under the
Appropriation Resolution to request the City Comptroller to make budgetary transfers within each
project fund and transfer appropriations or loan available funds between sub-projects within a project,
provided that such transfers or loans do not increase or decrease the total project budget or result in
a use of funds which would be inconsistent with the permitted use(s) of such funds.
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Reported budget figures are as originally adopted or subsequently amended plus prior year
continuing appropriations. Such budget amendments during the year, including those related to
supplemental appropriations, did not cause reported budget amounts to be significantly different than
the originally adopted budget amounts.

A budget to actual comparison for the Centre City Low and Moderate Income Housing Fund is
presented on page 72 of this report.

f. Encumbrances
Encumbrance accounting, under which purchase orders, contracts and other commitments for the
expenditure of funds are recorded in order to reserve that portion of the applicable appropriation, is
employed as an extension of formal budgetary control in the budgeted governmental funds.
Encumbrances outstanding at year-end are reported as reservation of fund balances since the
commitments will be honored through subsequent years’ continuing appropriations. Encumbrances
do not constitute expenditures or liabilities for GA A Preporting purposes.

g. Equity in Pooled Cash and Investments

The Agencys P ooled Cash and Investments are part of the City’s P ooled Cash and Investments. The
City’s cash resources are combined to form a cash and investment pool managed by the City
Treasurer (the City Pool). The City Pool is not registered as an investment company with the
Securities and Exchange Commission (SEC) nor is it a 2a7-like pool. The investment activities of the
Treasurer in managing the Pool are governed by California Government Code § 53601 and the City’s
Investment Policy which is reviewed by the Investment Advisory Committee and approved annually
by the City Council. Interest earned on pooled investments is allocated to participating funds and
entities based upon their average daily cash balance during the allocation month. Fair market value
adjustments to the Pool are recorded annually; City Treasurer reports fair market values on a monthly
basis. The value of the shares in the Pool is equal to the fair market value of the Pool.

Additionally, the A gency maintains individual accounts pursuant to bond issuances. The investment of
these funds is governed by the policies set forth in individual indenture and trustee agreements.

All City investments are reported at fair value in accordance with the GASB 31, Accounting and
Financial Reporting for Certain Investments and External Investment Pools. Deposit and investment
risks are disclosed in Note 3 of the notes to the financial statements in accordance with GA SB 40,
Deposit and Investment Risk Disclosures. GASB 40 was implemented to communicate deposit and
investment risks to financial statement users. Common risk disclosures include interest rate risk,
credit risk, concentration of credit risk, and foreign currency risk. Note 3 also contains additional
information on permissible investments per the City’s Investment P olicy and other policies applicable
to the cash and investments reported herein.

h. Land Held for Resale

Land Held for Resale, purchased by the Agency, is reported in the government-wide and fund
financial statements at the lower of cost or net realizable value. In the governmental fund financial
statements, fund balances are reserved in an amount equal to the carrying value of land held for
resale because such assets are not available to finance the Agency’s current operations.

Land is originally recorded at historical cost and adjusted to net realizable value when the Agency
enters into disposition and development agreements whereby the property will be sold for less than
its historical cost, when a property is impaired or when property values decrease due to market
conditions.
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i Capital A ssets

Non-depreciable capital assets, which include land and construction in progress, are reportedin the
government-wide financial statements. Depreciable capital assets, which include structures,
improvements and equipment, are reported in the government-wide financial statements net of
accumulated depreciation. To meet the criteria for capitalization, the asset must have a useful life in
excess of one year and in the case of capital outlay, must equal or exceed a capitalization threshold
of $5. All other capital assets such as land and structures are capitalized regardless of cost.
Subsequent improvements are capitalized to the extent that they extend the initial estimated useful
life of the capitalized asset or improve the efficiency or capacity of that asset. Costs for routine
maintenance are expensed as incurred. Costs related to development of City infrastructure are not
capitalized because these assets are maintained by the City and not the Agency.In cases where the
Agency purchases land or structures for development of City infrastructure, acquisition and
improvement costs are capitalized and reported as Agency capital assets until they are conveyed to
the City, once the project is completed. Losses on the retirement of assets conveyed to the City are
reflected in the Statement of Activities.

Capital assets, when purchased or constructed, are recorded at historical cost or estimated historical
cost. Donated capital assets are recorded at the estimated fair market value on the date of donation.
Depreciation of capital assets is computed using the straight-line method over the estimated useful
life of the asset as follows:

Assets Years
Structures and Improvements 20-50
Equipment 3-25

j- Deferred Charges
In the government-wide financial statements, deferred charges represent the unamortized portion of
bond issuance costs. These costs will be amortized over the life of the related bonds using a method
which approximates the effective yield method.

k. Interfund Transactions

Interfund transactions between the Agency’s governmental funds are mostly transfers of assets (such
as cash or goods) without equivalent flows of assets in return.

Tax increment revenue not intended for low and moderate income housing or for tax sharing
payments is originally deposited in Debt Service Funds. A s expenditures are incurred in the Capital
Projects Funds, cash is transferred from the Debt Service Funds to cover the expenditures.

Housing Bond Proceeds are recorded in the Low and Moderate Income Housing Funds while
Redevelopment Bond Proceeds are recorded in the Capital Projects Funds. These proceeds are
typically expended in the funds where they are recorded. However, they are sometimes transferred to
the Debt Service Funds to satisfy a debt obligation to the City or a Developer.

Long-Term Liabilities

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the Statement of Net Assets.Bond premiums and discounts, bond issuance
costs and bond refunding gains and losses are amortized over the life of the bonds, using a method
that approximates the effective yield method. Net bonds payable reflect amortized bond accretion
and unamortized bond discounts, premiums and refunding gains and losses.
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m. Sundry Trust Liabilities

Under approval of certain agreements, developers submit to the Agency an initial deposit to ensure
the Developer proceeds diligently and in good faith to negotiate and perform all of the obligations
under the agreement. These deposits can normally be used for administrative costs of the Agency. In
the government-wide financial statements and in the fund financial statements, the unspent portion of
these deposits, called Sundry Trust Liabilities, are reported as liabilities of the Agency.

n. Claims and Judgments

The costs of claims and judgments are accrued when incurred and measurable in the government-
wide financial statements. In governmental funds, the costs of claims and judgments are recorded as
expenditures when payments are made.

0. Net Assets and Fund Equity

In the government-wide financial statements, net assets are categorized as follows:

* Invested in Capital Assets, Net of Related Debt consists of capital assets, net of accumulated
depreciation, and reduced by outstanding debt attributed to the acquisition of these assets.

s Restricted Net Assetsconsist of assets, net of any related liabilities, which have had restrictions
imposed on them by external creditors, grantors, contributors, or laws or regulations of other
governments or law through constitutional provisions or enabling legislation. When both restricted
and unrestricted resources are available for use, it is the Agency’s policy to use restricted
resources first and then unrestricted resources, as they are needed.

s Unrestricted Net A ssetsconsist of net assets that do not meet the definition of Invested in Capital
A ssets, Net of Related Debt or Restricted Net A ssets.

In the fund financial statements, portions of fund equity of governmental funds have been reserved for
specific purposes. Reservations were created to either (1) satisfy legal covenants that require a
portion of the fund balance to be segregated or (2) identify the portion of the fund balance that is not
appropriable for future expenditures.

Designated fund balance represents that portion of fund equity for which the Agency has made
tentative plans.

Undesignated fund balance represents that portion of fund equity which is available for appropriation
in future periods.

p. Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amount of certain assets and liabilities, disclosure
of contingent assets and liabilities, and the related reported amounts of revenues and expenses.
Actual results could differ from those estimates. Management believes that the estimates are
reasonable.

g. Disposition and Development A greements

The Agency and McMillin-NTC, LLC (“McMillin”) entered into a Disposition and Development
Agreement (“DDA”), dated June 26, 2000, and a Third Implementation Agreement, dated May 6,
2003, which were executed for the purpose of effectuating the Redevelopment Plan at the Naval
Training Center Redevelopment Project, in addition to constructing and installing additional
infrastructure improvements as required by the City, McMillin has agreed to advance the funds
needed to pay for infrastructure costs. The Agency has consistently reimbursed McMillin for eligible
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costs as they are billed, therefore, this agreement is not treated as a loan, and instead expenditures
are recognized as payments are made to McMillin.

On March 30, 2004 the Agency entered into a DDA with Western Pacific Housing for a condominium
development project in the North Park Redevelopment Project Area. Under the agreement, the
Agency promised to pay the maximum aggregate principal amount of $3,000 of which $2,100
represents the Affordability Component of the A gency Payment Obligation, and $900 represents the
Public Improvement Component. The Affordability Component is subject to an adjustment based on
the actual project sales revenue proceeds received by Western Pacific Housing. This adjustment
amount cannot be computed until all 45 affordable units are sold. The principal amount outstanding
bears simple interest at a rate equal to 5% per annum. Solely for the purposes of calculating the
amount of interest payable, Western Pacific Housing shall be deemed to have paid an amount equal
to 25% of the Agency’s P ayment Obligation as of the date which is 195 days after closing of escrow,
50% as of the date which is 390 days after closing of escrow, 75% as of the date which is 585 days
after closing of escrow, and 100% at the completion date, which is the date on which the release of
construction covenants under the agreement have been recorded in the official records of the San
Diego County. For purposes of calculating the amount of interest payable, the principal amounts
stated above will be reduced by a 10% per annum applied on a pro rata basis for the period of time
Western Pacific Housing is not in compliance with the schedule of performance dates stated in the
agreement for commencement and completion of construction. All payments shall be made from the
site-generated property tax increment. To date, only the $900 representing the Public Improvement
Component of the A gency Payment Obligation, has been recognized as a liability since the remaining
$2,100 representing the Affordability Component of the Agency Payment Obligation, is subject to
adjustment upon final sales of all 45 affordable units. A s of the issuance of this report, there are two
remaining units to be sold.

On April4, 2004, the Agency approved a DDA with GRA,LLC, for the development and construction
of a 12-story, mixed-use commercial building. The Agency was responsible for the purchase of a
5,000 square foot parcel for the proposed site. GRA LLC paid a purchase price for the acquisition
parcel equal to the sum of all acquisition and relocation costs. The property was conveyed to the
GRA LLC in the current fiscal year. Because the developer advances were recognized as revenue at
the time the property was acquired in prior fiscal years, no additional revenue was recognized for the
disposition of the property, resulting in a loss to the Agency equal to the book value of the land in the
current fiscal year.

On July 21, 2003, the Agency entered into a DDA with Citymark Farenheit LLC (“Citymark”). Pursuant
to the DDA, the Agency sold a property to Citymark for a purchase price of $3,500 and a contingent
portion for the sale of each of the for-sale market-rate residential units developed on the property.
Proceeds from the sale of the property resulted in a gain which was recognized at the time the
Agency conveyed the property to Citymark. Revenue from the sale of each unit is recognized at the
time the unit is sold and the revenue is received by Agency.

r. Tax Increment Sharing Payments

Prior to the adoption of Section 33607.5 of the Redevelopment Law, a redevelopment agency was
authorized to enter into an agreement to pay tax increments revenues to any taxing agency that had
territory located within a redevelopment project area in an amount which, in the agency’s
determination, was appropriate to alleviate any financial burden or detriment caused by the
redevelopment project. These agreements normally provided for a pass-through of tax increment
revenues directly to the affected taxing agency, and, therefore, are commonly referred to as “pass-
through-agreements”.

Section 33607.5 of the Redevelopment Law repealed the provisions that enabled pass-through
agreements, although existing pass-through agreements remain in place. Section 33607.5 replaces
the payments from new pass-through agreements with a statutory tax increment sharing formula for
all redevelopment project areas established on or after January 1, 1994 and requires statutory pass-
through payments (“Statutory P ass-through Payments”) to all existing taxing entities.
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Section 33607.7 was subsequently added to the Redevelopment Law to provide for Statutory Pass-
through Payments to affected taxing entities that do not have existing tax sharing agreements. If a
redevelopment plan adopted prior to January 1, 1994 is amended to eliminate its time limit on the
establishing of loans, advances and indebtedness, the amounts of Statutory Pass-through Payments
under section 33607.5 are computed as follows:

* From the first fiscal year in which the Agency receives tax increment until the last fiscal year
in which the Agency receives the tax increment, 25% of the tax increments are passed
through to the entities (net of the 20% housing set aside).

e Commencing in the eleventh year, an additional 21% of the tax increment in excess of the
tenth year tax increment is passed through to the entities (net of the 20% housing set aside).

e Commencing in the thirty first year, an additional 14% of the tax increment in excess of the
thirtieth year tax increment is passed through to the entities (net of the 20% housing set
aside).

The Agency records liabilities and expenditure related to tax sharing payments based on the criteria
established by GASB 33. The Agency defines the applicable period for recognition as the fiscal year
in which tax increment sharing payments are appropriated. Instances in which tax sharing payments
are not made in the year they are appropriated result in a liability and expenditure to the Agency for
that year, regardless of the timing of cash flows.
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2. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS (In Thousands)

The Governmental Funds Balance Sheet includes a reconciliation between Total Fund Equity -
Governmental Funds and Total Net Assets- Governmental Activities as reportedin the Government-wide
Statement of Net Assets. Certain adjustments are necessary to reconcile governmental funds to
governmental activities. The details of these adjustments are as follows.

a. Explanation of certain differences between the Governmental Funds Balance Sheet and the
Government-wide Statement of Net A ssets:

An element of the reconciliation states, “Other assets and liabilities used in governmental activities
are not financial resources, and therefore, are not reportedin the funds.” The details of this $10,270
difference are as follows:

Deferred Charges, net July 1, 2007 $ 7,891
Issuance Costs 2,929
Amortization Expense (550)

Net adjustment to increase Total Fund Balances — Governmental Funds to

arrive at Total Net Assets of Governmental Activities $ 10,270

Another element of the reconciliation states that “Some liabilities are not due and payable in the
current period and therefore are not reported in the funds.” The details of this $(954,022) difference
are as follows:

Bonds Payable $ (577,033)
Pooled Financing Loans (34,115)
Net Premiums and Discounts on Bond and Loan Issuances (6,380)
Unamortized Loss on Refunding 1,103
Contracts Payable (2,615)
Notes Payable (13,962)
Loans Payable (151,859)
Accreted Interest Payable on Bonds (12,837)
Accrued Interest Payable on Long Term Debt (11,030)
Accrued Interest Payable on City Loans and Notes (145,294)
Net adjustment to decrease Total Fund Balances - Governmental Funds to

arrive at Total Net Assets of Governmental Activities $ (954,022)

b.  Explanation of certain differences between the Governmental Funds Statement of Revenues,
Expenditures, and Changes in Fund Balances and the Government-wide Statement of Activities:

The Governmental Funds Statement of Revenues, Expenditures, and Changes in Fund Balances
includes reconciliation between Net Change in Fund Balances - Total Governmental Funds and
Changes in Net Assetsof Governmental Activities as reported in the Government-wide Statement of
Activities. One element of that reconciliation explains that, “Governmental funds report capital outlays
as expenditures. However, in the Statement of Activitiesthe cost of those assets is allocated over
their estimated useful lives and reported as depreciation expense.” The details of this $28,018
difference are as follows:

Capital outlay $ 29,072
Depreciation expense (1,054)
Net adjustment to increase Net Changes in Fund Balances —

Governmental Funds to arrive at Changes in Net Assets of

Governmental Activities $ 28,018
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Another element of the reconciliation states that “The issuance of long-term debt provides current
financial resources to governmental funds, while the repayment of the principal consumes the current
financial resources of governmental funds. Neither transaction, however, has any effect on net
assets. Also, governmental funds report the effect of issuance costs, premiums, discounts, and
similar items when debt is first issued, whereas these amounts are deferred and amortized in the
statement of activities.” The details of this $90,321 difference are as follows:

Debt Issued or Incurred:

Issuance of Tax Allocation Bonds $ (69,000)
Less Premiums and Discounts 176
AddLoss on Refunding 531

Bond and Loan Issuance Costs 2,929

Net Accretion on Capital Appreciation Bonds (1,822)

Pooled Financing Authority Loans Payable (34,985)
Less Premiums and Discounts (389)

Loans Payable (17,186)

Principal Repayments:
Revenue Bonds 920
23,161

Tax Allocation Bonds
Pooled Financing Authority Loans Payable 870

Loans Payable 1,581

Notes Payable 2,893
Net adjustment to decrease Net Changes in Fund Balances — Total

Governmental Funds to arrive at Changes in Net Assets of

Governmental Activities $ (90,321)

Another element of the reconciliation states that “Some expenses reported in the Statement of
Activities do not require the use of current financial resources, and therefore are not accrued as
expenses in governmental funds.” The details of this $(11,405) difference are as follows:

Change in Accrued Interest on Long-Term Debt $ (326)
Change in Accrued Interest on City Note and Loans (10,462)
Amortization of Bond Issuance Costs (550)
Amortization of Bond Premiums, Discounts and Deferred Charges on

Refunding (67)
Net adjustment to decrease Net Changes in Fund Balances — Total

Governmental Funds to arrive at Changes in Net Assets of

Governmental Activities $ (11,405)
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3. CASH AND INVESTMENTS (In Thousands)

The following is a summary of the carrying amount of the Agency’s cash and investments:

Governmental
Activities
Cash or Equity in Pooled Cash & Investments $ 482,497
Cash & Investments with Fiscal A gent 72,897
Investments at Fair Value 115,296
Total $ 670,690

a. Cash or Equity in Pooled Cash and Investments

The Agency participates in the City’s pooled Cash and Investments. Cash or Equity in Pooled Cash &
Investments represents petty cash, cash at the bank in demand deposit and/or savings accounts, and
cash in escrow for contract retention payables. Furthermore, it represents equity in pooled cash and
investments. The Agency does not own identifiable investment securities of the Pool; rather, it
participates as a shareholder of the Pool. It does however, own identifiable investments which are not
part of the Pool and are managed by the City Treasurer. The Agency’s share of the City’s pooled
cash and investments is included in the accompanying Statement of Net A ssets under the caption
“Cash or Equity in City Pooled Cash and Investments.”

b. Cash and Investments with Fiscal A gent

Cash and Investments with Fiscal Agents represents cash and investments held by fiscal agents
resulting from bond issuances. More specifically, these funds represent reserves held by fiscal agents
or trustees as legally required by bond issuances and liquid investments held by fiscal agents or
trustees which are used to pay debt service.

C. Investments at Fair Value

Investments at Fair Value represent investments managed by the City Treasurer which are not part of
the Citys Pooled Cash and Investments.

d. Investment Policy

City of San Diego Investment Policy

In accordance with City Charter Section 45 and under authority annually approved by the City
Council, the City Treasurer is responsible for the safekeeping and investment of the unexpended
cash in the City Treasury according to the City’s Investment P olicy (the “P olicy”). This P olicy applies
to all of the investment activities of the City except for the pension trust funds, the proceeds of certain
debt issues, which are managed and invested at the direction of the City Treasurer in accordance
with the applicable indenture or by Trustees appointed under indenture agreements or by fiscal
agents, and the assets of trust funds, which are placed in the custody of the Funds Commission by
Council ordinance.

City staff reviews the Policy annually and may make revisions based upon changes to the California
Government Code and the investment environment. These suggested revisions are presented to the
Investment Advisory Committee (IAC) for review and comments. The |IAC consists of two City
representatives and three outside financial professionals with market and portfolio expertise not
working for the City of San Diego. The City Council reviews the Policy and considers approval on an
annual basis.

The IAC evaluates the horizon returns, risk parameters, security selection, and market assumptions
the City’s investment staff is using when explaining the City’s investment returns. The IAC also meets
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semi-annually to review the previous two quarters’ investment returns and make recommendations to
the City Treasurer on proposals presented to the IAC by the Treasurer’s staff.

The Policy is governed by the California Government Code (CGC), Sections 53600 et seq. The
following table presents the authorized investments, requirements, and restrictions per the CGC and
the City Policy:

Investment Type Maximum Maximum % Maximum % with Minimum
Maturity (1 of Portfolio One Issuer Rating
CGC  CityPolicy CGC  CityPolicy CGC  CityPolicy CGC  CityPolicy
U.S. TreasuryObligations (bills, bonds, or notes) 5years 5 years None None None None None None
U.S. Agencies 5years  5years None (2) None (2) None None
Bankers' Acceptances (6) 180 days 180 days 40% 40% 30% 10% None (3)
Commercial Paper (6) 270 days 270 days 25% 25% 10% 10% P1 P1
Negotiable Certificates (6) 5 years 5years 30% 30% None 10% None (3)
Repurchase Agreements 1year 1year None None None None None None
Reverse Repurchase Agreements (4) 92days 92 days 20% 20% None None None None
Local Agency Investment Fund N/A N/A None None None None None None
Non-Negotiable Time Deposits (6) 5years 5years None 25% None 10% None (3)
Medium Term Notes/Bonds (6) 5years 5years 30% 30% None 10% A A
Municipal Securities of California Local Agencies (6) ~ 5Syears 5 years None 20% None 10% None A
Mutual Funds N/A N/A 20% 5% 10% None AAA AAA
Notes, Bonds, or Other Obligations 5years 5years None None None None None AA
Mortgage Pass-Through Securities 5years 5years 20% 20% None None AA AAA
Financial Futures (5) N/A None None None None None None None

Footnotes:

(1) In the absence of a specified maximum, the maximum is 5 years.

(2) No more than one-third of the costvalue of the total portfolio at time of purchase can be invested in the unsecured debt of any one agency.

(3) Creditand maturitycriteria must be in accordance per Section X of the City's InvestmentPolicy.

(4) Maximum % of portfolio for Reverse Repurchase Agreements is 20% of base value.

(5) Financial futures transactions would be purchased only to hedge against changes in marketconditions forthe reinvestmentof bond proceeds.

(6) Investmenttypes with a 10% maximum with one issuer are furtherrestricted per the City's InvestmentPolicy: 5% perissuerand an additional 5% with authorization by City Treasurer.

According to the Policy, the City may enter into repurchase and reverse repurchase agreements only
with primary dealers of the Federal Reserve Bank of New York with which the City has entered into a
master repurchase agreement.

Additionally, the Policy authorizes investment in other specific types of securities. The City may
invest in floating rate notes with coupon resets based upon a single fixed income index (which would
be representative of an eligible investment), provided that security is not leveraged. Structured notes
issued by U.S. government agencies that contain imbedded calls or options are authorized as long as
those securities are not inverse floaters, range notes, or interest only strips derived from a pool of
mortgages. A maximum of 8% of the “cost value” of the pooled portfolio may be invested in
structured notes.

In fiscal year 2008, the City deposited $5 million with Neighborhood National Bank to be invested as
part of the Certificate of Deposit Account Registry Service (CDARS). Under the City Treasurer’s
Investment P olicy, this type of investment is subject to a 1% limit of total portfolio value for the City’s
pooled investments. The CDARS investment program is permissible per the California Government
Code (CGC), Section 53601.8, and is subject to a 30% limit of total portfolio value.

Ineligible investments prohibited from use in the portfolio include, but are not limited to, common

stocks and long-term corporate notes/bonds. A copy of the investment Policy can be requested from
the City Treasurer, 1200 3rd Avenue, Suite 1624, San Diego, CA 92101.

53



Redevelopment A gency of the City of San Diego Annual Financial Report

Other Investment Policies

The City and its component units, including the Agency, have funds invested in accordance with
various bond indenture and trustee agreements.

e. Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Market or interestrate risk for the City’s pooled investments is intended to be mitigated
by establishing two portfolios, a liquidity portfolio and a core portfolio. Target durations are based
upon the expected short and long-term cash needs of the City. The liquidity portfolio is structured with
an adequate mix of highly liquid securities and maturities to meet major cash outflow requirements for
at least six months (per CGC Section 53646). The liquidity portfolio uses the Merrill Lynch 3-6
months Treasury Index as a benchmark with duration of plus or minus 20% of the duration of that
benchmark.

The core portfolio uses the Merrill Lynch 1-3 years Treasury Index as a benchmark with a duration of
plus or minus 20% of the duration of that benchmark. It consists of high quality liquid securities with a
maximum maturity of 5 years and is structured to meet the longer-term cash needs of the City.
Information about the sensitivity of the fair value of the Agency’s investments to market interest rate
fluctuations is presented in the table below.

Maturity in Years
Under 1 1-3 3-5 Over 5 Fair Value

Cash or Equity in
City Pooled Cash & Investments $ 482,497 $ - $ - $ - $ 482,497

Non-Pooled Investments with
City Treasurer:

Repurchase A greements 9,352 - - - 9,352
US Treasury Notes & Bonds 14,968 - - - 14,968
Commercial Paper 926 - - - 926
US Agency Discount Notes 90,050 - - - 90,050

Subtotal - Non-Pooled Investments 115,296 - - - 115,296

Investments with Fiscal A gent:

US Treasury Bills 15,124 - - - 15,124
US Treasury Notes & Bonds 39,897 - - - 39,897
US Agency Notes & Bonds 2,951 - - - 2,951
Money Market Funds 14,907 - - - 14,907
Subtotal - Investments
with Fiscal A gent 72,879 - - - 72,879
Total Investments or Cash

in City Pooled Cash $ 670,672 $ - $ - $ - 670,672
Cash with Fiscal A gent 18
Total Cash and Investments $ 670,690
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f. Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder
of the investment. This is measured by the assignment of a rating by a nationally recognized
statistical rating organization. AtJune 30, 2008, the Agencys investments and corresponding credit

ratings are as follows:

Cash or Equity in
City Pooled Cash & Investments

Non-Pooled Investments with
City Treasurer:

Repurchase A greements*

US Treasury Notes & Bonds*

Commercial Paper

US A gencies- Federal Farm Credit Bank'

US A gencies- Federal Farm Credit Bank'

US Agencies- Federal Home Loan Bank'

US A gencies- Federal Home Loan Bank’

US Agencies- Federal Home Loan Mortgage Corportation1

US A gencies- Federal National Mortgage Associatior!
Subtotal - Non-Pooled Investments

Investments with Fiscal A gent
and Other Investments:

US Treasury Bills
US Treasury Notes & Bonds
US Agencies- Federal Home Loan Bank
Money Market Funds
Subtotal - Other Investments

Total Investments
Cash with Fiscal A gent

Total Cash and Investments

" More than 5% of the A gency'sinvestments are with U.S A gencieswhose debt is not guaranteed by the U.S. government, except for

events subsequent to year end.
"N/A"- S&P rating not applicable, Moody's rating provided.

"Not A vailable"- Bloomberg credit history did not have Moody's ratings, only S&P ratings.
"Exempt" - Per GA SB40, US Treasury Obligations do not require disclosure of credit quality.

g. Concentration of Credit Risk

Moody's Rating S&P Fair Value Percentage
Not Rated Not Rated $ 482,497 100.00%
Not Rated Not Rated 9,352 8.11%

Exempt Exempt 14,968 12.98%
P1 A-1+ 926 0.80%
Aaa AAA 5,022 4.36%
P1 N/A 7,141 6.19%
Not A vailable AAA 536 0.46%
P1 N/A 5,269 4.57%
P1 N/A 34,298 29.75%
P1 N/A 37,784 32.77%
115,296 100.00%
Exempt Exempt 15,124 20.75%
Exempt Exempt 39,895 54.74%
Aaa N/A 2,953 4.05%
Aaa N/A 14,907 20.45%
72,879 100.00%

670,672

Not Rated Not Rated 18

$ 670,690

Concentration of credit risk is the risk of loss attributed to the relative size of an investment in a single
issuer. As of June 30, 2008, more than 5% of the Agency’s investments are with U.S. agencies
whose debt is not guaranteed by the U.S. government, except for events subsequent to year end.
Investments issued explicitly guaranteed by the U.S. government and investments in mutual funds,
external investment pools, and other pooled investments are exempt.
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4. CAPITAL ASSETS (In Thousands)

Capital asset activity for the year ended June 30, 2008, was as follows:

Beginning Ending
Balance Increases Decreases Balance
Governmental Activities:
Non-Depreciable Capital A ssets:
Land $ 90,647 $ 20,271 $ 11 $ 110,907
Construction in Progress 20,115 - (20,115) -
Total Non-Depreciable Capital
Assets 110,762 20,271 (20,126) 110,907
Depreciable Capital A ssets:
Structures and Improvements 40,816 28,916 - 69,732
Equipment 819 - - 819
Total Depreciable Capital A ssets 41,635 28,916 - 70,551
Less Accumulated Depreciation for:
Structures and Improvements (2,609) (1,021) - (3,630)
Equipment (690) (33) - (723)
Total Accumulated Depreciation (3,299) (1,054) - (4,353)
Total Depreciable Capital Assets,
Net 38,336 27,862 - 66,198
Governmental Activities
Capital A ssets,Net $ 149,098 $ 48,133 § (20,126) $ 177,105

Depreciation expense was charged to the Neigborhood Services govermental activities function in the amount of $ 1,054.

In the current fiscal year, completion of the Balboa Theatre rehabilitation resulted in a decrease in
construction in progress balances of $20,115 and a corresponding increase in Structures and
Improvements for the same amount. In addition, preliminary land acquisition costs, which had been
capitalized in prior years, were expensed due to the fact that the acquisition did not materialize. This
contributed to a capital asset decrease of $11.
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5. GOVERNMENTAL ACTIVITIES LONG-TERM DEBT (In Thousands)

a.

Long-Term Liabilities

Governmental activities long-term debt consists of revenue bonds, tax allocation bonds, contracts
payable, notes payable, and loans payable. A summary of these obligations as recorded in the

government-wide Statement of Net Assets as of June 30, 2008, is as follows:

Fiscal Year Balance
Interest Maturity Original Outstanding

Type of Obligation Rates Date Amount June 30, 2008
Revenue Bonds:
Centre City Parking Revenue Bonds,
Series 1999 A 4.5-6.4%' 2026 12,105 $ 10,195
Centre City Parking Revenue Bonds,
Series 2003 B 3.0-5.3" 2027 20,515 18,195

Total Revenue Bonds 32,620 28,390
Tax Allocation Bonds:
Gateway Center West Redevelopment Project Tax
Allocation Bonds, Series 1995 7.8-9.75' 2014 1,400 665
Mount Hope Redevelopment Project Tax A llocation
Bonds, Series 1995 A 4.4-6.0' 2020 1,200 795
Horton Plaza Redevelopment Project Tax A llocation
Refunding Bonds, Series 1996 A 3.8-6.0' 2016 12,970 7,070
Centre City Redevelopment Project Tax Allocation Bonds,
Series 1999 A 3.0-5.125" 2019 25,680 25,245
Centre City Redevelopment Project Tax Allocation Bonds,
Series 1999 B 6.25 2014 11,360 11,360
Centre City Redevelopment Project Tax Allocation Bonds,
Series 1999 C 3.1-4.75 2025 13,610 11,945
City Heights Redevelopment Project Tax A llocation
Bonds, Series 1999 A 4558 2029 5,690 5,200
City Heights Redevelopment Project Tax A llocation
Bonds, Series 1999 B 5.75-6.4° 2029 10,141 9,318
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2000 A 4.0-5.6' 2025 6,100 4,995
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2000 B 3.95-5.35' 2025 21,390 18,705
Horton Plaza Redevelopment Project Tax A llocation
Bonds, Series 2000 4.25-5.875' 2022 15,025 13,715
North Bay Redevelopment Project Tax Allocation Bonds,
Series 2000 4.25-5.875' 2031 13,000 11,450
North Park Redevelopment Project Tax Allocation Bonds,
Series 2000 4.1-5.9' 2031 7,000 6,170
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2001 A 4.93-555° 2027 58,425 56,270
Mount Hope Redevelopment Project Tax A llocation
Bonds, Series 2002 A 5.0 2027 3,055 3,055
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2003 A 2.5-5.0' 2029 31,000 15,320
City Heights Redevelopment Project Tax A llocation
Bonds, Series 2003 A 5.875-6.5' 2034 4,955 4,955
City Heights Redevelopment Project Tax A llocation
Bonds, Series 2003 B 2.5-4.25' 2014 865 485
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Fiscal Year Balance
Interest Maturity Original Outstanding
Type of Obligation Rates Date Amount June 30, 2008
Horton Plaza Redevelopment Project Tax A llocation
Bonds, Series 2003 A 4.65-5.1' 2022 6,325 6,325
Horton Plaza Redevelopment Project Tax A llocation
Bonds, Series 2003 B 3.25-5.45' 2022 4,530 4,410
Horton Plaza Redevelopment Project Tax A llocation
Bonds, Series 2003 C 3.49-7.74' 2022 8,000 6,875
North Park Redevelopment Project Tax Allocation Bonds,
Series 2003 A 1.5-6.125" 2028 7,145 6,240
North Park Redevelopment Project Tax Allocation Bonds,
Series 2003 B 4.75-5.0' 2034 5,360 5,360
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2004 A 3.5-5.25' 2030 101,180 95,575
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2004 B 2.26-4.58' 2011 9,855 4,830
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2004 C 2.26-6.18" 2030 27,785 25,790
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2004 D 2.26-6.28' 2030 8,905 8,275
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2006 A 4.25-5.25" 2033 76,225 75,725
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2006 B 5.66-6.2' 2032 33,760 33,520
Centre City Redevelopment Project Tax Allocation Bonds,
Series 2008 A 5.604-6.3' 2021 69,000 69,000
Total Tax Allocation Bonds 623,726 548,643
Total Bonds Payable 656,346 577,033
Contracts Payable:
Contract Payable to SDSU Foundation
dated December 1991 Variable* - 1,598 1,598
A mendment to Contract Payable to SDSU Foundation
dated January 1995 Variable® - 117 117
Contract Payable to Western Pacific Housing, Inc
dated April 2004 5.00 - 900 900
Total Contracts Payable 2,615 2,615
Notes Payable:
Price Charities,
dated April 2001 5.0 2032 5,115 3,382
Price Charities,
dated May 2005 8.0 2025 2,100 2,100
A mendment to Note Payable to Price Charities,
dated February 2006 8.0 2025 180 180
City of San Diego
dated April 2002 8.0 - 8,300 8,300
Total Notes Payable 19,003 13,962
Pooled Financing Authority Loans Payable:
Central Imperial Redevelopment Project
Loan Payable dated June, 2007 4-6.65 2038 14,865 14,695
Mount Hope Redevelopment Project
Loan Payable dated June, 2007 5.95-6.37 2021 3,110 2,935
Southcrest Redevelopment Project
Loan Payable dated June, 2007 4-6.65 2033 17,010 16,485
Total Pooled Financing Authority Loans Payable 34,985 34,115
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Fiscal Year Balance
Interest Maturity Original Outstanding
Type of Obligation Rates Date Amount June 30, 2008
Loans Payable:
International Gateway Associates, LLC
dated October 2001 10.0 2032 1,876 1,806
PCCP/Las America, LLC,
dated A ugust2005 10.0 2036 1,247 1,231
Centerpoint, LLC,
dated April 2006 7.0 2021 5,245 5,245
Line of Credit from Bank of A merica’
dated October 2006 4.25-6.57 2009 8,530 8,530
Line of Credit from San Diego National Bank®
dated July 2007 3.57-6.42 2011 16,063 16,063
City of San Diego
dated various dates Variable - 118,984 118,984
Total Loans Payable 151,945 151,859
Accrued Interest Payable:
City Note® - 5,047
City Loans® - 140,247
Total Accrued Interest Payable 145,294
Total Governmental Activities $ 864,893 $ 924,878

" Interest rates are fixed, and reflect the range of rates for various maturities from date of issuance to maturity.

2 The City Heights Tax AllocationBonds, Series 1999 B, are capital appreciation bonds, which mature from fiscal year
2011 through 2029. The balance outstanding at June 30, 2008 does not include accreted interest of $6,942.

3 The Centre City Tax AllocationBonds, Series 2001 A, partially include capital appreciation bonds, which mature from
fiscal year 2015 through 2027. The balance outstanding at June 30, 2008 does not include accreted interest of $5,895.

4 San Diego State University Foundation executed an A greementfor Processing a Redevelopment Plan and Land Use
Entitlements with the Redevelopment A gency of the City of San Diego which allows for reimbursement of expenses
incurred by the Foundation, in assisting in the preparation and processing of the Redevelopment Plan and Land Use
Entitlements in the College Area.The agreement is a variable rate obligation of the A gency. The unpaid principal bears
interest at the prime rate and is fixed on a quarterly basis, using the prime rate established on the first banking day of
each calendar quarter. Interest calculations are payable on the quarterly weighted average of the principal balance and
are made at the end of the quarter based upon the rate fixed for that quarter. The interest rate is not to exceed 12
percent per annum on funds advanced to the A gency. The effective interest rate as of June 30, 2008 is 5.25 percent
(also see page 69, Note 10 - Subsequent Events).

% Loans Payable includes a line of credit executed by the Redevelopment A gency of the City of San Diego with Bank of
America, N.A.on October 31, 2006. The line of credit is to be used to refinance the North Park Theatre, to pay sums of
settlement of eminent domain actions relating to the North Park Redevelopment Area and for other redevelopment
activities in the North Park Redevelopment Area. The tax-exempt portion of the line of credit has an effective interest
rate of 3.80 percent and the taxable portion has an effective interest rate of 5.85 percent as of June 30, 2008 and the
effective interest rate will reset on October 31, annually.

%Loans Payable also includes six separate non-revolving secured three-year term lines of credit executed by RDA with
San Diego National Bank dated July 26, 2007. Four lines of credit are for affordable housing in North Park, City
Heights, North Bay and Naval Training Center (NTC) Redevelopment Project Areas. Two lines of credit are for non-
housing or general purposes for City Heights and NTC Redevelopment Project Areas.

" The City of San Diego has loaned funds to the Redevelopment A gency to carry out and implement redevelopment
activities which are expected to generate future tax increment revenues. The basis for computation of interest on these
loans is based on the Prime Rate as printed in the Wall Street Journal on the first Monday following January 1 of the
calendar year in which the fiscal year begins plus 2 percent on the outstanding principal loan balance only. The Prime
Rate on January 1, 2007 was 8.25 percent.

59



Redevelopment A gency of the City of San Diego Annual Financial Report

8 Interest on City Loans and Notes is not compounded.

b.  Amortization Requirements

The debt service for tax allocation bonds are paid from tax increment from the project area and the
bonds are secured from the tax increment of the project area. The debt service for revenue bonds
are secured and paid first from the revenue generated by certain public parking facilities operated by
the City pursuant to a Parking Structure Operating A greement between the City and the Agency. In
the event that the operating revenues are insufficient to pay the debt service, parking meter revenue
and tax increment have been pledged as additional security for the bonds.

The annual requirements to amortize the Agency’s long-term debt outstanding as of June 30, 2008,
including interest payments to maturity, are as follows:

Year Revenue Tax A llocation Pooled Financing Authority
Ending Bonds Bonds Loans
June 30, Unaccreted
2008 Principal Interest Principal Appreciation Interest Principal Interest
2009 $ 960 $ 1505 $ 14,096 $ 2,081 $ 26339 $ 655 $ 1,917
2010 995 1,463 19,054 2,163 26,620 680 1,883
2011 1,040 1,418 18,868 2,243 25,727 770 1,846
2012 1,085 1,369 19,744 2,317 24,749 825 1,805
2013 1,135 1,315 22,943 2,388 23,612 860 1,762
2014 - 2018 6,625 5,609 137,767 12,144 97,828 5,005 8,089
2019 - 2023 8,650 3,508 141,311 9,837 59,644 5,745 6,576
2024 - 2028 7,900 831 89,741 3,474 28,220 6,495 4,864
2029 - 2033 - - 83,464 20 7,029 8,650 2,644
2034 - 2038 - - 1,655 - 44 4,430 684
Total 28,390 17,018 548,643 36,667 319,812 34,115 32,070 _
Add:
Accreted appreciation
through June 30, 2008 12,837
Total $ 28,390 $ 17,018 $ 561,480 $ 36,667 $ 319,812 $ 34,115 $ 32,070
Year
Ending
June 30, Contracts Payable Notes Payable Loans Payable
2008 Principal Interest Principal Interest Principal Interest
2009 $ - 8 -8 - 8 -3 8,558 §$ 1,420
2010 - - - - 30 1,300
201 - - - - 16,096 305
2012 - - - - 37 295
2013 - - - - 40 291
2014 - 2018 - - - - 271 1,386
2019 - 2023 - - - - 436 1,220
2024 - 2028 - - - - 702 954
2029 - 2033 - - - - 1,131 525
2034 - 2038 - - - - 329 68
Unscheduled* 2,615 1,868 13,962 7,547 124,229 140,247
Total $ 2615 § 1,868 $ 13,962 $ 7547 % 151,859 $ 148,011

*The contract payable to San Diego State University Foundation in the amount of $1,715, contract payable to
Western Pacific Housing, Inc. in the amount of $900, notes payable to the Price Charities in the amount of
$5,662, note payable to the City in the amount of $8,300, loan payable to Centerpoint, LLC in the amount of
$5,245, loans payable to the City in the amount of $118,984 and accrued interest associated with Contracts,
Loans and Notes of $149,662 do not have annual repayment schedules. Annual payments to Western Pacific
Housing, Inc. and Price Charities debt are based on available tax increment. Annual payments to Centrepoint,
LLC debt are based upon future receipts of unallocated tax increment or other available sources. Principal and
accrued interest payable on City Loans are payable when practicable.
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c. Changes in Long-Term Liabilities

The following is a summary of changes in governmental activities long-term liabilities for the year
ended June 30, 2008. The effect of bond accretion, bond premiums, discounts, and deferred amounts
on bond refunds are amortized as adjustments to long-term liabilities.

Balance, Balance, Due Within
July 1, 2007 A dditions Reductions June 30, 2008 One Year
Revenue Bonds $ 29310 $ - $ (920) $ 28,390 $ 960
Less deferred amounts:
For Issuance Discounts (100) - 7 (93) -
Net Revenue Bonds 29,210 - (913) 28,297 960
Tax A llocationBonds 502,804 69,000 (23,161) 548,643 14,096
Accretion 11,015 1,996 (174) 12,837 -
Net with Accretion 513,819 70,996 (23,335) 561,480 14,096
Less/Plus deferred amounts:
For Issuance Premiums/Discounts 6,527 (176) (253) 6,098
On Refunding (899) (531) 327 (1,103) -
Net Tax A llocationBonds 519,447 70,289 (23,261) 566,475 14,096
Pooled Financing Authority Loans - 34,985 (870) 34,115 655
Less/Plus deferred amounts:
For Issuance Premiums/Discounts - 389 (14) 375 -
Net Pooled Financing Authority Loans - 35,374 (884) 34,490 655
Contracts Payable 2,615 - 2,615 -
Notes Payable 16,855 - (2,893) 13,962 -
Loans Payable 136,254 17,186 (1,581) 151,859 8,558
Interest Accrued on City Note and Loans 134,832 12,895 (2,433) 145,294
Total $ 839,213  § 135,744 $ (31,965) $ 942,992 §$ 24,269

In the current fiscal year, the Agency issued tax allocation bonds totaling $69,000 for low and
moderate income housing activities in the Centre City Project Area.In addition, the Agency received
loan proceeds from a City pooled financing authority bond issuance totaling $34,985. Approximately
$9,576 of these proceeds were used to refund bonds issued in prior years. The balance will be used
for affordable housing and redevelopment activities in the Central Imperial, Mount Hope and
Southcrest project areas. The Agency received $17,186 in loan proceeds in the current fiscal year,
$1,123 from the City and $16,063 from various lines of credit for activities in the City Heights, Naval
Training Center, North Bay and North Park project areas. In addition, accrued interest on outstanding
City loans and notes increased by $11,906 and $989, respectively. These increases were offset by
interest payments of $2,433.

d. Defeasance and Redemption of Debt

The Public Facilities Financing Authority (PFFA)issued Pooled Financing Bonds, Series 2007 A in
the amount of $17,230 and Series B in the amount of $17,755. The bond proceeds were used to
make loans to the Agency for the purpose of refunding outstanding Southcrest 1995, Mount Hope
1995 B, Southcrest 2000, and Central Imperial 2000 Bonds. The current refunding of the Southcrest
1995 bonds resulted in a total economic gain of approximately $186 and a cash flow savings of
approximately $235. The current refunding of the Mount Hope 1995 B bonds resulted in a total
economic gain of approximately $262 and a cash flow savings of approximately $381. These
refunded bonds were fully redeemed at a call date prior to the end of the fiscal year, and accordingly,
there was no balance outstanding as of June 30, 2008. The Southcrest 2000 and Central Imperial
2000 bonds were advance refunded and resulted in an economic gain of approximately $95 and cash
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flow savings of approximately $143, and an economic gain of approximately $242, and a cash flow
savings of approximately $400, respectively. The balance of these defeased bonds are listed below.

Asof June 30, 2008, principal amounts payable from escrow funds established for defeased bonds
are as follows:

Defeased Bonds A mount

Central Imperial Redevelopment Project Tax

Allocation Bonds, Series 2000 $ 3,040
Southcrest Redevelopment Project Tax

Allocation Bonds, Series 2000 1,570
Total Defeased Bonds Outstanding $ 4,610

Long-Term Pledged Liabilities

In September 2006, GA SB issued Statement No. 48, Sales and Pledges of Receivables and Future
Revenues and Intra-Entity Transfers of Assets and Future Revenues. Governments sometimes
exchange an interest in their expected cash flows from collecting specific receivables or specific
future revenues for immediate cash payments-generally, a single lump sum. The financial reporting
addressed by this Statement is whether that transaction should be regarded as a sale or as a
collateralized borrowing resulting in a liability. This Statement establishes criteria that governments
will use to ascertain whether the proceeds received should be reported as revenue or as a liability.
This Statement also includes guidance to be used for recognizing other assets and liabilities arising
from a sale of specific receivables or future revenues, including residual interests and recourse
provisions. The disclosures pertaining to future revenues that have been pledged or sold are
intended to provide financial statement users with information about which revenues will be
unavailable for other purposes and how long they will continue to be so.
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Governmental long-term pledged liabilities as of June 30, 2008 are comprised of the following:

Fiscal
Year Pledged Debt Pledged
Maturity Revenue to Principal Revenue

Type of Pledged Revenue Date Maturity & Interest Paid Received
Pledged Net Operating Revenue (Parking):
Centre City Parking Revenue Bonds, Series 1999 A 2026 $ 17,022 $ 955 $ 966
Centre City Parking Revenue Bonds, Series 2003 B 2027 28,387 1,508 1,450
Total Pledged Net Operating Revenue (Parking) 45,409 2,463 2,416
Pledged Tax Increment Revenue:
Bonds
Gateway Center West Redevelopment

Project Tax Allocation Bonds, Series 1995 2014 $ 877 $ 148 $ 180
Mount Hope Redevelopment Project Tax

Allocation Bonds, Series 1995 A 2020 1,108 93 90
Horton Plaza Redevelopment Project Tax

Allocation Refunding Bonds, Series 1996 A 2016 8,894 1,120 1,091
Centre City Redevelopment Tax A llocation

Bonds, Series 1999 A 2019 34,263 1,273 1,214
Centre City Redevelopment Tax A llocation

Bonds, Series 1999 B 2014 13,864 710 676
Centre City Redevelopment Tax A llocation

Bonds, Series 1999 C 2025 17,973 799 768
City Heights Redevelopment Tax A llocation

Bonds, Series 1999 A 2029 8,928 427 420
City Heights Redevelopment Tax A llocation

Bonds, Series 1999 B 2029 31,702 460 429
Centre City Redevelopment Project Tax

Allocation Bonds, Series 2000 A 2025 7,660 448 405
Centre City Redevelopment Project Tax

Allocation Bonds, Series 2000 B 2025 28,834 1,455 1,394
Horton Plaza Redevelopment Project Tax

Allocation Bonds, Series 2000 2022 20,159 1,351 1,319
North Bay Redevelopment Project Tax

Allocation Bonds, Series 2000 2031 20,697 895 835
North Park Redevelopment Project Tax

Allocation Bonds, Series 2000 2031 11,156 480 448
Centre City Redevelopment Tax A llocation

Bonds, Series 2001 A 2027 111,729 2,568 2,458
Mount Hope Redevelopment Project Tax

Allocation Bonds, Series 2002 A 2027 5,508 153 153
Centre City Redevelopment Project Tax

Allocation Bonds, Series 2003 A 2029 25,078 3,973 3,713
City Heights Redevelopment Project Tax

Allocation Bonds, Series 2003 A 2034 10,687 316 316
City Heights Redevelopment Project Tax

Allocation Bonds, Series 2003 B 2014 544 89 88
North Park Redevelopment Project Tax

Allocation Bonds, Series 2003 A 2028 10,522 544 524
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Fiscal
Year Pledged Debt Pledged
Maturity Revenue to Principal Revenue
Type of Pledged Revenue Date Maturity & Interest Paid Received
North Park Redevelopment Project Tax
Allocation Bonds, Series 2003 B 2034 $ 11,448 $ 259 $ 240
Horton Plaza Redevelopment Project Tax
Allocation Bonds, Series 2003 A 2022 9,797 310 271
Horton Plaza Redevelopment Project Tax
Allocation Bonds, Series 2003 B 2022 6,463 341 287
Horton Plaza Redevelopment Project Tax
Allocation Bonds, Series 2003 C 2022 11,050 802 700
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2004 A 2030 152,941 6,855 6,245
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2004 B 2011 5,120 1,972 1,879
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2004 C 2030 44 121 2,233 2,246
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2004 D 2030 14,294 722 726
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2006 A 2033 129,832 4,181 4,712
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2006 B 2032 64,034 2,266 2,855
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2008 A 2021 98,677 - -
Pooled Financing Authority Loans
Central Imperial Redevelopment Project
Loan Payable dated June, 2007 2038 30,945 772 772
Mount Hope Redevelopment Project
Loan Payable dated June, 2007 2021 4,224 305 305
Southcrest Redevelopment Project
Loan Payable dated June, 2007 2033 31,016 1,194 1,194
Contracts
Contract Payable to SDSU Foundation,
dated December1991 - 3,035 356 356
Amendment to Contract Payable to SDSU Foundation,
dated January1995 - 222 26 26
Contract Payable to Western Pacific Housing, Inc.,
dated April 2004 1,226 - -
Notes
Note Payable to Price Charities,
dated April 2001 2032 5,882 927 927
Note Payable to Price Charities,
dated May 2005 2025 2,100 - -
Amendment to Note Payable to Price Charities,
dated February 2006 2025 180 - -
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Fiscal
Year Pledged Debt Pledged
Maturity Revenue to Principal Revenue
Type of Pledged Revenue Date Maturity & Interest Paid Received
Loans
International Gateway Associates, LLC,
dated October 2001 2032 4,975 199 199
PCCP/SB Las America, LLC,
dated August 2005 2036 3,703 132 132
Centerpoint, LLC,
dated April 2006 2021 5,246 - -
Bank of America, N.A . Line of Credit,
dated October 2006 2009 8,648 381 381
San Diego National Bank, Line of Credit, dated July 2007
City Heights Housing Area 201 1,489 64 64
San Diego National Bank, Line of Credit, dated July 2007
City Heights Non-Housing Area 2011 2,428 196 196
San Diego National Bank, Line of Credit, dated July 2007
Naval Training Center Housing Area 2011 61 30 30
San Diego National Bank, Line of Credit, dated July 2007
Naval Training Center Non-Housing Area 2011 7,587 344 344
San Diego National Bank, Line of Credit, dated July 2007
North Bay Housing Area 2011 2,499 67 67
San Diego National Bank, Line of Credit, dated July 2007
North Park Non-Housing Area 2011 4,011 68 68
Naval Training Center Civic, Arts,
and Cultural Center (Section 108)’ 2025 8,571 510 510
Total Pledged Tax Increment Revenue 1,046,008 42,814 42,253
Total Pledged Revenue $ 1,091,417 $ 45,277 $ 44,669
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6. INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS (In Thousands)

Interfund transfers result from the transfer of assets without the expectation of repayment. In the case of
the Agency, transfers are most commonly used to move revenues from the fund in which they are collected
to the fund in which they are expended. Interfund transfers for year ended June 30, 2008 are as follows:

Benefiting Fund (Transferin)

Special Revenue Other Total
Centre City Centre City Centre City Governmental Governmental

Contributing Fund (Transfer Out) Low/Mod Debt Service Capital Projects Funds Funds
Centre City Special Revenue Low-Mod $ - $ 5,827 $ - $ - $ 5,827
Centre City Debt Service 133 - 9,236 13,819 23,188
Other Governmental Funds - 122,975 - 63,135 186,110
Total Governmental Funds $ 133 $ 128,802 $ 9,236 $ 76,954 $ 215,125

7. FUND DEFICIT (In Thousands)

The following table identifies funds with a net deficit as of June 30, 2008:

Fund Net Deficit

College Community Capital Projects $ (369)
College Grove Capital Projects (75)
Grantville Capital Projects (108)

All of the deficits can be attributed to timing of inflows of financial resources. Most expenditures in Capital
Projects Funds are reimbursed from Special Revenue Funds through transfers at the time cash is
disbursed. In the case of these funds, expenditures related to City services have been accrued in the
Capital Projects Funds and will be reimbursed at the time of payment the following year.
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8. RELATED PARTY TRANSACTIONS (In Thousands)

During the year ended June 30, 2008 the Agency received loans from the City totaling $1,123 to fund
redevelopment activity in the following project areas:

Project Area A mount

Barrio Logan $ 675

Naval Training Center 448
S 1123

In addition, during the year ended June 30, 2008 the A gency received contributions from the City totaling
$14,290. All of the contributions received were for activities in the Centre City Project Area. Of the total,
approximately $8,660 was associated with reimbursements of costs by the City, from Development Impact
Fees, for eligible park and fire projects in the project area. In addition, approximately $5,479 was
associated with transfers of parking revenue to the Agency for debt service payments related to parking
revenue bonds and for other downtown parking projects.

During the year ended June 30, 2008, the Agency’s participation in various City Capital Improvement
Projects totaled $3,019. In addition, the Agency contributed approximately $1,185 for debt service
associated with a section 108 loans incurred by the City on behalf of the Agency.

The redevelopment project areas are overseen by the Redevelopment Division of the City’s City P lanning
and Community Investment Department and two independent corporations, Centre City Development
Corporation (“CCDC”) and Southeastern Economic Development Corporation, (“SEDC”) and the
Redevelopment Division. These activities are carried out pursuant to operating agreements with both the
City and the Agency under which the City and the Agency agree to reimburse CCDC, SEDC and the
Redevelopment Division for all eligible costs incurred in connection with such activities.

Pursuant to these operating agreements, the Agency provides a working capital advance to CCDC and
SEDC to be deposited in an account with a commercial bank designated by each corporation as its
depository. The corporations then draw funds to pay for eligible expenses incurred in connection with
services rendered. Atthe end of each calendar month, the corporations submit to the A gency a voucher for
the total of eligible expenses paid out of the account during the previous calendar month. Upon approval by
the City, the corporations are reimbursed for these expenses. Similarly, costs for services incurred under
the operating agreement with the Redevelopment Division of the City are initially recorded in the
Redevelopment Division Administrative Fund and reimbursed by the Agency on a periodic basis upon
receipt of a statement of expenses.

The following table reflects the reimbursements made during the current fiscal year:

A mount
Centre City Development Corporation $ 7,675
Southeastern Economic Development Corporation 2,074
City Redevelopment Division 3,192
Total S 12941
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9. CONTINGENCIES (In Thousands)

FEDERAL ANDSTATEGRANTS

The City recognizes as revenue grant monies received as reimbursement for costs incurred in certain
Federal and State programs it administers. Although the City's Federal grant programs are audited in
accordance with the requirements of the Federal Single Audit Act of 1984, the Single Audit Act
Amendments of 1996 and the related U.S.Office of Management and Budget Circular A-133, these
programs may be subject to financial and compliance audits by the reimbursing agencies. The amount, if
any, of expenditures which may be disallowed by the granting agencies cannot be determined at this time.
The Single Audit for fiscal year 2007 was completed by Macias Gini & O’Connell LLP and is currently in the
process of being received and filed by the City Council. The Single A udit for fiscal year 2008 is in process.

The Office of the Inspector General (OIG) audited the City’s Community Development Block Grant (CDBG)
program, specifically CDBG loans to the Agency,and on December 30, 2008, OIG issued its audit report to
HUD, Office of Community Planning and Development (OPD). In addition to other findings, OIG
determined that the City failed to execute loan agreements and repayment schedules for the CDBG loans
issued to RDA that include a principal balance of $63,073 and an accumulated interest of approximately
$76,129 totaling $139,202 in loans outstanding. The OIG audit report recommended that HUD require the
City to execute written interagency agreements and loan agreements with the Agency for these
outstanding loan amounts. The City is currently in discussions with HUD on the audit findings and any
actions HUD may require of the City, including the possible repayment by the City of certain CDBG funds.
Depending on the outcome of the City’s negotiations with HUD, repayment of the loans by the Agency
could impact the Agency’s liquidity. The impact on liquidity could vary widely by project area whereby some
project areas could experience little to no impact, other project areas could experience moderate impact,
and other project areas could experience extensive impact to the point of potentially affecting the project
areas’ fundamental capacity to operate. These loans are reported as a component of loans payable and
accrued interest payable to the City in the long-term liabilities footnote of this report with an “unscheduled”
maturity date (see note 5).

CONTINUING DISCLOSURE OBLIGATIONS

The Agency, in connection with all bond offerings since the effective date (July 1995) of the continuing
disclosure requirements of SEC Rule 15¢2-12, has contractually obligated itself to provide annual financial
information, including audited financial statements, within certain specified time periods (generally nine
months) after the end of each fiscal year. The Agency has not been able to satisfy all contractual
obligations to provide to the national repositories audited financial statements, or financial information and
operating data, for fiscal years 2003 through 2008, on a timely basis. For each respective bond issuance,
the Agency, as required by its continuing disclosure contractual obligations, provided to the national
repositories a notice of the failure to file the audited annual financial statements information. In certain
cases notices of failure to file were filed significantly after such filings were due.

LITIGATIONAND REGULATORY ACTIONS

The Agencyis a defendant in lawsuits pertaining to material matters, including claims asserted which are
incidental to performing routine governmental and other functions. This litigation includes but is not limited
to: actions commenced and claims asserted against the Agency arising out of alleged torts; alleged
breaches of contracts; alleged violations of law; and condemnation proceedings.

Estimates of the liabilities for unsettled claims are reported in the Government-Wide Statement of Net
Assets. The liability is estimated by categorizing the various claims and supplemented by information
provided by the City Attorney, as well as outside counsel, with respect to certain large individual claims and
proceedings. The recorded liability is the Agency’s best estimate based on available information. In the
current fiscal year there were no liabilities reported in the Government-Wide Statement of Net A ssets.
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Significant individual lawsuits are described below.

McColl v. Redevelopment A gency of the City of San Diego

This was an eminent domain action where the Agency acquired property within the City Heights
Redevelopment Project Areaoccupied by a Jack in the Box restaurant owned by Ms. McColl. Settlement
has been reach with the McColls regarding the cost of the property. Other claims by Jack in the Box were
not included in this settlement, including claims for loss of goodwill, relocation benefits and the cost of
fixtures and equipment. Jack in the Box and the A gency have reach agreement on a new location but the
goodwill, relocation benefits and cost of fixtures and equipment remain. In the event of an adverse ruling
the liability of the A gencyis estimated to be in the range of $0 to $3,000.

10. SUBSEQUENT EVENTS (In Thousands)

On July 23, 2008, the Southeastern Economic Development Corporation (SEDC) Board unanimously
decided to invoke the 90-day notice clause in the SEDC President’s employment contract. This action
effectively terminated her contract as the President of SEDC. The Board also approved a contractual
payment of $100 (severance payment) at the same time. In September, an audit report was publicly
released that documented suspected incidences of fraudulent activity related to, among other things,
executive compensation. On February 25, 2009, the SEDC Board rescinded the July 23rd decision on
severance pay.

On July 24, 2008, the President of the Centre City Development Corporation (CCDC) resigned. During the
months preceding and also subsequent to the resignation, allegations of misconduct stemming from
potential violations of City and State of California conflict of interest laws became public. CCDC has since
suspended activity on the projects associated with the alleged conflict of interest violations. Depending on
the extent to which the counterparty was aware of conflicts of interest, CCDC could potentially be subject
to litigation arising from construction delays or project cancellations. The full nature and extent of the
misconduct along with the extent of any possible liability to the City or CCDC is currently unknown. On
January 21, 2009, the United States District Court issued a subpoena to CCDC requesting any and all
records relating to the President’s employment with CCDC and projects she was involved with.
Additionally, on April20, 2009 a developer filed a claim against CCDC, the Agency, and the City in the
amount of $2 million relating to the cancellation of a project.

On August 25, 2008, the Agency entered into a settlement agreement with the County of San Diego (the
“County”) and Atomic Investments, Inc. related to a San Diego Superior Court Case seeking to invalidate
the Redevelopment Plan for the Grantville Redevelopment Project Area. The settlement agreement
provides that the Agency, through CCDC, will pay $31,360 to the County in thirty-nine (39) annual
payments commencing in fiscal year 2011-2012 to fund a portion of the cost of the construction of the
North Embarcadero Project Improvements. The settlement agreement also provides that the Agency will
use land disposition proceeds and tax increment funds of the Grantville Redevelopment Project Areato
pay $31,360 to the City in thirty-nine (39) annual payments commencing in fiscal year 2011-2012 to fund
certain Transit Line Improvements in downtown San Diego. Finally, the settlement agreement provides that
the Agency will pay $7,840 to the County to fund a portion of certain Joint Projects that benefit the
Grantville Redevelopment Project Area and the County commencing in fiscal year 2011-2012.

On September 5, 2008, San Diego State University Foundation (Foundation) filed suit against the Agency
alleging that they were in breach of contract because they did not sell certain properties to the Foundation.
In the event of an adverse ruling, the liability facing the Agency is estimated to be in the range of $0 -
$5,000.

On September 22, 2008 the State passed its fiscal year 2008-2009 budget. This budget included a one-
year, one-time ERAF shift of $350,000 from all California redevelopment agencies. ERAF is the
Educational Revenue Anticipation Fund which is used by the County to accumulate property tax amounts
shifted from local governments back to the State. These funds will not be repaid. The negative impact to
the City of San Diego Redevelopment Agency is projected to be $11,457. On May 7, 2009, a Judgment
was issued in the pending litigation action filed in the Superior Court of California for Sacramento County
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titled “California Redevelopment Association et al v. Genest et al, Case No. 34-2008-00028334-CU-WM-
GDS, whereby the Court states that California Health and Safety Code Sections 33685 through 33689,
which imposes the ERAF payment, are invalid and unenforceable, and further enjoins the defendants,
including the County auditors, from taking any actions to carry out or enforce the payment requirements
set forth in Sections 33685 through 33689. In light of the Judgment, it is anticipated that the State will
appeal the Judgment and/or attempt to revise the Cal. Health and Safety Code to remedy the
unconstitutional nature of the statutes.

On November 1, 2008 the Redevelopment Agency (RDA)amended the Credit agreement with Bank of
America,N.A. to reduce the available Line of Credit from $10,000 to $8,530, which is comprised of a tax-
exempt commitment of $7,534 and a taxable commitment of $996. The amendment also extended the
expiration date of the borrowing from November 1, 2008 to July 31, 2009 and no prepayments of the Line
of Credit are permitted.

The City engaged an audit firmin December 2008 to complete a performance audit of CCDC; this audit is
expected to be completed in June, 2009. The audit will include a review of the efficiency and effectiveness
of CCDC’s operations, whether the goals and objectives of the organization are being met as well as
assessing other core competencies.
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CENTRE CITY LOW AND MODERATE INCOME HOUSING
SPECIAL REVENUE FUND
BUDGETARY COMPARISON SCHEDULE
(BUDGETARY BASIS)
Year Ended June 30, 2008
(In Thousands)

Variance
with Final
Prior Year Current Year Final Actual Budget Positive
Budget Budget Budget Amounts (Negative)
REVENUES
Tax Increments $ - $ 18,771 $ 18,771 $ 23,394 $ 4,623
Bond Proceeds - 53,202 53,202 60,339 7,137
Interest/Rent/Other.... - 2,214 2,214 4,316 2,102
Developer Proceeds - - - 76 76
City Participation - - - 151 151
Other REVENUE..........oooiiiiiiiee e - - - 3,828 3,828
Total Current Year Revenues - 74,187 74,187 92,104 17,917
Prior Year REVENUE..........ccoiiiiiiiiiieeieee e 49,558 4,343 53,901
TOTAL REVENUES 49,558 78,530 128,088 92,104 17,917
EXPENDITURES
Low Mod EXpenditures.........cccoocuevieiieaieeiiie e 49,558 78,530 128,088 92,824 35,264
TOTAL EXPENDITURES.......ccccovvrirnreeseesnenneeens 49,558 78,530 128,088 92,824 35,264
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES $ - $ - $ - $ (720) $ (17,347)
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Notes to Required Supplementary Information
(In Thousands)

Note A - Budgetary Data

Prior to June 1, the Executive Director submits to the Agency Board of Directors and the City
Council, a proposed budget for the fiscal year commencing July 1. This budget includes annual
budgets for many of the Debt Service funds, all Capital Projects funds, and the Low and
Moderate Income Housing Special Revenue funds.

During the proposed budgetary hearing, public comment is heard. The Agency’s budget is then
legally adopted generally during the months of May or June, through passage resolutions by the
Agency’sBoard of Directors.

Budgetary control is maintained at the total fund appropriation level. All amendments to the
adopted budget require Agency Board of Directors’ approval except as delegated in the Annual
Appropriation Resolution. The head of each of the administrative units, or their designee are
authorized under the Appropriation Resolution to request the City Comptroller to make budgetary
transfers within each project fund and transfer appropriations or loan available funds between
sub-projects within a project, provided that such transfers or loans do not increase or decrease
the total project budget or result in a use of funds which would be inconsistent with the permitted
use(s) of such funds.

Reported budget figures are as originally adopted or subsequently amended plus prior year
continuing appropriations. Such budget amendments during the year, including those related to
supplemental appropriations, did not cause reported budget amounts to be significantly different
than the originally adopted budget amounts.

Note B - Explanation of Differences between Revenues, Expenditures, and Other Financing
Sources (Uses) for Budgetary Funds on a Budgetary Basis and GAAP Major Special
Revenue Funds on a GAAP Basis.

The Budgetary Comparison Schedule presented in this report reflects the total appropriations
available for current fiscal year expenditures in the Centre City Low and Moderate Income
Housing fund. The categories used to report revenues, expenditures and other financing sources
and uses at the fund level financial statements on a GA APbasis conform to uniform accounting
standards established by the California State Comptroller’s Office for all redevelopment agencies
in the State. The Budgetary Comparison Schedule reflects total expenditures for the fund and
does not reflect the GA APbasis categories established by the State because budgetary control is
not maintained at this level.

The following table provides an explanation of additional adjustments made to the GAAPbasis
revenues and expenditures to reflect a budgetary basis of accounting.
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Centre City
Financial Statements Major Funds Low/Mod
Revenues
Actual amounts (budgetary basis) "revenues" from the
budgetary comparison SChedulES. ..........ouiuiiiii e $ 92,104
Adjustments:
Proceeds from the sale of bonds that are included in the
budgetary basis of accounting........... ... (60,339)
Principal payments on notes receivable are included in the
budgetary basis of aCCOUNtING.. ..ot (76)
Total revenues on a GAAP Basis of accounting.............cooiiiiiiiiiiiiiiiiienieea $ 31,689
Expenditures
Actual amounts (budgetary basis) "expenditures" from the
budgetary comparison schedules. ... $ 92,824
Adjustments:
Encumbrances are included in the budgetary basis of accounting.......................... (64,341)
Losses related to net realizable value of property held for resale are not
included in the budgetary basis of accounting........c.ccoooiiiiiiiiiiiiiiiiiiiiiiin., 7,545
Additions to property held for resale are included in the
budgetary basis of accounting......... ..o (5,275)
Expenditures for notes receivable are included in the
budgetary basis of acCoOUNtiNG.........coiiiii (20,442)
Total expenditures on a GAAP Basis of accounting.............ccoooiiiiiiiiiiiiiiiinnnn $ 10,311
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COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS
June 30, 2008
(In Thousands)

Other Governmental Funds Total
Non-Major
Special Revenue Debt Capital Governmental
Low/Mod Other Service Projects Funds
ASSETS
Cash or Equity in Pooled Cash and Investments.................... $ 26,476 $ 12,118 $ 45,801 $ 24,445 $ 108,840
Cash and Investments with Fiscal A gent . - - 15,971 - 15,971
Investments at Fair Value...........ccccooiiiiiiiiiiicc s 1,702 - - 7,649 9,351
Receivables:
LI D G TSP PR SRR 347 301 1,081 - 1,729
Notes and Contracts.. 27,912 - - 3,882 31,794
INEEIEST. ..o 174 74 358 149 755
Working Capital A dvances:
Centre City Development Corporation............ccccccceeeiieeennns - - - 275 275
Southeastern Economic Development Corporation. - - - 295 295
Gen Working Cap/City of San Diego...........ccccveueerieeernenns - - - 623 623
Land Held for Resale.............oooooveiiiiiiiiiieeeeeeeeeeee 1,804 - - 5,491 7,295
TOTAL ASSETS.....ccoitiiinernesessse e ssn e ssesnes $ 58,415 $ 12,493 $ 63,211 $ 42,809 $ 176,928
LIABILITIES
Accounts Payable $ 19 $ 1,104 $ - $ 2,922 $ 4,045
Trust Liability.........cooveriiiieiee e - 411 - 369 780
TOTAL LIABILITIES.......cocotiieeieieeree e 19 1,515 - 3,291 4,825
FUND BALANCES
Fund Balances:
Reserved for Land Held for Resale............cccccoooviieenne 1,804 - - 5,491 7,295
Reserved for Notes Receivable...............cccceecvvvveeeeeeeeeennn. 27,912 - - 3,882 31,794
Reserved for Encumbrances................ 14,981 - 1,293 19,763 36,037
Reserved for Working Capital Advances.......... - - - 1,193 1,193
Reserved for Low and Moderate Income Housing. 13,699 - - - 13,699
Reserved for Debt Service.........cccccoveeiieieieieiiiieeeeeee - - 15,997 - 15,997
Unreserved:
Reported in Special Revenue Funds:
Designated for Unrealized Gain..................... - 64 - - 64
Designated for Subsequent Years' Expenditures. - 9,072 - - 9,072
Undesignated...........coceiiiiiiiiieiiee e - 1,842 - - 1,842
Reported in Debt Service Funds:
Designated for Unrealized Gain. - - 9 - 9
Designated for Debt Service...............cccceuent - - 44,905 - 44,905
Designated for Subsequent Years' Expenditures. - - 972 - 972
Undesignated...........coceiiiiiiiiiiiiiee e - - 35 - 35
Reported in Capital Projects Funds:
Designated for Unrealized Gain.............ccccooeeviieiennnnenn. - - - 124 124
Designated for Subsequent Years' Expenditures. - - - 17,366 17,366
Undesignated..........ccooeiiiiiiii e - - - (8,301) (8,301)
TOTAL FUND BALANCES.........cccoorererereeeneeneens 58,396 10,978 63,211 39,518 172,103
TOTAL LIABILITIES AND FUND BALANCES.......... $ 58,415 $ 12,493 $ 63,211 $ 42,809 $ 176,928
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
NON-MAJOR GOVERNMENTAL FUNDS
Year Ended June 30, 2008
(In Thousands)

Other Governmental Funds Total
Non-Major
Special Revenue Debt Capital Governmental
Low/Mod Other Service Projects Funds
REVENUES
TaX INCrEMENES. ...t $ 12,078 $ 10,603 $ 37,701 $ - $ 60,382
1,370 601 2,995 1,724 6,690
- - - 304 304
- - - 2,376 2,376
City Participation............ccoiiiiiiiie e - 2,416 - - 2,416
Other REVENUE........coiiiiiiiiie et 5 - - 614 619
TOTALREVENUES.........cooo e $ 13,453 $ 13,620 $ 40,696 $ 5,018 $ 72,787
EXPENDITURES
Administration............eeveeeiiiiiic e 468 25 350 6,891 7,734
Legal....ccoovennne 59 - - 839 898
Plans and Surveys... 112 - - 903 1,015
Acquisition Expense............... - - - 149 149
Real Estate/Fixture Purchases.. - - - 247 247
Property Management............ 14 - - 650 664
Relocation...... - - - 87 87
Rehabilitation........... 367 - - 6,750 7117
Project Improvements..... 34 - - 7,899 7,933
Promotions and Marketing. - - - 3 3
Bond Sale Expense..... 4 - 1,055 13 1,072
Program Management.. 6 - - 619 625
Rehabilitation Loans..... 213 - - - 213
Housing Subsidies...... 516 - - - 516
Tax Sharing Payments - 23,625 107 - 23,732
City Projects........... 202 - 4 4,266 4,472
(O (3 1= PR PPPUSPPRPRROONY - - - 6 6
Debt Service:
Principal.. - - 8,186 - 8,186
Interest......cccovvveeeeeieiinenn. - - 10,237 - 10,237
AdvanceRefunding ESCrow...........ccccooviiiiiiiiciiicic e, - - 1,100 - 1,100
TOTALEXPENDITURES.......cccoiiiiieiieeeee e 1,995 23,650 21,039 29,322 76,006
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES......ccuiiiiiiiiiiiieiee e 11,458 (10,030) 19,657 (24,304) (3,219)
OTHER FINANCING SOURCES (USES)
Transfers from Tax Increments.............coooiiiiiiiiiiiiienn. 59 14,200 36,831 18,292 69,382
Transfers from Other Funds - - 6,109 288 6,397
Transfers from Bond Proceeds...........ccooooveiiiviiieieieeeeeeeeee 50 - 1,125 - 1,175
Transfers to Other Funds..........coooiiiiiiiiiie e (3,126) (160,078) (18,747) (4,159) (186,110)
Transfers to Escrow Agent..................... - - (9,576) - (9,576)
Proceeds from Developer Loans and Notes.. 11,521 - 13,619 25,908 51,048
Loans from the City of San Diego..........cccerieraieiiiieiieee. - - - 1,123 1,123
Premium on Bonds ISSUEd...........ccoiiiiiiiiiiiieieeieecee e 78 - - 311 389
TOTAL OTHER FINANCING SOURCES (USES).......... 8,582 (145,878) 29,361 41,763 (66,172)
NET CHANGE IN FUND BALANCES...........cccceeuuennen 20,040 (155,908) 49,018 17,459 (69,391)
FUND BALANCES AT JUNE 30, 2007........ocuieeiieiiiaiieineneans 38,356 166,886 14,193 22,059 241,494
FUND BALANCES AT JUNE 30, 2008............cccoeeeeeeeneennen, $ 58,396 $ 10,978 $ 63,211 $ 39,518 $ 172,103
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COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS - SPECIAL REVENUE FUNDS
June 30, 2008
(In Th ousands)

Barrio Logan Central Imperial
Low-Mod Other Low-Mod Other
ASSETS
Cash or Equity in Pooled Cash and Investments.... $ 240 $ 71 $ 1,160 $ -
Investments at Fair Value - - 937 -
Receivables:
5 2 13 -
Notes and Contracts.... - - - -
Interest 1 1 9 -
Land Held for Resale... - - 695 -
TOTAL ASSETS $ 246 $ 74 $ 2,814 $ -
LIABILITIES
Accounts Payable.. $ - $ - $ 2 $ -
Trust Liability - - - -
TOTAL LIABILITIES - - 2 -
FUND BALANCES
Fund Balances:
Reserved for Land Held for Resale.... - - 695 -
Reserved for Notes Receivable - - - -
Reserved for Encumbrances - - 31 -
Reserved for Low and Moderate Income Housing.... 246 - 2,086 -
Unreserved:
Reported in Special Revenue Funds:
Designated for Unrealized Gain - - - -
Designated for Subsequent Years' Expenditures. - 22 - -
UNAeSIGNated.......coueeiieiie e - 52 - -
TOTAL FUND BALANCES.......cccuiiiiiiiiriiri e naa e 246 74 2,812 -
TOTAL LIABILITIES AND FUND BALANCES..............cceuunt $ 246 $ 74 $ 2,814 $ -
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Centre City City Heights College Community College Grove
Other Low-Mod Other Low-Mod Other Low-Mod Other
$ 1,227 2,527 $ 4,730 691 $ 142 402 $ 172
- 80 130 7 4 4 3
- 5,638 - - - - -
4 16 31 4 1 3 1
$ 1,231 8,261 $ 4,891 702 $ 147 409 $ 176
$ 760 - $ - - $ - - $ -
411 - - - - - -
1,171 - - - - - -
- 5,638 - - - - -
- 1,020 - - - - -
- 1,603 - 702 - 409 -
3 - 28 - 1 - 1
- - 4,245 - 110 - 141
57 - 618 - 36 - 34
60 8,261 4,891 702 147 409 176
$ 1,231 8,261 $ 4,891 702 $ 147 409 $ 176
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COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS - SPECIAL REVENUE FUNDS
June 30, 2008
(In Thousands)

Crossroads

Gateway Center West

Low-Mod Other

Low-Mod Other

ASSETS

$ 1,915 $ 745

Cash or Equity in Pooled Cash and Investments....
Investments at Fair Value...
Receivables:

24 24

12 5

Notes and Contracts
Interest.................
Land Held for Resale...

17 $ -

PR
'

TOTAL ASSETS $ 1,951 $ 774

119 $ -

LIABILITIES

Accounts Payable.
Trust Liability - -

TOTAL LIABILITIES - -

FUND BALANCES

Fund Balances:
Reserved for Land Held for Resale...
Reserved for Notes Receivable - -
Reserved for Encumbrances - -
Reserved for Low and Moderate Income Housing....
Unreserved:

Reported in Special Revenue Funds:
Designated for Unrealized Gain - 4
Designated for Subsequent Years' Expenditures. - 726
Undesignated

TOTAL FUND BALANCES..........cciiiiieiriiieene e, 1,951 774

119 -

TOTAL LIABILITIES AND FUND BALANCES.............ooovviiiiiininnes $ 1,951 $ 774

119 $ -
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Horton Plaza Linda Vista Mount Hope
Low-Mod Low-Mod Other Low-Mod Other
$ 3,674 19 $ - $ 951 $ 195
46 - - 9 -
14,174 - - 150 -
24 - - 6 -
1,087 - - - -
$ 19,005 19 $ - $ 1,116 $ 195
$ 7 - $ - $ 10 $ 195
7 - - 10 195
1,087 - - - -
14,174 - - 150 -
710 - - 15 -
3,027 19 - 941 -
18,998 19 - 1,106 -
$ 19,005 19 3$ - $ 1,116 $ 195
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COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS - SPECIAL REVENUE FUNDS
June 30, 2008
(In Thousands)

Naval Training Center North Bay
Low-Mod Other Low-Mod Other
ASSETS
Cash or Equity in Pooled Cash and Investments... $ 2,080 $ 701 $ 5,021 $ 1,610
Investments at Fair Value - - - -
Receivables:
14 14 39 39
Notes and Contracts.. - - 2,255 -
Interest 14 5 35 1
Land Held for Resale.. - - - -
TOTAL ASSETS $ 2,108 $ 720 $ 7,350 $ 1,660
LIABILITIES
Accounts Payable. $ - $ - $ - $ -
Trust Liability - - - -
TOTAL LIABILITIES - - - -
FUND BALANCES
Fund Balances:
Reserved for Land Held for Resale... - - - -
Reserved for Notes Receivable - - 2,255 -
Reserved for Encumbrances 2,108 - 5,095 -
Reserved for Low and Moderate Income Housing... - - - -
Unreserved:
Reported in Special Revenue Funds:
Designated for Unrealized Gain - 4 - 9
Designated for Subsequent Years' Expenditures.... - 716 - 1,147
UNdeSIGNated........coueiiieieiie et - - - 504
TOTAL FUND BALANCES.......couuiiiiuiiiiiieie e s e e e naas 2,108 720 7,350 1,660
TOTAL LIABILITIES AND FUND BALANCES..........ccvviiiiiienannns $ 2,108 $ 720 $ 7,350 $ 1,660
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North Park San Ysidro Southcrest Total

Low-Mod Other Low-Mod Other Low-Mod Other Low-Mod Other
$ 3,721 $ 1,682 $ 2,316 $ 794 $ 1,642 $ 149 $ 26,476 $ 12,118
- - - - 765 - 1,702 -
46 46 39 39 20 - 347 301
4,895 - - - 800 - 27,912 -
22 10 16 5 1 - 174 74
- - - - 22 - 1,804 -
$ 8,684 $ 1,638 $ 2,371 $ 838 $ 3,260 $ 149 $ 58,415 $ 12,493
$ - $ - $ - $ - $ - $ 149 $ 19 $ 1,104
- - - - - - - 411
- - - - - 149 19 1,515
- - - - 22 - 1,804 -
4,895 - - - 800 - 27,912 -
3,135 - 1,970 - 897 - 14,981 -
654 - 401 - 1,541 - 13,699 -
- 9 - 5 - - - 64
- 1,242 - 723 - - - 9,072
- 387 - 110 - - - 1,842
8,684 1,638 2,371 838 3,260 - 58,396 10,978
$ 8,684 $ 1,638 $ 2,371 $ 838 $ 3,260 $ 149 $ 58,415 $ 12,493
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
NON-MAJOR GOVERNMENTAL FUNDS - SPECIAL REVENUE FUNDS
Year Ended June 30, 2008
(In Th ousands)

Barrio Logan Central Imperial
Low-Mod Other Low-Mod Other
REVENUES

Tax Increments.. $ 136 $ 68 $ 450 $ -
Interest 10 4 17 1
City Participation... . - - - -
Other Revenue . - - - -
TOTAL REVENUES. ..o 146 72 567 1

EXPENDITURES
6 - 35 -
R - 41 -
Plans and Surveys... - - 65 -

Real Estate/Fixture Purchases. .
Property Management.. . - - 6 -
Rehabilitation
Project Improvements..

Bond Sale Expense - - 2 -
Program Management. - - 2 -
Rehabilitation Loans.... - - - -
Housing Subsidies - - - -
Tax Sharing Payments. - 49 37
City Projects - - - -
TOTAL EXPENDITURES. ..ottt 6 49 151 37
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES ..ottt 140 23 416 (36)
OTHER FINANCING SOURCES (USES)
Transfers from Tax Increments.... 6 - 5 37
Transfers from Bond Proceeds. - - 6 -
Transfers to Other Funds.... (4) (152) (154) (1,156)
Proceeds from Developer Loans an - - 2,026 -
Premium on Bonds Issued . - - 39 -
TOTAL OTHER FINANCING SOURCES (USES) 2 (152) 1,922 (1,119)
NET CHANGE IN FUND BALANCES.......cccittuiiiiiiereiere e e eeenes 142 (129) 2,338 (1,155)
FUND BALANCES AT JUNE 30, 2007 ... ...ttt et 104 203 474 1,155
FUND BALANCES AT JUNE 30, 2008...........ccuoiiuuiiiiiiiinniernnn e saanseenans $ 246 $ 74 $ 2,812 $ -
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Centre City City Heights College Community College Grove
Other Low-Mod Other Low-Mod Other Low-Mod Other
$ - $ 2,858 $ 4,644 $ 232 $ 145 $ 144 $ 65
56 107 242 31 5 18 9
2,416 - - - - - -
- 5 - - - - R
2,472 2,970 4,886 263 150 162 74
25 103 - 7 - 6 -
- 2 - - R
- 300 - - - - -
- 272 - - - - -
13,794 - 4,248 - 90 - 99
13,819 677 4,248 7 90 6 99
(11,347) 2,293 638 256 60 156 (25)
13,819 15 - 2 - 2 -
(122,975) (1,372) (5,935) (56) - (501)
- 1,298 - - - -
(109,156) (59) (5,935) (56) 2 (501)
(120,503) 2,234 (5,297) 4 158 (526)
120,563 6,027 10,188 143 251 702
$ 60 8,261 4,891 147 409 $ 176
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
NON-MAJOR GOVERNMENTAL FUNDS - SPECIAL REVENUE FUNDS
Year Ended June 30, 2008
(In Thousands)

Crossroads Gateway Center West
Low-Mod Other Low-Mod Other

REVENUES

Tax Increments..
Interest....
City Participation.. .
Other Revenue - - - -

$ 855 $ 855 $ 67 $ -
90 39 5 -

TOTAL REVENUES.........coiii e 945 894 72 -

EXPENDITURES

A dministration...

Plans and Surveys...
Real Estate/Fixture Purchases..
Property Management.
Rehabilitation
Project Improvements....
Bond Sale Expense .
Program Management.... - - - -
Rehabilitation Loans....
Housing Subsidies...
Tax Sharing Payments... - 758 - -

City Capital Outlay

TOTAL EXPENDITURES.........coooiiiiiiiiecc e 267 758 1 -

EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES ..ottt 678 136 71 -

OTHER FINANCING SOURCES (USES)

Transfers from Tax Increments.... - - 2 -
Transfers from Bond Proceeds.... - - - -
Transfers to Other Funds - (2,477) (36) (358)

Proceeds from Developer Loans and Notes.
Premium on Bonds Issued - - - -

TOTAL OTHER FINANCING SOURCES (USES).........cooorrerrererenees - (2.477) (34) (358)

NET CHANGE IN FUND BALANCES... 678 (2,341) 37 (358)
FUND BALANCES AT JUNE 30, 2007 1,273 3,115 82 358
FUND BALANCES AT JUNE 30, 2008 $ 1,951 $ 774 $ 119 $ -
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Horton Plaza Linda Vista Mount Hope
Low-Mod Other Low-Mod Other Low-Mod Other

$ 1,680 $ - $ 19 - $ 320 $ -
193 - 2 . 47 -

1,873 - 21 - 367 -

108 - 4 - 32 -

- - - - 18 -

4 - - - - -

- - 18 - - -

33 - - - - -

- - - - 1 -

- - - - - 195

202 - - - - -

347 - 22 - 51 195
1,526 - (1) - 316 (195)

- - 1 - 3 195
(700) (12,983) - (197) (110) (1,258)
(700) (12,983) 1 (197) (107) (1,063)
826 (12,983) - (197) 209 (1,258)

18,172 12,983 19 197 897 1,258

$ 18,998 $ - $ 19 - $ 1,106 $ -
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
NON-MAJOR GOVERNMENTAL FUNDS - SPECIAL REVENUE FUNDS
Year Ended June 30, 2008
(In Th ousands)

Naval Training Center North Bay
Low-Mod Other Low-Mod Other
REVENUES
Tax Increments..... $ 800 $ 800 $ 1,646 $ 1,646
Interest............ 95 42 248 83
City Participation - - - -
Other Revenue... - - - -
TOTAL REVENUES.......ccoiiiiiiiiiiieec e 895 842 1,894 1,729
EXPENDITURES
A dministration... 9 - 24 -
Legal....ccccoveuenne 1 - 1 -
Plans and Surveys... - - - -
Real Estate/Fixture Purchases. - - - -
Property Management - - - -
Rehabilitation - - - -
Project Improvements.. - - - -
Bond Sale Expense - - - -
Program Management. - - - -
Rehabilitation Loans. - - - -
Housing Subsidies . - - 244 -
Tax Sharing Payments - 824 - 1,450
City Capital Outlay.... - - - -
TOTAL EXPENDITURES.......coiiiiiiiiiiiitee e 10 824 269 1,450
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES........ciiiiiiiiiiieeeceee e 885 18 1,625 279
OTHER FINANCING SOURCES (USES)
Transfers from Tax Increments............ccoooiiiiiiiiiiis 2 - 9 -
Transfers from Bond Proceeds. - - 44 -
Transfers from Escrow A gent... (22) (1,009) (246) (4,462)
Proceeds from Sale of Capital Assets... - - 2,255 -
Proceeds from Developer Loans and Notes............ccoooveiiinienienns - - - -
TOTAL OTHER FINANCING SOURCES (USES)..........cccenune (20) (1,009) 2,062 (4,462)
NET CHANGE IN FUND BALANCES...........coccvvuiiinnnninnnns 865 (991) 3,687 (4,183)
FUND BALANCES AT JUNE 30, 2007........ueiiiniiiineeiiiieiiieeeeiaeeannns 1,243 1,711 3,663 5,843
FUND BALANCES AT JUNE 30, 2008...........cccuiiereuierniernerenns $ 2,108 $ 2,108 $ 7,350 $ 1,660
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North Park San Ysidro Southcrest Total
Low-Mod Other Low-Mod Other Low-Mod Other Low-Mod Other

$ 1,593 $ 1,593 $ 787 $ 787 $ 491 $ - $ 12,078 $ 10,603
165 75 109 45 133 - 1,370 601

- - - - - - - 2,416

- - - - - - 5 -

1,758 1,668 896 832 624 - 13,453 13,620

39 - 23 - 55 - 468 25

1 - - - 13 - 59 -

3 - - - 26 - 112 -

- - - - 4 - 14 -

- - 11 - - - 367 -

- - - - 1 - 34 -

- _ - - 2 - 4 _

- - - - 3 - 6 -

- - - - - - 213 -

- - - - - - 516 -

- 1,177 - 755 - 149 - 23,625

- - - - - - 202 -

43 1,177 34 755 104 149 1,995 23,650

1,715 491 862 77 520 (149) 11,458 (10,030)

6 - 4 - 2 149 59 14,200

- - - - - 50 -
(243) (2,418) - (2,807) (239) (1,334) (3,126) (160,078)

3,695 - - - 2,247 - 11,521 -

- - - - 39 - 78 -

3,458 (2,418) 4 (2,807) 2,049 (1,185) 8,582 (145,878)

5,173 (1,927) 866 (2,730) 2,569 (1,334) 20,040 (155,908)

3,511 3,565 1,505 3,568 691 1,334 38,356 166,886

$ 8,684 $ 1,638 $ 2,371 $ 838 $ 3,260 $ - $ 58,396 $ 10,978
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COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS - DEBT SERVICE FUNDS

June 30, 2008
(In Thousands)

Barrio Central City
Logan Imperial Heights
ASSETS
Cash or Equity in Pooled Cash and Investments......................... $ 33 1,397 $ 8,420
Cash and Investments with Fiscal Agent..........c.ccocoiiiiiiiiiinns - 1,230 1,972
Receivables:
TAXES ettt 16 52 190
INEEIEST ..o 1 10 60
TOTAL ASSETS $ 50 2,689 $ 10,642
FUND BALANCES
Reserved for Encumbrances - 19 -
Reserved for Debt Service - 1,232 1,973
Unreserved:
Reported in Debt Service Funds:
Designated for Unrealized Gain............cccoooooeeviiieiiineen. - - 7
Designated for Debt Services..............ccocviiiiiiiiiiininn. 50 1,438 8,542
Designated for Subsequent Years' Expenditures - - -
Undesignated - - 120
TOTAL FUND BALANCES 50 2,689 10,642
TOTAL LIABILITIES AND FUND BALANCES..........cccoeeenees $ 50 2,689 $ 10,642
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College College Gateway Horton
Community Grove Crossroads Center West Plaza

$ 617 808 3,323 437 $ 10,951

- - - 154 8,143

23 12 71 3 183

4 5 29 4 84

$ 644 825 3,423 598 $ 19,361

- - 40 - -

- - - 155 8,156

2 - - - -

640 825 3,383 443 11,205

2 - - - -

644 825 3,423 598 19,361

$ 644 825 3,423 598 $ 19,361

Continued on next page

91

Annual Financial Report



Redevelopment A gency of the City of San Diego Annual Financial Report

COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS - DEBT SERVICE FUNDS
June 30, 2008
(In Thousands)

Naval
Linda Mount Training
Vista Hope Center
ASSETS
Cash or Equity in Pooled Cash and Investments $ 200 $ 1,119 $ 1,735
Cash and Investments with Fiscal A gent - 319 -
Receivables:
2 36 41
1 11 16
TOTAL ASSETS $ 203 $ 1,485 $ 1,792
FUND BALANCES
Reserved for Encumbrances - - -
Reserved for Debt Service - 319 -
Unreserved:
Reported in Debt Service Funds:
Designated for Unrealized Gain............ccccoooveviiiiecniiiice - - -
Designated for Debt Services.... 203 1,166 1,692
Designated for Subsequent Years' Expenditures.. . - - 100
Undesignated............cocoooiiiiiiiiii - - -
TOTAL FUND BALANCES 203 1,485 1,792
TOTAL LIABILITIES AND FUND BALANCES..........ccccevenerenne $ 203 $ 1,485 $ 1,792
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North North San

Bay Park Ysidro Southcrest Total
$ 7,700 4,761 $ 2,430 1,870 45,801
980 1,597 - 1,576 15,971
117 138 117 80 1,081
51 42 24 16 358
$ 8,848 6,538 $ 2,571 3,542 63,211
- - 19 1,215 1,293
980 1,604 - 1,578 15,997
- - - - 9
7,868 4,898 2,552 - 44,905
- 123 - 749 972
- (87) - - 35
8,848 6,538 2,571 3,542 63,211
$ 8,848 6,538 $ 2,571 3,542 63,211
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
NON-MAJOR GOVERNMENTAL FUNDS - DEBT SERVICE FUNDS
Year Ended June 30, 2008
(In Thousands)

Barrio Central City
Logan Imperial Heights
REVENUES
Tax Increments $ 475 $ 1,799 $ 6,788
Interest 8 90 471
TOTAL REVENUES.......ooiiiiieeeeee s 483 1,889 7,259
EXPENDITURES
ADMINISTITAtION. ... 5 16 80
Bond Sale Expense. - 468 -
Tax Sharing Payments - 107 -
City Projects............ - 1 -
Debt Service:
Principal.... - 170 3,882
Interest... - 1,052 1,698
A dvanceRefunding Escrow. - 269 -
TOTAL EXPENDITURES....... 5 2,083 5,660
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES 478 (194) 1,599
OTHER FINANCING SOURCES (USES)
Transfers from Tax Increments............coviiiiiiiiiiii 152 1,156 5,885
Transfers from Other Funds..... 4 154 3,676
Transfers from Bond Proceeds - 450 -
Transfers to Other Funds...... (584) (825) (2,467)
Transfers to Escrow Agent... . - (3,053) -
Proceeds from Developer Loans and Notes..........cc.cocvevieiiniicieennn. - 4,733 -
TOTAL OTHER FINANCING SOURCES (USES) (428) 2,615 7,094
NET CHANGE IN FUND BALANCES.........ccoouiiiiiiineeeneeennes 50 2,421 8,693
FUND BALANCES AT JUNE 30, 2007......ieuiiieeieeiieeeiaeeieeie e - 268 1,949
FUND BALANCES AT JUNE 30, 2008............ccoimmummiernireera e eraeeens $ 50 $ 2,689 $ 10,642
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College College Gateway Horton
Community Grove Crossroads Center West Plaza
$ 783 509 2,564 267 $ 6,720
28 39 212 25 907
811 548 2,776 292 7,627
6 5 23 5 51
- 171 - 80 1,675
- 17 - 68 2,250
6 193 23 153 3,976
805 355 2,753 139 3,651
56 501 2,477 358 12,983
- - - 36 700
(217) (31) (1,807) (54) (6,387)
(161) 470 670 340 7,296
644 825 3,423 479 10,947
- - - 119 8,414
$ 644 825 3,423 598 $ 19,361

Continued on next page
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
NON-MAJOR GOVERNMENTAL FUNDS - DEBT SERVICE FUNDS
Year Ended June 30, 2008
(In Thousands)

Naval
Linda Mount Training
Vista Hope Center
REVENUES
Tax Increments $ 75 $ 1,278 $ 2,401
Interest 12 75 100
TOTAL REVENUES ..ot 87 1,353 2,501
EXPENDITURES
AdMINISEratioN.......coiiiiiiiice e 5 6 22
Bond Sale Expense 82 -
Tax Sharing Payments.. . - - -
City ProjectS. ...oeuiiiiie e - 1 -
Debt Service:
Principal - 220 206
Interest - 331 952
AdvanceRefunding ESCrOW..........c.ccouiiriiiiiniiinececee - 401 -
TOTAL EXPENDITURES.......ocoi ittt 5 1,041 1,180
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES. ..ottt 82 312 1,321
OTHER FINANCING SOURCES (USES)
Transfers from Tax Increments.............c.ooviiiiiiiiiiicieeee 197 1,258 908
Transfers from Other FUNAS..........ccoooiiiiiiiiiiciicee e - 110 22
Transfers from Bond Proceeds - - -
Transfers to Other Funds (76) (998) (459)
Transfers to ESCrow Agent...........coooeviiiiiiiiiiiiii e - (2,805) -
Proceeds from Developer Loans and Notes..........ccccccvevieiieieenen, - 3,110 -
TOTAL OTHER FINANCING SOURCES (USES)..........ccseuenueene 121 675 471
NET CHANGE IN FUND BALANCES.......cccccoviiiriieeneenneeanes 203 987 1,792
FUND BALANCES AT JUNE 30, 2007.......ccuiiiieieiieieeeeie e - 498 -
FUND BALANCES AT JUNE 30, 2008..........ccoeeuiinnaeeneeneeneerneennnes $ 203 $ 1,485 $ 1,792
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North North San
Bay Park Ysidro Southcrest Total
$ 4,939 4,778 2,362 $ 1,963 37,701
399 329 186 114 2,995
5,338 5,107 2,548 2,077 40,696
50 42 22 12 350
- - - 505 1,055
- - - - 107
- - - 2 4
240 664 61 817 8,186
693 1,792 331 1,053 10,237
- - - 430 1,100
983 2,498 414 2,819 21,039
4,355 2,609 2,134 (742) 19,657
4,462 2,297 2,807 1,334 36,831
246 922 - 239 6,109
- - - 675 1,125
(1,190) (832) (2,370) (450) (18,747)
- - - (3,718) (9,576)
- - - 5,776 13,619
3,518 2,387 437 3,856 29,361
7,873 4,996 2,571 3,114 49,018
975 1,542 - 428 14,193
$ 8,848 6,538 2,571 $ 3,542 63,211
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COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS - CAPITAL PROJECTS FUNDS

ASSETS

Cash or Equity in Pooled Cash and Investments

Investments at Fair Value............ccccco oo

Receivables:

Notes and Contracts..........coooeeeiiiieiiiiiiiie e

INterest......c.oooiiiiiiiii
Working Capital A dvances:
Centre City Development Corporation.......................

Southeastern Economic Development Corporation..................

Gen Working Cap/City of San Diego

Land Held for Resale...........ccccceiiiiiiiiiiiec e

TOTAL ASSETS.......ccooiiirininenenesnesnninnns

LIABILITIES

Accounts Payable............cccceiiiiiiiiii e

June 30, 2008
(In Thousands)

Trust Liability .......cooeeiiiiei e

TOTAL LIABILITIES.........cooiireeerinineee e

FUND BALANCES

Reserved for Land Held for Resale.............cccoviiiiiiciiecinnnnn,

Reserved for Notes Receivable............cccccoviiiiiiiiiiiiiiee

Reserved for Encumbrances.................

Reserved for Working Capital Advances...........ccccoceereennenn.

Unreserved:
Reported in Capital Project Funds:

Designated for Unrealized Gain.............ccccceevvnene

Designated for Subsequent Years' Expenditures..
Undesignated...........coooveeiiiiiiiieiieeee e

TOTAL FUND BALANCES...........ccccevmrimrnennns

TOTAL LIABILITIES AND FUND BALANCES

Barrio Central
Logan Imperial City Heights

$ 536 2,255 1,222
- 3,759 -

400 522 2,960

3 20 9

- 68 -

- - 231

40 1,921 2,350

3$ 979 8,545 6,772
$ 840 141 857
- 22 -

840 163 857

40 1,921 2,350

400 522 2,960

124 1,780 1,379

- 68 231

- 13 -

- 3,971 -
(425) 107 (1,005)

139 8,382 5,915

$ 979 8,545 6,772
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College College Gateway
Community Grove Crossroads Center West Grantville Horton Plaza Linda Vista
$ 21 - 219 $ 43 - 6,132 $ 596
- - 1 - - 43 4
- - - - - 275 -
- 30 30 - - - 30
- - - 165 - - 366
$ 21 30 250 $ 208 - 6,450 $ 996
$ 390 105 40 $ - 108 151 $ 11
- - 106 18 - 25 -
390 105 146 18 108 176 11
- - - 165 - - 366
75 1 868 20 45 1,943 30
- 30 30 - - 275 30
- - - - - 40 3
- - - 5 - 4,016 556
(444) (106) (794) - (153) - -
(369) (75) 104 190 (108) 6,274 985
$ 21 30 250 $ 208 - 6,450 $ 996
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COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS - CAPITAL PROJECTS FUNDS
June 30, 2008
(In Thousands)

Naval
Mount Hope Training Center North Bay
ASSETS
Cash or Equity in Pooled Cash and Investments.................cccccoeeenn. $ 545 $ 1,101 $ 4,285
Investments at Fair Value.............ccooiiiiiiie e - - -
Receivables:
Notes and Contracts........cccooveeeiiiieiiie e - - -
INEEIESE. .. 3 5 6
Working Capital A dvances:
Centre City Development Corporation.............ccecceeeieiieeiieiiennenen - - -
Southeastern Economic Development Corporation... . 200 - -
General Working Capital ...........ccocuoieiiiiiiiiieiiee e - 7 231
Land Held for ReSale...........oooiiiiiiiiiiiiiiii e 446 - -
TOTAL ASSETS......oocceercerrreesneeessee s e s see s e e s seesssnnesnes $ 1,194 $ 1,177 $ 4,522
LIABILITIES
Accounts Payable.............ccooiiiiiiiiii e $ 36 $ 167 $ 7
Trust Liability......coviiiiiiiie 5 -
TOTAL LIABILITIES.......ooiieeeeeeeeeeeeeee e e s see s e ssnee s 41 167 7
FUND BALANCES
Reserved for Land Held for Resale............cccccoooiiiiiiiiiiiiiicciii, 446 - -
Reserved for Notes Receivable.............cccccoiiiiiiiiiiiiiiiiiieiieeee - - -
Reserved for Encumbrances.............. . 86 8,165 1,606
Reserved for Working Capital Advances.............cococvevveerieeenneenans 200 7 231
Unreserved:
Reported in Capital Project Funds:
Designated for Unrealized Gain.............cccocevieiieiiiiieniieians 2 - 25
Designated for Subsequent Years' Expenditures.. . 419 - 2,653
Undesignated...........oooiiiiiiiiiiie - (7,226) -
TOTAL FUND BALANCES.........ccccoiierreeerrneeesnee e sneens 1,153 1,010 4,515
TOTAL LIABILITIES AND FUND BALANCES...........ccccvvueenn, $ 1,194 1,177 $ 4,522
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North Park San Ysidro Southcrest Total

$ 2,236 128 $ 5,126 24,445
- - 3,890 7,649

- - - 3,882

15 1 39 149

- - - 275

- - 27 295

- - - 623

- - 203 5,491

$ 2,251 129 $ 9,285 42,809
$ 32 6 $ 31 2,922
61 72 60 369

93 78 91 3,291

- - 203 5,491

- - - 3,882

1,817 1,749 75 19,763

- - 27 1,193

12 - 29 124

- - 5,746 17,366
329 (1,698) 3,114 (8,301)

2,158 51 9,194 39,518

$ 2,251 129 $ 9,285 42,809
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

NON-MAJOR GOVERNMENTAL FUNDS - CAPITAL PROJECTS FUNDS

June 30, 2008
(In Thousands)

Barrio Central
Logan Imperial City Heights
REVENUES
INEEIESE. ... $ 9 364 190
RENES .ot - - 176
Private SOUICES......c.uiiiiiiiiic e 23 50 294
Other REVENUE. ......oiiiiiiiiiiii it - 258 192
TOTALREVENUES.........ooiiiii e 32 672 852
EXPENDITURES
Administration.........cccuviiiiiiieee s 285 1,135 758
Legal.....ccccoevenn 247 58 70
Plans and Surveys... 39 217 65
Acquisition Expense................ 15 - 58
Real Estate/Fixture Purchases. - - 5
Property Management........... 6 136 61
Relocation................ 56 - 31
Rehabilitation........... - - 72
Project Improvements.... 7 212 205
Promotions and Marketing. . - - -
BoNnd Sale EXPENSE.......ccciiiiiiiiiiiiiiie ettt - 6 -
Program Management.............cooiiiiiiiiiieniecii e - 58 -
City Projects - - 1,335
Other ... 6 - -
TOTALEXPENDITURES........cotiiiiieiieeie e 661 1,822 2,660
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES.......ooiiiiiiii e (629) (1,150) (1,808)
OTHER FINANCING SOURCES (USES)
Transfers from Tax Increments............cccoviiiiiiiiiiiiiieeeans 578 783 2,503
Transfers from Other Funds.. - - -
Transfers to Other Funds.............ccccceeee. . - (456) (2,305)
Proceeds from Developer Loans and Notes............cccccociiiiiieenns - 8,106 2,011
Loans from the City of San Di€go..........cccovueeiiieiiiieiieceiiee e 675 - -
Premium on Bonds Issued.............coooiiiiiiiiiiiiiieeeeeees - 156 -
TOTAL OTHER FINANCING SOURCES (USES)..........ccceeu. 1,253 8,589 2,209
NET CHANGE IN FUND BALANCES..........ccoeiieeeeeneenee. 624 7,439 401
FUND BALANCES AT JUNE 30, 2007......cccuiiiiiiiaiineiiieiiieiiaeennns (485) 943 5,514
FUND BALANCES AT JUNE 30, 2008...........cccccvvimininnnininanns $ 139 8,382 5,915
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College College Gateway

Community Grove Crossroads Center West Grantville Horton Plaza Linda Vista
2 $ - $ 6 2 - 313 $ 30
- - - - - - 128
- - - - - 1,989 -
1 - R - R - -
3 - 6 2 - 2,302 158
176 31 444 22 36 777 84
5 2 27 8 25 38 2
- - 32 21 - 177 -
- - - - - - 1
- - - - - 242 -
2 1 8 2 - 128 14
- - - - - 6,678 -
- - - - - 445 -
- - - - R 3 -
- - - - - 510 -
- - 1,250 - - 62 -
183 34 1,761 53 61 9,060 101
(180) (34) (1,755) (51) (61) (6,758) 57
215 29 1,807 52 - 6,100 75
- - - - - 287 -
215 29 1,807 52 - 6,387 75
35 (5) 52 1 (61) (371) 132
(404) (70) 52 189 (47) 6,645 853
(369) $ (75) $ 104 190 (108) 6,274 $ 985
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

NON-MAJOR GOVERNMENTAL FUNDS - CAPITAL PROJECTS FUNDS
June 30, 2008

(In Thousa

REVENUES

Private Sources... .
Other REVENUE.........cccuiiiiiiiii e

TOTALREVENUES. ...

EXPENDITURES

AdMINISTration..........ooviiiiiii
Legal...
Plans and Surveys..
Acquisition Expense.............

Real Estate/Fixture Purchases
Property Management
Relocation...............
Rehabilitation..........
Project Improvements...
Promotions and Marketing
Bond Sale Expense.......
Program Management
City Projects.............

EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES..........coiiiiicccce

OTHER FINANCING SOURCES (USES)

Transfers from Tax Increments............coooiiiiiiiiiiiiiiiieens
Transfers from Other FUNAS..........c.ccoiiiiiiiiiiiiee s
Transfers to Other FUNdSs..........cccoooviiiiiiiiii e
Proceeds from Developer Loans and Notes
Loans from the City of San Diego................ .
Premium on Bonds ISSU€d............ccovviiiiiiiiiiiii e

TOTAL OTHER FINANCING SOURCES (USES).............

NET CHANGE IN FUND BALANCES..........ccoovvvuiiiinnnns

FUND BALANCES AT JUNE 30, 2007..........ccccoviiiiiiiiiiicciee,

FUND BALANCES AT JUNE 30, 2008............cccuoiiienniinniiennnns

nds)
Naval
Mount Hope Training Center North Bay
$ 29 $ 16 $ 198
- 1 -
29 17 198
429 359 487
35 118 47
103 37 2
- 6 16
62 15 16
69 6,261 618
19 - -
119 - -
836 6,796 1,186
(807) (6,779) (988)
800 558 1,181
- - (44)
- 6,804 -
- 448 -
800 7,810 1,137
(7) 1,031 149
. 1,160 (21) 4,366
$ 1,153 $ 1,010 $ 4,515
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North Park San Ysidro Southcrest Total

$ 96 5 464 1,724
- - - 304

- 20 - 2,376

- - 162 614

96 25 626 5,018
566 589 713 6,891
93 40 24 839

88 90 32 903

27 26 - 149

- - - 247

143 10 46 650

- - - 87

- - - 6,750

- 75 7 7,899

- - - 3

- - 7 13

- - 32 619

- 1,500 - 4,266

- - - 6

917 2,330 861 29,322
(821) (2,305) (235) (24,304)
947 2,366 298 18,292

- - 1 288
(679) - (675) (4,159)
- - 8,987 25,908

- - - 1,123

- - 155 311

268 2,366 8,766 41,763
(553) 61 8,531 17,459
2,711 (10) 663 22,059
$ 2,158 51 9,194 39,518
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619.573.1112

MACIAS GINI & O'CONNELL w»

Certified Public Accountants & Management Consultants

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Directors

Redevelopment Agency of the
City of San Diego

San Diego, California

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Redevelopment Agency of the City of San Diego,
California (Agency), a component unit of the City of San Diego, California, as of and for the year
ended June 30, 2008, which collectively comprise the Agency’s basic financial statements and
have issued our report thereon dated April 20, 2009. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Govermment Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Agency’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinions
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the Agency’s internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the Agency’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the organization’s ability to initiate, authorize,
record, process, or report financial data reliably in accordance with generally accepted accounting
principles, such that there is more than a remote likelihood that a misstatement of the
organization’s financial statements that is more than inconsequential will not be prevented or
detected by the organization’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that

results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the organization’s internal control.

WOW W cpa.com An Independent Member of the BDO Seidman Alliance
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Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Agency’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. Such provisions include
those provisions of laws and regulations identified in the Guidelines for Compliance Audits of
California Redevelopment Agencies issued by the State Controller’s Office and as interpreted in
the Suggested Auditing Procedures for Accomplishing Compliance Audits of California
Redevelopment Agencies, issued by the Governmental Accounting and Auditing Committee of
the California Society of Certified Public Accountants. However, providing an opinion on
compliance withthose provisions wasnot an objective of our audit, and accordingly, we do not
express such an opinion.

The results of our tests disclosed instances of noncompliance or other matters that are required to
be reported under Government Auditing Standards and which are described in the accompanying
schedule of findings and recommendations as item 2008-a.

This report is intended solely for the information and use of the Board of Directors, management

of the Agency, others within the entity and the State Controller’s Office and is not intended to be
and should not be used by anyone other than these specified parties.

Certified Public Accountants

San Diego, California
April 20, 2009
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REDEVELOPMENT AGENCY OF THE CITY OF SAN DIEGO
CURRENT YEAR FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2008

Compliance Findings:

2008-a Annual ReportSubmission to the City Council

The California Health and Safety Code section 33080.1 states that “every redevelopment agency
shall submit an annual report to its legislative body within six months of the end of the agency’s
fiscal year.”The annual report should include: “(1) an independent financial audit report for the
previous fiscal year, (2) a fiscal statement for the previous fiscal year that contains the
information required pursuant to Section 33080.5, (3) a description of the agency’s activities in
the previous fiscal year affecting housing and displacement that contains the information
required by Sections 33080.4 and 33080.7,(4) a description of the agency’s progress, including
specific actions and expenditures, in alleviating blight in the previous fiscal year, (5) a list of, and
status report on, all loans made by the redevelopment agency that are $50,000 or more, that in
the previous fiscal year were in default, or not in compliance with the terms of the loan approved
by the agency, (6) a description of the total number and nature of the properties that the agency
owns and those properties the agency has acquiredin the previous fiscal year.”

We noted that the Agency did not submit a complete annual report to the legislative body within
six months of the end of the Agency’s current fiscal year. The fiscal statement for the previous
year wasnot submitted with audited numbers because it wasin progress of completion during the
time that the Agency submitted their annual reports.

We recommend that the Agency prepare and submit all required reports to the legislative body
within six months of the end of the Agency’s fiscal year end. In the case an audit has not been
completed, the Agency could submit an unaudited set of financials and indicate that since the
financial report included unaudited numbers, the submitted numbers could change when the
actual audit is completed.

Management Response:

We agree. The Agency prepared and submitted to the City Council an annual report for the
previous fiscal year, withinsix months of the end of the fiscal year, including all items cited
above, with the exception of the independent financial audit report since it had not been
completed by the required time frame established under section 33080.1 of the California Health
and Safety Code. The Agency plans to submit a complete annual report to the City Council in
future years within six months of the end of the fiscal year.

108



REDEVELOPMENT AGENCY OF THE CITY OF SAN DIEGO
STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2008

Findings related to the financial statements:

Reference Number:
Financial Statement Area:

Audit Finding:

Status of Corrective Action:

Reference Number:
Financial Statement Area:

Audit Finding:

Status of Corrective Action:

2007-1 & 2006-1
M issingJournal Entry Approvals

During the performance of our testwork on the Agency’s
controls over post-close journal entries for the fiscal years
ended June 30, 2006 and June 30, 2007, we noted that post-
close journal entries for some selected samples were not
appropriately approved.

Corrected during FY2008. The Agency adjusted the system
over the processing of journal entries to ensure that all
modifications to journal entries are re-approved.

2003-1
Material Weakness in Internal Controls over Financial
Reporting

There were several internal control deficiencies that resulted
in numerous errors and restatements of previously issued
financial statements. Some of the deficiencies noted were as
follows:

e Improper financial statement presentation of debt

transactions

e Failure to properly record certain loan transactions
Failure to transfer completed projects out of CIP
and begin depreciating assets
Improper classification of assets
Improper valuations of land held for resale
Incomplete capture of capitalizable expenditures
Failure to recognize certain revenues that met
applicable revenue recognition criteria.

In progress. However, prior to the issuance of this report
several modifications to the Agency’s financial reporting
process and control environment have been made. These
modifications include the hiring of new management to
oversee financial reporting and internal controls, and the
implementation of revised policies, procedures and training
for employees.
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REDEVELOPMENT AGENCY OF THE CITY OF SAN DIEGO
STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2008

Findings related to the financial statements:

Reference Number:

Status of Corrective Action:

2003-1

Additionally, the implementation of OneSD will
dramatically change (and improve) the year-end process;
however,the preparation of the Fiscal Year 2008 Annual
Financial Report was completed using the City’s current
accounting systems. Also during FY 2009, the City began
implementing the Governance Risk Compliance (GRC)
module of SAP which will assist in documenting,
monitoring and testing internal controls within SAP,
including internal controls over the preparation of the
Agency’s Financial Statements.

Also improving controls for 2008 is a new year-end
processing flowchart that has been developed. It identifies
tasks necessary to complete the annual financial report by
the Redevelopment Accounting Section; identified items
contingent on information from other sections within the
Comptroller’s Office and other departments within the City.
Use of the flowchart along with the year-end closing
calendar already in use will allow management to more
effectively monitor progress toward completion of the
annual financial report and ensure critical components are
not omitted.

Notwithstanding the improvements made prior to the
issuance of this report, management agrees further
improvement is necessary and remains committed to
continuing to strengthen its internal controls and procedures
over financial reporting.
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REDEVELOPMENT AGENCY OF THE CITY OF SAN DIEGO
STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2008

Findings related to compliance:

Reference Number:
Compliance Area:

Audit Finding:

Status of Corrective Action:

Reference Number:
Compliance Area:

Audit Finding:

Status of Corrective Action:

2007-b & 2006-b
Property heldfor longer than 5 years

In accordance with CA Health & Safety Code §33334.16,
the Agency is required to initiate activities to develop
properties purchased with Housing Fund money within five
years from the date of acquisition. If development activities
have not begun within this period, the legislative body may
adopt a resolution extending the period for one time, not to
exceed five years. During our review of the Agency’s year
ended June 30, 2006 and June 30, 2007 property listing, we
noted that 1 property site acquired with Housing Fund
money and managed by the Southeastern Economic
Development Corporation (SEDC) did not initiate activities
within the five year period, nor did they attempt to obtain an
extension by resolution.

Corrected during FY2008. Management has established
monitoring controls to identify land held for resale
purchased with low and moderate income housing funds
that could exceed the 5 year limit established by CA Health
& Safety Code §33334.16. For properties identified,
management will ensure appropriate action is taken to either
obtain an extension by resolution or to reimburse the
housing fund for acquisition costs associated with land
purchased before the 5 year limit is exceeded.

2007-a, 2006-a , 2005-a, 2004-b & 2003-b
Annual Report Submission to the City Council

The Agency did not prepare and submit a complete annual
report for the fiscal years ended June 30, 2003, June 30,
2004, June 30, 2005, June 30, 2006, and June30, 2007 to the
Board of Directors within six months of the end of the
respective fiscal years, as required by the California Health
and Safety Code section 33080.1. This wasnot done due to
a lack of personnel and an incomplete audit of the Agency’s
financial statements.

In progress. Improvements have been made which is evident
by the Agency’s submittal of the annual reports for fiscal
years ended June 30, 2003, June 30, 2004, June 30, 2005,
June 30, 2006, and June 30, 2007 during calendar year
2008, however more improvements are needed in order to
fully mitigate all aspects of the finding. See current year
finding 2008-a.
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Schedule of Changes to Loans
from the City of San Diego



Redevelopment A gency of the City of San Diego Annual Financial Report

SCHEDULE OF CHANGES TO LOANS
FROM THE CITY OF SAN DIEGO
Year Ended June 30, 2008

CHANGES IN PRINCIPAL DUE TO CITY BY PROJECT AREA

Balance Balance

July 1, 2007 Additions Repayments June 30, 2008

Barrio Logan.........cccccceevveveeieeeee e $ 12,151 $ 675 $ - $ 12,826
Central Imperial... 18,916 - 18,916
Centre City....ooveeeeeeeeie e 43,185 - 43,185
City HeightS.....oooveieeieeeec e 9,759 - 674 9,085
College Community . 722 - - 722
College Grove........ 41 - - 41
Crossroads............. . 793 - 793
Gateway Center West... 6,130 - - 6,130
Grantville..... 507 - 507
Linda Vista.... . 1,945 - - 1,945
Mount HOPE.....ccvveiiiiiiieeeceeee e 3,918 - - 3,918
Naval Training Center........ccccoeviiiiiieeneeens 6,892 448 206 7,134
North Bay 1,735 - - 1,735
NOrth Park........ccooeevvieiieiiieeie e 2,037 349 1,688
SaN YSIAro....cveviviiieceeieeee e 775 - 36 739
Southcrest.........occveveeeeeiiiieeeeeeeeee 9,911 - 291 9,620
Total Principal Due $ 119,417 $ 1,123 $ 1,556 $ 118,984

CHANGES IN INTEREST DUE TO CITY BY PROJECT AREA

Balance Balance

July 1, 2007 Additions Repayments June 30, 2008

Barrio LOGaN.........cooveueveeeeeeeeeeeeeeeaia $ 11,734 $ 1,280 $ - $ 13,014
Central Imperial.........c.coooviiiiiiiiieeeen 11,688 1,939 450 13,177
Centre City 68,677 4,426 73,103
City HeightS.....oooeeeeieeeee e 6,499 891 490 6,900
College Community.......cccocuvvvieiicniiiiieenee. 782 74 - 856
College Grove........ 25 4 - 29
CroSSrOadS.....ccvvveivieeeieeiiee e s 239 81 - 320
Gateway Center West... 13,351 628 - 13,979
Grantville........cooeiiiii 90 52 - 142
Linda Vista.........coooeeevuieeeeeceececcee e 4,150 200 - 4,350
Mount Hope . 900 402 - 1,302
Naval Training Center........cccceviiiiiieeneeene 1,056 457 679 834
NOMh Bay....c.eoeiiiiiiieecieeeee e 338 178 - 516
North Park.. 1,354 203 407 1,150
SaN YSIAro...ccveeeieiieeeeieeeee e 837 79 24 892
Southcrest.........ooveeeeecciiiieeceeceee e 9,054 1,012 383 9,683
Total Interest Due $ 130,774 $ 11,906 $ 2,433 $ 140,247
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I. INTRODUCTION

The Redevelopment Agency of the City of San Diego (the “Agency”) expects to issue Tax
Allocation Bonds in July 2009 to be secured by tax increment revenues from the North Park
Redevelopment Project Area(the “Project Area”). Bond proceedswill be usedto repaythe existing
Bank of America, N.A. line of creditand finance otherprojects as described herein. David Taussig
& Associates, Inc. (“DTA”) has preparedthis Fiscal ConsultantR eport(the“Report”) toprojecttax
incrementrevenuesgeneratedby the increase in assessedvalue of realandpersonalpropertywithin
the Project Area. In addition, the Report describes the methodology and assumptions utilized in
these projections, evaluating the historic and current taxable values, the projected values of new
construction, the effects of pending assessment appeals, and the property tax collection and
allocation procedures of the County of San Diego (the “County”).

A.NORTH PARK PROJECT AREA BACKGROUND

The Ordinance approving the RedevelopmentPlan forthe Project Area was adopted by the
City Councilofthe Cityof San Diego on March4, 1997 (accomplished by OrdinanceNo. 0-
18386). The main purpose of establishing the Redevelopment Plan (the “Plan”) was to
eradicate blight in the Project Area. In accordance with this purpose, the objectives of the
Planincludedtheenhancement of positivecharacteristics of theneighborhoods inthe Project
Area and promotion of new projects within the Project Area.

The Plan will remain in effect until thirty (30) years from the date of adoption. Pursuant to
subdivision (a)(1) of Section 33333.2 of the Health and Safety Code, the time limit on the
establishment of loans, advances, and bonded indebtedness to be funded through tax
increment revenues is twenty (20) years from the adoption of the Plan. Also, total bonded
indebtedness of the Project Area to be repaid by the allocation of taxes to the Agency that
can be outstanding at any one time shall not exceed $53 million. In accordance with
subdivision (a)(3) of Section 33333.2 of the Health and Safety Code, the time limit for the
receipt of tax increment revenues is forty-five (45) years from the adoption of the Plan.
Please note thatthe Agencyand the City of San Diego adoptedOrdinance 0-19515 on June
20, 2006 and July 11, 2006, respectively, extending the (i) Plan effectiveness deadline to
March 4, 2028, (ii) repayment of indebtedness deadline to 2043, and (iii) tax increment
receipt deadline to March 4, 2043.

The Project Area is administered by the City RedevelopmentDivisionof the City Planning
and Community InvestmentDepartment. The Project Area encompasses 555 acres of land,
located5 milesfromdowntow San Diego andnextto BalboaPark.LandusesintheProject
Areainclude commercial, residential, retail, and lightmanufacturing. Historic preservation
and enhancementof single family homes is key. The Project Area is bordered by Interstate
805 to the east, Park Boulevard to the west, Adams Avenue to the north, and Upas Streetto
the south.
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B. PROPOSED SERIES 2009 BONDS

The Agencyexpects to issue taxallocationbonds in July2009 (the “Series 2009 Bonds™) to
be secured by the non-housing tax increment revenues from the Project Area (i.e., the tax
increment revenues available afterdeducting the low/moderate income housing set-aside).
Bondproceedswillbe usedto repaythetax-exemptportionoftheexistingBankof America,
N.A. line of credit as explained in Section I.C.2 below, pay off the $900,000 Public
Improvement Component under the Western Pacific Housing, Inc. DDA as explained in
Section I1.C.3 below, and to provide approximately $3,000,000 for new projects.

C. CURRENT USES OF TAX INCREMENT REVENUES

The following items represent current uses of annual net tax increment revenues after
payments are made for AB 1290 pass-throughs.

1. NORTH PARK TAX ALLOCATION BONDS,S ERIES 2000 AND 2003

In2000 and 2003, the Agencyissuedtaxallocationbondsforthe Project Areainthe
amounts of $7,000,000 and $12,505,000, respectively. The current amount
outstanding for the Series 2000 bonds is $6,035,000. The Series 2003 bonds were
further bifurcated intoSeries2003A (taxable) and Series2003B (tax-exempt) bonds.
The current amount outstanding for the Series 2003A and 2003B bonds is
$6,045,000 and $5,360,000, respectively. The Agency used approximately twenty-
four and one-half percent (24.5%) of the proceeds of the Series 2000 bonds for
housing purposes, and the Agency used approximately forty-one and one-tenth
percent (41.1%) of the proceeds of the Series 2003A bonds for housing purposes.
None of the proceeds of the Series 2003B bonds were used for housing purposes.
Under the redevelopment law,the Agency may pay that portion of the scheduled
debt service on the Series 2000 bonds and Series 2003A bonds attributable to the
proceeds of suchbonds used forhousing purposes (or a total of twenty-four percent
(24.0%) of the combined debt service on the outstanding bonds) with housing set-
aside funds. The Agency currently pays approximately 20% of the combined debt
service on the outstanding bonds with housing set-aside funds.

The proceeds from both issuances were primarily utilized to fund the following
projects:

e North Park Theatre Restoration

e Renaissance at North Park mixed-use development
e North Park Public Parking Garage

e North Park Public Parking Lot

2.L INES OF CREDIT

In October 31, 2006, the Agency entered into a credit agreement with Bank of
America, N.A., whichprovidedfora $10 millionline of creditw hichw asreducedto
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$8.5 million, the total amount currently outstanding. The repayment of the line of
creditis secured by a pledge by the Agency of non-housing tax incrementrevenues
from the Project Area. Of this amount, approximately $1.0 million was used to
finance redevelopment activities and projects, the refinancing of which cannot be
done on a tax-exempt basis, and approximately $7.5 million wasused to finance
redevelopment projects that can be refinanced on a tax-exempt basis. The line of
credit is non-revolving, has a term of two-years, and requires quarterly interest
payments beginning in January2007. On Novemberl, 2008, the expirationdate for
theline of creditw asextendedthroughtoJuly31, 2009. The Agencyexpectsto fully
repay the portionof the Bank of America, N.A. line of creditthatcan be refinanced
on a tax-exemptbasis with proceeds of the Series 2009 Bonds and to fully repay, at
or priorto the closing forthe Series 2009 Bonds, the portionof'the line of creditthat
cannotbe refinanced on a tax-exemptbasis w ithfunds thatthe Agency has on hand
and available for such purpose.

Proceeds from the line of credit were used or are expected to be used to pay for (i)
the North Park Parking Facility bounded by University Avenue, 30" Street, North
Park Way, and 29'" Street, (i1) the rehabilitation of the North Park Theatre at the
corner of University Avenue and 29™ Street, and (ii1) streetscape improvements.

InJuly2007, the Agencyauthorizedan additional non-revolving $7.3 millionlineof
credit with San Diego National Bank' secured by housing set-aside tax increment
revenues fromthe Project Area. The Agency’s obligationto repaythe line of credit
is subordinate to the Agency’sobligationto repaythe existingSeries2000 and 2003
bonds and has a three year term and requires quarterly interest payments. The
Agencyexpects to issue an additional series of taxallocationbonds to repaythe San
Diego National Bank line of credit before it expires.

3. WESTERN PACIFIC HOUSING, INC. DISPOSITION AND DEVELOPMENT
AGREEMENT

On April 13, 2004, the Agency entered into a Disposition and Development
Agreement (“DDA”) with Western Pacific Housing, Inc. (the “Developer”) for the
developmentof approximately 2.06 acres on the block boundedby 30" Streetto the
west, Lincoln Avenue to the north and Ohio Street to the east (the “Site”).

Pursuant to the DDA, the Agency is required to repay the Developer $900,000 in
costs incurred by the Developer for the construction and installation of authorized
improvements (the “Public Improvement Component”) and $2,100,000 in costs
incurred by the Developer to provide affordable housing on the Site (the
“Affordability Component”). The Agency expects to pay of fthe $900,000 Public
Improvement Component with the proceeds of the Series 2009 Bonds when such
paymentis due underthe termsofthe DDA and will use future housing set-aside tax

1 In July 2007, the Agency approved four separate non-revolving housing lines of credit with San Diego National
Bank in an aggregate amount of $34 million secured by the housing set-aside funds from four project areas: North
Park ($7.3 million); City Heights ($11 million); Naval Training Center ($7.1 million); and North Bay ($8.6 million).
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incrementrevenuestopay of fthe$2,100,000 Affordability Component.Paymentsto
the Developer are to commence once the last affordable housing unit is sold.
Currently, two affordable units remainto be sold. The Agency’s obligationto make
payments to the Developer for the Affordability Component are subordinate to the
Agency’sobligationto pay debtservice on the existingSeries2000 and2003 bonds,
and when due will be paid on September 30 of each year.

4.L. OAN AGREEMENT WITH CITY

The Agency and the City are currently in negotiations to approve a loan repayment
planpursuantto whichthe Agencywill repayoutstanding loans fromthe Cityto the
Agency. The Cityloans to the Agencyrelate to the City’sCommunityDevelopment
Block Grant (“CDBG”) program. The City’s program w asrecently audited by the
InspectorGeneralf orthe Department of Housingand UrbanDevelopment(“HUD”),
whichdeterminedthatthe Cityhadfailedto execute certaindocumentspertainingo
various City loans to the Agency with respect to the program.

The City is currently in discussions with HUD regarding the auditfindings and any
actions HUD may require of the City, including the possible repaymentby the City
of certainCDBG funds, whichcouldresultin aneed forthe Agencyto repayitsloan
fromthe City. The total amountof outstanding loans is approximately $2.8 million,
of which approximately $1.7 million is principal. The loans were provided,
primarily, in the years preceding and immediately following the adoption of the
Project Area, to pay the costs associated with adoption and administration of the
Project Area until a sufficient stream of tax increment revenue was generated.

The Agency’sobligationto repaythe loanis subordinate to the Agency’srepayment
obligation withrespect to any bonds, notes, or other indebtedness issued by the
Agency, includingthe Series2009 Bonds. Itis expectedthatthe firstpaymenton the
loan will occur in 2010 from tax increment revenues.
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II. PROJECT TAXABLE VALUES

The County of San Diego Assessor(the “County Assessor”) determines the assessed valuations of
real and personal propertyin the Project Area. The securedroll is the CountyAssessor’s roll which
contains real property for which ad valorem taxes are secured by a lien on the property, and the
unsecuredroll containsbusinesspersonal property, f orw hichad valoremtaxes are notsecuredby a
lien. The County assigns values to each Assessor’s Parcel, which is listed in turn by an Assessor’s
Parcel Number(“APN”). The CountyAssessorreleases the equalizedCountyAssessor’s roll on or
priorto the firstof JulyofeachFiscal Year. Atthistime, the AuditorControllercompilesthetaxroll
based on this information. The AuditorControllerassigns each APN to a Tax Rate Area (“TRA”),
w hichis a geographic areacontaining Assessor’s Parcels withthe same taxrates. The Project Area
includesone TRA: 08-255. The AuditorControlleris responsiblef orcombiningtheassessedvalues
provided by the County Assessorforall APNs withinthe Project Area, and releasing a reporteach
July showingthe secured and unsecured values for the current and base year as well as the
incremental value for the entire Project Area.

Based on discussions withthe County Auditorand County Assessor, there are discrepancies in the
total netassessedvalues due to procedural differences and timing of obtaining the data. Please note
that Table 1 is based on values provided by the County Auditor. Since the County Assessor’s
secured values are low erthanthe Auditor’s values, we have conservatively used the low ersecured
values in Tables 2, 3, and 8 and the tax increment projections in Tables 9 and 10. The secured
assessedvaluesshownin Tables9 and 10 are basedon the CountyAssessorassessedvaluesandthe
unsecuredassessedvaluesshow ninthesetablesarebasedon the CountyAuditorvalues. Pleasenote
that the Fiscal Year 2008-2009 assessed values shown herein are dated as of January 1, 2008.

A. HISTORIC TAXABLE VALUES

DTA researchedhistoric securedandunsecuredtaxablevaluesin theProject AreaforFiscal
Years 1998-1999 through 2008-2009. These values, which are based on information
providedby the Countyof San Diego AuditorController, are shownin Table 1. As listedin
the table, the Fiscal Year 1998-1999 base year value for the Project Area is approximately
$424 million, and the total secured and unsecured value forthe Project Area has risen from
nearly$424 millionforFiscalYear1998-1999 to nearly$1.169 billionforFiscal Year2008-
2009, an increase of approximately 176%.

As shown in Table 1 below, assessed values for property located within the Project Area
experienced double-digit percentage increases from Fiscal Year 2001-2002 through Fiscal
Year 2007-2008. Much of this annual increase can be attributed to value changes due to
changes in ownership and new development which resulted in the construction of
approximately 350 new residential units since Fiscal Year 2001-2002. During this time
period, the Agency completed the redevelopment of the mixed-use La Boheme
RedevelopmentProjectand the Renaissance at North ParkRedevelopmentProjectin 2006
w hichaddedapproximately $62 millionand $32 million respectively, tothesecuredtaxroll.
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B. VALUES BY LAND USE TYPE

The Project Areaincludesa combinationoflandusesbasedon ananalysisoftheFiscalYear
2008-2009 CountyAssessor’s roll. Thisallocationindicatesthat75.53% oftheProjectArea
valuation is residential (including 35.34% of multi-family and 28.48% of condominium
residential land use) and 22.79% of the value is commercial property (of which 14.40% is
office space). The breakdown by land use type is shown in Table 2.

TABLE 2
Fv 2008-2009 ASSESSED YALUE BY LAND USE
Secured Total Net Percent of

Land Use [1] MNo. of Parcels [1] Assessed Value [2] Net Assessed Value
Residential Property (land use codes 07 through 149)

Wacant Fesidential 13 $998.223 0.09%

Single Family Fesidential Bba 132,824,117 11.62%

rAulti-Family Residential gen $403,900,955 36.34%

Candominium 1,372 $326,617. 888 28.48%

Miscellaneous 1 124 0.00%
Subtotal 2,764 $863.241.910 7h.63%
Commercial Property (land use codes 20 through 39)

Office Space 379 $164,577.194 14.40%

Retail 50 $52.810. 338 4 62%

“acant Land 33 $7.769,084 0.63%

Other Uses 54 $36, 349 263 3.09%
Subtotal 516 260,505,584 22.79%
Industrial Property (land use codes 40 through 49) 23 $7.397.655 0.65%
Institutional Property (land use codes 70 through 79) 21 $9.421.226 0.82%
Recreational Property (land use codes 80 through 84) 3 $527.141 0.05%
Miscellaneous Use (land use codes 88 through 89 and 00) 12 $1,790,350 0.16%
Total 3339 $1.142 884,066 100.00%%
[1] Ihcludes parcels with a net aszessed value equal to $0. Excludes parcels ow ned by public agencies based on final Fy 2008-09 Assezssor's Rall
[2] Azzeszed values provided by the County Asseszor az of 14408, Land uze codes provided by the Countp dezeszor,

Note: Table 1 is based on values provided by the Auditorwhile Tables 2, 3, and 8 are based on values provided by the County Assessor.
Based on discussions with the County Auditor/Controller and County Assessor, discrepancies in the total net assessed values are due to
procedural differences and timing in obtaining exemption data.

C. TEN MAJOR ASSESSEES

Table 3 presents the top ten assessees from the Fiscal Year 2008-2009 equalized roll. The
tables show the assessee name/owner, the land use of Assessor’s Parcels under their
ownership, the number of Assessor’s Parcels under their ownership, the total net assessed
valuation, the percentage of the total project assessed value represented by that owner’s
property, and the percentage of the total project incremental value represented by that
owner’s property.

Two of the top tenmajorassessees are currentlyappealing the assessedvalue of some or all
of their property. See Section II.E.6 below for more details. In addition, one of the top ten
assessees, D&A Semi Annual Mortgage Fund 11, LP is the beneficiary of two promissory
note agreements entered into on October 14, 2008 which are to be repaid by Hampstead
Lafayette Hotel, LLC in the principal amounts of $3,500,000 and $8,250,000.
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D. ASSESSMENT APPEALS
1.INTRODUCTION

Ifa propertyow nerbelieves thatthe valuationdetermined by the CountyAssessoris
inerror, anappealmaybe filedw iththe CountyAssessmentAppealsBoardduringa
period between July and November of each fiscal year. A resolved appeal may
produce a reduction in the original contested value and a refund to the property
owner. If the appeal is withdrawn, there is no change in the original value.

During a real estate market downturn, the market value of property may fall below
the assessed value. Under State law, Proposition 8 allows property owners to apply
for a temporary reduction in assessed value to match the current market value. As
market values increase, the assessed property values will also increase up to the
original assessedvalue (plus the annual CPI increase, notto exceed 2%, as required
by Proposition 13).

In addition, the CountyAssessor’soffice allow spropertyow nersto filea Proposition
8 reduction request to their area appraiser between January and May of each fiscal
yearin orderto reduce the assessed value of theirpropertywithouthaving to file an
assessmentappealwiththe County AssessmentAppealsBoard, otherwise knownas
an informal review. The County Assessor’s office provides this option to property
owners in order to limit the number of assessment appeals requiring hearing dates
with the County Assessment Appeals Board. In order to calculate the reduced
assessed value, the area appraiser will use several variables, including the date of
construction, land use type, andrecentcomparable sales fromthe surrounding area.

As of April 16, 2009, there were 310 unresolved appeals. Table 4 showsrecent
historical assessment appeals in the Project Area, providing the following
information: Fiscal Yearin which appeal was received, land use, Owner/Applicant
name, numberof parcelsbeing appealedby Owner/Applicant, w hetheror notappeal
is for Proposition 8, the status of the appeal, the contested assessed value, the
applicant’s opinion of value, the proposed changed value for pending appeals or
board approved value for resolved appeals, and the impact of the changed values.

2. APPEALS INFORMATION PROVIDED BY THE COUNTY

The County Assessor has provided the following information for inclusion in this
Fiscal Consultant Report.

For Fiscal Year 2008-2009, the County Assessor’s office received
approximately 40,000 applications County-wide for reductions of assessed
values of real property during their “informal” review process (1/1/2008 —
5/30/2008) for such fiscal year. In addition to the 40,000 informal
applications, the County Assessor’s office was proactive and, on its own,
reduced the assessed values for an additional approximately 48,000
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properties County-wide. Less than 500 of the 88,000 total reductions were
fornon-residential properties. Whenthe CountyAssessor’soffice receivesa
large number of requests from a specific area, such as a condominium
complex or subdivision of tract homes, the County Assessor may choose to
review the entire complex or the entire tract.

In addition to the 88,000 reductions discussed above, over 42,000 “formal”
assessment appeal applications were received for Fiscal Year 2008-2009
during the County’s formal review period (7/2/2008 — 11/30/2008) forsuch
Fiscal Year. Because these appeals are going through the County’s formal
process, anyreductionsto valuewilltakelongerto appearon thetaxrollthan
reductions made through the County’s informal appeal process described
above.

The County is currently accepting informal applications for reductions in
assessed values from property owners for Fiscal Year 2009-2010, and has
received approximately 26,000 applications County-wide as of May 12,
2009. The County is currently receiving approximately 5,000 applications
per week County-wide. Through these different processes, the County
Assessor expects that over 200,000 properties County-wide will see a
reducedassessedvalueforFiscal Year2009-2010. Based onthew orkto date
on the Fiscal Year2009-2010 roll, the County Assessorestimates a County-
wide reductionin netassessedvalue of approximately 4%. This reductionis
based on economic factors such as lower sales prices and reduced levels of
new construction, as well as Fiscal Year 2009-2010 appeals/reductions
processed through May 12, 2009. The County Assessor estimates smaller
reductions of 3% and 2% for Fiscal Years 2010-2011 and 2011-2012,
respectively, based on historical trends.

3. HISTORICAL APPEAL REDUCTIONS

For purposes of the analysis, DTA researched the pending and recently resolved
assessmentappealsto determine howtaxrefundsas a resultof appeals mightreduce
the tax increment received by the Agency from the Project Area.

For purposes of thisanalysis, DT A hasconservatively assumedthatpendingappeals
are resolvedatthe applicant’s opinionof value. On average, the applicant’s opinion
of value is equal to 72% of the contested assessed value.

4.F 1ISCAL YEAR 2006-2007 APPEALS

During Fiscal Year 2006-2007, a total of fourteen appeals were filed as shown in
Table 4. Thirteen appeals wereresolved withno change in value for Fiscal Year
2006-2007. One appeal with a Fiscal Year 2006-2007 assessed value of $330,000
was resolved with a reduction in value of $30,000 for Fiscal Year 2006-2007.
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5.FI1SCAL YEAR 2007-2008 APPEALS

During Fiscal Year 2007-2008, a total of eighty-six appeals were filed. Sixteen
appeals were resolved withno change in value forFiscal Year2007-2008. Twenty-
one appeals witha total Fiscal Year2007-2008 assessedvalue of $11,843,328 were
resolved with a total reduction in value of $1,744,328 for Fiscal Year 2007-2008.

For the remaining forty-nine pending appealsthroughFiscal Year2007-2008 witha
combined total Fiscal Year 2007-2008 assessed value of $17,527,094, DTA has
conservatively estimated a total reduction of $4,197,559, which represents the
applicant’s opinion of value as described in Section II1.E.3 above.

6.FISCAL YEAR 2008-2009 APPEALS

DuringFiscal Year2008-2009, a totalof 265 appealsw erefiled. Three appealswere
resolvedw ithno change in value forFiscal Year2008-2009. One appeal witha total
Fiscal Year 2008-2009 assessed value of $225,000 was resolved with a total
reduction in value of $25,000 for Fiscal Year 2008-2009.

Thus, forthe remaining 261 pending appeals throughFiscal Year2008-2009 witha
combined total Fiscal Year 2008-2009 assessed value of $154,902,486, DTA has
conservatively estimated a total reduction of $42,725,982 which represents the
applicant’s opinion of value as described in Section I1.E.3 above.

7.T OP TAXPAYER APPEALS

As shown in Table 3, the following two top taxpayers have appealed their assessed
value: (1) Garfield Beach CVS LLC & 9141 San Diego CA-CMLI and (ii) D&A
Semi Annual Mortgage Fund III LP.

Garfield Beach CVS LLC & 9141 San Diego CA-CMLI filed two assessment
appeals, contesting that the Fiscal Year 2007-2008 assessed value of their parcel
should be reduced to $5,000,000 from $7,900,000. Both appeals were resolved on
September4, 2008 withthe CountyAssessmentAppealBoarddecidingno reduction
in value w aswarranted. Thus,theFiscal Year2007-2008 assessedvalueforGarfield
Beach CVS LLC & 9141 San Diego CA-CMLI remains unchanged at $7,900,000.

D&A Semi Annual Mortgage FundIII LP contestedthatthe Fiscal Year2007-2008
assessed value of their 21 residential units should be reduced to $4,007,220 from
$5,310,000. The appeals have not yet been resolved by the County, but we have
accountedfora potentialdecrease in value based on the applicant’sopinionofvalue
as described in Section II.E.3 above.
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E. PROJECTIONS OF TOTAL ASSESSED VALUES

Due to the fact that the current real estate market downturn may last for several years, we
haveestimatedanannualreductionofassessedvaluesthroughFiscalYear2011-2012.Based
on discussions with the County Assessor’s office, we have utilized an estimated County-
wide average reduction of 4% and assumed that the Fiscal Year 2009-2010 assessed value
will be 4% lower than the Fiscal Year 2008-2009 assessed value. Going forward, we have
assumed 3% and 2% reductions for Fiscal Years 2010-2011 and 2011-2012, respectively,
whicharebasedon the County’sestimatesf orfuture yearreductions County-wide. Basedon
historical trends, the County appraiser expects that reductions made after the Fiscal Year
2009-2010 tax roll willreflect smaller drops in value and properties that had their values
reduced will reach their base values again by Fiscal Year 2015-2016. However,to be
conservative, we are not showing any increases in value. It is important to note that the
actual reduction to tax increment for future years may be higher or lower for a number of
different reasons, including filing of additional appeals in future years.
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III. PROJECT TAXINCREMENT REVENUE ALLOCATION

A. TAX RATES

Taxincrementrevenuesinthisanalysisarecalculated by applyingthetaxratedetermined by
the County Assessor to the annual incremental assessed value of the Project Area. The
general ad valorem tax rate is $1 per $100 of assessed value. In addition to this rate, an
override rate reflects the debt service for various agencies which have issued bonds that
derive tax revenues fromthe Project Area. Pursuant to Section 33670 (e) of the Health and
Safety Code, approved on November§, 1988, tax incrementrevenues cannotbe calculated
using property taxes generated from voter-approved bonded indebtedness on or following
January 1, 1989. Table 5 showsthe Fiscal Year 2008-2009 tax rates in the Project Area,
separating the override amountsattributed tobondedindebtedness by participating agencies
which excludes those that started levying a charge after January 1, 1989. Thus, the Fiscal
Year 2008-2009 tax rate used to calculate tax increment in TRA 08-255 is $1.00930 per
$100 of assessed value. DTA assumes a secured tax rate of $1 per $100 after Fiscal Year
2008-2009 as the override rates usually decline each year as values increase and bonded
indebtedness is paid of fover time.

TABLES
SUMMARY OF PARTICIPATING AND NONPARTICIPATING AGENCIES

Fv 2007-2008 Rates for Fy 2008-2009 Rates for

Participating Agencies [1] TRA 008-255 [3] TRA 008-255 [3]
1.00000%: 1.00000%:

City of San Diego Zoological Exhibit 0.00500%: 0.00500%:
San Diegao Unified Leasef/Purchase 0.00000% 0.00000%
Metropolitan Water District 0.00450%: 0.00430%:
County Water Authority 0.00000%: 0.00000%:
Subtotal 1.00950%: 1.00930%:
Non-Participating Agencies [2]
San Diego Crty Public Safety 0.00119% 0.00708%
San Diego Unified Bond Series 19994, 0.007458%: 0.00788%
San Diego Unified Bond Series 20008 0.00567%: 0.00639%:
San Diego Unified Bond Series 2001C 0.00645%: 0.00734%
San Diego Unified Bond Series 20020 0.00868%: 0.00965%:
San Diego Unified Bond Series 2003E 0.01429% 0.01411%
=an Diego Unified Bond Series 1998F 0.00261% 0.00324%
San Diego Unified Bond Series 19986 0.00260%: 0.00440%:
San Diego Unified Bond Series 2006 F-1 Refunding 0.00670%: 0.00458%
San Diego Unified Bond Series 2006 G-1 Refunding 0.00556%: 0.00425%
San Diego Community College Bond 20034, 0.00000%: 0.00065%:
Zan Diego Community College Bond 20036 0.00874%: 0.00540%;
San Diego Community College Bond 20064, 0.01866%: 0.00304%;
Subtotal 0.088RES: 0.07504%
Grand Total 1.09816%: 1.08434%
[1] Agencies that began levying an annual charge before January 1, 1389,
[2] Agencies that have been levying an annual charge after January 1, 1989,
[3] Ta« rates based oninformation provided by the San Diego County Auditor/Controller.
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B. Supplemental Taxes, Delinquencies, Penalties, Interest

Supplemental property taxes are a result of change in ownership of property or new
construction. They are based on the difference between the prior year value and the new
value and canrepresenteithera positive or negative impactto Project Area value. They are
allocated to the Agency throughout the year and included in the ten apportionments made
eachyearto the Agencyby the AuditorController. The historyof supplemental tax receipts
intheProjectAreaisshownin Table6. To be conservative, future supplemental assessments
are not projected.

Tax increment payments can also be adjusted due to roll corrections, delinquencies,
penalties, and interest. The historical status of these adjustments is also shown in Table 6.

Propertytaxeson assessedvaluationsthatare reduceddue to laterassessmentappealsresult
in refunds for the taxes based on the original value. Refunds are allocated based on
apportionment factors. Table 6 shows the historical refunds in the Project Area.

TABLE®B
ALLOCATION ADJUSTMENTS [1]

Supplemental Roll Refunds/ Delinquencies Total
Year Roll Corrections Adjustments { Penalties Adjustments
1999-2000 $46,633.44 ($1.868.98) ($3.490.97 $0.00 $41.273.449
2000-2007 $170,136.31 ($950.85) ($13.6897.20) $8.955.08 $164,443.34
2001-2002 $320,938.79 ($1.003.23) $23.780.95) $14,699.25 $310.853.86
2002-2003 $413.173.87 Havz.29) ($26.975.47) %22, 058.01 $407.784.12
2003-2004 $494,959.35 ($3.523.79) $34,303.64) $28.167.74 $485,299.71
2004-2005 $902,383.85 ($5.005.48) $65.139.81) $31.547.35 $863.785.94
2005-2006 $806,859.28 ($748.33) $67.563.06) $50.106.41 $868,654.30
2006-2007 $eda, 32627 ($1.502.23) ($69.533.67) $79,482.40 $B5E, 772 T
2007-2008 $1.028,735.50 ($4.518.78) ($100.206.53) $142.550.95 $1.066,592.16
[1] Bazed on information in the &gency Trust Fund Summary, prepared by the A uditor-Controller.

The historical percentage of tax receipts to the actual amount of taxes levied is shown in
Table 7. Please note thatthe total tax receipts collected of tenexceed the amountlevied due
to collection of penalties and interest.
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TABLE 7
HSTORIC RECE PTS TO LEVY ANALYSIS

1999 2000 2001 2002 2003 2004 2005 2006 2007

Fiscal Year Ending: 2000 2001 2002 2003 2004 2005 2006 2007 2008
|. Reported Assessed Walue

Total Project Yalue [1] $460.7681.672  $492, 422,608  $533.366.568  $5FE.T41181  $636.771.272  $711.769.493 $832.019.088 $A56,142.587  $1.131.971.188

Less Base Walue 423,551,030 423.551,030 423,551,030 423,551,030 423,851,030 423,551,030 423,551,030 423,551,030 423,551,030

Incremental Value 37.230.642 (8,871,778 109,835,528 152,590,151 213,220,242 288,218,469 408,468,058 532591557 708,420,158

Tax Fate 1.11065% 1.11046% 1.10928% 1.01820% 1.01177% 1.11827% 1.11250% 1.00970% 1.00950%

II. Gross Tax Increment 413,502 764,734 1,218,384 1,563,673 2,157,298 3,223,081 4,644,207 b.377.677 7151601

LUnitary Pevenue 0 0 1,138 1,083 1,594 1,614 1,623 2,755 14,881

County Adrministrative Expenses (4.504) (5.138) 7.mz) (12.328) (14.851) (28.138) (35, 4B0) (43.559) (52.451)

Total Computed Lesy 408,993 754, 656 1,212,510 1,542,431 2,144,341 3,196,538 4,810,370 5336773 7.113.932

IIl. Taotal Receipts 445,221 912,867 1,498,177 2,078,180 2,610,446 3,711,254 4,889,797 5,860,357 7,930,701

% Difference of Computed Lew [2] 108.86% 12017% 123.56% 134.73% 121.74% 116.10% 108.41% 109.81% 111.48%

[1] Based ontotal secured and unsecured walue for the Project provided by the San Diego County duditor/Controller az of 1/1 of the initial vear of each fiscal vear [i.e. 1/1408 for Py 2008-2003).
[2] Actual receipts collected often exceed the amount levied due to penalties and interest collected by the Agency.

C. UNITARY TAXES

The State Board of Equalization (“SBE”) establishes the taxable value of real and personal
property of utilities, and since Fiscal Year 1988-1989, the values have been assessed as a
County-wide unit. There are several qualifications to the unitary revenue disbursement: a
taxing agencyis entitledto receive the same amountof revenue as the previous yearas well
as an increase of up to 2%, unless unitary revenues decrease below a level adequate to
provide each taxing agency with the same share as the prior year. In this case, the unitary
revenues will be reducedpro ratato all agencies. The othercomponentof unitaryallocation
is significant w henthe assessedvaluationof unitarytaxesincreases by more than2% in one
year, in which case revenues are allocated according to the percentage that each taxing
agency in the County receives for secured taxable values. As of 1988-1989, when the
allocationprocedureschanged, it wasdeterminedthata taxingagencythatw ascreatedafter
1988-1989 wasnot entitled to receive unitary revenues. In the Project Area, whichwas
created in 1997, no unitary revenues had been received in prior years due to the
abovementioned procedure.

Unitaryrevenue forthe Project Areareceivedas of June 30, 2007 was $14,881. The Project
Areareceiveda proportionofthe increasedamountasitwasentitledto receivea shareofthe
revenues. Assuming that the unitary revenues will stay at a constant level in future years,
DTA is conservatively estimating that the Project Area will continue to receive the same
amount.

D. ADMINISTRATIVE CHARGES

Senate Bills2557 and 1559 allow counties to determine propertytaxadministrative charges
to local agencies in the proportion that is attributable to their property tax administrative
coststo the County. The average administrative charge fromFiscal Year1999-2000 through
Fiscal Year 2007-2008 was approximately 0.78% of gross incremental revenue.

FiscalConsultant Report Page 15
North Park Redevelopment ProjectArea June 5,2009




DTA has conservatively estimated the charge for future years to be 1.00% of gross
incremental revenue. Tables 9 and 10 show the administrative charge as a deduction to the
Project Area.

E. LOW AND MODERATE INCOME HOUSING SET ASIDE

In accordance with Community Redevelopment Law (Health and Safety Code, Section
33000 et seq.), the Agency is required to set aside 20% of all tax incrementrevenues into a
low andmoderate incomehousingfund. Forthepurposesofthisanalysis,DTA assumesthat
the Agency will continue to set aside 20% of the tax incrementin orderto improve, add to,
or maintain the City of San Diego’s supply of low and moderate income housing in future
years. Table 10, w hichprojects future taxincrementrevenuesf orthe Project Area, indicates
the amountsetaside forlow andmoderate income housingeachyearasa separate line item.

F. AB 1290 PAYMENTS TO AFFECTED TAXING ENTITIES

AssemblyBill 1290 (“AB 1290”) was effective as of Januaryl, 1994 and was significant in
that it put an end to the ability of public agencies to enter into “pass through agreements.”
Instead, the amounts to be paid to the affected taxing agencies are automatically set at the
statutorylevelsindicatedin the table below. Fiscal Year1999-2000 is consideredto be Year
1. AB 1290 requiresthatpayments be collecteduntilthelastfiscalyearin whichthe Agency
receives tax increment. Payments made under AB 1290 are senior to annual debt service
payment obligations. For purposes of this analysis, Table 10 shows the tax increment
projections forthe Project Area throughFiscal Year2038-2039 (the lastyearin whichdebt
service payments are expected to be made on the proposed Series 2009 Bonds).
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Plan Years Level 1 Level 2 Level 3
25% of'the incrementless
the low and moderate

1 —End

(FY 1999-2000 to FY 2038-39)

income housing set aside
(or 20% of the gross
increment).

Using the assessed value
in Year 10 as a first
adjusted  base  year
assessed value, 21% of

(111;50%(19_2010 to FY 2038-39) Same as Above PLUS theincrementlessj[helow
and moderate income
housing set aside (or
16.8% of the gross
increment).
Using the assessed value
in Year 30 as a first
adjusted  base  year
31 — End assgssed value, 14% of
(FY 2029-2030 to FY 2038-39) Same as Above PLUS Same as Above PLUS the incrementless Fhe low
and moderate income
housing set aside (or
11.2% of the gross
increment).

G.PROPERTY TAX DELINQUENCIES AND FORECLOSURES

Delinquencyinformation forthe Project Area was researched withthe Countyon April 30,
2009. As of this date, 287 parcels (8.56% of the total parcels) in the Project Area were
delinquent in the payment of secured Fiscal Year 2008-2009 property taxes to the County
Tax Collector.

Information regarding foreclosure proceedingsf orresidential parcelswithinzipcode92104,
w hichfullyencompasses the Project Area, butalso includes areas outside the Project Area,
was researched through RealtyTrac on May 14, 2009. As of this date, 305 residential
properties had Notices of Default recorded with the County of San Diego, 93 residential
propertiesw ereundergoing a trustee’ssale,and 339 residential propertiesw erebank-owned.
Please note, zip code 92104 encompasses over 22,000 residential units while the Project
Area encompasses 6,913 residential units. Therefore, the actual number of residential
propertiesw ithinthe Project Areaw hichareaffected by foreclosure proceedingswillbe less
than stated above.
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H. EDUCATIONAL REVENUE AUGMENTATION FUND (“ERAF”)

In connection with its approval of the budget for Fiscal Years 1992-1993 through 1994-
1995, the State Legislature enactedlegislationw hichreallocatedf undsfromredevelopment
agencies to school districts by shifting a portion of each agency's tax increment, net of
amounts due to othertaxing agencies, to school districts forsuch fiscal years fordeposit to
ERAF. The amount required to be paid by a redevelopment agency under such legislation
was apportionedamong all of'its redevelopment projectareas on a collective basis, andwas
not allocated separately to individual project areas. Faced witha projected multi-billion
dollar budget gap for Fiscal Year 2002-2003, the State Legislature adopted as urgency
legislation, AB 1768 requiring redevelopment agencies to pay into ERAF in Fiscal Year
2002-2003 an aggregate amountof $75 million. Senate Bill 1096, adopted in August2004,
requiredredevelopment agenciesstatew ideto pay into ER AFanamountof $250 millionfor
Fiscal Years 2004-2005 and2005-2006. The State’s Fiscal Year2006-2007 and2007-2008
budgets didnotinclude any ERAF shifts fromlocal governments, including redevelopment
agencies.

For Fiscal Year 2008-2009, the State Legislature adopted AB 1389 which required
redevelopment agenciestopayinto ERAFanaggregateamountof $350 million. Ofthe $350
million,the Agency’ssharew asapproximately $12 millionandtheProject Area’ssharewas
$431,660. However, the California Redevelopment Association, along with two local
redevelopment agencies and John Shirey, the Executive Director of the California
Redevelopment Association, brought suit in superior court in Sacramento seeking to
invalidate portions of AB 1389, including the obligation to make such payments. On April
30, 2009, the superior court in Sacramento rendered a ruling in the case, invalidating the
operationofthe legislationrequiringthenew Fiscal Y ear2008-2009 ER AFpayment. Based
on the judgment, the Agency does not intend to make any ERAF payment for Fiscal Year
2008-2009 at this time; however, the Agencyhas budgetedand appropriatedfunds on hand
sufficient to make the ERAF payment should the superior court’s ruling be reversed, set
aside, or altered in such a way that the Fiscal Year 2008-2009 ERAF becomes due and
payable. The State has filed a notice of intentto appeal the ruling of the superiorcourt, and
no assurance can be given with respect to the disposition of any such appeal.

It is unknown whether the State Legislature will require future ERAF payments. Because
anysuchpaymentw ouldbe subordinate totheSeries2009 Bonds,no future ER AFpayments
are shown in the tax increment projection in Table 10.

I.C OMPREHENSIVE AFFORDABLE HOUSING STRATEGY COLLABORATIVE

In 2006 the Agency approved the pooling of the housing set-aside funds from the
Redevelopment Division’selevenprojectareasforan Affordable HousingOpportunity Fund
in orderto provide greaterflexibility in financing affordable housing projectsthroughout the
Cityof San Diego. InJuly2007, the Agencyapproved fourseparate non-revolving housing
lines of creditw ithSan Diego National Bankin an aggregate amountof $34 millionsecured
by the housing set-aside funds from four project areas: City Heights ($11 million); Naval
Training Center($7.1 million); NorthBay ($8.6 million); and NorthPark ($7.3 million). Of
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the $34 million, $29 millionhasbeen allocatedto the Affordable HousingOpportunity Fund,
including NorthPark’s $7.3 million. To date, the Affordable Housing OpportunityFundhas
providedapproximately $23.3 millionforaffordable housing projects in the NorthPark, San
Ysidro, Barrio Logan, and Crossroads project areas.
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IV. PROJECT TAXINCREMENT PROJECTIONS

A. CHANGES IN ASSESSED VALUES

Table 8 presents an analysis of the greatestchanges in assessed value between years 2007-
2008 and 2008-2009. As shownin Table 8, the total assessed value for 281 residential
parcels wasreduced by $24,316,529 (percentage change from Fiscal Year 2007-2008 to
Fiscal Year2008-2009 is -22.14%) by the CountyAssessorforFiscal Year2008-2009 as a
resultof Proposition 8 reductions, otherassessmentappeals, and changes in ownership. Of
the remaining residentialparcelsin the Project Area, 1,175 parcels increasedin value by the
2% inflation factorforFiscal year2008-2009 and 1,117 parcels were increased in value by
greater amounts. The remaining 48 residential parcels either increased by less than the 2%
inflation factor or remained unchanged from Fiscal Year 2007-2008. In total, residential
parcels in the Project Areaincreasedin value forFiscal Year2008-2009 by $18,097,589, or
2.23% over the residential property values for Fiscal year 2007-2008. The Project Area
increased in total value by $35,456,844 (3.20%) for Fiscal Year 2008-2009.

More specifically, there were four property owners in the Project Area whosetotal value
increasedby $6,914,392 forFiscalYear2008-2009 duetochangesinownershipTherew ere
also two propertyowners in the Project Areawhose total value decreasedby $7,736,356 for
Fiscal Year 2008-2009 due to an increase in the exempt value assigned by the County.
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TABLE 8
LARGEST CHANGES IN SECURED ASSESSED VALUE

Reason for FY 2007-2008 Secured FY 2008-2009 Secured
Current Assessee Change in Yalue Parcels  Net Assessed Value [1] Net Assessed Yalue [1] Difference  Percent Change|

Fog Tan Parcsls that orassad iy Valie

hMcEwen Otay LLCANIesner Carol B Trust Ownership Change 1 $3.443.473 $6.485.000 $3.041.527 88.33%
Partage “Wentures LLC Ownership Change 1 436,789 2,040,000 1.603.21 I67.04%
K f 30th Feal Estate Holding Co LLC Owenership Change 3 g03.022 2,000,000 1,196,978 149.06%
Famea LLC Owenership Change 3 712,324 1,785,000 1.072.676 160.59%
Brannan LLC Ownership Change 1 161.037 1.101.600 940,563 584.07%
2911 Adams Awve LLC Owenership Change 2 336,411 1.224.000 687,569 263.84%
Wisin Jack & Karen Ownership Change 1 178,319 1,026,961 G347 642 472.70%
Harmony Grove Partners LP Ownership Change 1 182,933 950,000 767 067 419.32%
Trenino Trust 05-12-94 Mew Construction 1 66, 457 1,407,045 720,568 104.97%
Brown Kewin P/Dandrea Joseph A Trust Ownership Change 1 283,406 1,000,000 F16.594 262.85%
St Ha SR T TR TR HE FE g 43 FEZ LS5
oy Ten Farcels thal Detragsad w Vaie
Lyric Opera San Diego Increase in Exemption 1 6,528,000 998,784 (5.529.2186) -84.70%
Farnily Health Centers of San Diego Increase in Exemption 3 2,465,979 258,839 (2.207.140) -89.50%
Dzung & Hanh Family Ltd Partnership Fescission Deed [7] 1 1,000,353 27,386 (972.9687) -97.26%
Kindle Adelaide | Trust Chwenership Change 1 1,080,000 152,997 (927.003) -86.83%
L-20 Ll Owenership Change 1 2,699,838 2.14z2.000 (Bh7.838) -20.66%
YRCA of San Diego County Increase in Exemption 1 464,379 0 (464,379) -100.00%
Investment Property Exchange Serdces Inc Cwnership Change 2 2,786,190 2,370,480 (A8.710) -14.92%
Buono Guy & Carolyn N Trust 03-06-96 Proposition 50790 [10] 1 437.737 43,488 (394, 249 -90.07%
Kenny Gerard P Trust 08-09-04 Proposition 8 Feduction 2 549,454 500,000 (349,454 -41.14%
Tavlor Family Trust 07-03-97 Proposition 60790 [10 1 389,930 66,842 (323148 -02.06%
Sttt i F& S8R £ 55 E78 SRS TEE R PR
All Cther Parcels [ 3310 1.081,500,131 1.117.303.644 35.803.513 331%
Total 333 1.107.427.222 1.142,884,066 35,456,844 3.20%
Fesicential
Incresse in Yalue (Grester Than 2%) 1.117 253,467,205 287.197.025 $33.729.820 13.31%
Incresse in Value (Equal to 2%) 1.175 428,133,584 436,695, 246 8,561,657 2.00%
Increase in Walue (Less Than 2%) 38 15,494,579 15,617,220 122,641 0.79%
Mo change in Walue [2] 10 2,950,534 2,950,539 i 0.00%
Decrease in Value from Prop 8 Feduction Appesals [3] 7 4,947,207 3.839.000 (1.108.207) -22.40%
Decrease in Walue from Automatic Prop 8§ Reductions [4] 218 79,094,129 60,334,067 (18.760.062) -23.72%
Decrease in Yalue from Other Assessment Appeals [5] 3 1,245,350 1,042,000 (203, 350) -16.33%
Decrease in Value (Ownership Changed) [B] b3 24,520,139 20.275.229 (4.244.910) -17.31%
Subtatal 2621 $809.852,.737 $827.950, 326 $18.097.584 223%
MNaon-Fesidential
Incresse in Yalue (Grester Than 2%) G2 41,798,339 57.688.198 15,859,554 38.023%
Incresse in Value (Equal to 2%) 460 188,049,345 191,809,930 3,760,585 2.00%
Incresse in Yalue (Less Than 2%) 13 15,367,772 15,579,325 211,553 1.38%
Mo change in Walue [2] 21 1] 1] 1] 0.00%
Decrease in Yealue from Prop 8 Feduction Appeals [3] 0 0 0 0 0.00%
Decrease in Walue from Automatic Prop 8§ Reductions [4] 8 16,957,710 9,529,599 (7.128.111) -42.03%
Decrease in Yalue from Other Assessment Appeals [5] 0 0 0 0 0.00%
Decrease in Value (Ownership Changed) [B] 1 343,332 325,000 (18.332) -5.34%
Decrease in Walue - Fescission Deed [7] 1 1,000,353 27,386 (972.9687) -97.26%
Subtatal 51 263,516,851 275,259,438 11,742,587 4.46%
Mew Fesidential Parcels [8] 143 P, 35,291,584 35,291,584 T
Mewe MNon-Fesidential Parcels [8] 9 R 4,382,718 4,382,718 R
Superceded Parcels [9] 17 34,057,634 TN, (34.057.634) TN,
Total 331 $1.107.427.222 $1.142.884,066 $35. 456,844 3.20%

[1]Azsezzed values provided by the County Azzessor as of 1/ of the initial year of each fizcal year [ie 11408 for FY 2008-2009).

[2] & total of 3 residential parcels and 21 non-residential parcels had a Met &ssessed Value of $0. Excludes parcels owned by public agencies based on final Py 2008-09 &sseszor's Roll

[3]Walues bazed on the final Azzeszor's roll for each fizcal vear. The reductions were a result of Proposition 8 appeals by property owners allowing a temporary reduction in azzessed value bazed on decreasing market value,
[4] Bazed on dizcussions with the County appraiser, the reductions were due to automatic Proposition 8 reductions allowing a temporary reduction in assessed value based on decreasing market value.

[5] % alues were reduced fallowing successful assessment appeals by the property owners. The assessment appeals were not a result of a Proposition 8 temporary reduction in assessed value.

[6]alues bazed on the closed Assessor's roll for each fiscal vear. Following the change in ownership, the County revised the assessed value of the parcels to reflect the market value.

[7] Bazed on dizcussions with the County, the FY 2007-2008 value reflected the market value of the parcel following the zale of the parcel. However, in October 2007, it waz determined that the sale had been

cancelled and the County reverted the Py 2008-2009 value back to the Base Year value in 2003, ezcalated annually by 2%

[B] Mew parcels for Fy' 2008-2009 az a rezult of parcel changes from the prior pear.

[9]Fv 2007-2008 aszessor parcels that did not have matching Fy' 2008- 2009 parcel numbers.

[10] W alues were reduced due to Propasition B0/90 following change in ownership. Proposition B0/90 provide for the transfer of a property's baze year value from an existing residence to a replacement residence, under certain conditions,
for qualified perzonz over the age of 55 or persons of any age who are severely and permanently disabled.

B. NEW DEVELOPMENT

The table below summarizesnew developmentthatmayincrease assessedvalueswithinthe
Project Area in the future. For purposes of this analysis, however, w e have conservatively
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assumed thatthere will notbe any increase in assessed values forfuture years as a resultof
such new development within the Project Area.

Project

Description

North Park Retail Center

Construction of new commercial site containing approximately 14,969 square
feet for a new grocery store and retail space. The project began in May 2009
and is anticipated for completion in 14 months with a completed value of
approximately $10 million.

Lafayette Hotel

$4 million rehabilitation of 131-room historic hotel. Expected to be approved
by the Agency Board in July 2009 with funding to occur in September 2009.
Project anticipated for completion by the end of 2010.

North Park Pilot Village

Agency proposing $4 million rehabilitation of commercial properties betw een
Grim and 31" Street on the south side of University Avenue as a keystone
project within the pilot village. Several parcels are available for sale and/or
lease. No timeline for completion has been established.

The table below summarizes four new affordable housing projects which will result in a
reduction of assessed value due to property being classified by the County as non-taxable
and removed from the tax roll. It is expected that the four projects will be owned and
operatedby a taxexemptnon-profit entity. For purposesof this analysis,w ehaveassumeda
reductionof future assessedvalue equal to the Fiscal Year2008-2009 taxable value of such

properties.

Project

Description

Pathfinders of San Diego, Inc.

Rehabilitation and conversion of an existing hotel and adjacent property on
University Avenue into 16 affordable rental units for men dual-diagnosed for
mental and substance abuse problems. Property expected to be purchased and
removed from the tax roll by July 2009. Construction expected to commence
within three months after closing and completed within twelve months. Value

removed from 2009-2010 roll: $1,082,429

Arbor Crest North

Construction of an 83-unit affordable rental complex on Florida Street just
south of University. The project includes the removal of 15 substandard
residences on a one-acre site. Property was purchased and removed from the
tax roll in February 2009. Commencement of construction is uncertain as it is
dependent on obtaining tax credit awards. If the award is not received within
three years, the deed will return to the Housing Commission, but the property
will remain of fthe tax rolls. Value removed from 2008-2009 roll: $3,527,376

Boulevard at North Park

Proposed affordable housing project on El Cajon Blvd between Florida and
Alabama. No timeline established. Value removed from 2009-2010 roll:
$4,054,203

3029 University Avenue

The Agency has released a Request for Proposals for the potential
development of a 39,400 square foot building located at University Avenue
and Ray Street. A non-profit developer could be selected to purchase the
building and own and operate the project. No timeline has been established.
Value removed from 2009-2010 roll: $1,754,864
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C. TAX INCREMENT PROJECTIONS

Table 9 summarizes the Fiscal Year2008-2009 assessed values and details how the nettax
increment is calculated. Table 10 projects the tax increment to be generated by the Project
Area through Fiscal Year 2038-2039, which is the last year in which the expected Series
2009 taxallocationbondsw illbe paidoff. DT A hasestimatedthe future taxincrementbased
ontheProject AreaassessedvaluationforFiscal Year2008-2009, utilizingthe assumptions
stated herein regarding currentadjustments to the increment. For purposes of this analysis,
we are conservatively using the Fiscal Year2008-2009 CountyAssessor’ssecuredassessed
value, whichis low erthanthe Auditor’s securedvalue, to calculate the projectedannual tax
increment. The projections are based on the assumption that the value of real property will
be reduced annually through Fiscal Year 2011-2012 based on the Assessor’s County-wide
reduction estimates. For purposes of this analysis, we have assumed that the real property
value will remainlevelthereafter. Actualreductionsorincreasesin assessedvaluewillvary.
This real propertyvalue is addedto the value of otherproperty, w hichincludes securedand
unsecured personal property within the Project Area less unsecured exemptions for Fiscal
Year2008-2009. The value of otherpropertyis assumed to remainconstantthroughoutthe
subsequentyears. In addition, forpurposesof thisanalysis, w ehaveconservatively assumed
that the value reductions resulting from temporary Proposition 8 reductions are permanent
and such values are not added back to the projection shown in Table 10. Lastly, the
incremental value is the difference between the total value and the base yearvalue, and the
tax rate used in the calculationof gross revenue forFiscal Year2008-2009 is the actual tax
rate. This is assumed to decrease in subsequent years. Unitary revenue and administrative
charges result in adjustments to the net tax increment, for whichthe assumptions were
discussedpreviously. The set aside forlow and moderate income housing andthe AB 1290
pass through payments are shown as separate line items.
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TABLES
Fy 2008-2009 TAX INCREMENT FEVENLE ESTIMATE

[1] Aszzessed values provided by the County Assessar as of 1/1/08.

rall.

[¥] Estimated at 1.00% of the gross revenue for the Project Area.
[B] Bazed on 20% of Grozs Increment B evenue.

Year 2008-2009 ERAF papment.

2009, Actual reduction bazed an appeals will wary.

[5] Bazed oninformation for By 2007-2008 provided by the County of 5an Diego Auditor/Contraller.
[E] For purpozes of thiz analysiz, we have congervatively azzsumed that the supplermental roll will not add additional revenue.

Fv 2008-2009 Base Incremental
Taxable Yalue Taxable Value Taxable Value
Secured Yalues [1]
Land $627.803,657 $196, 484,726 $431,318,931
Improverm ent 543,805,774 222,640,198 327165576
Fersonal Property 2,134,494 2,523,324 (368,835)
Gross Value 1.179.743,925 421,648,253 758,095,672
Less Exemptions (36,859,859 (8.911.306) (27.948,553)
Total Secured 1.142.8684.066 112,736,947 730147119
Unsecured Values [2]
Land 0 0 0
Improvement 6,114,373 4,348,700 1,765,673
Fersonal Property 12,338,763 6,465,383 5,873,380
Gross Walue 18,453,136 10,814,083 7.639.053
Less Exemptions (1.294.381) 0 (1.294,3871)
Total Unsecured 17,158,755 10.814.083 b.344.672
Total Secured and Unsecured 1.160.042.821 423.551.030 736,491,791
Estimated “aluation Adjustments
Anticipated Yalue Reduction [4] (3.527.376)
Assessment Appeal Valustion Reductions: (48.511.605) [10]
Adiusted Incremental Secured and Unsecured ka4, 452,810
Gross Increment Fevenue & 1.00930% [3] B6,908.1582
Lnitary Revenue [5] 14,83
Supplemental Roll [B] 0
Cffsets to Gross Estimated RBevenue
Administrative Expenses [7] (69,082)
Met Tax Increrment Fevenue 6.853.9582
LowsfModerate Income Housing Set-Aside Fevenue (1.370.738)
Taxing Agencies Fass Throughs (AB 1290) [8] (1,381,636
Fayments to Educational Revenue Augmentation Fund (ERAF) [9] 0
Non-Housing Tax Increment Revenue 4,101,549

[£] Bazed oninformation provided by the County of San Diego Auditor/Controller report "al File-04 PEWVYPTOE" a2 of 141708
[3] The actual tax rate of 1.00930% i used for By 2008-2009. & 1.00% tas rate iz used from FYy 2003-2010 to the end of the projection.
[4] Represents estimated reduchion in assezzed value due to affordable houzsing projects that will result in property being removed friom the tax

[9] Bazed on the decizsion handed down by the superion court in S acramento on April 30, 2003, the Agency iz not obligated to pay the Fiscal

[10] Bazed on pending appeals for Fr' 200702 and 2008-09, and appeals which were rezolved after the azzeszor roll was finalized for Py 2008-
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D. LIMITATIONS

This Report contains a projection of tax increment revenues to be received by the Agency.
The reportis based on estimates, assumptionsand otherinformation developedfromDTA's
research and telephone discussions with County staff, as well as our understanding of
County tax procedures. The sources of information and basis of the estimates are stated
herein. While we believe thatthe sourcesof information are reliable, DT A doesnotexpress
anopinionor any otherformof assurance on the accuracyof suchinformation. In addition,
since the analyses contained herein are based on legislation and County procedures, which
are inherentlysubjectto uncertainty and variationdepending on evolving events and policy
changes, DTA cannot represent them as results that will definitely be achieved. Some
assumptionsinevitablyw illnot materialize andunanticipated eventsand circumstances may
occur; therefore, the actual results achieved may vary from the projections.

J\CLIENTS\SanDiego\Redevelopment\North Park\FCRs\2008-09\Reports\FCR_NP_9_inprocess.doc
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APPENDIX E

FORM OF BOND COUNSEL’S OPINION

[Closing Date]
Redevelopment Agency of the
City of San Diego
San Diego, California
Re: S Redevelopment Agency of the City of San Diego North Park

Redevelopment Project Subordinate Tax Allocation Bonds, Series 2009A
Ladies and Gentlemen:

We have examined certified copies of proceedingsof the Redevelopment Agency of the
City of San Diego (the “Agency”), and other information and documents submitted to us
relative to the issuance and sale by the Agency of its North Park Redevelopment Project
Subordinate Tax Allocation Bonds, Series 2009A in the aggregate principal amount of
$__ _ (the “2009A Bonds”) and such other information and documents as we consider
necessary to render this opinion. In rendering this opinion, we also have relied upon certain
representations of fact and certifications made by the Agency and the initial purchasers of the
2009A Bonds. We have not undertaken to verify through independent investigation the
accuracy of the representations and certifications relied upon by us.

The 2009A Bonds have been issued pursuant to the authority contained in Part 1 of
Division 24 of the Health and Safety Code of the State of California (the “Act”), a resolution of
the Agency adopted on June __, 2009, and in accordance with the terms and conditions of an
Indenture of Trust dated as of July 1, 2009 (the “Indenture”), by and between the Agency and
Wells Fargo Bank, National Association, as trustee. All terms not defined herein have the
meanings ascribed to those terms in the Indenture.

Based upon our examination of all of the foregoing,and in reliance thereon, and on all
matters of fact as we deem relevant under the circumstances, and upon consideration of
applicable laws, we are of the opinion that:

1. The 2009A Bonds have been duly and validly authorized by the Agency and are
valid and binding special obligations of the Agency and, except as specifically limited in the
Indenture, payable solely from Tax Revenues (as defined in the Indenture) and other sources as
and to the extent provided for in the Indenture. The 2009A Bonds are enforceable in accordance
with their terms and the terms of the Indenture, except to the extent that enforceability may be
limited by bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance or
transfer or other laws affecting creditors’ rights generally and by the exercise of judicial
discretion in accordance with general principles of equity or otherwise in appropriate cases and
by limitations on remedies against public agencies in the State of California.

2. The Indenture has been duly authorized by the Agency, is valid and binding
upon the Agency and is enforceable in accordance with its terms, except to the extent that
enforceability may be limited by bankruptcy, insolvency, reorganization moratorium,
fraudulent conveyance or transfer or laws affecting creditors’” rights generally and by the
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exercise of judicial discretion in accordance with general principles of equity or otherwise in
appropriate cases and by limitations on remedies against public agencies in the State of
California.

3. Under existing statutes, regulations, rulingsand judicial decisions, interest (and
originalissue discount) on the 2009A Bonds is excluded from grossincome for federal income
tax purposes, and such interest is not an item of tax preference for purposes of calculating the
federal alternative minimum tax imposed on individuals and corporations and, with respect to
corporations, will not be included as an adjustment in the calculation of alternative minimum
taxable income.

4. Interest on the 2009A Bonds is exempt from State of California personal income
tax.

5. The difference between the issue price of a 2009A Bond (the first price at which a
substantial amount of the 2009A Bonds of a maturity are to be sold to the public) and the stated
redemption price at maturity with respect to such 2009A Bond constitutes original issue
discount. Originalissue discount accrues under a constant yield method, and original issue
discount will accrue to a Bondowner before receipt of cash attributable to such excludable
income. The amount of originalissue discount deemed received by a Bondowner will increase
the Bondowner’s basis in the applicable 2009A Bond. Original issue discount that accrues to the
Bondowner is excluded from the grossincome of such owner for federal income tax purposes, is
not an item of tax preference for purposes of the federal alternative minimum tax imposed on
individuals and corporations (as described in paragraph 3 above), and is exempt from State of
California personal income tax.

6. The amount by which a Bondowner’s original basis for determining loss on sale
or exchangein the applicable 2009A Bond (generally the purchase price) exceeds the amount
payable on maturity (or on an earlier call date) constitutes amortizable 2009A Bond premium
which must be amortized under Section 171 of the Code; such amortizable 2009A Bond
premium reduces the Bond owner’s basis in the applicable 2009A Bond (and the amount of tax-
exempt interest received), and is not deductible for federal income tax purposes. The basis
reduction as a result of the amortization of 2009A Bond premium may result in a Bondowner
realizing a taxable gain when a 2009A Bond is sold by the owner for an amount equal to or less
(under certain circumstances) than the original cost of the 2009A Bond to the owner.

The opinions set forth in paragraphs (3) and (5) above as to the exclusion from gross
income for federal income tax purposes of interest (and originalissue discount) on the 2009A
Bonds is subject to the condition that the Agency complies with all requirements of the Internal
Revenue Code of 1986, as amended (the “Code”), that must be satisfied subsequent to the
issuance of the 2009A Bonds to assure that interest (and original issue discount) will not become
includable in gross income for federal income tax purposes. Failure to comply with such
requirements of the Code might cause interest (and original issue discount) on the 2009A Bonds
to be included in gross income for federal income tax purposes retroactive to the date of
issuance of the 2009A Bonds. The Agency has covenanted to comply with all such
requirements. Except as set forth in paragraphs (3), (4), (5) and (6) above, we express no
opinion as to any tax consequences related to the 2009A Bonds.

Certain agreements, requirements and procedures contained or referred to in the
Indenture, the Tax Certificate executed by the Agency and other documents related to the
2009A Bonds may be changed and certain actions may be taken or omitted, under the
circumstances and subject to the terms and conditions set forth in such documents. We express
no opinion as to the effect on the exclusion from gross income for federal income tax purposes
of interest (and originalissue discount) on any 2009A Bond if any such change occurs or action
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is taken or omitted upon advice or approval of bond counsel other than Stradling Yocca Carlson
& Rauth, a Professional Corporation.

We are admitted to the practice of law only in the State of California and our opinion is
limited to matters governed by the laws of the State of California and federal law. We assume
no responsibility with respect to the applicability or the effect of the laws of any other
jurisdiction and express no opinion as to the enforceability of the choice of law provisions
contained in the Indenture.

We express no opinion herein as to the accuracy, completeness or sufficiency of the
Official Statement or other offering material relating to the 2009A Bonds and expressly disclaim
any duty to advise the Owners of the 2009A Bonds with respect to matters contained in the
Official Statement or other offering material.

The opinions expressed herein are based upon an analysis of existing statutes,
regulations, rulingsand judicial decisions and cover certain matters not directly addressed by
such authorities.

We call attention to the fact that the foregoing opinions may be affected by actions taken
(or not taken) or events occurring (or not occurring) after the date hereof. We have not
undertaken to determine, or to inform any person, whether such actions or events are taken (or
not taken) or do occur (or do not occur).

Respectfully submitted,
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APPENDIX F
FORM OF CONTINUING DISCLOSURE CERTIFICATE

REDEVELOPMENT AGENCY OF THE CITY OF SAN DIEGO
NORTH PARK REDEVELOPMENT PROJECT
SUBORDINATE TAX ALLOCATION BONDS, SERIES 2009A

This Continuing Disclosure Certificate, dated as of July 1, 2009 (this “Disclosure
Certificate”) is executed and delivered by the Redevelopment Agency of the City of San Diego
(the “Agency”) in connection with the issuance by the Agency of its $__
Redevelopment Agency of the City of San Diego North Park Redevelopment Pro]ect
Subordinate Tax Allocation Bonds, Series 2009A (the “Bonds”). The Bonds are being issued
pursuant to an Indenture of Trust, dated as of July 1, 2009 (the “Indenture”), between the
Agency and the Wells Fargo Bank, National Association, as trustee. In connection therewith,
the Agency covenants and agreesas follows:

Section 1. Purpose of the Disclosure Certificate This Disclosure Certificate is being
executed and delivered by the Agency for the benefit of the holders and beneficial owners of the
Bonds and in order to assist the Participating Underwriters in complying with the Rule (as
defined herein).

Section 2. Definitions. In addition to the definitions set forth in the Indenture, which
apply to any capitalized term used in this Disclosure Certificate unless otherwise defined in this
Section, the following capitalized terms shall have the following meanings when used in this
Disclosure Certificate:

“Annual Report” shall mean any Annual Report provided by the Agency
pursuant to, and as described in, Sections 3 and 4 of this Disclosure Certificate.

“Dissemination Agent” shall mean the Agency, acting in its capacity as
Dissemination Agent hereunder, or any successor Dissemination Agent designated in
writing by the Agency and which has filed with the Agency and the Trustee a written
acceptance of such designation.

“Listed Events” shall mean any of the events listed in Section 5(a) of this
Disclosure Certificate.

“National Repository” shall mean the Municipal Securities Rulemaking Board’s
Electronic Municipal Market Access (EMMA) system, and any other Nationally
Recognized Municipal Securities Information Repository for purposes of the Rule.
The National Repositories currently recognized by the Securities and Exchange
Commission are set forth  in the SEC website located at
http:/ /www.sec.gov/info/municipal /nrmsir.htm.

“Official Statement” means the Official Statement, dated July __, 2009, relating to
the Bonds.

“Participating Underwriters” shall mean the original Underwriters of the Bonds
required to comply with the Rule in connection with offering of the Bonds.

“Repository” shall mean the National Repository and each State Repository, if
any.
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“Rule” shall mean Rule 15c2-12(b)(5) adopted by the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as the same may be amended
from time to time.

“State Repository” shall mean any public or private repository or entity
designated by the State of California as a state repository for the purpose of the Rule and
recognized as such by the Securities and Exchange Commission. As of the date of this
Disclosure Certificate, there is no State Repository.

Section 3. Provision of Annual Reports.

(a) The Agency shall, or upon written direction shall cause the Dissemination Agent
to, not later than 270 days after the end of the Agency’sfiscal year (which currently ends June
30th), commencing with the report for the 2008-09 Fiscal Year, provide to each Repository an
Annual Report which is consistent with the requirements of Section 4 of this Disclosure
Certificate. Not later than fifteen (15) Business Days prior to such date, the Agency shall provide
the Annual Report to the Dissemination Agent (if other than the Agency). The Annual Report
may be submitted as a single document or as separate documents comprising a package, and
may include by reference other information as provided in Section 4 of this Disclosure
Certificate; provided that the audited financial statements of the Agency may be submitted
separately from the balance of the Annual Report, and later than the date required above for the
filing of the Annual Report if not available by that date. If the Agency’sfiscal year changes, it
shall give notice of such changein the same manner as for a Listed Event under Section 5(c).
The Agency shall provide a written certification with each Annual Report furnished to the
Dissemination Agent to the effect that such Annual Report constitutes the Annual Report
required to be furnished by it hereunder. The Dissemination Agentmay conclusively rely upon
such certification of the Agency and shall have no duty or obligation to review such Annual
Report.

(b) If the Agency is unable to provide to the Repositories an Annual Report by the
date required in subsection (a), the Agency shall send a notice to the Municipal Securities
Rulemaking Board and any appropriate State Repository.

(c) The Dissemination Agent shall:

(i) determine each year prior to the date for providing the Annual Report the
name and address of each National Repository and each State Repository, if any; and

(ii) if the Dissemination Agent is other than the Agency, and such
information is available to it, file a report with the Agency certifying that the Annual
Report has been provided pursuant to this Disclosure Certificate, stating the date it was
provided and listing all the Repositories to which it was provided.

Section 4. Content of Annual Reports. The Agency’s Annual Report shall contain or
incorporate by reference the following:

(a) Audited Financial Statements prepared in accordance with generally
accepted accounting principles as promulgated to apply to governmental entities from
time to time by the Governmental Accounting Standards Board. If the Agency’saudited
financial statements are not available by the time the Annual Report is required to be
filed pursuant to Section 3(a), the Annual Report shall contain unaudited financial
statements in a format similar to the financial statements contained in the final Official
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Statement, and the audited financial statements shall be filed in the same manner as the
Annual Report when they become available.

(b) Financial information and operating data with respect to the
Redevelopment Project for the prior Fiscal Year of the type included in the Official
Statement, in the following categories (to the extent not included in the Agency’s
audited financial statements): (i) aggregate assessed values of the Project Area; (ii) list of
top ten largestlocal secured property taxpayers within the Project Area; (iii) calculation
of the debt service coverage ratio for such Fiscal Year, including any Parity Bonds,
calculated in the same manner as provided in the Official Statement in Table 8 under the
Section entitled “THE PROJECT AREA—Debt Service Coverage” and (iv) a description
of outstanding indebtedness payable from Tax Revenues issued during such Fiscal Year.

Any or all of the items listed above may be included by specific reference to other
documents, including official statements of debt issues of the Agency or related public entities,
which have been submitted to each of the Repositories or the Securities and Exchange
Commission. If the document included by reference is a final official statement, it must be
available from the Repositories. The Agency shall clearly identify each such other document so
included by reference.

Section 5. Reporting of Significant Events.
(a) Pursuant to the provisions of this Section 5, the Agency shall give, or cause to be

given, notice of the occurrence of any of the following events with respect to the Bonds, if
material:

@) Principal and interest payment delinquencies.

(2) Non-payment related defaults.

(3) Unscheduled draws on debt service reserves reflecting financial
difficulties.

(4) Unscheduled draws on credit enhancements reflecting financial
difficulties.

(5) Substitution of credit or liquidity providers, or their failure to perform.

(6) Adverse tax opinions or events affecting the tax—exempt status of the
security.

7) Modifications to rights of security holders.

8) Contingent or unscheduled bond calls.

9) Defeasances.

10)  Release, substitution, or sale of property securing repayment of the
securities.

(11)  Rating changes.

(b) Whenever the Agency obtains knowledge of the occurrence of a Listed Event, the
Agency shall as soon as possible determine if such event would be material under applicable
Federal securities law.

(c) If the Agency determines that knowledge of the occurrence of a Listed Event
would be material under applicable Federal securities law, the Agency shall promptly file a
notice of such occurrence with the Repositories. Notwithstanding the foregoing, notice of Listed
Events described in subsections (a)(8) and (9) need not be given under this subsection any
earlier than the notice (if any) of the underlying event is given to holders of affected Bonds
pursuant to the Indenture.
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(d) If the Agency determines that knowledge of the occurrence of a Listed Event
would be material under applicable Federal securities law, the Agency shall promptly file a
notice of such occurrence with the Municipal Securities Rulemaking Board and each State
Repository. Notwithstanding the foregoing notice of Listed Events described in subsections
(a)(8) and (9) need not be given under this subsection any earlier than the notice (if any) of the
underlying event is given to the holders of affected Bonds pursuant to the Indenture.

Section 6. Termination of Reporting Obligation. The Agency’sobligations under this
Disclosure Certificate shall terminate upon the legal defeasance, prior redemption or payment
in full of all of the Bonds or upon the delivery to the Agency and the Dissemination Agent (if
not the same as the Agency) of an opinion of nationally recognized bond counsel to the effect
that continuing disclosure is no longer required. If such termination occurs prior to the final
maturity of the Bonds, the Agency shall give notice of such termination in the same manner as
for a Listed Event under Section 5(c).

Section 7. Dissemination Agent. The Agency may, from time to time, appoint or
engagea Dissemination Agent to assist it in carrying out its obligations under this Disclosure
Certificate, and may discharge any such Dissemination Agent, with or without appointing a
successor Dissemination Agent. The initial Dissemination Agent shall be the Agency. The
Dissemination Agent, if other than the Agency, may resign as Dissemination Agent by
providing thirty days written notice to the Agencyand the Trustee. The Dissemination Agent, if
other than the Agency, shall not be responsible for the content of any report or notice prepared
by the Agency. The Dissemination Agent, if other than the Agency, shall have no duty to
prepare any information report nor shall the Dissemination Agentbe responsible for filing any
report not provided to it by the Agency in a timely manner and in a form suitable for filing.

The Agency may satisfy its obligations hereunder to file any notice, document or
information with a National Repository or State Repository by filing the same with any
dissemination agent or conduit, including any “central post office” or similar entity, assuming
or charged with responsibility for accepting notices, documents or information for transmission
to such National Repository or State Repository, to the extent permitted by the SEC or SEC staff
or required by the SEC. For this purpose, permission shall be deemed to have been granted by
the SEC staff if and to the extent the dissemination agentor conduit has received an interpretive
letter, which has not been revoked, from the SEC staff to the effect that using the agent or
conduit to transmit information to the National Repository and State Repository will be treated
for purposes of the Rule as if such information were transmitted directly to the National
Repository and State Repository.

Section 8. Amendment; Waiver. Notwithstanding any other provision of this
Disclosure Certificate, the Agency may amend this Disclosure Certificate, and any provision of
this Disclosure Certificate may be waived (provided no amendment that modifies or increases
its duties or obligations of the Dissemination Agentshall be effective without the consent of the
Dissemination Agent), provided that the following conditions are satisfied:

(a) if the amendment or waiver relates to the provisions of Sections 3(a), 4 or
5(a), it may only be made in connection with a changein circumstances that arises from
a change in legalrequirements, changein law, or changein the identity, nature, or status
of an obligated person with respect to the Bonds, or type of business conducted;

(b) the undertakings herein, as proposed to be amended or waived, would,
in the opinion of nationally recognized bond counsel, have complied with the
requirements of the Rule at the time of the primary offering of the Bonds, after taking
into account any amendments or interpretations of the Rule, as well as any changein
circumstances; and
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(c) the proposed amendment or waiver either (i) is approved by holders of
the Bonds in the manner provided in the Indenture for amendments to the Indenture
with the consent of holders, or (ii) does not, in the opinion of nationally recognized bond
counsel, materially impair the interests of the holders or beneficial owners of the Bonds.

If the annual financial information or operating data to be provided in the Annual
Report is amended pursuant to the provisions hereof, the first annual financial information filed
pursuant hereto containing the amended operating data or financial information shall explain,
in narrative form, the reasons for the amendment and the impact of the changein the type of
operating data or financial information being provided.

If an amendment is made to the undertaking specifying the accounting principles to be
followed in preparing financial statements, the annual financial information for the year in
which the change is made shall present a comparison between the financial statements or
information prepared on the basis of the new accounting principles and those prepared on the
basis of the former accounting principles. The comparison shall include a qualitative discussion
of the differences in the accounting principles and the impact of the changein the accounting
principles on the presentation of the financial information, in order to provide information to
investors to enable them to evaluate the ability of the Agency to meet its obligations. To the
extent reasonably feasible, the comparison shall be quantitative. A notice of the changein the
accounting principles shall be sent to the Repositories in the same manner as for a Listed Event
under Section 5(c).

Section 9. Additional Information. Nothing in this Disclosure Certificate shall be
deemed to prevent the Agency from disseminating any other information, using the means of
dissemination set forth in this Disclosure Certificate or any other means of communication, or
including any other information in any Annual Report or notice of occurrence of a Listed Event,
in addition to that which is required by this Disclosure Certificate. If the Agency chooses to
include any information in any Annual Report or notice of occurrence of a Listed Event in
addition to that which is specifically required by this Disclosure Certificate, the Agency shall
have no obligationunder this Disclosure Certificate to update such information or include it in
any future Annual Report or notice of occurrence of a Listed Event.

Section 10. Default. In the event of a failure of the Agency to comply with any
provision of this Disclosure Certificate, any Participating Underwriter or any holder or
beneficial owner of the Bonds may take such actions as may be necessary and appropriate,
including seeking mandate or specific performance by court order, to cause the Agency to
comply with its obligations under this Disclosure Certificate. A default under this Disclosure
Certificate shall not be deemed an Event of Default under the Indenture, and the sole remedy
under this Disclosure Certificate in the event of any failure of the Agency to comply with this
Disclosure Certificate shall be an action to compel performance.

Section 11. Duties, Immunities and Liabilities of Dissemination Agent. The
Dissemination Agentshall have only such duties as are specifically set forth in this Disclosure
Certificate, and the Agency agrees to indemnify and save the Dissemination Agent, its officers,
directors, employees and agents, harmless against any loss, expense and liabilities which it may
incur arising out of or in the exercise or performance of its powers and duties hereunder,
including the costs and expenses (including attorneys fees) of defending againstany claim of
liability, but excluding liabilities due to the Dissemination Agent’s negligence or willful
misconduct. The Dissemination Agent shall be paid compensation by the Agency for its services
provided hereunder in accordance with its schedule of fees as amended from time to time and
shall be reimbursed for all expenses, legal fees and advances made or incurred by the
Dissemination Agentin the performance of its duties hereunder. The Dissemination Agentshall
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have no duty or obligation to review any information provided to it hereunder and shall not be
deemed to be acting in any fiduciary capacity for the Agency, the Bondholders, or any other
party. Other than in the case of the negligenceor willful misconduct of the Dissemination
Agent, the Dissemination Agent shall not have any liability to the Bondholders or any other
party for any monetary damages or financial liability of any kind whatsoever related to or
arising from any breach of any obligation of the Dissemination Agent. The obligations of the
Agency under this Section shall survive resignation or removal of the Dissemination Agentand
payment of the Bonds.

Section 12. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of
the Agency, the Dissemination Agent, the Participating Underwriters and holders and
beneficial owners from time to time of the Bonds, and shall create no rights in any other person
or entity.

REDEVELOPMENT AGENCY OF THE
CITY OF SAN DIEGO

By:
Its:
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APPENDIX G

BOOK-ENTRY ONLY SYSTEM

THE INFORMATION IN THIS APPENDIX G HAS BEEN PROVIDED BY THE DEPOSITORY
TRUST COMPANY (“DTC”), NEW YORK, NY, FOR USE IN SECURITIES OFFERING DOCUMENTS,
AND THE AGENCY TAKES NO RESPONSIBILITY FOR THE ACCURACY OR COMPLETENESS
THEREOF. THE AGENCY CANNOT GIVE ANY ASSURANCES THAT DTC, DTC PARTICIPANTS OR
INDIRECT PARTICIPANTS WILL DISTRIBUTE THE BENEFICIAL OWNERS EITHER (A) PAYMENTS
OF INTEREST, PRINCIPAL OR PREMIUM, IF ANY, WITH RESPECT TO THE BONDS OR (B)
CERTIFICATES REPRESENTING OWNERSHIP INTEREST IN OR OTHER CONFIRMATION OF
OWNERSHIP INTEREST IN THE BONDS, OR THAT THEY WILL SO DO ON A TIMELY BASIS OR
THAT DTC, DTC DIRECT PARTICIPANTS OR DTC INDIRECT PARTICIPANTS MILL ACT IN THE
MANNER DESCRIBED IN THIS OFFICIAL STATEMENT.

1. DTC will act as securities depository for the Bonds (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 DTC. One fully-registered
Security certificate will be issued for each maturity of the Securities, in the aggregate principal amount of
such issue, and will be deposited with DTC.

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

3. Purchases of Securities under the DTC system must be made by or through Direct
Participants, which will receive a credit for the 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 DTC of their
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of
the transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant
through which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the
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.

4. To facilitate subsequent transfers, all Securities deposited by Direct Participants with
DTC are registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be
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requested by an authorized representative of DTC. The deposit of Securities with DTC and their
registration in the name of Cede & Co. or such other DTC nominee do not effect any changein beneficial
ownership. DTC 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.

5. Conveyance of notices and other communications by DTC to Direct Participants, by
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governedby arrangements among them, subject to any statutory or regulatory
requirements as may be in effect from time to time.

6. Redemption notices shall be sent to DTC. 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.

7. Neither DTC nor Cede & Co. (nor any other DTC 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, DTC mails an Omnibus Proxy to the issuer 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 Securities are credited on the record date (identified in a listing attached
to the Omnibus Proxy).

8. Redemption proceeds, distributions, and dividend payments on the Securities will be
made to Cede & Co., or such other nominee as may be requested by an authorized representative of DTC.
DTC’s practice is to credit Direct Participants” accounts upon DTC’s receipt of funds and corresponding
detail information from the issuer or the paying agent or bond trustee, on payable date in accordance
with their respective holding s shown on DTC’s records. Payments by Participants to Beneficial Owners
will be governed by standing instructions and customary practices, as is the case with securities held for
the accounts of customers in bearer form or registered in “street name,” and will be the responsibility of
such Participant and not of DTC nor its nominee, the paying agentor bond trustee, or the issuer, subject
to any statutory or regulatory requirements as may be in effect from time to time. Payment of redemption
proceeds, distributions, and dividend payments to Cede & Co. (or such other nominee as may be
requested by an authorized representative of DTC) is the responsibility of the issuer or the paying agent
or bond trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC,
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and
Indirect Participants.

NEITHER THE AGENCY NOR THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR
OBLIGATION TO DTC PARTICIPANTS, INDIRECT PARTICIPANTS FOR BENEFICIAL OWNERS
WITH RESPECT TO THE PAYMENTS ON THE BONDS OR THE PROVIDING OF NOTICES TO DTC
PARTICIPANTS, INDIRECT PARTICIPANTS OR BENEFICIAL OWNERS OR THE SELECTION OF
BONDS FOR REDEMPTION.

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

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