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The City of Riverside, California (the “City”) is issuing its Taxable Pension Obligation Bonds, 2005 Series A (the “Series 2005A
Bonds”), and its Taxable Pension Obligation Bonds, 2005 Series B (Auction Rate Securities) (the “Series 2005B Bonds” and, with the
Series 2005A Bonds, the “Bonds”) pursuant to Articles 10 and 11 (commencing with Section 53570) of Chapter 3, Division 2 of Title 5
of the Government Code of the State of California and a First Supplemental Trust Agreement, dated as of June 1, 2005 (the “First
Supplemental Trust Agreement”) between Wells Fargo Bank, National Association, as trustee (the “Trustee”) and the City,
supplementing and amending a Trust Agreement, dated as of June 1, 2004, between the Trustee and the City (the “Original
Trust Agreement” and, as supplemented and amended, the “Trust Agreement”).

The Bonds are delivered in book-entry form without coupons, and will be initially 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 for the Bonds. Purchasers of
the Bonds will not receive instruments representing their interests in the Bonds purchased. The Series 2005A Bonds will be delivered
initially in denominations of $5,000 and any integral multiple thereof. The Series 2005B Bonds will be delivered initially in
denominations of $25,000 and any integral multiple thereof while designated as Auction Rate Securities. The Series 2005A Bonds will
bear interest at the rates set forth on the inside cover hereof. Interest on the Series 2005B Bonds will be paid from their date of original
delivery at a rate established by E. J. De La Rosa & Co., Inc. prior to their date of delivery, to (and including) August 24, 2005 (the
“Initial Auction Rate Period”), and thereafter will bear interest at varying Auction Rates and Auction Interest Periods, or at a Fixed
Rate as determined in accordance with the Trust Agreement.

Interest on the Series 2005A Bonds will be payable on June 1 and December 1 of each year, commencing December I, 2005, except
as otherwise set forth in the Trust Agreement. Interest on the Series 2005B Bonds will be payable on August 25, 2005, and thereafter
interest will be paid on the Business Day following the end of each Auction Period, except as otherwise set forth in the Trust Agreement.

THIS OFFICIAL STATEMENT DESCRIBES CERTAIN TERMS OF THE SERIES 2005B BONDS WHILE DESIG-
NATED AS AUCTION RATE SECURITIES. THERE ARE SIGNIFICANT CHANGES IN THE TERMS OF THE SERIES
2005B BONDS IF AND WHEN CONVERTED TO A FIXED INTEREST RATE. THIS OFFICIAL STATEMENT IS NOT
INTENDED TO PROVIDE INFORMATION WITH RESPECT TO THE SERIES 2005B BONDS IF THEY ARE NO
LONGER DESIGNATED AS AUCTION RATE SECURITIES.

Pursuant to the Retirement Law (as defined herein), the City Council is required to make the appropriations to pay the amounts
required to be paid by the City pursuant to the Retirement Law, including the unfunded accrued actuarial liability which is evidenced by
the Bonds. The Boads are payable from legally available funds of the City. The Bonds are being issued to pay unamortized, unfunded
accrued actuarial liability with respect to certain pension benefits of certain City employees under the Retirement Law (the **Unfunded
Liability”) to California Public Employees’ Retirement System (“PERS”), and to pay the costs of issuing the Bonds.

The Series 2005A Bonds maturing June 1, 2020 are subject to mandatory redemption prior to maturity. The Series 2005B Bonds
are subject to opticnal and mandatory redemption and mandatory tender prior to maturity as described herein.

The scheduled payment of principal of and interest on the Bonds, when due will be guaranteed under an insurance policy for each
series to be issued concurrently with the Bonds by MBIA Insurance Corporation (the “Insurer”) (See “BOND INSURANCE”

herein).
MBiAa

This cover page contains information for quick reference only. It is not a summary of this issue. Potential purchasers must read the
entire Official Statement to obtain information essential to making an informed investment decision. Potential purchasers of the
Series 2005B Bonds should carefully review the Auction and Settlement Procedures described herein, including the Appendices hereto,
and should note that (i) a Bid or a Sell Order constitutes a commitment to purchase or sell the Series 2005B Bonds based upon the
results of an Auction, and (ii) settlement for purchases and sales will be made on the next Business Day following an Auction.

The purchase of the Bonds involves various investment risks discussed throughout this Official Statement, including the risks
discussed in “RISK. FACTORS” herein. The Bonds do not constitute an obligation of the City for which the City is obligated to levy or
pledge any form of taxation. The Bonds do not constitute an indebtedness of the City, the State or any of its political subdivisions
within the meaning of any constitutional or statutory debt limitation or restriction.

The Bonds arz offered when, as and if delivered 10 and received by the Underwriter, subject to an approving legal opinion of
Fulbright & Jaworski L.L.P., Los Angeles, California, Bond Counsel, and certain other conditions. Certain legal matters will be passed
upon for the City by the City Atiorney. Certain legal matters will be passed upon for the Underwriter by its counsel, Nossaman, Guthner,
Knox & Elliott, LLP, Irvine, California. It is expected that the Bonds in definitive form will be available for delivery to DTC in New
York, on or about June 30, 2005.

E. J. DE LA ROSA & CO., INC.
Dated: June 21, 2035



MATURITY SCHEDULE
Series 2005A Bonds
$13,960,000 Serial Series 2005A Bonds

Maturity Principal Interest

(June 1) Amount Rate Price CUSIP®
2006 $ 685,000 3.850% 100% T69036AA2
2007 630,000 4,080 100 769036AB0
2008 805,000 4.180 100 769036AC8
2009 995,000 4.300 100 769036 AD6
2010 1,200,000 4.390 100 769036 AE4
2011 1,420,000 4.450 100 T69036AF1
2012 1,660,000 4.490 100 769036 AG9
2013 1,910,000 4.560 100 769036AH7
2014 2,180,000 4.650 100 769036AJ3
2015 2,475,000 4.680 100 769036 AK0

$16,040,000 4.78% Term Series 2005A Bonds Due June 1, 2020; Price — 100% (CUSIP®: 769036AL8)

Series 2005B Bonds

Principal Initial Auction Date Initial

Maturity Date Amount Auction Date Generally Interest Rate CUSIP No.®
June 1, 2025 $30,000,000 August 24, Each fourth 3.41% 769036 AM6
2005 Wednesday

® A registered trademark of the American Bankers Association. CUSIP data herein is provided by Standard & Poor’s,
CUSIP Services Bureau, a division of The McGraw-Hill Companies, Inc.
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No dealer, salesperson or other person has been authorized by the City to give
any information or to make any representation other than as contained in this Official Statement
in connection with the offering described in it and, if given or made, such other information or
representation must not be relied upon as having been authorized by the City. This Official
Statement does not constitute an offer to sell or the solicitation of an offer to buy any securities
other than those described on the cover page, nor shall there be any offer to sell, solicitation of
any offer to buy or sale of such securities by a person in any jurisdiction in which it is unlawful
for such person to make such offer, solicitation or sale. This Official Statement is not to be
construed as a contract with the purchasers of the Bonds. This Official Statement is submitted
in connection with the sale of the Bonds and may not be reproduced or used, in whole or in part,
for any other purpose.

The information set forth herein has been obtained from the City and other
sources which are believed to be reliable, but it is not guaranteed as to accuracy or
completeness, and is not to be construed as a representation by the City or the Underwriter.
The Underwriter has reviewed the information in this Official Statement in accordance with, and
as part of, its responsibilities under federal securities laws, as applied to the facts and
circumstances of this transaction, but the Underwriter does not guarantee the accuracy or
completeness of such information. This Official Statement is submitted in connection with the
sale of the securities described in it and may not be reproduced or used, in whole or in part, for
any other purposes. The information and expression of opinions contained in this Official
Statement are subject to change without notice and neither delivery of this Official Statement
nor any sale made by means of it shall, under any circumstances, create any implication that
there have not been changes in the affairs of the City since the date of this Official Statement.

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

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 SUCH ACT. THE BONDS HAVE NOT BEEN
REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY STATE. THESE
SECURITIES HAVE NOT BEEN RECOMMENDED BY A FEDERAL OR STATE SECURITIES
COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING
AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE
ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.
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OFFICIAL STATEMENT

$30,000,000 $30,000,000
CITY OF RIVERSIDE CITY OF RIVERSIDE
TAXABLE PENSION OBLIGATION BONDS TAXABLE PENSION OBLIGATION BONDS
2005 SERIES A 2005 SERIES B

(AUCTION RATE SECURITIES)

INTRODUCTORY STATEMENT

General

This Official Statement, including the cover and the appendices attached hereto (the
“Official Statement”), provides certain information concerning the Taxable Pension Obligation
Bonds, 200% Series A (the “Series 2005A Bonds”), in the principal amount of $30,000,000, and
its Taxable Pension Obligation Bonds, 2005 Series B (Auction Rate Securities) (the “Series
2005B Bonds” and, with the Series 2005A Bonds, the “Bonds”) issued by the City of Riverside,
California (the “City”), in the principal amount of $30,000,000. The Bonds will be issued
pursuant to Articles 10 and 11 (commencing with Section 53570) of Chapter 3, Division 2 of
Title 5 of the Government Code of the State of California and a First Supplemental Trust
Agreement, dated as of June 1, 2005 (the “First Supplemental Trust Agreement”) between
Wells Fargo Bank, National Association, as trustee (the “Trustee”) and the City, supplementing
and amending a Trust Agreement, dated as of June 1, 2004, between the Trustee and the City
(the “Original Trust Agreement” and, as supplemented and amended, the “Trust Agreement”).

Purpose

The City is a member of the California Public Employees’ Retirement System (“PERS”)
and, as such, is obligated by the Public Employees’ Retirement Law, constituting Part 3 of
Division 5 of Title 2 of the California Government Code (the “Retirement Law”), and the contract
between the Board of Administration of PERS and the City Council of the City, dated July 1,
1945 and amended on January 1, 1952, June 1, 1953, October 1, 1954, July 1, 1959,
September 20, 1963, November 13, 1964, September 17, 1965, September 13, 1968,
December 29, 1972, August 16, 1973, November 1, 1974, June 27, 1975, December 12, 1975,
November 21, 1980, January 1, 1983, January 13, 1984, September 19, 1986, April 1, 1988,
September 21, 1990, May 20, 1994, July 14, 1998, May 15, 1999, September 28, 2001, May 10,
2002, August 30, 2002 and December 17, 2004 (the “PERS Contract’), to make contributions to
PERS to (a) fund pension benefits for City employees who are members of PERS, (b) amortize
the unfunded accrued actuarial liability with respect to such pension benefits, and (c)
appropriate funds for the purposes described in (a) and (b).

Pursuant to the Retirement Law, the City Council is required to make the appropriations
to pay the amounts required to be paid by the City pursuant to the Retirement Law, including the
unfunded accrued actuarial liability which is evidenced by the Bonds. The Bonds are being
issued to pay unamortized, unfunded accrued actuarial liability with respect to certain pension
benefits for certain City employees under the Retirement Law (the “Unfunded Liability”) to PERS,
and to pay the costs of issuing the Bonds. See “SECURITY FOR THE BONDS” herein. The
City retained the firm of Bartel Associates, LLC, San Mateo, California (the “Actuarial
Consultant”) to calculate the current Unfunded Liability for the City’s retirement plan for
miscellaneous employees (the “Miscellaneous Plan”). The Actuarial Consultant has estimated



the Unfunded Liability of the Miscellaneous Plan to be approximately $66.5 million, based on a
market value calculation.

The City

The City was incorporated in 1883 and operates under a charter adopted in 1953. The
City operates under a council-manager form of government, and is governed by a seven-
member City Council elected by wards with four-year staggered terms. The Mayor is elected at
large for a four-year term. The positions of City Clerk, City Manager and City Attorney are filled
by appointment of the City Council. The City encompasses approximately 85.6 square miles in
the western portion of Riverside County (the “County”), about 60 miles east of downtown Los
Angeles and approximately 90 miles north of San Diego. The City is the county seat of the
County. The current population of the City is approximately 277,000. For other selected
information concerning the City, see “APPENDIX A - CITY OF RIVERSIDE GENERAL
ECONOMIC, DEMOGRAPHIC AND FINANCIAL INFORMATION" hereto.

The Bonds

The Series 2005A Bonds maturing June 1, 2020 are subject to mandatory redemption

prior to maturity. The Series 2005A Bonds will bear interest from their date of initial delivery
until their stated maturity at the rates of interest set forth on the inside cover page hereof.

Interest on the Series 2005A Bonds will be payable on June 1 and December 1 of each year,
commencing December 1, 2005 (each, a “Series 2005A Interest Payment Date”).

The Series 2005B Bonds are subject to optional and mandatory redemption and
mandatory tender prior to maturity as described herein. See “THE BONDS — Redemption of the
Bonds.” From their date of initial delivery until (and including) August 24, 2005 (the “Initial
Auction Rate Period”), the Series 2005B Bonds will bear interest at the rate of 3.41% per annum.
Commencing August 25, 2005, interest on the Series 2005B Bonds will be calculated based on
28-day Auction Rate Periods at the direction of the City. Interest on the Series 2005B Bonds
will be payable on August 25, 2005, and thereafter on the Business Day after each Auction
Period, including the maturity date of the Series 2005B Bonds (each, a “Series 2005B Interest
Payment Date”). See “APPENDIX D - SUMMARY OF CERTAIN PROVISIONS OF THE TRUST
AGREEMENT.”

THIS OFFICIAL STATEMENT DESCRIBES CERTAIN TERMS OF THE SERIES 2005B
BONDS WHILE DESIGNATED AS AUCTION RATE SECURITIES. THERE ARE
SIGNIFICANT CHANGES IN THE TERMS OF THE SERIES 2005B BONDS IF AND WHEN
CONVERTED TO A FIXED INTEREST RATE. THIS OFFICIAL STATEMENT IS NOT
INTENDED TO PROVIDE INFORMATION WITH RESPECT TO THE SERIES 2005B BONDS
IF THEY ARE NO LONGER DESIGNATED AS AUCTION RATE SECURITIES. A
SUPPLEMENTAL OR NEW OFFICIAL STATEMENT WILL BE ISSUED IN THE EVENT THE
CITY ELECTS TO CONVERT THE SERIES 2005B BONDS TO A FIXED INTEREST RATE.

The interest rate on the Series 2005B Bonds for the Initial Auction Rate Period has been
determined by E. J. De La Rosa & Co., Inc. (the “Market Agent”) prior to the date of original
delivery of the Bonds (the “Closing Date”). While the Series 2005B Bonds are in the Auction
Mode, the interest rate with respect to the Series 2005B Bonds will be determined according to
the Auction Procedures for each Auction Period. See “APPENDIX D - SUMMARY OF CERTAIN
PROVISIONS OF THE TRUST AGREEMENT.”



The Bonds, when delivered, will be in book-entry form and registered in the name of
CEDE & CO., as nominee of The Depositary Trust Company ("DTC”). The Series 2005A Bonds
will be delivered initially in denominations of $5,000 and any integral multiple thereof. The
Series 2005B Bonds will be delivered initially in denominations of $25,000 and any integral
multiple thereof while designated as Auction Rate Securities, and following a Fixed Rate
Conversion Date in denominations of $5,000 or integral multiples thereof.

Security for the Bonds

The obligation of the City to make payments with respect to the Bonds is an absolute
and unconditional obligation of the City imposed upon the City by the Retirement Law, and
payment of principal of and interest on the Bonds is payable from legally available funds. The
Bonds are not voter-approved debt backed by the taxing power of the City, and the full faith and
credit of the City is not pledged to the repayment of the Bonds. The City has other obligations
payable from its General Fund, and the Trust Agreement does not impose any limit on other
obligations the City may incur which are payable from its General Fund. Payment of the Bonds
is on parity with the obligation of the City pursuant to its City of Riverside Taxable Pension
Obligation Bonds, 2004 Series A (the “2004 Bonds”), originally issued pursuant to the Trust
Agreement in the principal amount of $89,540,000, of which $88,280,000 currently remains
outstanding. The Trust Agreement provides that in order to meet its obligations thereunder, the
City shall deposit or cause to be deposited with the Trustee on or before August 1 of each Fiscal
Year the amount which, together with any moneys transferred pursuant to the Trust Agreement,
is sufficient to pay debt service on the Bonds and any parity obligations thereto payable during
such Fiscal Year. For purposes of calculating debt service on the Series 2005B Bonds, interest
shall be calculated at the actual average interest rate for the immediately preceding Fiscal Year
plus 200 basis points (2.00%), and if such information is not available for the full immediately
preceding Fiscal Year, then the debt service for the Series 2005B Bonds shall be prepaid at the
average one-month LIBOR plus 200 basis points (2.00%) for the immediately preceding Fiscal
Year, as provided for in the Trust Agreement. In addition, if debt service is payable on any of
the Bonds in July of any year, the deposit shall also include an amount equal to such debt
service payable in July of the next succeeding Fiscal Year. See “APPENDIX D - SUMMARY OF
CERTAIN PROVISIONS OF THE TRUST AGREEMENT” herein.

THE PAYMENT OF PRINCIPAL OF AND INTEREST ON THE BONDS ARE
OBLIGATIONS IMPOSED BY LAW PAYABLE FROM FUNDS TO BE APPROPRIATED BY
THE CITY PURSUANT TO THE RETIREMENT LAW. PURSUANT TO THE RETIREMENT
LAW, THE CITY COUNCIL IS OBLIGATED TO MAKE APPROPRIATIONS TO PAY THE
UNFUNDED LIABILITY. THE BONDS DO NOT CONSTITUTE AN OBLIGATION OF THE CITY
FOR WHICH THE CITY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION.
THE BONDS DO NOT CONSTITUTE AN INDEBTEDNESS OF THE CITY, THE STATE OR
ANY OF ITS POLITICAL SUBDIVISIONS WITHIN THE MEANING OF ANY CONSTITUTIONAL
OR STATUTORY DEBT LIMITATION OR RESTRICTION.

See ‘RISK FACTORS - Risks Relating to Auction Rate Securities” herein for a
discussion of certain risk factors unique to obligations such as the Series 20058 Bonds bearing
interest at Auction Rates.

The assets of PERS will not secure or be available to pay principal of or interest
on the Bonds.



Bond Insurance

The scheduled payment of principal of and interest on the Bonds, when due, will be
insured by a municipal bond insurance policy for each series to be issued simultaneously with
the delivery of the Bonds by MBIA Insurance Corporation (the “Insurer”’). See “BOND
INSURANCE” and “APPENDIX E — SPECIMEN INSURANCE POLICY” herein for more

information.
Forward-Looking Statements

Certain statements included or incorporated by reference in this Official Statement
constitute “forward-looking statements.” Such statements are generally identifiable by the
terminology used such as “plan,” “expect,” “estimate,” “budget” or other similar words
(collectively, the “Forward-Looking Statements”). All statements other than statements of
historical facts included in this Official Statement regarding the financial position, capital
resources and status of the City are Forward-Looking Statements. Although the City believes
that the expectations reflected in such Forward-Looking Statements are reasonable, no
assurance can be given that such expectations will prove to be correct. Important factors which
could cause actual results to differ materially from expectations of the City (collectively, the
“Cautionary Statements”) are disclosed in this Official Statement. All Forward-Looking
Statements attributable to the City are expressly qualified in their entirety by the Cautionary
Statements.

Summaries Not Definitive

Brief descriptions and summaries of the Bonds, the Trust Agreement (including the
Auction provisions), the Insurance Policy, the Auction Agreement and the Broker-Dealer
Agreement are contained in this Official Statement and in the Appendices hereto. These
descriptions and summaries do not purport to be complete and are subject to and qualified by
reference to the provisions of the complete documents, copies of which are available at the
offices of the Trustee and, during the offering period, from E. J. De La Rosa & Co., Inc. Copies
of the documents described herein will also be available at the office of the Director of Finance,
City of Riverside, 3900 Main St. 4™ Floor, Riverside, CA 92501. The capitalization of any word
not conventionally capitalized, or otherwise defined herein, indicates that such word is defined in
a particular agreement or other document and, as used herein, has the meaning given it in such
agreement or document. See “APPENDIX D - SUMMARY OF CERTAIN PROVISIONS OF THE
TRUST AGREEMENT” for certain of such definitions.



ESTIMATED SOURCES AND USES OF FUNDS

Proceeds to be received from the sale of the Bonds will be applied as estimated in the
followiny table:

SOURCES:
Principal Amount of Series 2005A Bonds $30,000,000
Principal Amount of Series 2005B Bonds 30,000,000
TOTAL SOURCES $60,000,000
USES:
PERS Payment from Refunding Fund $59,433,800
Costs of Issuance Fund" 566.200
TOTAL USES: $60,000,000
(1) Includes Underwriter's discount, insurance premium, legal, printing, trustee, consultant

and other miscellaneous fees, and other costs associated with the issuance and delivery
of the Bonds.

THE BONDS
General

The Bonds will be dated the date of delivery thereof and delivered as fully registered
bonds. The Series 2005A Bonds will be delivered initially in denominations of $5,000 and any
integral multiple thereof. The Series 2005B Bonds will be delivered initially in denominations of
$25,000 and any integral multiple thereof while designated as Auction Rate Securities, and
following a Fixed Rate Conversion Date, if any, in denominations of $5,000 or integral multiples
thereof. The Bonds will be transferable and exchangeable as set forth in the Trust Agreement
and, when executed and delivered, will be registered in the name of Cede & Co., as nominee of
The Depository Trust Company, New York, New York (“DTC"). DTC will act as securities
depository for the Bonds. Ownership interests in the Bonds may be purchased in book entry
form only, in the denominations set forth above. See “Book Entry System” herein. THIS
OFFICIAL. STATEMENT DESCRIBES CERTAIN TERMS OF THE SERIES 2005B BONDS
WHILE DESIGNATED AS AUCTION RATE SECURITIES. THERE ARE SIGNIFICANT
CHANGES IN THE TERMS OF THE SERIES 2005B BONDS IF AND WHEN CONVERTED TO
A FIXED INTEREST RATE. THIS OFFICIAL STATEMENT IS NOT INTENDED TO PROVIDE
INFORMATION WITH RESPECT TO THE SERIES 2005B BONDS IF THEY ARE NO LONGER
DESIGNATED AS AUCTION RATE SECURITIES.

The Series 2005A Bonds will bear interest from the Closing Date, at the rates and
mature in the amounts and years as set forth on the inside cover page hereof. Interest on the
Series 2005A Bonds, computed on the basis of a 360-day year consisting of twelve (12) 30-day
months, will be paid semiannually on each Series 2005A Interest Payment Date, commencing
December 1, 2005. Interest on the Series 2005A Bonds shall be payable from the Series
2005A Interest Payment Date next preceding the date of authentication thereof unless (i) it is
authenticated on a Series 2005A Interest Payment Date, in which event it shall bear interest
from such date of authentication, or (ii) it is authenticated prior to a Series 2005A Interest
Payment Date and after the close of business on the Record Date preceding such Series 2005A



Interest Payment Date, in which event it shall bear interest from such Series 200¢ " Interest
Payment Date, or (iii) it is authenticated on or before the Record Date preceding the i Series
2005A Interest Payment Date, in which event it shall bear interest from their d: date;
provided, however, that if at the time of authentication of a Series 2005A Bond, inte. z5t is in
default thereon, such Series 2005A Bond shall bear interest from the Series 2005A Interest
Payment Date to which interest has previously been paid or made available for » ment
thereon. Interest on the Series 2005A Bonds (including the final interest paym: " upon
maturity), is payable by check of the Trustee mailed by first class mail to the registered Owner
thereof at such registered Owner’s address as it appears on the registration books mair-ained
by the Trustee at the close of business on the Record Date preceding the Series 2005A Interest
Payment Date, or by wire transfer made on such Series 2005A Interest Payment Date upon
written instructions of any Owner of $1,000,000 or more in aggregate principal amount of Series
2005A Bonds delivered to the Trustee prior to the applicable Record Date. The principe ~f the
Series 2005A Bends is payable in lawful money of the United States of America upon st »>nder
of the Series 2. A Bonds at the principal office of the Trustee in Los Angeles, Califc nia, or
such other place as designated by the Trustee.

The Series 20058 Bonds will mature on June 1, 2025. The Series 2005B Bonds will
initially bear interest as set forth in “Series 2005B Interest Rates” below. Thereafter, the Series
20058 Bonds will bear interest at the Auction Rate for a 28-day Auction Period until a
conversion to another Auction Interest Period or Fixed Rate pursuant to the provisions se. ‘orth
in the Trust Agreement. Principal is payable upon surrender of the Series 2005B Bonds at the
principal office of the Trustee in Los Angeles, California, or such other place as designated by
the Trustee.

The following table generally summarizes the Auction Dates and Series 2005B Interest
Payment Dates while the Series 2005B Bonds are designated as Auction Rate Securities
having 28-day Auction Periods:

Initial Auction Date Initial Interest Interest Payment
Auction Date Generally Payment Date Dates Generally
Wednesday, Each fourth Thursday, August 25,  Each fourth Thursday
August 24, 2005 Wednesday 2005

The interest rate payable on the Series 2005B Bonds from the date of delivery to, but not
including, the first Auction Date has been determined by E. J. De La Rosa & Co., Inc. prior to
the Closing Date. While the Series 2005B Bonds are designated as Auction Rate Securities,
the interest rate payable on the Series 2005B Bonds shall be determined according to the
Auction Procedures for each Auction Period (the “Auction Rate”), subject to certain exceptions
and adjustments provided in the Trust Agreement. See APPENDIX C and APPENDIX D hereto.

All payments of interest other than on a Maturity Date (as shown on the inside cover
hereof) and of principal upon redemption of, the Bonds will be paid through DTC in accordance
with its normal procedures, which as of the date hereof provides for payment by DTC to the
Participants (as defined in “APPENDIX G - BOOK ENTRY PROVISIONS”) in same-day funds.
Payment of the principal and interest on the Bonds on a Maturity Date will be made through
DTC upon the presentation and surrender of the Bonds.

While the Series 20058 Bonds are Auction Rate Securities, except as otherwise
specifically provided in the Trust Agreement, the provisions of the Trust Agreement summarized



in “APPENDIX C — AUCTION AND SETTLEMENT PROCEDURES” shall govern the interest
rates per annum and the payment terms of the Series 2005B Bonds. See “Series 2005B
Interest Rates” and “Applicable Auction Rate,” below. For a further description of the Auction
Rate Securities, see “APPENDIX D - SUMMARY OF CERTAIN PROVISIONS OF THE TRUST
AGREEMENT.”

Simultaneously with the delivery of the Bonds, the Insurance Policy will be issued by the
Insurer which provides for payment of the principal of and interest on the Bonds when due to the
extent that the Trustee has not received payment therefor. The Insurance Policy does not
insure payment of any amounts in connection with any mandatory tender of the Series 2005B
Bonds or in connection with any change in Auction Rate Period. See “BOND INSURANCE”
herein.

Order Procedures for Existing Holders and Potential Holders

The procedure for submitting orders prior to the Submission Deadline on each Auction
Date is described in APPENDIX C, as are the particulars with regard to the determination of the
Auction Rate and the settlement procedure of Series 2005B Bonds bearing interest at Auction
Rates.

Auction Agent

Wells Fargo Bank, National Association, as auction agent (the “Auction Agent’) is
appointed the Auction Agent pursuant to the terms of the Auction Agreement between the
Auction Agent and the Trustee, dated as of June 1, 2005 (the “Auction Agreement”). Pursuant
to the Auction Agreement, the Auction Agent will perform the Auction Procedures, the
Settlement Procedures and such other duties as set forth in the Auction Agreement.

Broker-Dealer

Each Auction requires the participation of one or more broker-dealers. The Auction
Agent will enter into an agreement with E. J. De La Rosa & Co., Inc. and may enter into similar
agreements (collectively, the “Broker-Dealer Agreements”) with one or more additional broker-
dealers (collectively, the “Broker-Dealers”) selected by the City. The City may remove a Broker-
Dealer at any time for any breach of its obligations under the Trust Agreement or the Broker-
Dealer Agreement.

Market Agenit

The Trustee will enter into a market agent agreement (the “Market Agent Agreement”)
with E. J. De La Rosa & Co., Inc. (“E. J. De La Rosa & Co,” and, together with any successor as
market agent under the Market Agent Agreement, the “Market Agent”) which sets forth the
duties and responsibilities of the Market Agent. The City may remove the Market Agent at any
time, with the consent of the Insurer, for any breach of its obligations under the Trust Agreement
or the Market Agent Agreement.

Series 20058 Bonds Interest Rates

The Initial Auction Rate Period will extend from date of delivery of the Series 2005B
Bonds to (and including) August 24, 2005. During this Initial Auction Rate Period, the Series
2005B Bonds will bear interest at a fixed initial rate of 3.41% per annum. Following the Initial



Auction Rate Period, interest on the Series 2005B Bonds will be paid at the Applicable Auction
Rate established pursuant to the Trust Agreement, including the Auction Procedures described
in “APPENDIX C — AUCTION AND SETTLEMENT PROCEDURES.” The term “Auction Interest
Period” means each period during which a specific Auction Rate is in effect, as a result of an
Auction, which Auction Interest Period may be a 7-, 14-, 21-, 28- or 35-day period or such other
period as may be designated from time to time by the City and the Market Agent with the
consent of the Insurer pursuant to an Auction Period Adjustment. Each Auction Interest Period
shall run from, and include, the date on which a new Interest Rate becomes effective with
respect to the Series 2005B Bonds, including the initial Rate Adjustment Date and, thereafter,
the first Business Day following each Rate Determination Date (which, until an Auction Period
Adjustment, generally is each fourth Wednesday or the next Business Day if such Wednesday
is not a Business Day (a “Rate Adjustment Date”)) and ending on, and including, the day
immediately preceding the next succeeding Rate Adjustment Date; provided that the Initial
Auction Rate Period shall be as set forth above. The length of an Auction Interest Period may
be adjusted from time to time pursuant to the Trust Agreement.

Interest with respect to the Series 2005B Bonds will accrue for each Interest Period and
will be payable in arrears on each succeeding Series 2005B Interest Payment Date. An
“Interest Period” begins on and includes a Series 2005B Interest Payment Date and ends on but
excludes the next succeeding Series 2005B Interest Payment Date; provided that the first
Interest Period commences on the date of original delivery of the Series 2005B Bonds.

Commencing Thursday, August 25, 2005, interest on the Series 2005B Bonds will be
calculated based on 28-day Auction Interest Periods. No additional notice of such conversion
will be provided to the Owners of the Series 2005B Bonds. The Initial Auction Dates, the
Auction Date generally and the Series 2005B Interest Payment Dates generally for the Series
2005B Bonds are set forth in “General” above.

Interest payments on the Series 2005B Bonds are to be made by the Trustee to the
persons who appear as registered owners on the registration books maintained by the Trustee
as of the close of business on the second Business Day immediately preceding each Series
2005B Interest Payment Date (the “Regular Record Date”).

Applicable Auction Rate

The rate per annum at which interest is payable on the Series 2005B Bonds, while they
are Auction Rate Securities, for each Interest Period is referred to as the “Applicable Auction
Rate.” Interest on the Series 2005B Bonds, while they are Auction Rate Securities, will be
computed on the basis of a 360-day year for the actual number of days elapsed. The rate of
interest on the Series 2005B Bonds for the Initial Auction Rate Period will be determined by E. J.
De La Rosa & Co., Inc. prior to the Closing Date. The rate of interest on the Series 2005B
Bonds for each subsequent Interest Period will be equal to the annual rate of interest that
results from implementation of the Auction Procedures described in “APPENDIX C — AUCTION
AND SETTLEMENT PROCEDURES,” except as otherwise provided in the Trust Agreement
and subject to the following limitations:

(i) if a Notice of Percentage Change and the Applicable Percentage used to
determine the Maximum Auction Rate shall have been given by the Market Agent in
accordance with the Trust Agreement and because of a failure to satisfy the condition
set forth therein, such adjustment shall not have taken effect, an Auction shall not be
held on the Auction Date immediately preceding the next succeeding Subsequent



Auction Rate Period, the rate of interest for such Subsequent Auction Rate Period shali
equal the Maximum Auction Rate on such Auction Date, and the length of such
Subsequent Auction Rate Period shall be 7 Rate Period Days, provided, that if such
Maximum Auction Rate shall be in effect for the lesser of (a) three such Auction Rate
Pericds or (b) 35 days, following which, the City shall initiate proceedings to convert the
Series 2005B Bonds to a Fixed Rate;

(i) if a notice of Fixed Rate Conversion of the Series 20058 Bonds shall
have been given by the City and in accordance with the Trust Agreement and because
of the failure to satisfy one or more of the conditions set forth therein, such conversion
shall not have taken effect, the rate of interest for the next succeeding Subsequent
Auction Rate Period shall equal the Maximum Auction Rate on the proposed effective
Fixed Rate Conversion Date and the length of such Subsequent Auction Rate Period
shall be 7 Rate Period Days, provided, that if such Maximum Auction Rate shall be in
effect for the lesser of (a) three such Auction Rate Periods or (b) 35 days, following
which, the City shall initiate proceedings to convert the Series 2005B Bonds to a Fixed
Rate;

(i) if, on any Auction Date, an Auction is not held for any other reason, the
rate of interest for the next Subsequent Auction Rate Period shall equal the Maximum
Auction Rate on such Auction Date, and the length of such Subsequent Auction Rate
Period shall be 7 Rate Period Days, provided, that if such Maximum Auction Rate shall
be in effect for the lesser of (a) three such Auction Rate Periods or (b) 35 days, following
which, the City shall initiate proceedings to convert the Series 2005B Bonds to a Fixed
Rate; and

(iv) if a notice of a change in the length of a Standard Auction Rate Period
shall have been given by the City in accordance with the Trust Agreement and because
of a failure to satisfy the condition set forth therein, such change in length of the
Standard Auction Rate Period shall not have taken effect, the rate of interest for the next
succeeding Subsequent Auction Rate Period shall equal the Maximum Auction Rate on
the proposed date of such change in length of the Standard Auction Rate Period, and
the length of such Subsequent Auction Rate Period will be 7 Rate Period Days, provided,
that if such Maximum Auction Rate shall be in effect for the lesser of (a) three such
Auction Rate Periods or (b) 35 days, following which, the City shall initiate proceedings
to convert the Series 2005B Bonds to a Fixed Rate.

Notwithstanding the foregoing, except as otherwise expressly provided in the Trust
Agreement, (i) if the ownership of Series 2005B Bonds is no longer maintained in book-entry
form by DTC, Auctions will be suspended and the rate of interest on Series 2005B Bonds for
any Auction Period commencing after the delivery of certificates representing Series 2005B
Bonds shall equal the Maximum Auction Rate on the Business Day immediately preceding the
first day of such Interest Period or (ii) if a Payment Default occurs, Auctions will be suspended
and the interest rate for the Interest Period commencing on or after such Payment Default and
for each Interest Period thereafter to and including the Interest Period, if any, during which, or
commencing less than two Business Days after, such Payment Default is cured will equal the
Overdue Rate determined in accordance with the Trust Agreement. Notwithstanding anything
herein to the contrary, no Auction Rate shall exceed the Maximum Auction Rate.



Redemption of the Bonds

Optional Redemption. The Series 2005A Bonds are not subject to optional redemption
prior to maturity.

The Series 2005B Bonds are subject to optional redemption prior to their stated maturity
date on any Series 2005B Interest Payment Date, in whole or in part, at a redemption price
equal to the principal amount of the Series 2005B Bonds to be redeemed, plus interest accrued
thereon to the date of redemption, without a redemption premium.

Mandatory Redemption. The Series 2005A Bonds are subject to mandatory sinking
fund redemption prior to their stated maturity date, in part, on June 1 of each year on or after
June 1, 2016, from mandatory sinking fund payments to be made by the City in the amounts set
forth below, at a redemption price equal to the principal amount thereof to be redeemed, plus
accrued interest to the date fixed for redemption, without a redemption premium, as follows:

Sinking Fund Mandatory
Redemption Date Sinking Fund
(June 1) Payment
2016 $2,785,000
2017 3,120,000
2018 3,480,000
2019 3,860,000
2020 (maturity) 2,795,000

The Series 2005B Bonds are subject to mandatory redemption prior to maturity, in part,
on June 1 of each year on or after June 1, 2020, in the amounts set forth below, at a redemption
price equal to the principal amount thereof to be redeemed, plus accrued interest thereon to the
date fixed for redemption, without premium (subject to adjustment upon any conversion of the
Series 2005B Bonds to fixed interest rates):

Mandatory Sinking Fund Mandatory

Payment Date Sinking Fund
(June 1) Payment
2020 $1,475,000
2021 4,725,000
2022 5,175,000
2023 5,675,000
2024 6,200,000

2025 (maturity) 6,750,000

Selection of Bonds for Redemption. (i) Redemption payments on the Series 2005A
Bonds, being redeemed in part, will be made on a pro rata basis to each holder in whose name
such Bonds are registered at the close of business on the fifteenth day of the calendar month
immediately preceding the redemption date (DTC so long as the book-entry system with DTC is
in effect). “Pro rata” means, in connection with any mandatory sinking fund redemption, with
respect to the allocation of amounts to be redeemed, the application to such amounts of a
fraction, the numerator of which is equal to the amount of the specific maturity of Series 2005A
Bonds held by a holder of such Series 2005A Bonds, and the denominator of which is equal to
the total amount of such maturity of such Series 2005A Bonds, then Outstanding. So long as
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there is a securities depository for the Series 2005A Bonds, there will be only one registered
owner and neither the City nor the Trustee will have responsibility for prorating partial
redemptions among beneficial owners of the Series 2005A Bonds.

(i) If less than all of the Series 2005B Bonds shall be called for prior redemption, the
particular Series 2005B Bonds or portions of Series 2005B Bonds to be redeemed shall be
selected by lot by the Trustee in such manner as the Trustee in its discretion may deem fair and
appropriate. The Record Date shall be the close of business on the fifteenth day immediately
preceding the redemption date. The portion of any Series 2005B Bond of a denomination of
more than $25,000 to be redeemed shall be in the principal amount of $25,000 or an integral
multiple thereof, and that, in selecting portions of such Series 2005B Bonds for redemption, the
Trustee shall treat each such Series 2005B Bond as representing that number of Series 20058
Bonds of $25,000 denomination which is obtained by dividing the principal amount of such
Series 2005B Bond to be redeemed in part by $25,000. In case of optional redemption of
Series 20058 Bonds, redemption payments may be applied against one or more years in which
mandatory sinking fund redemptions (including at maturity) occur, in such amount or amounts
(in $25,000 increments) as the City shall direct.

Notice of Redemption. Notice of Redemption of shall be mailed by first-class mail by
the Trustee, not less than thirty (30) nor more than sixty (60) days prior to the redemption date
to the respective Holders of the Bonds designated for redemption at their addresses appearing
on the registration books of the Trustee. Each notice of redemption shall state the date of such
notice, the redemption price, the name and address of the Trustee, the CUSIP number (if any)
of the maturity or maturities, and, if less than all of any such maturity is to be redeemed, the
distinctive certificate number of the Bonds of such maturity, to be redeemed and, in the case
Bonds to be redeemed in part only, the respective portions of the principal amount thereof to be
redeemed. Each such notice shall also state that on said date there will become due and
payable on each of said Bonds the redemption price thereof and in the case of a Bond to be
redeemed in part only, the specified portion of the principal amount thereof to be redeemed,
together with interest accrued thereon to the redemption date, and that from and after such
redemption date interest thereon shall cease to accrue, and shall require that such Bonds be
then surrendered at the address of the Trustee specified in the redemption notice. Failure to
receive such notice or any defect therein shall not invalidate any of the proceedings taken in
connection with such redemption.

Effect of Redemption. If notice of redemption has been duly given as aforesaid and
money for the payment of the redemption price of the Bonds called for redemption is held by the
Trustee, then on the redemption date designated in such notice the Bonds so called for
redemption shall become due and payable, and from and after the date so designated interest
on such Bonds shall cease to accrue, and the Holders of such Bonds shall have no rights in
respect thereof except to receive payment of the redemption price thereof.

Conversion to Fixed Rate; Mandatory Tender Upon Conversion

The City may, with the written consent of the Insurer, convert all but not less than all of
the Series 2005B Bonds from Auction Rate Securities to bonds, which by their terms have been
issued in denominations of $5,000 principal amount or any integral multiple thereof and which
bear interest at regular fixed rates payable semiannually (“Fixed Rate Bonds”) and on such date,
which shall be a Series 2005B Interest Payment Date (the “Fixed Rate Conversion Date”) the
Series 20058 Bonds will be subject to mandatory tender for purchase at a price equal to 100%
of the principal amount of such Series 2005B Bonds, plus accrued but unpaid interest with
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respect thereto to, but not including the Fixed Rate Conversion Date, and subject to the
availability of funds sufficient to pay the Tender Price of the Series 2005B Bonds having been
provided to the Trustee through the remarketing of the Series 2005B Bonds to new Owners.
Not less than 40 days prior to the Fixed Rate Conversion Date, the Trustee is required to mail
written notice of the conversion and mandatory tender to the Owners of the Series 2005 B
Bonds setting forth the information required in the Trust Agreement. Upon satisfaction of certain
conditions set forth in the Trust Agreement, the Series 2005B Bonds shall be purchased or
deemed purchased at the Tender Price. See “APPENDIX D - SUMMARY OF CERTAIN
PROVISIONS OF THE TRUST AGREEMENT.”

Book Entry System

DTC will act as securities depository for the Bonds. The Bonds will be issued as fully-
registered bonds registered in the name of Cede & Co. (DTC's partnership nominee). One fully-
registered Bond will be issued for each maturity of the Bonds, each in the aggregate principal
amount of such maturity, and will be deposited with DTC. See “APPENDIX G - BOOK ENTRY
PROVISIONS” herein.

The City and the Trustee cannot and do not give any assurances that DTC, DTC
Participants or others will distribute payments of principal of or interest on the Bonds paid to
DTC or its nominee as the registered owner, or will distribute any redemption notices or other
notices, to the Beneficial Owners, or that they will do so on a timely basis or will serve and act in
the manner described in this Official Statement or the Trust Agreement. The City and the
Trustee are not responsible or liable for the failure of DTC or any DTC Participant to make any
payment or give any notice to a Beneficial Owner with respect to the Bonds or an error or delay
relating thereto.

SECURITY FOR THE BONDS

General

Pursuant to the Retirement Law and the PERS Contract, the City is obligated to
appropriate and make payments to PERS for certain amounts arising as a result of retirement
benefits accruing to members of PERS. Pursuant to the Retirement Law and PERS Contract,
the City is obligated to make appropriations to pay (i) the normal annual contributions to fund
pension and other retirement benefits for City employees who are members of PERS, and (ii)
the Unfunded Liability (over a period not to exceed thirty (30) years).

The obligation of the City to make payments with respect to the Bonds is an absolute
and unconditional obligation of the City imposed upon the City by the Retirement Law, and
payment of principal of and interest on the Bonds is payable from legally available funds. The
Bonds are not voter-approved debt backed by the taxing power of the City, and the full faith and
credit of the City is not pledged to the repayment of the Bonds. The City has other obligations
payable from its General Fund, and the Trust Agreement does not impose any limit on other
obligations the City may incur which are payable from its General Fund. The Trust Agreement
provides that in order to meet its obligations thereunder (including with respect to the 2004
Bonds and the Bonds), the City shall deposit or cause to be deposited with the Trustee on or
before August 1 of each Fiscal Year the amount which, together with any moneys transferred
pursuant to the Trust Agreement, is sufficient to pay debt service on the Bonds and any parity
obligations thereto payable during such Fiscal Year. For purposes of the calculating debt
service on the Series 2005B Bonds, interest shall be calculated at the actual average interest
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rate for the immediately preceding Fiscal Year plus 200 basis points (2.00%), and if such
information is not available for the full immediately preceding Fiscal Year, then the debt service
for the Series 2005B Bonds shall be prepaid at the average one-month LIBOR plus 200 basis
points (2.00%) for the immediately preceding Fiscal Year, as provided for in the Trust
Agreement. In addition, if debt service is payable on any of the Bonds in July of any year, the
deposit shall also include an amount equal to such debt service payable in July of the next
succeeding Fiscal Year. For other selected information concerning the City, see “APPENDIX A
- CITY OF RIVERSIDE GENERAL ECONOMIC, DEMOGRAPHIC AND FINANCIAL
INFORMATION” hereto. See “APPENDIX D — SUMMARY OF CERTAIN PROVISIONS OF
THE TRUST AGREEMENT” hereto for a description of the flow of funds under the Trust
Agreement.

THE PAYMENT OF PRINCIPAL OF AND INTEREST ON THE BONDS ARE
OBLIGATIONS IMPOSED BY LAW PAYABLE FROM FUNDS TO BE APPROPRIATED BY
THE CITY PURSUANT TO THE RETIREMENT LAW. PURSUANT TO THE RETIREMENT
LAW AND THE VALIDATION ACTION, THE CITY COUNCIL IS OBLIGATED TO MAKE
APPROPRIATIONS TO PAY THE UNFUNDED LIABILITY. THE BONDS DO NOT
CONSTITUTE AN OBLIGATION OF THE CITY FOR WHICH THE CITY IS OBLIGATED TO
LEVY OR PLEDGE ANY FORM OF TAXATION. THE BONDS DO NOT CONSTITUTE AN
INDEBTEDNESS OF THE CITY, THE STATE OR ANY OF ITS POLITICAL SUBDIVISIONS
WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR
RESTRICTION.

A portion of the proceeds of the Bonds will be used to fund a portion of the
Unfunded Liability of the City to PERS. The assets of PERS will not secure or be
available to pay principal of or interest on the Bonds.

Issuance of Additional Bonds

Under the Trust Agreement, the City may at any time issue Additional Bonds on a parity
with the Bonds and the 2004 Bonds, but only subject to the following conditions:

(i The City shall be in compliance with all agreements and covenants
contained in the Trust Agreement; and

(i) The issuance of such Additional Bonds shall have been authorized
pursuant to the Act and shall have been provided for by a Supplemental Trust Agreement which
shall specify, among other requirements set forth in the Trust Agreement, the following:

(1) The purpose for which such Additional Bonds are to be issued:;
provided that such Additional Bonds shall be applied solely for (i) the purpose of
satisfying any obligation of the City to make payments to PERS relating to pension
benefits accruing to PERS'’s pursuant to the Retirement Law members, and/or for
payment of all costs incidental to or connected with the issuance of Additional Bonds
for such purpose, and/or (ii) the purpose of refunding any Bonds or Additional Bonds
then Outstanding, including payment of all costs incidental to or connected with such
refunding;

(2) Whether such Additional Bonds are current interest fixed rate
bonds, listed securities, index bonds, auction rate securities, variable rate bonds,

13



tender option bonds, capital appreciation bonds or bonds bearing interest at such other
interest rate modes as may be set forth in a Supplemental Trust Agreement,

(3) The authorized principal amount and designation of such
Additional Bonds;

(4) The date and the maturity dates of and the sinking fund payment
dates, if any, for such Additional Bonds;

(5) The interest payment dates for such Additional Bonds; and

(6) Such other provisions (including the requirements of a book-entry
bond registration system, if any) as are necessary or appropriate and not inconsistent
herewith.

At any time after the sale of any Additional Bonds in accordance with the Act, the City
shall execute such Additional Bonds for issuance pursuant to the Trust Agreement and shall
deliver them to the Trustee, and thereupon such Additional Bonds shall be delivered by the
Trustee to the purchaser thereof upon the Written Request of the City, but only upon receipt by
the Trustee of the following documents or money or securities, all of such documents dated or
certified, as the case may be, as of the date of delivery of such Additional Bonds by the Trustee:

(i) An executed copy of the Supplemental Trust Agreement authorizing the
issuance of such Additional Bonds;

(ii) A Written Request of the City as to the delivery of such Additional Bonds;

(iii) An Opinion of Counsel to the effect that (1) the City has executed and
delivered the Supplemental Trust Agreement, and the Supplemental Trust Agreement is valid
and binding upon the City, and (2) such Additional Bonds are valid and binding obligations of
the City;

(iv) A Certificate of the City stating that all requirements of the provisions
related to Additional Bonds under the Trust Agreement have been complied with and containing
any other such statements as may be reasonably necessary to show compliance with the
conditions for the issuance of such Additional Bonds contained in the Trust Agreement; and

(v) Such further documents, money or securities as are required by the
provisions of the Supplemental Trust Agreement providing for the issuance of such Additional
Bonds.

Bond Insurance
The scheduled payment of principal of and interest on the Bonds, when due, will be
insured by a municipal bond insurance policy for each series to be issued simultaneously with

the delivery of the Bonds by the Insurer. See “BOND INSURANCE" and “APPENDIX E -
SPECIMEN INSURANCE POLICY” herein for more information.
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PERS PENSION PLANS

General

The following information concerning the California Public Employees’ Retirement
System (“PERS”) is excerpted from publicly available sources, which the City believes to be
accurate. PERS is not obligated in any manner for payment of debt service on the Bonds, and
the assets of PERS are not available for such payment. PERS should be contacted directly at
CalPERS, Lincoln Plaza, 400 P Street Sacramento, California 95814 or (888) 225-7377 for
other information, including information relating to its financial position and investments.

The City provides retirement benefits to certain of its employees through contracts with
PERS, & multiple-employer public sector employee defined benefit pension plan. PERS
provides retirement and disability benefits, annual cost-of-living adjustments and death benefits
to PERS members and beneficiaries. PERS acts as a common investment and administrative
agent for participating public entities within the State. PERS is a contributory plan deriving
funds from employee contributions as well as from employer contributions and earnings from
investments.

PERS maintain more than one pension plan (each, a “PERS Plan”) for the City based on
type of empioyee (i.e., a PERS Plan for “Safety Employees” and a separate PERS Plan for
“Miscellaneous Employees”). The City contributes to PERS amounts equal to the
recommended rates for the PERS Plans multiplied by the payroll of those employees of the City
who are eligible under PERS.

The staff actuaries at PERS prepare annually an actuarial valuation which covers a
Fiscal Year ending approximately 15 months before the actuarial valuation is prepared (thus,
the actuarial valuation delivered to the City in September 2004 covered PERS’ Fiscal Year
ended June 30, 2003). The actuarial valuations express the City's required contribution rates in
percentages of payroll, which percentages the City must contribute in the Fiscal Year
immediately following the Fiscal Year in which the actuarial valuation is prepared (thus, the
City’s contribution rate derived from the actuarial valuation as of June 30, 2003, that were
prepared in September 2004, will affect the City's Fiscal Year 2005/06). PERS rules require the
City to implement the actuary’s recommended rates.

In calculating the annual actuarially recommended contribution rates, the PERS actuary
calculates on the basis of certain assumptions the actuarial present value of benefits that PERS
will fund uncder the PERS Plans, which includes two components, the normal cost and the
Unfunded Liability. The normal cost represents the actuarial present value of benefits that
PERS will fund under the PERS Plans that are attributed to the current year, and the Unfunded
Liability represents the actuarial present value of benefits that PERS will fund that are attributed
to past years. The Unfunded Liability represents an estimate of the actuarial shortfall between
assets on deposit at PERS and the present value of the benefits that PERS will pay under the
PERS Plans to retirees and active employees upon their retirement. The Unfunded Liability is
based on several assumptions such as, among others, the rate of investment return, average
life expectancy, average age of retirement, inflation, salary increases and occurrences of
disabilities. In addition, the Unfunded Liability includes certain actuarial adjustments such as,
among others, the actuarial practice of smoothing losses and gains over multiple years (which is
described in more detail below). As a result, the Unfunded Liability may be considered an
estimate of the unfunded actuarial present value of the benefits that PERS will fund under the
PERS Plans to retirees and active employees upon their retirement and not as a fixed
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expression of the liability the City owes to PERS under the PERS Plans. The City’'s actual
liability under the PERS Plans could be materially higher or lower. Actual results under the
PERS Plans will not impact the City’s obligation to repay the Bonds.

In each actuarial valuation, the PERS actuary estimates the actuarial value of the assets
(the “Actuarial Value”) of the PERS Plans at the end of the Fiscal Year (which assumes, among
other things, that the rate of return during that Fiscal Year equaled the assumed rate of return of
8.25%). The PERS actuary uses a smoothing technique to determine Actuarial Value that
generally only recognizes one-fifteenth of the gain or loss realized in a given Fiscal Year.
However, PERS does not allow the Actuarial Value to be less than 90% or more than 110% of
the Market Value.

On April 21, 2004, the PERS Board approved a change in the inflation assumption used
in the actuarial valuations that set employer contribution rates. The inflation assumption was
changed from 3.5% to 3%. The change impacted the inflation component of the annual
investment return assumption, the long term payroll growth assumption and the individual salary
increase assumptions as follows:

. The annual assumed investment return has decreased from 8.25% to 7.75%.

. The long term salary increase assumption has decreased from 3.75% to 3.25%.
. The inflation component of individual salary scales has decreased from 3.75% to
3.25%.

The change to the inflation assumption also impacted the cost of living adjustments and
purchasing power protection allowances assumed in the actuarial valuations. The new
assumptions will be used to determine the City’s Fiscal Year 2005/06 employer contribution
rates. For complete updated inflation and actuarial assumptions, please contact PERS at the
above-referenced address.

Funding Status

As of June 30, 2003, the date of the most recent PERS actuarial valuation report, the
actuarial value of assets in the Safety Plan was approximately $329.7 million, and the actuarial
accrued liability was approximately $413.1 million. The Safety Plan was approximately 79.8%
funded as of June 30, 2003, with an Unfunded Liability of approximately $83.5 million. As of
June 30, 2003, the date of the most recent actuarial valuation report, the actuarial value of
assets in the Miscellaneous' Plan was approximately $511.3 million, and the actuarial accrued
liability was approximately $568. 7 million. The Miscellaneous Plan was approximately 89.9%
funded as of June 30, 2003, with an Unfunded Liability of approximately $57.4 million.

The Actuarial Consultant has based its estimates of the Unfunded Liability as of the date
of delivery of the Bonds on the June 30, 2003 PERS actuarial reports for the Safety Plan and
the Miscellaneous Plan, as well as a 16.6% actual investment return for Fiscal Year 2003/04
and an estimated 11.0% investment return for the period from July 1, 2004 through the date of
delivery of the Bonds. Based on these assumptions, the Actuarial Consultant estimates that as
of the date of delivery of the Bonds, the Unfunded Liability of the Miscellaneous Plan will be at
least equal to the principal amount of the Bonds. See “- Impact of Investments; Potential
Unfunded Liability” below.
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Historical Funding Status

The following two tables, for the Safety Plan and the Miscellaneous Plan respectively,
set forth the Unfunded Liability and funded status as of the valuation dates from June 30, 1999
through June 30, 203 and the total employer contributions made by the City for Fiscal Year
2001/02 through Fisc al Year 2005/06. The two tables are based on PERS Actuarial Reports for
those years:

HISTORICAL FUNDING STATUS
(Safety Plan)

Valuation Affects City City City Offsets of
Date Unfunded Funded Contribution for Contribution Employee
June 30 Liability!" Status Fiscal Year Amount®  Contributions
1999 $(38,577,684) 114.3% 2001/02 $ 85,353 $3,829,974
200C (52,753,345) 113.6 2002/03 2,200,658 4,192,963
2001 (9,336,853) 102.7 2003/04 6,493,000 3,699,012%
2002 52.915,944 86.1 2004/05 7,317,000 3,816,244
2003 82 451,364 79.8 2005/06 7,927,000 4,419,438%

Source: PERS Actuarial Reports for June 30, 1999 through June 30, 2003 (UAAL, and Funded Status)
and the City (City Contribution Amount and City Offsets of Employee Contributions).

(1) Negative Unfunded Liability represents excess assets.
Indicated amounts are those amounts paid by the City to PERS in the indicated years and do
not reflect all amounts paid by the City under the Miscellaneous Plan or otherwise.

(3) Estimated amount.

HISTORICAL FUNDING STATUS
(Miscellaneous Plan)

Valuation Affects City City City Offsets

Date Unfunded Funded Contribution for Contribution of Employee

June 30 Liability(” Status Fiscal Year Amount® Contributions
1999 $:105,340,216) 129.0% 2001/02 $ 0 $5,139,535
2000 1133,418,134) 134.7% 2002/03 0 6,334,767
2001 (68,178,175) 114.6% 2003/04 2,503,000 6,016,827%
2002 (9,552,710) 101.9% 2004/05 9,957,000 6,455,105
2003 57,430,842  89.9% 2005/06 16,476,000 6,680,586

Source: PERS Actuarial Reports for June 30, 1999 through June 30, 2003 (UAAL, and Funded Status)
and the City (City Contribution Amount and City Offsets of Employee Contributions).

M Negative Unfunded Liability represents excess assets.

(2) Indicated amounts are those amounts paid by the City to PERS in the indicated years and do
not reflect all amounts paid by the City under the Safety Plan or otherwise.

(3) Estimated amount.
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A five-year schedule of the funding progress of the Safety Plan and the Miscellaneous

Plan are presented in the following two tables:

SCHEDULE OF FUNDING PROGRESS
(Safety Plan)

Actuarial Anr. :al

Valuation Accrued Value of Unfunded Funded Cov:ed
Date Liability Assets Liability Status Pay: 5l
June 30 (a) {b) (a-b) (b/a) (¢:
1999 $269,154,676  $307,732,360 $(38,577,684) 114.3%  $29,688..32
2000 307,348,903 349,102,248 (41,753,345) 113.6 31,901, .5
2001 346,246,532 355,583,385 (9,336,853) 102.7 36,805, 22
2002 381,310,978 328,395,034 52,915,944 86.1 41,037,776
2003 413,124,511 329,673,147 83,451,364 79.8 44 611,58

Source: PERS Actuarial Reports for June 30, 1999 through June 30, 2003.
Negative percentage represents excess assets over accrued liabilities.

(1)

Valuation

Date

June 30

1999
2000
2001
2002
2003

Accrued

Liability

—fa)
$363,553,902
384,488,561
466,436,671
498,057,251
568,712,055

SCHEDULE OF FUNDING PROGRESS

(Miscellaneous Plan)

Actuarial
Vaiue of
Assets

(b)

$468,894,118

517,906,695
534,614,846
507,609,961
511,281,213

Unfunded
Liability
(a-b)

$(105,340,216)
(133,418,134)
(68,178,175)
(9,552,710)
57,430,842

Funded
Status

(b/a)

129.0%

134.7
114.6
101.9

89.9

Source: PERS Actuarial Reports for June 30, 1999 through June 30, 2003.

(1)

Annual
Covered
Payroll
S (.

$59,332,8¢-
61,784,624
67,342,426
72,257,233
75,838,051

Negative percentage represents excess assets over accrued liabilities.

UAAL as a
Percentage of
Payroll”

{(a-b}/c)

(129.9%)
(130.9)

(25.4)
128.9
187.1

UAAL as a
Percentaqe of
Payroll'
{{a-b)/c)

(177.5%)
(215.9)
(101.2)

(13.2)
75.7

The following table shows the percentage of salary which the City was rasponsible for

contributing to PERS from Fiscal Year 2001/02 through Fiscal Year 2005/0¢ to satisfy its
retirement funding obligations.

SCHEDULE OF EMPLOYER CONTRIBUTION RATES

Valuation Date
June 30

1999
2000
2001
2002
2003

2001/02
2002/03
2003/04
2004/05
2005/06

Affects Contribution Rate
for Fiscal Year

Safety Plan

0.000%

2.260
15.798
15.966
16.143

Source: PERS Actuarial Reports for June 30, 1999 through June 30, 2003.

Miscellaneous

Plan

0.000%

0.000
3.328
12.340
19.737

Since June 30, 2000, as a result of lower-than-expected rates of investment returns of

(7.2%) for Fiscal Year 2000/01, (6.0%) for Fiscal Year 2001/02 and 3.7% for Fiscal Year
2002/03, PERS has experienced significant losses. Despite significant investment gains during
Fiscal Year 2003/04, the actuarial loss has increased to such a level that the City must now pay
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the entire normal cost payment plus a portion of the Unfunded Liability that has resulted each
year.

The City’s projections with respect to the Unfunded Liability below reflect certain
significant assumptions concerning future events and circumstances. The financial
forecast represents the City’s best estimate of projected results based on its judgment of
the probable occurrence of future events. The assumptions set forth in the text
preceding the chart below are material to the development of the City’s projections.
Variations in the assumptions may produce substantially different results. Actual results
during the projection period may vary from those presented in the forecast, and such
variations may be material.

The PERS actuary, in its June 30, 2003 actuarial valuation, projected that the City's
contribution rate under the Safety Plan for the Fiscal Year 2006/07 will be 16.5%, which would
result in an approximately 0.4% increase in the contribution rate from Fiscal Year 2005/06. The
PERS actuary, in its June 30, 2003 actuarial valuation, projected that the City’s contribution rate
under the Miscellaneous Plan for the Fiscal Year 2006/07 will be 19.4%, which would result in
an approximately 0.3% decrease in the contribution rate from Fiscal Year 2005/06. No
projections beyond Fiscal Year 2006/07 have been prepared by PERS.

The City’s projected contribution rates result principally from two factors. First, there
currently exists a difference between the actuarial value and the market value of the assets in
the PERS Plans. An actuarial valuation of assets differs from a market valuation of assets in
that an actuarial valuation reflects so-called smoothing adjustments which smooth the impact of
gains and losses over multiple years. As of June 30, 2003, the actuarial value of the assets in
the Safety Plan was approximately 10.0% in excess of the market value and the actuarial value
of the assets in the Miscellaneous Plan was approximately 10.0% in excess of the market value.
As a result, even if the market asset return in the PERS Plans is above the actuarial assumed
rate of 7.75% in future Fiscal Years, the actuarial practice of smoothing losses over several
years may cause the investment rate of return for actuarial purposes to be less than the market
asset return. The lower-than-expected investment returns during Fiscal Years 2000/01,
2001/02 and 2002/03 have not been fully realized in the actuarial valuation as of June 30, 2003
and may continue to adversely impact the City's contribution rates in future Fiscal Years.

Second, the City’'s projected contribution rate in Fiscal Year 2006/07 will also be affected
by the market asset return in the PERS Plans during Fiscal Year 2003/04. PERS has publicly
reported that the market asset return for all PERS plans was approximately 16.6%, which is
substantially above the actuarially assumed rate of return of 7.75%. Since the rate of return is
above than the assumed rate, the PERS Plans will realize a gain for actuarial purposes. While
this actuarial gain will be smoothed such that the PERS Plans will only be impacted by one
fifteenth of that gain in one Fiscal Year, this will likely act to reduce pressure on contribution
rates to the succeeding years. For a discussion of the smoothing policy of PERS, see “General”
above.

Impact of Investments; Potential Unfunded Liability

The Actuarial Consultant analyzed the impact of recent investment performance and
retirement benefit enhancements on the funding status of PERS. Pursuant to PERS policy,
gains and losses are smoothed over several years. After three consecutive years of investment
losses, PERS experienced significant investment gains of approximately 16.6% for Fiscal Year
2003-04. PERS most recent Safety and Miscellaneous actuarial reports provide unfunded
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liabilities as of the June 30, 2003 valuation date and projections as of June 30, 2005. The
PERS projections do not reflect actual investment performance since June 30, 2003. The
Actuarial Consultant has made the following estimate of the City’'s Unfunded Liability with
respect to the Miscellaneous Plan only as of the date of delivery of the Bonds. The Actuarial
Consultant’s projection was based on the actual return for Fiscal Year 2003/04 and estimated
11.0% investment return for July 1, 2004 through June 28, 2005.

City Miscellaneous Plan
Estimated Unfunded Actuarial Accrued Liability
(As of June 28, 2005)"

Market Value Basis $66.5 million
Actuarial Value Basis $73.4 million

Source: Bartel Associates, LLC.

(1) The Actuarial Consultant will certify that as of delivery of
the Bonds, the Unfunded Liability of the Miscellaneous
Plan is at least equal to the principal amount of the Bonds.

RISK FACTORS

The following factors, along with other information in this Official Statement, should be
considered by potential investors in evaluating the risks in the purchase of the Bonds. However,
the following does not purport to be an exhaustive listing of risk factors and other considerations
which may be relevant to an investment in the Bonds. Additionally, there can be no assurance
that other risk factors will not become evident at any future time.

No Tax Pledge

THE PAYMENT OF PRINCIPAL OF AND INTEREST ON THE BONDS ARE
OBLIGATIONS IMPOSED BY LAW PAYABLE FROM FUNDS TO BE APPROPRIATED BY
THE CITY PURSUANT TO THE RETIREMENT LAW. PURSUANT TO THE RETIREMENT
LAW, THE CITY COUNCIL IS OBLIGATED TO MAKE APPROPRIATIONS TO PAY THE
UNFUNDED LIABILITY. THE BONDS DO NOT CONSTITUTE AN OBLIGATION OF THE CITY
FOR WHICH THE CITY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION.
THE BONDS DO NOT CONSTITUTE AN INDEBTEDNESS OF THE CITY, THE STATE OR
ANY OF ITS POLITICAL SUBDIVISIONS WITHIN THE MEANING OF ANY CONSTITUTIONAL
OR STATUTORY DEBT LIMITATION OR RESTRICTION.

No Limit on Additional General Fund Obligations

The City has other obligations payable from its General Fund. The City has the ability to
enter into other obligations which would constitute additional charges against its general
revenues. To the extent that such additional obligations are incurred by the City, the funds
available to make payments on the Bonds may be decreased.
Seismic, Topographic and Climatic Conditions

The financial stability of the City can be adversely affected by a variety of factors,

particularly those which may affect infrastructure and other public improvements and private
improvements and the continued habitability and enjoyment of such improvements. Such
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additional factors include, without [imitation, geologic conditions (such as earthquakes),
topographic conditions (such as earth movements and floods) and climatic conditions (such as
droughts and tornadoes).

The area encompassed by the City, like that in much of California, may be subject to
unpredictable seismic activity. The City is located within a regional network of several active
and potentially active faults. The San Jacinto Fault, the Glen Helen Fault, the San Andreas
Fault and the Lytle Creek Fault are all located within the vicinity of the City. Although the City
believes that no active or inactive fault lines pass through the City, if there were to be an
occurrence of severe seismic activity in or around the City, there could be an adverse impact on
the City’s ability to pay the Bonds. Portions of the City are also located in a 100-year flood plain.

Building codes require that some of these factors be taken into account, to a limited
extent, in the design of improvements. Some of these factors may also be taken into account,
to a limited extent, in the design of other infrastructure and public improvements neither
designed nor subject to design approval by the City. Design criteria in any of these
circumstances are established upon the basis of a variety of considerations and may change,
leaving previously-designed improvements unaffected by more stringent subsequently
established criteria. In general, design criteria reflect a balance at the time of protection and the
future costs of lack of protection, based in part upon a present perception of the probability that
the condition will occur and the seriousness of the condition should it occur. Conditions may
occur and may result in damage to improvements of varying seriousness, such that the damage
may entail significant repair or replacement costs and that repair or replacement may never
occur either because of the cost or because repair or replacement will not facilitate habitability
or other use, or because other considerations preclude such repair or replacement. Under any
of these circumstances, the actual value of public and private improvements within the City in
general may well depreciate or disappear, notwithstanding the establishment of design criteria
for any such condition.

Hazardous Substances

An environmental condition that may result in the reduction in the assessed value of
parcels would be the discovery of any hazardous substance that would limit the beneficial use of
a property within the City. In general, the owners and operators of a 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 the “Superfund Act” is the most
well known and widely applicable of these laws, but California laws with regard to hazardous
substances are also stringent and similar. Under many of these laws, the owner (or operator) is
obligated to remedy a hazardous substance condition of property whether or not the owner or
operator has anything to do with creating or handling the hazardous substance. The effect,
therefore, should any substantial amount of property within the City be affected by a hazardous
substance, would be to reduce the marketability and value of the property by the costs of, and
any liability incurred by, remedying the condition, since the purchaser, upon becoming an owner,
will become obligated to remedy the condition just as is the seller. Such reduction could
adversely impact the property tax revenues received by the City and deposited in the General
Fund, which could significantly and adversely affect the operations and finances of the City.

21



Impact of State Budget

The Fiscal Year 2004/05 State budget was passed by the Legislature on July 29, 2004,
and was signed into law by the Governor on July 30, 2004. The 2004/05 budget authorized
total spending of $77.2 billion, and, among other things, shifted $1.3 billion in revenues from
local government to schools in both Fiscal Year 2004/05 and 2005/06. Information about the
State budget is regularly available at various State-maintained websites. The Fiscal Year
2004/05 State budget may be found at the website of the Department of Finance,
www.dof.ca.gov, under the heading “California Budget”. Additionally, an impartial analysis of
the budget is posted by the Office of the Legislative Analyst at www.lao.ca.gov. The information
referred to is prepared by the respective State agency maintaining each website and not by the
City, and the City takes no responsibility for the continued accuracy of the internet addresses or
for the accuracy, completeness or timeliness of information posted there, and such information
is not incorporated herein by these references.

As set forth in Table 14 of APPENDIX A hereto, the City’s receipt of a portion of
Department of Motor Vehicles license fees is an important revenue source. Prior to this Fiscal
Year, existing law provided generally that annual vehicle license fees were to be calculated at
2% of the market value of the applicable vehicle, and that the net fee proceeds were to be
distributed to cities and counties, subject to an offset of 67.5%. Existing law further provided
that the amount of the offset was to be back-filled to cities and counties by the State from
moneys in the State’s General Fund. Senate Bill 1096 (Chapter 211, Statutes of 2004) (“SB
1096") repealed the offset, and instead provided that annual vehicle license fees are to be
calculated at 0.65% of the market value of the applicable vehicle. SB 1096 also repealed the
obligation for the State to back-fill the offset from the State’s General Fund, and instead
compensates cities and counties for the reduced vehicle license fee revenues by providing for a
“vehicle license fee adjustment’ commencing in Fiscal Year 2004/05 and in each Fiscal Year
thereafter. The City has also participated in a State-wide financing program to advance
payment of certain vehicle license fees withheld in the State’s Fiscal Year 2003/04 budget.

SB 1096 further provides that for Fiscal Years 2004/05 and 2005/06, the vehicle fee
adjustment amount (and the corresponding amount of property taxes required to be allocated to
cities and local jurisdictions) shall be reduced by a statewide aggregate of $350 million in each
of such fiscal years. The City estimates that the City’s share of such reduction in Fiscal Year
2004/05 is approximately $2.7 million.

Two measures intended to address the existing cumulative budget deficit and to
implement structural reform were both approved at the March 2, 2004 statewide primary
election. The California Economic Recovery Bond Act (Proposition 57) authorized the issuance
of up to $15 billion of economic recovery bonds to finance the State general fund deficit as of
June 30, 2004 and other general fund obligations undertaken prior to June 30, 2004. The first
two series of economic recovery bonds were issued in May 2004, and provided approximately
$8.339 billion of net proceeds to the State’s general fund. A third series of economic recovery
bonds in the principal amount of $2.974 billion was issued in June 2004. The economic
recovery bonds are general obligations of the State and are secured by a pledge of revenues
from an increase in the State’s share of the sales and use tax of one-quarter cent, starting July
1, 2004. Such tax proceeds will revert to their prior allocation when the bonds are repaid. The
portion of sales and use tax that otherwise would have been allocated to local governments,
including the City, would be decreased by a commensurate amount. Commencing in Fiscal
Year 2004/05, local government’s share of local property tax revenues will be restored by an
amount equal to the one-quarter cent reduction in the local sales and use tax, creating a
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revenue neutral effect on local agencies for the 2004/05 Fiscal Year. The Balanced Budget
Amendment (Proposition 58) requires the State to adopt and maintain a balanced budget and
establish a reserve, and restricts future long-term deficit-related borrowing.

In connection with the shift of $2.6 billion of local agency revenues to school funding
over the current and next Fiscal Years, the Legislature and the Governor agreed to place
Proposition 1A, entitled “Protection of Local Government Revenues,” on the ballot (“Proposition
1A”). Proposition 1A would amend the California Constitution to (i) prohibit the shift of property
tax revenues from cities, counties and special districts, except to address a “severe state
financial hardship” (and only then if (x) such amounts were to agreed to be repaid with interest
within three years, (y) the State had repaid any other borrowed amounts, including the current
amount owed to repay the vehicle license fee shift, and (z) such borrowing could not occur more
often than twice in ten years); (ii) protect the property tax backfill of sales tax revenues diverted
to pay the economic recovery bonds, and the reinstatement of the sales tax revenues once such
bonds are repaid; and (iii) protect local agency vehicle license fee revenue (or a comparable
amount of backfill payments from the State). The initiative was approved by the voters on
November 2, 2004.

The recently released May Revision to Governor Schwarzenegger's 2005/06 Budget
(the “May Revision”) provides a $115.7 billion revised State Budget, based on a general
improvement in the economy and higher-than-expected returns from an amnesty program for
Californians who owed back taxes. The Governor proposes using the increased revenues for a
variety of programs and to eliminate the need to issue Economic Recovery Bonds in order to
balance the budget. The May Revision proposes to pay back 50% of the motor vehicle license
fee gap owing to local governments and allows for all of the money in the Proposition 42
account to be applied to its intended purposes of transportation, congestion relief, highway
improvements and deferred maintenance on local roads. Although the May Revision balances
the State Budget, including eliminating the $8.6 billion budget gap with no new borrowing or
transfers from local governments, it is expected that the 2006/07 Fiscal Year will begin with a
deficit due to slowing economic growth and automatic spending formulas which will require
higher amounts of spending, whether or not the revenue is available to support those levels.
Informaticn about the State budget is regularly available at various State-maintained websites.
The May Revision may be found at the website of the Department of Finance, www.dof.ca.gov,
under the heading “California Budget”. Additionally, an impartial analysis of the May Revision is
posted by the Office of the Legislative Analyst at www.lao.ca.gov. The information referred to is
prepared by the respective State agency maintaining each website and not by the City, and the
City takes no responsibility for the continued accuracy of the internet addresses or for the
accuracy, completeness or timeliness of information posted there, and such information is not
incorporated herein by these references.

The City cannot predict what actions will be taken in the future by the State Legislature
and the Governor to deal with changing State revenues and expenditures. The Office of the
Legislative Analyst is currently projecting a Fiscal Year 2004/05 deficit of over $8 billion. These
developments at the State level will most likely adversely affect local governments, including the
City. The State’s revenue transfers to local governments, including vehicle license fee revenue
backfill to the City, could be reduced or the State could decide to shift certain of its financial
obligations to local governments.
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Bankruptcy and Foreclosure

The enforceability of the rights and remedies of the Owners and the obligations of the
City may become subject to the following: the federal bankruptcy code and applicable
bankruptcy, insolvency, reorganization, moratorium, or similar laws relating to or affecting the
enforcement of creditors’ rights generally, now or hereafter in effect; usual equitable principles
which may limit the specific enforcement under state law of certain remedies; the exercise by
the United States of America of the powers delegated to it by the Federal Constitution; and the
reasonable and necessary exercise, in certain exceptional situations, of the police power
inherent in the sovereignty of the State of California and its governmental bodies in the interest
of serving a significant and legitimate public purpose. Bankruptcy proceedings, or the
exercising of powers by the federal or state government, if initiated, could subject the Owners to
judicial discretion and interpretation of their rights in bankruptcy or otherwise and consequently
may entail risks of delay, limitation, or modification of their rights. Additionally, failure by major
property owners to pay property taxes when due, would have an adverse impact on revenues of
the City, and would increase the likelihood of a delay or default in payment of the principal of
and interest on the Bonds. The various legal opinions to be delivered concurrently with the
delivery of the Bonds (including Bond Counsel’s approving legal opinion) will be qualified, as to
the enforceability of the various legal instruments, by bankruptcy, reorganization, insolvency or
other similar laws affecting the rights of creditors generally.

Secondary Market Risk

There can be no assurance that there will be a secondary market for purchase or sale of
the Bonds, and from time to time there may be no market for them, depending upon prevailing
market conditions, the financial condition or market position of firms who may make the
secondary market and the financial condition of the City.

Risks Relating to Auction Rate Securities

in addition to reading the balance of this Official Statement, prospective investors should
read APPENDIX C carefully and in its entirety to understand terms and conditions essential to
making an informed investment decision with respect to the Series 2005B Bonds. In particular
(but without limitation), prospective investors should note the following examples of risks.

During an Auction Period a beneficial owner of a Series 2005B Bond may sell, transfer
or dispose of a Series 2005B Bond only pursuant to a Bid or Sell Order placed in an Auction.
The ability to sell a Series 2005B Bond in an Auction may be adversely affected if there are not
sufficient buyers willing to purchase all Series 2005B Bonds to which the Auction applies at a
rate equal to or less than the Maximum Auction Rate. The Broker-Dealer has advised the City
that it intends to make a market in the Series 2005B Bonds between Auctions; however, the
Broker-Dealer is not obligated to make such markets, and no assurance can be given that
secondary markets therefor will develop.

The Auction Procedures will be suspended during the period commencing on the date of
the Auction Agent’s receipt of notice from the Trustee of the occurrence of an Event of Default
resulting from a failure to pay principal or interest on any Series 2005B Bond when due
(provided, however, that for purposes of this provision, if the Insurer is making timely payments
of principal and interest in accordance with the Insurance Policy, then no Event of Default shall
be deemed to have occurred and no suspension of the Auction Procedures will occur), but will
resume two (2) Business Days after the date on which the Auction Agent receives notice from
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the Trustee that such Event of Default has been waived or cured, with the next Auction to occur
on the next regularly scheduled Auction Date occurring thereafter.

The Trust Agreement and the Auction Agreement provide that the Auction Agent may
resign from its duties as Auction Agent by giving at least ninety (90) days written notice to the
Trustee, the City, the Insurer and the Market Agent, and does not require, as a condition to the
effectiveness of such resignation, that a replacement Auction Agent be in place if its
compensation has not been paid. The Broker-Dealer Agreement provides that the Broker-
Dealer thereunder may resign upon thirty (30) days notice to the Trustee, the City, the Insurer
and the Auction Agent, although the Broker-Dealer Agreement does require, as a condition to
the effectiveness of such resignation, that a replacement Broker-Dealer be in place.

The Broker-Dealer Agreement will provide that a Broker-Dealer may submit an Order for
its own account. If a Broker-Dealer submits an Order for its own account in any Auction, it might
have an advantage over other Bidders in that it would have knowledge of Orders placed through
it in that Auction; such Broker-Dealer, however, would not have knowledge of Orders submitted
by other Broker-Dealers (if any) in that Auction. As a result of bidding by a Broker-Dealer in an
Auction, the Auction Rate may be lower than the rate that would have prevailed had the Broker-
Dealer not bid. A Broker-Dealer may also bid in an Auction in order to prevent what would
otherwise be (a)a failed Auction, (b)an “all-hold” Auction, or (c) the implementation of an
Auction Rate that the Broker-Dealer believes, in its sole judgment, does not reflect the market
for such securities at the time of the Auction. In the Broker-Dealer Agreement, the Broker-
Dealers will agree to handle customer orders in accordance with their respective duties under
applicable securities laws and rules.

According to published news reports, the Securities and Exchange Commission (the
“Commission”) has requested information from a number of broker-dealers regarding certain of
their practices in connection with auction rate securities, such as the practices described in the
preceding paragraph. E. J. De La Rosa & Co., Inc. has advised the City that, although a
participant in the auction rate securities markets, it has not received a letter from the
Commission requesting that it voluntarily conduct an investigation regarding certain of its
practices and procedures in connection with those markets. No assurance can be given as to
whether the results of this process will affect the market for the Series 2005B Bonds or the
Auctions therefore.

During an Auction Period, so long as the ownership of the Series 2005B Bonds is
maintained in book-entry-only form by DTC, an Existing Holder may sell, transfer or otherwise
dispose of Series 2005B Bonds only pursuant to a Bid or Sell Order placed in an Auction or to
or through a Broker-Dealer, provided that, in the case of all transfers other than pursuant to
Auctions, such Existing Holder, its Broker-Dealer or its Agent Member advises the Auction
Agent of such transfer.

Prospective owners should consult their own tax and financial advisors with respect to
accounting treatment of the Series 2005B Bonds.

Pension Benefit Liability
Many factors influence the amount of the City’s pension benefit liability, including,
without limitation, inflationary factors, changes in statutory provisions of applicable retirement

system laws, changes in the levels of benefits provided or in the contribution rates of the City,
increases or decreases in the number of covered employees, changes in actuarial assumptions
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or methods, and differences between actual and anticipated investment experience of the City’s
pension system. Any of these factors could give rise to additional liability of the City to its
pension system as a result of which the City would be obligated to make additional payments to
its pension system over the amortization schedule for full funding of its obligation to its pension
system. See “PERS Pension Plans” above.

CONSTITUTIONAL AND STATUTORY LIMITATIONS ON TAXES AND APPROPRIATIONS
Article XIlIA of the State Constitution

Article XIlIA of the State Constitution, known as Proposition 13, except under certain
circumstances limits the maximum ad valorem tax on real property to 1% of “full cash value,”
and provides that such tax shall be collected by the counties and apportioned according to State
statutes. Section 2 of Article XIIIA defines “full cash value” to mean the county assessor's
valuation of real property as shown on the 1975/76 Fiscal Year tax bill, or, thereafter, the
appraised value of real property when purchased, newly constructed, or a change in ownership
has occurred. The full cash value may be adjusted annually to reflect inflation at a rate not to
exceed 2% per year, or to reflect a reduction in the consumer price index or comparable data for
the taxing jurisdiction, or may be reduced in the event of declining property value caused by
substantial damage, destruction or other factors. Legislation implementing Article XIIIA provides
that, notwithstanding any other law, local agencies may not levy any ad valorem property tax
except to pay debt service on indebtedness approved by the voters as described above. Such
legislation further provides that each county will levy the maximum tax permitted by Article XIIA,
which is $1.00 per $100 of assessed market value.

Since its adoption, Article XIlIA has been amended a number of times. These
amendments have created a number of exceptions to the requirements that property be
reassessed when it is purchased, newly constructed or undergoes a change in ownership.
These amendments have resulted in marginal reductions in the property tax revenues of the
City. Both the State Supreme Court and the United States Supreme Court have upheld the
validity of Article XIIIA.

Article XIIIB of the State Constitution

In addition to the limits Article XIIIA imposes on property taxes that may be collected by
local governments, certain other revenues of the State and most local governments are subject
to an annual “appropriations limit” imposed by Article XIIIB which effectively limits the amount of
such revenues those entities are permitted to spend. Article XIlIB, approved by the voters in
July 1979, was modified substantially by Proposition 111 in 1990. The appropriations limit of
each government entity applies to “proceeds of taxes,” which consist of tax revenues, State
subventions and certain other funds, including proceeds from regulatory licenses, user charges
or other fees to the extent that such proceeds exceed “the cost reasonably borne by such entity
in providing the regulation, product or service.” “Proceeds of taxes” excludes tax refunds and
some benefit payments such as unemployment insurance. No limit is imposed on the
appropriation of funds which are not “proceeds of taxes,” such as reasonable user charges or
fees, and certain other non-tax funds. Article XIIIB also does not limit appropriation of local
revenues to pay debt services on bonds existing or authorizing by January 1, 1979, or
subsequently authorized by the voters, appropriations required to comply with mandates of
courts or the federal government, appropriations for qualified capital outlay projects, and
appropriation by the State of revenues derived from any increase in gasoline taxes and motor
vehicle weight fees above January 1, 1990 levels. The appropriations limit may also be
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exceeded in case of emergency; however, the appropriations limit for the next three years
following such emergency appropriation must be reduced to the extent by which it was
exceeded, unless the emergency arises from civil disturbance or natural disaster declared by
the Governor, and the expenditure is approved by two-thirds of the legislative body of the local
government.

The State and each local government entity has its own appropriations limit. Each year,
the limit is adjusted to allow for changes, if any, in the cost of living, the population of the
jurisdiction, and any transfer to or from another government entity of financial responsibility for
providing services. Proposition 111 requires that each agency’s actual appropriations be tested
against its limit every two years. If the aggregate “proceeds of taxes” for the preceding two-year
period exceeds the aggregate limit, the excess must be returned to the agency’s taxpayers
through tax rate or fee reductions over the following two years.

For Fiscal Year 2003/04 the City's appropriations limit was $178,226,362, and its actual
appropriations in Fiscal Year 2003/04 subject to this limit were approximately $132,975,550.
For Fiscal Year 2004/05 the City’s appropriations limit is approximately $186,031,946, and its
budgeted expenditures subject to this limit are $149,898,818. The City is subject to and is
operating in conformity with Article XIIIB.

Proposition 218

On November 5, 1996, California voters approved Proposition 218, which added Articles
XHIC 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. The voter approval requirements of Proposition 218 reduce the City Council's
flexibility to deal with fiscal problems by raising revenue, and no assurances can be given that
the City will te able to raise taxes in the future to meet increased expenditure requirements.

With the exception of assessments levied in Street Lighting District No. 1 of the City (see
‘“APPENDIX A — CITY OF RIVERSIDE GENERAL ECONOMIC, DEMOGRAPHIC AND
FINANCIAL INFORMATION-Special Assessments”), none of the property-related fees or

assessments currently collected by the City is deposited in the General Fund. If the City is
unable to continue to collect these revenues, the services and programs funded with these

revenues would have to be curtailed and/or the City General Fund might have to be used to
support them. The City is unable to predict whether or not in the future it will be able to continue
all existing services and programs funded by the fees, charges and assessments in light of
Propositicn 218 or, if these services and programs are continued, which amounts (if any) would
be used from the City’s General Fund to continue to support these activities.

Proposition 218 also extends the initiative power to reducing or repealing any local taxes,
assessments, fees and charges. This extension of the initiative power is not limited to taxes
imposed on or after November 6, 1996, the effective date of Proposition 218, and could result in
retroactive repeal or reduction in any existing taxes, assessments, fees or charges.

While the City is unable to predict how Proposition 218 will be interpreted or whether and
to what extent Proposition 218 may be held valid under the California and United States
Constitutions, or to what extent this measure will affect the revenues in the City’s General Fund,
and while no assurances can be given regarding the impact of the application of Proposition 218,
the City does not expect Proposition 218 to materially adversely affect its ability to pay the
Bonds when due.
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Future Initiatives

Article XIlIA, Article XIIIB, Proposition 62 and Proposition 218 were each adopted as
measures that qualified for the ballot through California’s initiative process. From time to time
other initiative measures could be adopted, further affecting the City’s revenues.

VALIDATION

On March 8, 2004, the City, acting pursuant to the provisions of Sections 860 et seq. of
the California Code of Civil Procedure and Government Code Sections 53511 and 53589.5, filed
a complaint in the Superior Court of the State of California for the County of Riverside seeking
judicial validation of the proceedings and transactions relating to the issuance of the 2004
Bonds, additional bonds (such as the Bonds) and certain other matters. On May 3, 2004, the
court entered a default judgment to the effect, among other things, that the 2004 Bonds are, and
any additional bonds will be, valid, legal and binding obligations of the City and in conformity
with all applicable provisions of law. Pursuant to Section 870 of the California Code of Civil
Procedure, the period during which a notice of appeal to this judgment could have been timely
filed has expired and the judgment is binding and conclusive in accordance with California law.
As with any judgment, there can be no assurance that this judgment will not be challenged. No
such challenge has been filed, and the City is unaware of any pending challenge to this
judgment. In issuing the opinion as to the validity of the Bonds, Bond Counsel will rely upon the
entry of the foregoing default judgment.

THE CITY

For certain financial, demographic and statistical information on the City and the
surrounding area, see “APPENDIX A - CITY OF RIVERSIDE GENERAL ECONOMIC,
DEMOGRAPHIC AND FINANCIAL INFORMATION” attached hereto.

BOND INSURANCE

The following information has been provided by MBIA Insurance Corporation (“MBIA” or
the “Insurer’) for use in this Official Statement, and neither the City nor the Underwriter take any
responsibility for the accuracy or completeness thereof. Reference is made to APPENDIX E for
a specimen of the Insurance Policy that will be issued for each series of Bonds. MBIA does not
accept any responsibility for the accuracy or completeness of this Official Statement or any
information or disclosure contained herein, or omitted herefrom, other than with respect to the
accuracy of the information regarding the policy and MBIA set forth under this heading.
Additionally, MBIA makes no representation regarding the Bonds or the advisability of investing
in the Bonds.

The Insurance Policy

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

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

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

The Insurer

MBIA is the principal operating subsidiary of MBIA Inc., a New York Stock Exchange
listed company (the “Company”). The Company is not obligated to pay the debts of or claims
against MBIA. MBIA is domiciled in the State of New York and licensed to do business in and
subject to regulation under the laws of all 50 states, the District of Columbia, the Commonwealth
of Puerto Rico, the Commonwealth of the Northern Mariana Islands, the Virgin Islands of the
United States and the Te ritory of Guam. MBIA has three branches, one in the Republic of
France, one in the Republic of Singapore and one in the Kingdom of Spain.

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

Regulation

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

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

Financial Strength Ratings of MBIA

Moody's Investors Service, Inc. rates the financial strength of MBIA “Aaa.” Standard &
Poor’s, a division of The McGraw-Hill Companies, Inc. rates the financial strength of MBIA
“AAA." Fitch Ratings rates the financial strength of MBIA “AAA.’

Each rating of MBIA should be evaluated independ: tly. The ratings reflect the
respective rating agency’s current assessment of the creditwortt :ess of MBIA and its ability to
pay claims on its policies of insurance. Any further explanatio as to the significance of the
above ratings may be obtained only from the applicable rating age cy.

The above ratings are not recommendations to buy, sell - hold the Bonds, and such
ratings may be subject to revision or withdrawal at any time t the rating agencies. Any
downward revision or withdrawal of any of the above ratings may :ve an adverse effect on the
market price of the Bonds. MBIA does not guaranty the market | ce of the Bonds nor does it
guaranty that the ratings on the Bonds will not be revised or withdr.~wn.

MBIA Financial Information

As of December 31, 2004, MBIA had admitted assets of $10.4 billion (unaudited), total
liabilities of $7.0 billion (unaudited), and total capital and surplus of $3.4 billion (unaudited)
determined in accordance with statutory accounting practices prescribed or permitted by
insurance regulatory authorities. As of March 31, 2005 MBIA had admitted assets of $10.6
billion (unaudited), total liabilities of $7.0 billion (unaudited), and total capital and surplus of $3.6
billion (unaudited) determined in accordance with statutory accounting practices prescribed or
permitted by insurance regulatory authorities.

For further information concerning MBIA, see the consolidated financial statements of
MBIA and its subsidiaries as of December 31, 2004 and December 31, 2003 and for each of the
three years in the period ended December 31, 2004, prepared in accordance with generally
accepted accounting principles, included in the Annual Report on Forry 10-K of the Company for
the year ended December 31, 2004 and the consolidated financial ¢ itements of MBIA and its
subsidiaries as of March 31, 2005 and for the three month periods e ied March 31, 2005 and
March 31, 2004 included in the Quarterly Report on Form 10-Q of th Company for the period
ended March 31, 2005, which are hereby incorporated by reference into this Official Statement
and shall be deemed to be a part hereof.

Copies of the statutory financial statements filed by MBIA wit: the State of New York
Insurance Department are available over the Internei at the Company’s web site at
http://www.mbia.com and at no cost, upon request to MBIA at its principal executive offices.
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Incorporation of Certain Documents by Reference

The following documents filed by the Company with the Securities and Exchange
Commission (the “SEC") are incorporated by reference into this Official Statement:

{1) The Company’s Annual Report on Form 10-K for the year ended
December 31, 2004; and

(2) The Company’s Quarterly Report on Form 10-Q for the quarter ended
March 31, 2005.

Any documents, including any financial statements of MBIA and its subsidiaries that are
included therein or attached as exhibits thereto, filed by the Company pursuant to Sections
13(a), 13(c), 14 or 15(d) of the Exchange Act after the date of the Company’'s most recent
Quarterly Report on Form 10-Q or Annual Report on Form 10-K, and prior to the termination of
the offering of the Bonds offered hereby shall be deemed to be incorporated by reference in this
Official Statement and to be a part hereof from the respective dates of filing such documents.
Any statement contained in a document incorporated or deemed to be incorporated by
reference herein, or contained in this Official Statement, shall be deemed to be modified or
superseded for purposes of this Official Statement to the extent that a statement contained
herein or in any other subsequently filed document which also is or is deemed to be
incorporated by reference herein modifies or supersedes such statement. Any such statement
so modified or superseded shall not be deemed, except as so modified or superseded, to
constitute a part of this Official Statement.

The Company files annual, quarterly and special reports, information statements and
other information with the SEC under File No. 1-9583. Copies of the Company's SEC filings
(including (1) the Company’s Annual Report on Form 10-K for the year ended December 31,
2004, and (2) the Company’s Quarterly Reports on Form 10-Q for the quarter ended March 31,
2005) are available (i) over the Internet at the SEC’s web site at http://www.sec.gov; (ii) at the
SEC's public reference room in Washington D.C.; (iii) over the Internet at the Company’s web
site at http://www.mbia.com; and (iv) at no cost, upon request to MBIA at its principal executive
offices.

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

LITIGATION

No litigation is pending or threatened concerning the validity of the Bonds. The City is
not aware of any litigation pending or threatened questioning the political existence of the City or
contesting the City’s ability to issue and pay the Bonds. There are a number of lawsuits and
claims pending against the City. Other than as described in this section and in APPENDIX A,
the City does not believe that any of these proceedings could have a material adverse impact
upon the financial condition of the City.
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FINANCIAL STATEMENTS

The audited financial statements of the City for the Fiscal Year ended June 30, 2004,
included in APPENDIX B to this Official Statement, have been audited by McGladrey & Pullen
LLP, Riverside, California, independent certified public accountants, as stated in their report
appearing in APPENDIX B. Although McGladrey & Pullen LLP has consented to the inclusion
of its report as APPENDIX B, it has not undertaken to update its report or to take any action
intended or likely to elicit information concerning the accuracy, completeness or fairness of the
statements made in this Official Statement, and no opinion is expressed by McGladrey & Pullen
LLP with respect to any event subsequent to its report for the Fiscal Year ended June 30, 2004.

The City anticipates audited financial statements for the Fiscal Year ending June 30,
2005 will be available by December 31, 2005. Assuming the Bonds are issued and the
proceeds applied as described herein, the City does not anticipate that such audited financial
statements will reflect any material deterioration of the financial position of the City’s General
Fund, although the City has not yet determined the effect, if any, on the net assets of the City
relating to the issuance of the Bonds. Copies of the audited financial statements for the City’s
other Fiscal Years can be obtained at the office of the Finance Director at City Hall.

CONTINUING DISCLOSURE

The City has covenanted for the benefit of owners of the Bonds to provide certain
financial information and operating data relating to the City by not later than 210 days after the
end of the City's Fiscal Year (presently June 30) in each year commencing with its report for the
2004/05 Fiscal Year (the “Annual Report”) and to provide notices of the occurrence of certain
enumerated events. The Annual Report will be filed, or caused to be filed, by the City with each
Nationally Recognized Municipal Securities Information Repository. The notices of material
events will be filed, or cause to be filed, by the City with the Municipal Securities Rulemaking
Board. These covenants have been made in order to assist the Underwriter in complying with
Securities Exchange Commission Rule 15¢2-12(b)(5). The specific nature of the information to
be contained in the Annual Report or the notices of material events by the City is contained in
“APPENDIX H - FORM OF CONTINUING DISCLOSURE CERTIFICATE.” Failure of the City to
provide the required ongoing information may have a negative impact on the value of the Bonds
in the secondary market. While certain of the City’s filings with respect to its 1999 Certificates of
Participation failed to include certain sales tax information, such filings have been corrected,
and the City has not otherwise failed to comply in all material respects with any previous
undertakings with respect to said rule to provide annual reports or notices of material events.

TAX MATTERS

Circular 230 Disclosure

The following subsections of this “TAX MATTERS” section were written by Bond
Counsel to assist the City in marketing the Bonds, and is not intended or written to be used, and
cannot be used by any taxpayer, for the purposes of avoiding penalties that may be imposed on
the taxpayer by the Internal Revenue Service (the "Service"). Each taxpayer should seek
advice based on the taxpayer's particular circumstances from an independent tax advisor.
Bond Counsel will receive a non-refundable fee contingent upon the successful marketing of the
Bonds, but not contingent on any taxpayer’s realization of tax benefits from the Bonds. No
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limitation has been imposed by Bond Counsel on disclosure of the tax treatment or tax structure
of the transaction.

General

No attempt has been or will be made to comply with certain requirements relating to the
exclusion from gross income for Federal income tax purposes of interest on the Bonds. A
complete copy of the proposed form of Bond Counsel opinion is contained in APPENDIX F
hereto.

Investors should consult their own tax advisors in determining the Federal, State, local,
foreign and any other tax consequences to them from the purchase, ownership and disposition
of the Bonds.

The following is a general summary of the federal income tax consequences of the
purchase and ownership of the Bonds. This discussion is based upon laws, regulations, rulings
and decisions now in effect, all of which are subject to change, or possibly differing
interpretations. No assurances can be given that future changes in the law will not occur or
alter the conclusions reached herein. The discussion below does not purport to deal with
federal incorne tax consequences applicable to all categories of investors. Further, this
summary does not discuss all aspects of federal income taxation that may be relevant to a
particular investor in the Bonds in light of the investor's particular personal investment
circumstances or to certain types of investors subject to special treatment under federal income
tax laws (including insurance companies, tax-exempt organizations, financial institutions,
broker-dealers and persons who have hedged the risk of owning the Bonds). The summary is
therefore limited to certain issues relating to initial investors who will hold the Bonds as “capital
assets” within the meaning of Section 1221 of the Internal Revenue Code of 1986 (the “Code”),
and acquire such Bonds for investment and not as a dealer or for resale. Prospective investors
in the Bonds should note that no rulings have been or will be sought from the Service with
respect to any of the federal income tax consequences discussed below, and no assurance can
be given that the Service will not take contrary positions.

Payments of Interest on the Bonds

The interest paid on the Bonds will be included in the gross income, as defined in
section 61 of the Code, of the owners thereof and be subject to federal income taxation when
received or accrued, depending on the tax accounting method applicable to such owners.

The interest paid on the Bonds will be exempt from personal income taxation of the
State of California.

Sale and Exchange of Bonds

Upon a sale or exchange of a Bond, an owner generally will recognize gain or loss on
the Bonds equal to the difference between the amount realized on the sale and its adjusted tax
basis in such Bond. Such gain or loss generally will be capital gain (although any gain
attributable to market discount of the Bond accruing during the period the Bond is owned by that
owner and nct yet taken into income will be ordinary income). The adjusted basis of the owner
in a Bond will (in general) equal its purchase price and decreased by any payments (other than
of interest) received on the Bond. In general, if the Bond is held for longer than one year, any
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gain or loss would be long term capital gain or loss, and capital losses are subject to certain
limitations.

Backup Withholding

Under Section 3406 of the Code, an owner of the Bonds who is a United States person,
as defined in Section 7701(a)(3) of the Code, may, under certain circumstances, be subject to
“backup withholding” on payments of current or accrued interest on the Bonds. This withholding
applies if such owner of Bonds: (i) fails to furnish to DTC such owner’s social security number or
other taxpayer identification number (“TIN”); (ii) furnishes DTC an incorrect TIN; (iii) fails to
report properly interest, dividends, or other “reportable payments” as defined in the Code; or (iv)
under certain circumstances, fails to provide DTC or such owner's broker with a certified
statement, signed under penalty of perjury, that the TIN provided to DTC is correct and that
such owner is not subject to backup withholding.

INVESTORS SHOULD CONSULT THEIR OWN TAX ADVISORS IN DETERMINING
THEIR QUALIFICATION FOR EXEMPTION FROM BACKUP WITHHOLDING AND THE
PROCEDURE FOR OBTAINING SUCH EXEMPTION.

Withholding on Payments to Nonresident Alien Individuals and Foreign Corporations

Under Sections 1441 and 1442 of the Code, nonresident alien individuals and foreign
corporations (“non-US Person”) are generally subject to withholding at the rate of 30% on
periodic income items arising from sources within the United States, provided such income is
not effectively connected with the conduct of a United States trade or business. Assuming the
interest received by an owner of the Bonds that is a non-US Person is not treated as effectively
connected income within the meaning of Section 864 of the Code, such interest will be subject
to 30% withholding, or any lower rate applicable under an income tax treaty, unless such
income is treated as portfolio interest. Interest will be treated as portfolio interest if: (i) the
owner provides a statement to DTC certifying, under penalties of perjury, that such owner is not
a United States person and providing the name and address of such owner; (ii) such interest is
treated as not effectively connected with the owner’s United States trade or business; (iii)
interest payments are not made to a person within a foreign country that the Service has
included on a list of countries having provisions inadequate to prevent United States tax evasion;
(iv) interest payable with respect to the Bonds is not deemed contingent interest within the
meaning of the portfolio debt provision; (v} such owner is not a controlled foreign corporation,
within the meaning of Section 957 of the Code; and (vi) such owner is not a bank receiving
interest on the Bonds pursuant to a loan agreement entered into in the ordinary course of the
bank’s trade or business.

Assuming payments on the Bonds are treated as portfolio interest within the meaning of
Sections 871 and 881 of the Code, then no backup withholding under Sections 1441 and 1442
of the Code and no backup withholding under Section 3406 of the Code is required with respect
to owners or intermediaries who have furnished Form W-8 BEN, Form W-8 EXP or Form W-8
IMY, as applicable, provided neither the City nor DTC has actual knowledge that such person is
a United States person.

Reporting of Interest Payments

Subject to certain exceptions, interest payments made to owners with respect to the
Bonds will be reported to the Service. Such information will be filed each year with the Service
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on Form 1099 which will reflect the name, address, and TIN of the owner. A copy of Form 1099
will be sent to each owner of a Bonds for federal income tax purposes.

ERISA CONSIDERATIONS

Section 406 of the Employee Retirement Income Security Act of 1974, as amended
(“ERISA”) and Section 4975 of the Internal Revenue Code (the “Code”), prohibit employee
benefit plans (“Plans”) subject to ERISA or Section 4975 of the Code from engaging in certain
transactions involving “plan assets” with persons that are “parties in interest” under ERISA or
“disqualified persons” under the Code (collectively, “Parties in Interest”) with respect to the Plan.
ERISA also imposes certain duties on persons who are fiduciaries of Plans subject to ERISA.
Under ERISA, any person who exercises any authority or control respecting the management or
disposition of the assets of a Plan is considered to be a fiduciary of such Plan (subject to certain
exceptions not relevant here). A violation of these “prohibited transaction” rules may generate
excise tax and other liabilities under ERISA and the Code for fiduciaries and Parties in Interest.

The Underwriter, as a result of its own activities or because of the activities of an affiliate,
may be considered Parties in Interest, with respect to certain plans. Prohibited transactions
may arise under Section 406 of ERISA and Section 4975 of the Code if Bonds are acquired by a
Plan with respect to which the Underwriter or any of their affiliates are Parties in Interest.
Certain exemptions from the prohibited transaction rules could be applicable, however,
depending in part upon the type of Plan fiduciary making the decision to acquire a Bond and the
circumstances under which such decision is made. Included among these exemptions are
those transactions regarding securities purchased during the existence of an underwriting,
investments by insurance company pooled separate accounts, investments by insurance
company dgeneral accounts, investments by bank collective investment funds, transactions
effected by “qualified professional asset managers,” and transactions affected by certain “in-
house asset managers.” Even if the conditions specified in one or more of these exemptions
are met, the scope of the relief provided by these exemptions might or might not cover all acts
which might be construed as prohibited transactions. In order to ensure that no prohibited
transaction under ERISA or Section 4975 of the Code will take place in connection with the
acquisition of a Bond by or on behalf of a Plan, each prospective purchaser of a Bond that is a
Plan or is acquiring on behalf of a Plan will be required to represent that either (i) no prohibited
transactions under ERISA or Section 4975 of the Code will occur in connection with the
acquisition of such Bond, or (ii) the acquisition of such Bond is subject to a statutory or
administrative exemption.

Any Plan fiduciary who proposes to cause a Plan to purchase Bonds should (i) consult
with its counsel with respect to the potential applicability of ERISA and the Code to such
investments and whether any exemption would be applicable, and (ii) determine on its own
whether all conditions have been satisfied. Moreover, each Plan fiduciary should determine
whether, under the general fiduciary standards of investment prudence and diversification, an
investment in the Bonds is appropriate for the Plan, taking into account the overall investment
policy of the Plan and the composition of the Plan’s investment portfolio.

APPROVAL OF LEGALITY
Certain legal matters incident to the execution and delivery of the Bonds are subject to

the approving opinion of Fulbright & Jaworski L.L.P., Los Angeles, California, as Bond Counsel.
Except with respect to certain legal matters, Bond Counsel undertakes no responsibility for the
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accuracy, completeness or fairness of the Official Statement. Bond Counsel’s fee for delivery of
its opinion is contingent on successful execution and delivery of the Bonds. Certain matters will
passed upon for the Underwriter by Nossaman, Guthner, Knox & Elliott, LLP, Irvine, California,
and for the City by the City Attorney.

RATINGS

Standard & Poor’'s Ratings Group, a division of The McGraw-Hill Companies, Inc.
(“Standard & Poor’s”) and Fitch Ratings (“Fitch”) have assigned their municipal bond ratings of
“AAA” and “AAA," respectively, to the Bonds with the understanding that upon delivery of the
Bonds, a policy insuring the payment when due of the principal of and interest with respect to
the Bonds will be issued by the Insurer. In addition, Standard & Poor’s and Fitch have rated the
Bonds “A+” and “AA-,” respectively, without regard to the delivery of the Insurance Policy.

The ratings reflect only the views of such organizations, and an explanation of the
significance of such ratings may be obtained from Standard & Poor’s and Fitch. There is no
assurance that such ratings will continue for any given period of time or that they will not be
revised downward or withdrawn entirely by a rating agency, if, in the judgment of such rating
agency, circumstances so warrant. The Insurer undertakes no responsibility to bring to the
attention of the Owners the downward revision or withdrawal of any rating obtained, and the City
undertakes no responsibility to oppose any such revision or withdrawal. Any such downward
revision or withdrawal of such ratings may have an adverse effect on the market price of the
Bonds.

UNDERWRITING

The Series 2005A Bonds are being purchased by E. J. De La Rosa & Co., Inc. (the
“Underwriter”) at a price of $29,922,350 (the principal amount of the Series 2005A Bonds, less
an Underwriter’'s discount in the amount of $77,650). The Series 2005B Bonds are being
purchased by the Underwriter at a price of $29,922,350 (the principal amount of the Series
2005B Bonds, less an Underwriter’'s discount in the amount of $77,650). The obligations of the
Underwriter are subject to certain conditions precedent, and it will be obligated to purchase all
such Bonds if any such Bonds are purchased. The public offering prices of the Bonds may be
changed from time to time by the Underwriter without notice.

The Underwriter reserves the right to join with dealers and other underwriters in offering
the Bonds to the public. The Underwriter may offer and sell the 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.
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MISCELLANEOUS

The summaries or descriptions of provisions of the Bonds, the Trust Agreement, the
Validation Action, the PERS Contract, and all references to other materials not purporting to be
quoted in full are only brief outlines of some of the provisions thereof. Reference is made to
said documents for full and complete statements of provisions of such documents. The
appendices attached hereto are a part of this Official Statement. Copies, in reasonable quantity,
of the Trust Agreement may be obtained during the offering period from the Underwriter and
thereafter upon request to the principal corporate trust office of the Trustee.

This Official Statement does not constitute a contract with the purchasers of the Bonds.
Any statements made in this Official Statement involving matters of opinion or estimates,
whether or not so expressly stated, are set forth as such and not as representations of fact, and
no representation is made that any of the estimates will be realized.

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

CITY OF RIVERSIDE

By: Paul C. Sundeen
Finance Director
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APPENDIX A

CITY OF RIVERSIDE GENERAL ECONOMIC, DEMOGRAPHIC AND FINANCIAL
INFORMATION

The following material is descriptive of the City of Riverside and the surrounding
areas of Riverside County. It has been prepared by or excerpted from sources as noted herein,
and has not been independently verified by Bond Counsel, City Attorney or the Underwriter.

General Information

The City is the county seat of Riverside County (the “County”) and is located in the
western portion of the County about 60 miles east of downtown Los Angeles and approximately
90 miles north of San Diego. Within 18 miles of the City are the cities of San Bernardino, Loma
Linda, Corona, Norco, Fontana, Ontario, Rialto, Colton, Moreno Valley and Redlands, among
others. These cities and the City are located in the Counties of Riverside and San Bernardino
and comprise the Riverside-San Bernardino Primary Metropolitan Statistical Area (the “PMSA”).
The PMSA represents an important economic area of the State and of Southern California. It
lays to the west and south respectively of the strategic San Gorgonio and Cajon Passes, from
which three transcontinental railroads and interstate highways converge to connect the Los
Angeles area with the other areas of the nation. The City is situated in close proximity to the
metropolitan centers of Los Angeles and Orange Counties.

Riverside and San Bernardino Counties cover 27,400 square miles, a land area larger
than the State of Virginia. As of January 1, 2005, Riverside County had a population of
approximately 1,877,000 and San Bernardino County had a population of approximately
1,946,202. With a population of over 3.6 million, the PMSA ranks as one of the largest
Metropolitan Statistical Areas (“MSAs”) in the United States. The PMSA, though small
geographically in relation to the bi-county area, contains most of the two counties’ population.

Municipal Government

The City was incorporated in 1883 and covers approximately 85.6 square miles. The
City is a charter city and has a council-manager form of government with a seven-member
council being elected by ward for four-year overlapping terms. The mayor is elected at large for
a four-year term and is the presiding officer of the council, but does not have a vote except in
case of a tie. The position of City Manager is filled by appointment of the council to serve as
administrator of the staff and to carry out the policies of the council.

Functions of the City government are carried out by approximately 2,489 full and part-
time personnel. The City operates and maintains a sewer, water and electrical system. Other
City services include diversified recreation programs, police, fire, airport, parks, a museum and
libraries

Services and Facilities

Public Safety and Welfare. The City provides law enforcement and fire protection
services. The Police Department currently employs approximately 362 sworn officers and the
Fire Department employs approximately 201 sworn fire fighters operating out of 13 fire stations.
Other services provided by the City include emergency medical aid, traffic safety maintenance,
and building safety regulation and inspection.
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Public Services. The City provides electric, water and sewer service to the City
residents through municipal enterprises. The City also owns and operates a general aviation
airport.

Public Works. Additional services include parkway and median maintenance
improvements, refuse management, sewer and storm drain maintenance, zoning and
development administration, environmental review, code enforcement and street tree
maintenance.

Leisure and Community Services. Among the City’s cultural institutions and activities
are a convention center, the Riverside Art Museum, the City’s municipal museum, known as the
Riverside Metropolitan Museum, a number of libraries, an auditorium, the opera society and the
symphony society. There are three major hospitals in the City: Parkview Community; Riverside
Community; and Kaiser Permanente.

Population

As of January 1, 2005 the population of the City was approximately 285,537, an increase
of approximately 11.9% percent over the census population of the City in 2000. The foliowing
table presents population data for both the City and County.

TABLE 1
POPULATION

City of Riverside
Year Riverside County
1950 46,764 170,046
1960 84,332 306,191
1970 140,089 459,074
1980 165,087 663,923
1990 226,505 1,170,413
2000 255,166 1,545,387
2001 261,200 1,586,900
2002 270,100 1,648,800
2003 276,300 1,719,000
2004 281,810 1,807,858
2005 285,537 1,877,000

Sources: 1950-2000 U.S. Census; 2001-2005 California Department of Finance (Demographic
Research Unit)

Accounting Policies and Financial Reporting

The accounts of the City are organized on the basis of funds and account groups, to
account for different activities. The operations of each fund are accounted for with a separate
set of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues, and
expenditures or expenses, as appropriate. Government resources are allocated to and
accounted for in individual funds based upon the purposes for which they are to be spent and
the means by which the spending activities are controlled. The City’'s general fund and other
governmental fund types use the modified accrual basis of accounting. All of the City's other
funds, including proprietary fund types and fiduciary fund types use the accrual basis of
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accounting. The basis of accounting for ali funds is more fully explained in the “Notes to the
Basic Financial Statements” contained in AFPENDIX B hereto.

The City Council employs, at the beginning of each Fiscal Year, an independent certified
public accountant who, at such time or times as specified by the City Council, at least annually,
and at such other times as he or she shall determine, examines the combined financial
statements of the City in accordance with generally accepted auditing standards, including such
tests of the accounting records and sush other auditing procedures as such accountant
considers necessary. As soon as practicable after the end of the Fiscal Year, a final audit and
report is submitted by such accountant to the City Council and a copy of the financial
statements as of the close of the Fiscal Year is published.

The City, all its funds and the funds of certain other component entities of the City are
audited annually by a certified public accohunting firm. The firm of McGladrey & Pullen, LLP,
Riverside, California, is the City’s current auditor (the “Auditor’). The audited financial
statements of the City for Fiscal Year 2002/04 are attached hereto as APPENDIX B. The City’s
financial statements are public documents and are included within this Official Statement
without the prior approval of the Auditor. Accordingly, the Auditor has not performed any post-
audit of the financial condition of the City.

The Governmental Accounting Standards Board (“GASB”) published its Statement No.
34 “Basic Financial Statements — and Management’s Discussion and Analysis — for State and
Local Governments” on June 30, 1999. Statement No. 34 provides guidelines to auditors, state
and local governments and special purpose governments such as school districts and public
utilities, on new requirements for financial reporting for all governmental agencies in the United
States. Generally, the basic financial statements and required supplementary information
should include (i) Management’s Discussion and Analysis; (ii) financial statements prepared
using the economic measurement focus and the accrual basis of accounting and fund financial
statements prepared using the current financial resources measurement focus and the modified
accrual method of accounting and (iii) required supplementary information. The requirements of
Statement No. 34 are effective in three phases based on a government’s total annual revenues
(excluding extraordinary items) for the Fiscal Year ending after June 30, 1999. The City
implemented Statement No. 34 for the year ending June 30, 2001, as required.

The City General Fund finances the legally authorized activities of the City not provided
for in other restricted funds. General fund revenues are derived from such sources as taxes;
licenses and permits, fines, forfeits and penalties; use of money and property; aid from other
governmental agencies; charges for current services; and other revenue. General Fund
expenditures and encumbrances are classified by the functions of general government, public
safety, highways and streets, culture and recreation and community development. Amounts on
deposit in the Bond Fund held by the Trustee are pledged to payment of the Bonds and are not
available for other uses by the City.

City Financial Data
The following tables provide a five-year history of the City’'s Comparative Balance Sheet,

General Fund revenues, expenditures, transfers, and ending fund balances. See also “City
Budget” below for budgeted revenues and expenses for Fiscal Year 2004/05.

A-3



CITY OF RIVERSIDE
GENERAL FUND BALANCE SHEET (AS OF JUNE 30)

TABLE 2

(AMOUNTS EXPRESSED IN THOUSANDS)

2000 2001 2002 2003 2004
ASSETS:
Cash and Investments 27,071 72,9951 86,007 85,232 103,6221"
Cash and investments at fiscal agent ? 0 0 0 0 43,937
Receivables (net)
interest 641 1,312 1,015 975 961
Property taxes 6,868 7637 7,907 8,139 8,018
Sales taxes 7,595 “,211 7,200 8,011 9,162
Utilities billed 566 449 532 492 525
Accounts 4,144 .,579 2,985 3,304 7,880
Intergovernmental 2,238 776 3,350 2,416 4,838
Notes 125 92 64 33 30
Prepaid items 161 137 129 190 216
Due from other funds 6,117 £ 414 4,832 8,860 9,970
Interfund receivable 5,463 %110 3,762 3,715 3,519
Total Assets 60,989 1¢ 712 117,783 121,367 192,678
LIABILITIES:
Accounts Payable 1,657 '82 4,131 2,726 4,294
Accounts payable
Accrued payroll 1,727 2,739 4,415 5,652 4,942
Compensated absences 1,276 0 0 0 0
Retainage payable 7 32 60 169 N
Intergovermental 48 135 117 128 219
Deferred revenue 7,407 8,800 8,850 9,991 16,899
Deposits 0 14,559 17,049 18,012 20,468
Due to other funds 0 250 250 50 8,799
Interfund Receivable 0 0 3,357 2,901 2,439
Total Liabilities 12,022 31,797 38,229 39,629 58,151
FUND BALANCE:
__Reserved for:
Encumbrances 5,300 4,817 7,014 10,424 13,503
Interfund receivable 5,463 4,110 3,762 3,715 3,519
Prepaid items 161 137 107 190 216
Notes receivable 125 25 64 33 30
Unreserved, designated for economic 10,100 19,700 21,400 22,500 23,500
contingencies
Unreserved, designated for future
operations 15,000 35,487 36,559 25,434 71,6667
Unreserved, designated for insurance 0 0 0 6,400 6,400
Unreserved:
General Fund 12,813 10,639 10,648 13,042 15,693
Total fund balances 48,967 74,915 79,559 81,738 134,527
Total Liabilities and Fund Balances $60,989 $106,712 $117,783 $121,367 $192,678

Source: City Audited Financial Statements (except as noted).
(1) Pursuant to GASB Statement No. 34, reflects move of funds designated for specific purposes into
General Fund. See “Unreserved, designated for econo:nic contingencies” for unrestricted

reserves.

(2) Proceeds of outstanding certificates of participation that are designated for specific purposes.
See “-Long-Term Obligations”.

(3) The presentation of these two entries differ from the corresponding entries in the City’s 2003/04

audited financial statements for purposes of comparison with previous years’ results. See
APPENDIX B - “Audited Financial Statements of the Citv for Fiscal Year 2003/04”.
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TABLE 3
CITY OF RIVERSIDE
STATEMENT OF GENERAL FUND
REVENUES, EXPENDITURES AND BALANCES
(FISCAL YEAR ENDING JUNE 30)
(AMOUNTS EXPRESSED IN THOUSANDS)

2000 2001 2002 2003 2004
Revenues:
Taxes $ 69,294 $ 72,503 $ 76,455 $82,062 $ 91,343
Licenses and permits 5,707 6,871 6,094 7,243 6,538
Intergovernmental 17,661 19,799 22,782 19,897 17,691
Charges for services 7,152 7,872 7,854 8,872 10,035
Fines and forfeitures 2,075 2,153 2,164 1,803 1,982
Special assessments 3,656 3,646 3,633 3,906 4,101
Rental and Investment Income 2,925 10,618 4,489 3,478 1,713
Miscellaneous 3,087 2,455 2,024 1,926 2,221
Total Revenues 111,557 125,917 125,495 129,287 135,624
Expenditures
Current:
General Government 13,290 20,449 16,087 15,555 28,147
Public safety 76,386 84,134 91,245 96,487 107,637
Highways and streets 9,388 9,979 10,551 12,034 12,124
Culture and recreation 13,536 15,912 18,111 21,087 18,969
Total Expenditures 112,600 130,474 135,994 145,163 166,877
Revenues over (under) expenditures (1,043) (4,557) (10,499) (15,876) (31,253)
Other Financing Sources (Uses)
Transfers in 19,109 31,866 18,304 20,215 19,529
Transfers out (5,934) (3,049) (3,354) (3,466) (15,905)
Proceeds from issuance of long-term debt @ 0 0 0 0 168,574
Sales of capital assets 133 100 188 1,311 144
Advances from other funds 0 1,588 0 0 0
Total other financing sources (uses) 13,308 30,505 15,138 18,060 172,342
Special item-pension contribution 0 0 0 0 (88,300)
Net change in funcl balances 12,265 25,948 4,639 2,184 52,789
Fund balances, July 1, as restated 36,669 48,967 74,915 79,554 81,738
Residual equity transfers 33 0 0 0 0
Fund balances, June 30 $48,967 $74,915 $79,554 $81,738 $134,527
Source: Annual City Audits.
(1) Increase in Fiscal Year 2003/04 reflects expenditure of a portion of proceeds of certificates of
participation.
(2) Proceeds of outstanding certificates of participation, general obligation bonds and pension

obligation bonds that are designated for specific purposes. See “-Long-Term Obligations”.
(3) Proceeds of City's pension bonds deposited with CalPERS. See “-Long-Term Obligations”.



Budgetary Process and Administration

The City uses the following procedures when establishing the budgetary data reflected in
its financial statements:

During the period December through February of each Fiscal Year, department heads
prepare estimates of required appropriations for the following Fiscal Year. These estimates are
compiled into a proposed operating budget which includes a summary of proposed expenditures
and financial resources and historical data for the two preceding Fiscal Years. The operating
budget is presented by the City Manager to the City Council for review. Public hearings are
conducted to obtain citizen comments. The City Council generally adopts the budget during
one of its June meetings. The City Manager is legally authorized to transfer budgeted amounts
between divisions and accounts within the same department. Transfer of appropriations
between departments or funds and increased appropriations must be authorized by the City
Council. Expenditures may not legally exceed budgeted appropriations at the departmental
level within a fund. Budgets for the funds are adopted on a basis consistent with generally
accepted accounting principles. See the discussion following Table 5 below regarding the City’s

2004/05 budget.

The following tables summarize the Fiscal Year 2003/04 City Budget and estimated
actual results for Fiscal Year 2003/04, and summarize the final Fiscal Year 2004/05 General

Fund Budget of the City.



TABLE 4
CITY OF RIVERSIDE
GENERAL FUND BUDGET
(FISCAL YEAR 2003/04)
(000’S OMITTED)

2003/04 2003/04
Final Budget Actual Variance
Revenues
Taxes $84,019 $91,343 $7,324
Licenses and permits 6,650 6,538 (112)
Intergovernmental'"! 33,735 17,691 (16,044)
Changes for services 7,338 10,035 2,697
Fines and forfeitures 1,675 1,982 307
Special assessments 3,556 4,101 545
Rental and investment income 3,065 1,713 (1,352)
Miscellaneous 2,077 2,221 144
Total revenues 142,115 135,624 (6,491)
Expenditures
General government® 88,994 55,598 33,396
Allocated expenditures (27,218) (27,451) 233
Public Safety
Police 72,919 68,359 4,560
Fire® 59,759 31,856 27,903
Animal regulation 2,816 1,752 1,064
Building and zoning inspection 1,964 1,985 (21)
Street lighting 3,559 3,685 (126)
Total Public Safety 141,017 107,637 33,380
Highways and streets 13,964 12,124 1,840
Culture and recreation 33,917 18,969 14,948
Total expenditures 250,674 166,877 83,797
Deficiency of revenue under expenditures (108,559) (31,253) 77,306
Other financing sources (uses):
Proceeds from issuance of long-term debt® 74,044 168,574 94,530
Transfers in 20,844 19,529 (1,315)
Transfers out (3,939) (15,905) (11,966)
Sales of capital assets 3,185 144 (3.041)
Total other financing sources (uses) 94,134 172,342 78,208
Spegial Item® (88,300) (88,300)
Net change in fund balances (14,425) 52,789 67,214
Fund balance, beginning 81,738 81,738 0
Fund balance, ending $67,313 $134,527 $67,214

Source: City of Riverside.
(1) The variance between budgeted and actual is due to the fact that the City budgets to receive multi-
year grants upon approval of the grant but receives the grant revenues over multiple years.
(2) The variance between budgeted and actual is primarily due to the fact that the City appropriated for
capital projects to be paid for with certificate of participation proceeds but the funds will actually be
spent over multiple years.
(3) The variance between budgeted and actual is primarily due to the fact that the City appropriated for
capital projects to be paid for with general obligation bond proceeds but the funds will actually be
spent over multiple years.
(4) The variance between budgeted and actually is primarily due to the fact that the City appropriated
for multi-year capital projects even though funds will be spent over multiple years.
(5) Includes proceeds of pension obligation bonds deposited with PERS and proceeds of software leases.
(6) Proceeds of pension obligation bonds deposited with PERS. See “-Long-Term Obligations”.
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TABLE 5
CITY OF RIVERSIDE
SUMMARY OF GENERAL FUND BUDGET
(Fiscal Year 2004/05)

(as of 3/31/05)

Revenues:
Taxes $110,554,000
Transfers from Other Funds 24,522,000
Intergovernmental 3,134,000
Charges for Services 8,166,000
Misc. Revenues 7,505,000
Licenses and Permits 6,735,000
Fines and Forfeitures 2,045,000
Proceeds from VLF Financing 4,400,000

Total Revenues 167,061,000
Expenditures:
Police 80,871,000
Fire 35,571,000
Park and recreation 18,191,000
Non-Departmental (" 8,997,000
Public Works 12,227,000
Finance 11,575,000
Information Systems " 10,383,000
Planning " 6,976,000
Museum 1,538,000
City Management Services " 2,436,000
Allocated Expenditures (24,586,000)
Human Resources 3,679,000
General Services " 9,012,000
Transfers 950,000
Estimated Management Savings (2,900,000)

Total Expenditures 174,920,000
Revenues Less Expenditures (7,859,000)
Reserves 47,300,000
Total Revenues Less Expenditures $39,441,000

Source: City of Riverside.

)] The “General Government” expenditure line item in Table 4 is not shown in Table 5 because the
budgeted “General Government” expenditures for Fiscal Year 2004/05 are included as a portion
of the budgeted expenditure line items in Table 5 labeled “Non-Departmental”, “Finances”,
“Information Systems”, “Planning”, “City Management Services”, “Human Resources”, and
“General Services”.

(2) This line item subtracts certain Expenditures (e.g., Human Resources, Finance, Information
Systems and General Services) that are already reflected in other line items of Expenditures to
avoid double-counting.

In connection with the City’s ongoing policy of maintaining contingency revenues, the
City had accumulated an available general fund balance of approximately $47.3 million at the
end of Fiscal Year 2003/04, representing more than 20% of Fiscal Year 2004/05 budgeted
expenditures.



In preparing the budget for Fiscal Year 2004/05, the City Manager advised departments
that, apart from scheduled salary increases, budget submissions would have to be consistent
with the prior year amounts. At the time the budget was approved in June 2004, revenues and
expenditures were budgeted to be approximately equal.

However, the adopted budget did not reflect two pending cost items: the outcome of
then-ongoing salary negotiations with all City employee bargaining units and then-unannounced
PERS rate increases.

The 2004/05 General Fund budget was subsequently amended in the middle of Fiscal
Year 2004/05 (in December 2004 and February 2005) as follows:

o Expenditures: Budgeted appropriations were increased by approximately $20
million to reflect, primarily, negotiated compensation increases as a result of
labor negotiations and final PERS rates.

¢ Revenues: In mid-Fiscal Year 2004/05, City staff was also able to more
accurately forecast revenues and, accordingly, revenues were also amended.

As a result of these amendments, the City budgeted for expenditures to exceed revenue
by approximately $12 million. A summary of the most recently-adopted budget is set forth in
Table 5.

Subsequent to these mid-year adjustments, the City elected to participate in a program
offered through the State that allowed it to receive delayed Vehicle License Fees (VLF) in March
2005 rather than August 2006 at a 5% reduction. The proceeds of the sale of the City’s VLF
receivable were $4.4 million and are in addition to the planned revenues reflected in the
amended Fiscal Year 2004/05 budget summarized in Table 5. As a result of the VLF proceeds,
and because the City is not aware of any appropriations in excess of the budget, the City does
not currently expect the 2004/05 budget deficit to exceed $7 million.

Consistent with a City Council directive, the City Manager and Finance staff are

proposing solutions to address projected deficits for Fiscal Year 2004/05 and the following two
Fiscal Years. Using strict spending targets for departments and reasonable revenue forecasts,
the City expects the structural deficit to be eliminated by the end of Fiscal Year 2006/07. The
City expects to manage the deficit through spending restrictions and “one-time” revenue
enhancements that will reduce the current level of General Fund reserves by no more than $15
million over this period, while the structural imbalance is corrected.
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General Fund Reserves

The following chart illustrates the general fund reserves of the City for Fiscal Years

1992/93 through 2004/05.

Fiscal Year

1992/93
1993/94
1994/95
1995/96
1996/97
1997/98
1998/99
1999/00
2000/01
2001/-02
2002/03
2003/04
2004/05?

TABLE 6
CITY OF RIVERSIDE
GENERAL FUND RESERVES
(As of June 30)

(000’s Omitted)
Ending Fund Balance

$11,522
12,634
17,626
14,768
16,436
20,769
19,882
24,130
32,469
45170
53,700
47,300
42,500

Source: City of Riverside annual budgets.
(1) The Fiscal Year ending fund balance of $47,300,000 includes the following reserves
available at the end of Fiscal Year 2003/04, as set forth in Table 2: “Unreserved,

designated for economic contingencies”

Percent Change

9.7%
39.5
(16.2)
11.3
26.4

(4.2)
21.4
34.5
39.2
18.9
(11.9)
(10.0)

($23,500,000), a portion of “Unreserved,

designated for future operations” ($1,707,000), “Unreserved, designated for insurance’

($6,400,000) and “Unreserved : General Fund” ($15,693,000).

(2) Estimated.

The City budget summarized in Table 5 forecasts a budget deficit of $8 million, which will
leave approximately $39 million of general fund reserves at the end of Fiscal Year 2004/05.



Taxes and Other Revenue

The City receives the following local taxes and revenue. In the following sections, each
of these sources of local tax revenue is discussed in greater detail.

TABLE 7
CITY OF RIVERSIDE
OTHER TAX REVENUES BY SOURCE

(000’S omitted)

Fiscal Year 1999/00 2000/01 2001/02 2002/03 2003/04

Sales & Use Tax $34,571 $35,850 $39,271 $41,915 $ 47,608
Property Taxes 24,444 24,973 27,685 31,561 34,250
Property Transfer Tax 1,087 1,213 1,568 2,024 2,424
Utility Users Tax 18,479 19,613 18,510 19,928 21,362
Street Light Excise Tax 336 382 36 99 43
Franchises 3,464 3746 4,070 3,811 4,261
Transient Occupancy Tax 2,064 2,344 2,739 2,868 3,170
Special Assessments Levied 6,586 5,258 5,420 6,323 6,023
Total Taxes $66,587 $68,406 $71,614 $ 76,968 $119,141

Source: City of Riverside Annual Financial Reports.
Sales Taxes

Sales and use taxes represent the largest source of general fund tax revenue to the City.
This section describes the current system for levying, collecting and distributing sales and use
tax revenues in the State. However, the State budget situation has resulted in a temporary
redirection of sales tax revenues from the City to the State (see “ — Impact of State Budget”
below).

Sales Tax Rates. The City's sales tax revenue represents the City’s one percent share
of the sales and use tax imposed on taxable transactions occurring within the City’'s boundaries.
The sales tax is governed by the Bradley-Burns Uniform Local Sales and Use Tax (the “Sales
Tax Law”).

A sales tax is imposed on retail sales or consumption of personal property. The tax rate
is establishec by the State Legislature. Effective January 1, 2002, the aggregate tax rate in the
State is 7.25%. An additional 0.5% is collected in Riverside County for transportation purposes.

Currently, taxable transactions in the City are subject to the following sales and use tax,

of which the City's share is only a portion. The State collects and administers the tax, and
makes distributions on taxes collected within the City, as follows:
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TABLE 8
CITY OF RIVERSIDE
SALES TAX RATES
(Fiscal Year 2003/04)

State (General Fund) 5.00%
State (Local Revenue Fund) 0.50
State (Local Public Safety Fund) 0.50
State (City and County Operations) 1.00
State (County transportation funds) 0.25
Total State-wide Tax 7.25%
Riverside County Transportation Commission 0.50%
Total 7.75%

The State’s actual administrative costs with respect to the portion of sales taxes
allocable to the City are deducted before distribution and are determined on a quarterly basis.

Sales and use taxes are complementary taxes; when one applies, the other does not. In
general, the statewide sales tax applies to gross receipts of retailers from the sale of tangible
personal property in the State. The use tax is imposed on the purchase, for storage, use or
other consumption in the State of tangible personal property from any retailer. The use tax
generally applies to purchases of personal property from a retailer outside the State where the
use will occur within the State. The Sales Tax is imposed upon the same transactions and
items as the statewide sales tax and the statewide use tax.

Certain transactions are exempt from the State sales tax, including sales of the following
products:

food products for home consumption;

prescription medicine;

newspapers and periodicals;

edible livestock and their feed,

seed and fertilizer used in raising food for human consumption; and

gas, electricity and water when delivered to consumers through mains, lines and

pipes.

This is not an exhaustive list of exempt transactions. A comprehensive list can be found
in the State Board of Equalization's May 2003 publication entitled “Sales and Use Taxes:
Exemptions and Exclusions,” which can be found on the State Board of Equalization’s website
at http://www.boe.ca.gov/. See also “RISK FACTORS — Sales Taxes.”

Sales Tax Collection Procedures. Collection of the sales and use tax is administered
by the California State Board of Equalization. According to the State Board of Equalization, it
distributes quarterly tax revenues to cities, counties and special districts using the following
method:

Using the prior year's like quarterly tax allocation as a starting point, the Board first
eliminates nonrecurring transactions such as fund transfers, audit payments and refunds, and
then adjusts for growth, in order to establish the estimated base amount. The State Board of
Equalization disburses 90% to each local jurisdiction in three monthly instaliments (advances)
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prior to the final computation of the quarter's actual receipts. Ten percent is withheld as a
reserve against unexpected occurrences that can affect tax collections (such as earthquakes,
fire or other natural disaster) or distributions of revenue such as unusually large refunds or
negative fund transfers. The first and second advances each represent 30% of the 90%
distribution, while the third advance represents 40%. One advance payment is made each
month, and the quarterly reconciliation payment (clean-up) is distributed in conjunction with the
first advance for the subsequent quarter. Statements showing total collections, administrative
costs, prior advances and the current advance are provided with each quarterly clean-up
payment.

Under the Sales and Use Tax Law, all sales and use taxes collected by the State Board
of Equalization under a contract with any city, city and county, redevelopment agency, or county
are required to be transmitted by the Board of Equalization to such city, city and county,
redevelopment agency, or county periodically as promptly as feasible. These transmittals are
required to be made at least twice in each calendar quarter.

Under its procedures, the State Board of Equalization projects receipts of the sales and
use tax on a quarterly basis and remits an advance of the receipts of the sales and use tax to
the City on a monthly basis. The amount of each monthly advance is based upon the State
Board of Equalization’s quarterly projection. During the last month of each quarter, the State
Board of Equalization adjusts the amount remitted to reflect the actual receipts of the sales and
use tax for the previous quarter.

The Board of Equalization receives an administrative fee based on the cost of services
provided by the Board to the City in administering the City’s sales tax, which is deducted from
revenue generated by the sales and use tax before it is distributed to the City.

Impact of State Budget. The State will temporarily redirect local sales and use taxes to
the State, including 0.25% that would otherwise be available to the City, to pay debt service on
its “economic recovery” bonds; the State will increase local governments’ share of local property
tax by a like amount. However, it should be noted that certain features and consequences of
this redirection could impact the availability of revenues to pay Lease Payments. First, there
may be a timing issue associated with the “backfill” of redirected sales and use taxes with
property tax revenue: while sales and uses taxes are distributed by the State Board of

Equalization on a monthly basis, the County would only backfill with property taxes on a semi-
annual basis. This timing issue would not only impact the City’'s cash flow, but would cause the
City to lose investment earnings on the sales and uses taxes it otherwise would have received
on a monthly basis.

Second, it is possible that the fees charged by the County for property tax
administration, which are subtracted from property tax revenue collected by the County before it
is allocated to the City, could increase as a result of the various tasks required of the County by
the redirection. In addition, the State Board of Equalization administration fee is likely to
increase as & percentage of local sales and use tax received by the City unless the State Board
of Equalization reduces its fee, which it is unlikely to do because the cost of collecting the sales
and use taxes on a per-transaction basis will not go down.

Third, the redirection of sales and use taxes by the State reflects the vulnerability of local

government to the State budget process. If, in the future, the State elects to further reallocate
sales and use taxes or property tax revenue, or any other source of revenue used by the City to
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pay the Bonds, the City may not know the exact amount of revenue available to make such
payments.

History of Taxable Transactions. Total taxable transactions reported in the City during
calendar year 2003 amounted to $3,974,583,000, a 8.6% increase over the total taxable
transactions of $3,660,907,000 that were reported during calendar year 2002.

A summary of historic taxable sales within the City is shown in the following table.

TABLE 9
CITY OF RIVERSIDE
TAXABLE TRANSACTIONS
FOR CALENDAR YEARS 1998 THROUGH 2003
(DOLLARS IN THOUSANDS)

1999 2000 2001 2002 2003
Apparel stores $ 78,605 $ 92,241 $ 98,859 $ 105476  $124,223
General merchandise stores 438,137 465,490 485,571 510,038 536,795
Food stores 125,986 133,363 134,502 136,076 145,308
Eating & drinking places 209,049 223,253 239,811 257,711 276,757
Home furnishings & appliances 74,817 77,552 75,754 81,844 93,977
Building materials & farm implmnts. 275,433 290,734 326,627 346,277 395,175
Auto dealers and auto supplies 580,804 698,147 780,641 864,486 987,372
Service stations 151,413 200,155 199,159 192,914 222,575
Other retail stores 313,917 341,252 351,055 396,808 427,978
Retail Stores Totals 2,248,161 2,522,187 2,691,979 2,891,630 3,210,160
All other outlets 661,371 697,707 715,273 769,277 764,423
Total all outlets $2,909,532 $3,219,804 $3,407,252 $3,660,907 $3,974,583

Source: California State Board of Equalization.
Ad Valorem Property Taxes

This section describes property tax levy and collection procedures and certain
information regarding historical assessed values and major property tax payers in the City.

General. In California, property which is subject to ad valorem taxes is classified as
“secured” or “unsecured.” Secured and unsecured property 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 other liens (except certain federal
claims) on the secured property, regardless of the time of the creation of other liens. A tax
levied on unsecured property does not become a lien against the taxes on unsecured property,
but may become a lien on certain other property owned by the taxpayer.

Property taxes on the secured roll are due in two installments, on November 1 and
March 1. If unpaid, such taxes become delinquent on December 10 and April 10, respectively,
and a 10% penalty attaches to any delinquent payment. If such taxes remain unpaid as of June
30 of the Fiscal Year in which the taxes are levied, the property securing the taxes may only be
redeemed by a payment of the delinquent taxes and the delinquency penalty, plus costs and a
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redemption penalty of 1-1/2% per month from the original June 30th date to the time of
redemption. If taxes are unpaid for a period of five years or more, the tax-defaulted properties
are thereafter subject to sale by the county tax collector as provided by law.

Property taxes on the unsecured roll are due as of the January 1 lien date and become
delinquent if unpaid by August 31. A 10% penalty attaches to delinquent taxes on property on
the unsecured roll, and an additional penalty of 1-1/2% per month begins to accrue on
November 1. The taxing authority has four ways of collecting unsecured personal property
taxes: (1) a civil action against the taxpayer; (2) filing of 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) secure and sale of personal property,
improvements or possessory interests belonging or assessed to the assessee.

Historic Secured Property Tax Revenues. Section 4701 through Section 4717 of the
California Revenue and Taxation Code permit counties to use a method of apportioning taxes
(commonly referred to as the “Teeter Plan”) whereby local agencies receive from the County
100% of their respective shares of the amount of secured ad valorem taxes levied, without
regard to actual collections of taxes. Due to this allocation method, the cities in the County
receive no adjustments for redemption payments on delinquent collections. The unsecured
taxes are allocated based on actual unsecured tax collections.

The County of Riverside adopted this method of distributing taxes; however, the City
has elected not to participate in the Teeter Plan. Consequently, property tax collections
allocated to the City reflect actual collections.
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The following tables illustrate the secured property tax revenues of the City for Fiscal
Years 1994/95 through 2003/04:

TABLE 10
CITY OF RIVERSIDE
HISTORICAL SECURED PROPERTY TAX REVENUES(1)
(As of June 30)
(000’s omitted)

% of Ratio of Total
Current  Delinquent Tax Collections Outstanding

Fiscal Total Tax Current Tax Taxes Tax Total Tax to Total Delinquent

Year Levy Collections Collected Collections Collections Tax Levy Taxes?
1994/95 $21,670 $20,153 93.0%  $1,633 $21,786 100.5% $7,277
1995/96 23,086 21,787 94.4 535 22,322 96.7 8,135
1996/97 22,202 20,750 93.5 569 21,319 96.0 9,019
1997/98 22,429 21,055 93.9 584 21,639 96.5 9,810
1998/99 23,113 21,888 94.7 537 22,425 97.0 10,497
1999/00 24,241 23,431 96.7 626 24,057 99.2 9,994
2000/01 25,205 24,436 96.9 370 24,806 98.4 11,081
2001/02 25,237 23,098 91.5 513 23,611 93.6 12,707
2002/03 26,050 25,168 96.7 503 25,789 99.0 11,715
2003/04 31,954 31,092 97.3 966 32,058 100.3 11,612
Source: Riverside County Auditor Controller’s Office.
(1M Includes collection of property tax revenue allocated to the City's Redevelopment

Agency.

(2) Includes late fees and penalties.

Taxable Property and Assessed Valuation. Set forth in the tables below are
assessed valuation for secured and unsecured property within the City for the ten most recent
Fiscal Years.

TABLE 11
CITY OF RIVERSIDE
GROSS ASSESSED VALUE OF ALL TAXABLE PROPERTY
(in thousands)

Fiscal Year Secured Unsecured Total
1995/96 $10,347,384 $557,258 $10,904,642
1996/97 10,135,216 548,897 10,684,113
1997/98 10,188,885 540,358 10,729,243
1998/99 10,158,747 576,029 10,734,776
1999/00 10,557,523 632,940 11,190,463
2000/01 11,269,877 686,215 11,956,092
2001/02 12,103,179 799,322 12,902,501
2002/03 13,071,415 980,529 14,051,945
2003/04 14,188,658 845,858 15,034,516
2004/05 15,527,828 951,211 16,479,039

Source: County of Riverside Assessor’s Office.
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The California Community Redevelopment Law authorizes the redevelopment agency of
any city or county to receive an allocation of tax revenues resulting from increases in assessed
values of properties within designated redevelopment project areas (the “incremental value”)
occurring after the year the project area is formed. In effect, local taxing authorities, such as the
City, realize tax revenues only on the assessed value of such property at the time the
redevelopment project is created for the duration of such redevelopment project. Six
redevelopment project areas have been formed in the City. The following table sets forth total
assessed valuations, homeowners’ and other miscellaneous exemptions and redevelopment
agency incremental values for the eight most recent Fiscal Years.

TABLE 12
CITY OF RIVERSIDE
TOTAL AND NET PROPERTY TAX VALUATIONS
(In thousands)

Gross Assessed Homeowners’ and Redevelopment Agency

Fiscal Year Value Other Exemptions!”  Incremental Value Net Value
1997/98  $10,729,243 $791,907 $1,051,914 $ 8,887,422
1998/99 10,734,776 705,831 1,113,258 8,915,687
1999/00 11,190,463 710,971 1,188,654 9,290,838
2000/01 11,956,092 753,859 1,263,684 9,938,459
2001/02 12,902,501 704,049 1,429,054 10,769,398
2002/03 14,051,945 776,077 1,638,530 11,637,338
2003/04 15,034,516 830,326 1,706,664 12,497,926
2004/05 16,479,039 865,694 1,900,149 13,713,196

Source: City of Riverside.
(1) Includes homeowner, governmental and non-profit exemptions.



Largest Taxpayers. The 25 largest secured property taxpayers for Fiscal Year 2004/05
are as follows:

TABLE 13
CITY OF RIVERSIDE
LARGEST SECURED TAXPAYERS FOR FISCAL YEAR 2004/05

(000s omitted)
Land Assessed Percent of

Taxpayer Use Valuation Total

Tyler Mall Limited Partnership Retail $141,698 0.9%
State Street Bank (1) Food Distrib. 101,260 0.6
BRE Prop. Inc. Multifamily 65,349 0.4
Calif. State Teachers’ Retire System Multifamily 55,374 0.4
Riverside Healthcare Systems Hospital 52,395 0.3
Rohr/Goodrich Industrial 49,989 0.3
Pepsi Bottling Group Industrial 47,480 0.3
Press Enterprise Industrial 44 912 0.3
Mission Grove Park Apts. Residential 44,270 0.3
Ralph’s Grocery Company Grocery 39,628 0.3

Totals $642,355 4.1%

Source: County of Riverside Assessor’s Office.

(1) State Street Bank owns 81.22 acres of land featuring a grocery warehouse, distribution
center and creamery consisting of more than one million square feet which was
constructed in 1995 and leased to Smith’s Foods. The property is subleased to Ralph’s
Grocery Company, which along with Smith’s Foods, operates more than 800 stores,
mostly in the western United States. Ralph’s Foods added an additional 100,000 square
feet to the facility in 1999.

State Legislative Shift of Property Tax Allocation. See “RISK FACTORS - Impact of
State Budget” herein for a discussion of circumstances which will adversely impact certain of
the City’s receipts. Briefly, however, the State of California faces severe budget issues for
Fiscal Year 2004/05 and possibly beyond. In connection with its approval of former budgets, the
State Legislature enacted legislation, that among other things, reallocated a portion of funds
from redevelopment agencies to school districts by shifting each agency’s tax increment, net of
amounts due to other taxing agencies, to school districts (“ERAF” shifts).

The Governor signed the 2004/05 State Budget on July 31, 2004. The 2004/05 State
Budget again includes a transfer by California cities to the applicable ERAFs. The City’s share
of the ERAF shift for Fiscal Years 2004/05 and 2005/06 is approximately $2.7 million in each
Fiscal Year. The State’s electorate adopted a proposition at the November 2004 election that
purports to limit future transfers of this type after Fiscal Year 2005/06, subject to certain
exceptions. See “RISK FACTORS - Impact of State Budget”.

Other Taxes and Fees

Franchise Fees. The City levies a franchise fee on its cable television, trash collection,
utility franchises, taxi cabs, natural gas piping and ambulance service.
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Business License Taxes. The City levies a business license tax based principally on
gross receipts and on number of employees.

Transient Occupancy Taxes. The City levies a 11% transient occupancy tax on hotel
and motel bills.

Utility Users Taxes. The City levies a tax equal to 6% of utility bills, which is collected
by the companies providing the services and remitted monthly to the City.

Property Transfer Taxes. A documentary stamp tax is assessed for recordation of real
property transfers.

Special Assessments

On an annual basis, the City deposits into the General Fund assessments levied and
collected in Street Lighting District No. 1. Street Lighting District No. 1 was formed in 1988 for
installation, construction and maintenance of public lighting and related facilities. The City uses
the assessments to pay for a portion of the costs incurred by the City for the authorized public
lighting and related facilities.

In-Lieu Payrnents

A significant revenue source of the City is State of California payments and other
payments in-lieu of taxes. The City receives a portion of Department of Motor Vehicles fees
collected statewide. Payment of State assistance depends on the adoption by the State of its
budget, including the appropriations therein providing for local assistance. These revenues are
shown in Table 3 and in the accompanying financial statements (see “APPENDIX B”) as
“intergovernmental revenues.”

TABLE 14
CITY OF RIVERSIDE
IN-LIEU PAYMENTS

(Fiscal Year)

Fiscal In-Lieu

Year Payment
1999-00 $12,422,389
2000-01 13,772,065
2001-02 14,848,312
2002-03 15,533,453
2003/04 12,527,520
2004/05" 14,300,000

Source: City of Riverside.
(1) Estimated.

Although the City expects revenue attributable to in-lieu payments to decline as a result

of recent State budget actions, it expects to receive a corresponding “backfill” increase in
property tax revenue.
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Short-Term Obligations
The City currently has no outstanding short-term obligations.

Long-Term Obligations

General Obligation Debt. On November 4, 2003, the voters in the City approved the
issuance of up to $20 million principal amount of general obligation bonds to finance fire
facilities. As of June 30, 2004, the outstanding obligation with respect to the general obligation
bonds was $20,285,000 (including $285,000 of unamortized initial issue premium).

Pension Obligation Bonds. In Fiscal Year 2003/04, the City issued Pension Obligation
Bonds in the amount of $89,540,000 to fund the unfunded actuarial accrued liability for public
safety employees (which, as of June 30, 2004, was $88,300,000). Proceeds from the bonds
were deposited with CalPERS and are reflected as a net pension asset of $88,300,000 for
governmental activities in the Government-wide Statement of Net Assets in the City's audited
financial statements for Fiscal Year 2003/04 (see “APPENDIX B”). As of June 30, 2004, the
City had $89,540,000 principal amount of Pension Obligation Bonds outstanding, excluding the
Bonds.

Lease Obligations. The City has made use of various lease arrangements with the
Riverside Parking Authority, the Riverside Civic Center Authority and the Riverside Municipal
Improvements Corporation to finance capital projects through the issuance of certificates of
participation and lease revenue bonds.

As of June 30, 2004, the outstanding certificates of participation and their outstanding
principal balance were as set forth in the following table:

TABLE 15
SUMMARY OF LONG-TERM GENERAL FUND OBLIGATIONS
Original Outstanding
Issue Principal
1999 Certificates of Participation $6,360,000 $4,120,000
2003 Cetrtificates of Participation 53,185,000 53,185,000
Subtotal $57,305,000
Pius unamortized 2003 COPs Premium 1,401,000
Total $58,706,000

A-20



The City also leases various equipment through capital leasing arrangements payable
from the genearal fund or enterprise funds. The future minimum lease obligations as of June 30,
2004 were as follows (dollars are in thousands):

Years Ending Governmental Business-type
(June 30) Activities Activity
2005 $1,936 $73
2006 1,885 73
2007 1,841 73
2008 1,682 92
2009 1,426 75
2010-2012 1,034 102
Total minimum lease payments 9,804 488
Less: Amount representing interest (rates (866) (949)
ranging from 2.5% to 9%)

Total capital lease payable $8,938 $439

The City also has other outstanding long-term obligations (e.g., obligations of the
Redevelopment Agency and obligations of its enterprise funds) which are not payable from
amounts in the General Fund.

Direct and Overlapping Bonded Debt

The ability of land owners within the City to pay property tax installments as they come
due could be affected by the existence of other taxes and assessments imposed upon the land.
The statement of direct and overlapping debt (the “Debt Report”) set forth below was prepared
by California Municipal Statistics, Inc. as of February 1, 2005. The Debt Report includes only
such information as has been reported to California Municipal Statistics, Inc. by the issuers of
the debt described therein and by others. The Debt Report is included for general information
purposes only. The City takes no responsibility for its completeness or accuracy.
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TABLE 16
DIRECT AND OVERLAPPING BONDED DEBT
(As of February 1, 2005)

2004/05 Assessed Valuation: $15,906,953,572
Redevelopment Incremental Valuation: 1.932,007.883
Adjusted Assessed Valuation: $13,974,945,689
DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT: % Applicable Debt 2/1/05
Metropolitan Water District 1.052% $ 4,093,437
Riverside City Community College District 32.679 21,241,350
Alvord Unified School District 71.291 34,811,395
Riverside Unified School District 84.682 45,381,084
Corona-Norco Unified School District 0.002 935
Jurupa Unified School District 0.001 563
Moreno Valley Unified School District 4.041 2,020,498
City of Riverside 100. 20,000,000
Riverside Unified School District Community Facilities Districts 100. 49,605,000
City of Norco Community Facilities District No. 2001-1 10.880 3,651,232
City of Riverside Community Facilities Districts 100. 47,865,000
City of Riverside 1915 Act Bonds 100. 31,010,000
TOTAL DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT $259,580,494
DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT:
Riverside County General Fund Obligations 13.465% $ 84,801,258
Riverside County Board of Education Certificates of Participation 13.465 1,644,750
Alvord Unified School District Certificates of Participation 71.291 17,480,553
Corona Norco Unified School District Certificates of Participation 0.002 703
Jurupa Unified School District Certificates of Participation 0.001 81
Moreno Valley Unified School District Certificates of Participation 4.041 1,210,280
Riverside Unified School District General Fund Obligations 84.682 23,376,466
City of Riverside General Fund Obligations 100. 58,065,000 (1)
City of Riverside Pension Obligations 100. 89,540,000

TOTAL GROSS DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT
$276,119,091

Less: Riverside County self-supporting obligations 2,824,702
TOTAL NET DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT $273,294,389
GROSS COMBINED TOTAL DEBT $535,699,585 (2)
NET COMBINED TOTAL DEBT $532,874,883
(1) Excludes certificates of participation to be sold.
(2) Excludes tax and revenue anticipation notes, enterprise revenue, mortgage revenue and tax allocation

bonds and non-bonded capital lease obligations.

Ratios to 2004/05 Assessed Valuation:

Direct Debt ($20,000,000) 0.13%

Total Direct and Overlapping Tax and Assessment Debt 1.63%
Ratios to Adjusted Assessed Valuation:

Combined Direct Debt ($167,605,000) 1.20%

Gross Combined Total Debt 3.83%

Net Combined Total Debt 3.81%

Source: California Municipal Statistics, Inc.
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Retirement Programs

The City contributes to the California Public Employee’s Retirement System (“PERS"),
an agent multiple-employer public employee retirement system that acts as a common
investment and, administrative agent for participating public entities within the State of
California. All permanent and temporary employees who work more than 1,000 hours are
eligible to participate in the PERS. Benefits vest after 5 years of service. Benefits for
employees vary based upon final yearly compensation, safety or non-safety status, length of
service and age at retirement. PERS also provides death and disability benefits.

During Fiscal Year 2003/04, the City issued Pension Obligation Bonds in the amount of
$89,540,000 in order to fund the unfunded actuarial accrued liability (UAAL) for public safety
employees. The actuarial certified unfunded liability for public safety employees at June 30,
2004 was $88,300,000. Proceeds from the bonds were deposited with PERS and are reflected
as a net pension asset of $88,300,000 for governmental activities in the Government-wide
Statement of Net Assets. The Net Pension Asset will be amortized over 19 years in accordance
with the method used by PERS for calculating actuarial gains and losses. The actuarial certified
unfunded liability for miscellaneous employees at June 30, 2004 is not available.

See “PERS PENSION PLANS” herein for a discussion of the PERS System and the
most recent report of the City’s unfunded UAAL.

Employee Relations and Collective Bargaining

City employees are represented by five labor unions associations, the principal one
being the Service Employees International Union, which represents approximately 33% of City
full-time employees. Currently 59% all City employees are covered by negotiated agreements.
Negotiated agreements have the following expiration dates:

TABLE 17
CITY OF RIVERSIDE
NEGOTIATED EMPLOYEE AGREEMENTS
(As of February 1, 2004)

Contract Number of
Bargaining Unit Expiration Date Employees
Service Employees International Union 6/30/06 811
Riverside Police Officers Assoc. 6/30/06 280
International Brotherhood of Electrical Workers 9/30/06 146
Riverside City Firefighters Assoc. 6/30/06 185
Service Employees Int. Union -- Refuse 6/30/07 38

Source: City of Riverside.
Since 1979 the City has not had an employee work stoppage.
Risk Management
The City is exposed to various risks of loss related to torts; theft of, damage to, and

destruction of assets; error and omissions; injuries to employees; and natural disasters. Internal
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service funds have been established to account for and finance the uninsured risks of loss of
public liability claims and worker’s compensation.

Property insurance coverage has a limit of $25 million, with a $250,000 deductible.
Earthquake and flood insurance currently have deductibles of 5% and 2%, respectively, with a
$15 million limit. Workers’ compensation insurance coverage has a limit of $25,000,000 with a
deductible of $4 million per occurrence. On July 1, 2004, the City obtained commercial general
and automobile liability insurance. The City carries commercial insurance up to $23 million for
general and auto liability claims greater than $3 million per occurrence. There were no claims
settled during Fiscal Years 2000, 2001, 2003 and 2004 above the self-insured amount. There
was a single claim settled in 2002 above the self-insured amount relating to a worker’'s

compensation claim.

The following tables summarize the reserved balances in the Self-Insurance Fund for the
last five years.

TABLE 18
CITY OF RIVERSIDE
SELF-INSURANCE FUND
(in thousands)

Fund 1999/00  2000/01 2001/02  2002/03  2003/04
Worker's Compensation $9,975 $10,708 $12,578  $13,801 $11,117
Public Liability 6,248 7,351 7,388 6,899 6,091

Source: City of Riverside.

City Investment Policy and Portfolio

The City administers a pooled investment program, except for those funds which are
managed separately by trustees appointed under bond indentures. This program enables the
City to combine available cash from all funds and to invest cash that exceeds current needs.
The most recently revised Investment Policy for the City was adopted in February, 2005 by the

City Council.

In accordance with the Government Code, the City requires certain collateralization for
public deposits in banks and savings and loans, and has long-established safekeeping and
custody procedures. The City Treasurer submits a monthly report to the City Council that
contains a statement that the City’s portfolio is invested in conformance with state law and the
Investment Policy, and that there is sufficient liquidity to meet estimated expenditures.

The City’s pooled investment portfolio as of April 30, 2005, had a market value of
$384,573,197. The following table illustrates the investments as of May 31, 2005:
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TABLE 19
CITY OF RIVERSIDE
INVESTMENT PORTFOLIO
(As of April 30, 2005)

Market Book % of
Type Value Value Portfolio
Money Market Accounts* $51,665,698 $51,665,698 13.4%
Federal Agencies 275,386,697 271,571,404 70.6
Municipal Bonds 1,190,000 1,190,000 0.4
Corporate Securities 61,061,272 60,146,095 15.6
$389,303,667 $384,573,197 100.0%

Source: City of Riverside.
* Includes $24,500,000 in the State of California Local Agency Investment Fund

As of May 31, 2005, the average life of the City’s investment portfolio was 1.58 years.

Personal Income

The following table is based on effective buying income, as reported in the annual
publication “Survey of Buying Power,” published by Sales and Marketing Management.
Effective buying income is defined as personal income less personal taxes and non-tax
payments. Personal income includes wages and salaries, other labor-related income,
proprietor's income, rental income, dividends, personal interest income and transfer payments.
Deductions are then made for federal, state and local taxes, non-tax payments (such as fines
and penalties) and personal contributions for social insurance. The following items are not
included in the definition of effective buying income: (1) employer contributions to private
pension funds, supplemental unemployment insurance funds and privately administered
workers' compensation programs; (2) imputed personal income, which includes the imputed
value of services provided by depository institutions and income earned by life insurance
carriers and private noninsured pension funds on the principal amounts contributed by policy
holders and pension beneficiaries; and (3) imputed rental income of owner-occupied nonfamily
dwellings.

Between 1999 and 2003 the City’s median household effective buying power increased
approximately 11.7%, while at the same time, the County’s increased approximately 11.9%, the
State’s increased approximately 8.7% and there was growth of approximately 2.6% for the
United States. The table below summarizes the total effective buying income and the median
household effective buying income for the City, the County, the State and the United States
from 1999 through 2003.
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TABLE 20
PERSONAL INCOME
FOR CALENDAR YEARS 1999 THROUGH 2003

Total Effective Median

Buying Income Household
Year and Area ($ in thousands) Effective
1999
City of Riverside $ 3,590,924 $33,843
County of Riverside 22,453,426 35,145
State of California 590,376,663 39,492
United States 4,877,786,658 37,233
2000
City of Riverside 3,735,911 37,395
County of Riverside 25,144,120 39,293
State of California 652,190,282 44,464
United States 5,230,824,904 39,129
2001
City of Riverside 3,636,701 37,231
County of Riverside 23,617,301 37,480
State of California 650,521,407 43,532
United States 5,303,481,498 38,365
2002
City of Riverside 3,874,905 37,406
County of Riverside 25,180,040 38,691
State of California 647,879,427 42,861
United States 5,340,682,818 38,035
2003
City of Riverside 4,135,550 37,794
County of Riverside 27,623,743 39,321
State of California 674,721,020 42,924
United States 5,466,880,008 38,201

Source: Sales and Marketing Management, Survey of Buying Power.
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A comparison of effective buying income groupings per household for 2003 is shown in
the following table:

TABLE 21
INCOME GROUPINGS FOR 2003
Percent of Households City of Riverside State of
by EBI Group Riverside County California
$ 20,000-34,999 23.9% 23.2% 20.7%
$ 35,000-49,999 10.6 19.7 18.6
$ 50,000 and over 34.3 36.0 41.2

Source: Sales and Marketing Management, Survey of Buying Power.
Education

The City is included within the boundaries of the Riverside Unified School District and
the Alvord Unified School District, which also serves the County area southwest of the City.
These two districts include 61 elementary and middle schools and high schools. There are also
about 48 private or parochial schools for kindergarten through twelfth grade. Higher education
is available at four institutions: Riverside Community College, University of California at
Riverside, California Baptist University and La Sierra University at Riverside. Also located in the
City are the California School for the Deaf and the Sherman Institute, a federally-run school for
Indians.

Employment
The following table presents the annual average distribution of persons in various wage

and salary ernployment categories for Riverside-San Bernardino Primary Metropolitan Statistical
Area (“PMSA’”) for 2000 through 2004.
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TABLE 22
RIVERSIDE-SAN BERNARDINO PRIMARY METROPOLITAN STATISTICAL AREA
ANNUAL AVERAGE EMPLOYMENT COMPARISON

2000 2001 2002 2003 2004

Civilian Labor Force " 1508000 1,562,300 1,639,700 1,688,300 1,650,500
Employment 1,430,800 1,484,100 1,543,400 1,588,700 1,556,100
Unemployment 77,200 78,200 96,300 99,600 94,400
Unemployment Rate 51% 5.0% 5.9% 5.9% 5.7%
Wage and Salary Employment: ?

Agriculture 21,700 20,900 20,300 20,300 18,800
Natural Resources and Mining 1,300 1,200 1,200 1,200 1,200
Construction 80,100 88,400 90,900 99,000 110,800
Manufacturing 120,100 118,600 115,400 116,100 120,000
Wholesale Trade 38,300 41,600 41,900 43,500 44,400
Retail Trade 127,400 132,200 137,500 142,700 151,800
Transportation, Warehousing and Utilities 46,400 45,600 46,800 50,100 54,300
Information 12,900 14,600 14,100 13,900 13,800
Finance and Insurance 20,600 22,900 23,500 25,700 27,800
Real Estate and Rental and Leasing 14,200 15,300 15,900 16,900 17,500
Professional and Business Services 97,000 101,700 106,800 115,400 125,200
Educational and Health Services 102,200 106,000 112,400 115,800 117,700
Leisure and Hospitality 100,800 104,400 107,200 109,000 115,200
Other Services 35,000 37,100 38,100 38,400 38,800
Federal Government 18,200 16,900 16,900 17,000 17,100
State Government 24,600 25,800 26,600 26,600 26,600
Local Government 149,300 157,600 169,300 167.900 167,800
Total All Industries 1,010,100 1,050,700 1,084,000 1,119,400 1,168,500

Source: State of California Employment Development Department.

(1) Labor force data is by place of residence; includes self-employed individuals, unpaid family workers,
household domestic workers, and workers on strike.

(2) industry employment is by place of work; excludes self-employed individuals, unpaid family workers,
household domestic workers, and workers on strike.
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The ten largest employers in the County are shown below.

Company

TABLE 23

COUNTY OF RIVERSIDE
LARGEST EMPLOYERS
(As of January 1, 2005)

Location

Industry

C A State Transportation
Casino Morongo

Chase Manhattan Mortgage Corp
Desert Regional Medical Center
Eisenhower Medical Center
Guidant Corp

Handsome Rewards

JW Marriott Desert Springs Resort
La Quinta Resort & Club
L.abtechniques

National RV Holdings Inc.

Oasis Distributing

Parkview Community Hospita!
Parts Depot

Perchanga Resort & Casino
Riverside Comrnunity College
Riverside Comrmunity Hospital
Riverside County Regional Med
Signatures

Spa Resort Casino

Starcrest

Starcrest Products of CA
University of California

Vailey Health System

Watson Pharmaceuticals Inc.

State of California Employment Development Department.

Lake Elsinore
Cabazon
Moreno Valley
Palm Springs
Rancho Mirage
Temecula
Perris
Palm Desert
La Quinta
Rancho Mirage
Perris
Thermal
Riverside
Beaumont
Temecula
Riverside
Riverside
Moreno Valley
Perris
Palm Springs
Perris
Perris
Riverside
Hemet
Corona
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Government Offices State

Casinos

Real Estate Loans

Hospitals
Clinics

Physicians & Surgeons Equipment & Suppliers - Mfrs

Mail Order & Catalog Shopping

Hotels & Motels
Hotels & Motels

Laboratories — Medical
Motor Homes-Manufacturers

Fruits & Vegetables-Growers & Shippers

Hospitals

Motorcycles & Motor Scooteres-Supplies

Casinos

Schools-Universities & Colleges Academic

Hospitals
Hospitals

Mail Order & Catalog Shopping

Casinos

Mail Order & Catalog Shopping
Mail Order & Catalog Shopping

Schools-Universities & Colleges Academic

Hospitals
Drug Millers



Construction Activity

The following table provides a summary of residential building permit valuations and
nonresidential building permit valuations, and the total number of all building permit valuations
in the City during the past five years, including calendar year 2004.

TABLE 24
CITY OF RIVERSIDE BUILDING PERMIT ACTIVITY
(Calendar Years 2000 Through 2004)

2000 2001 2002 2003 2004

Residential $189,150,864 $254,494,169 $218,696,092 $140,055,599 $186,748,049
Multi-Family 54,910,880 2,718,970 189,463 94,218,718 23,833,773
Alter & Additions 10,607,768 11,064,171 12,584,670 16,510,426 22,945,988
Total Residential: $254,669,512 $268,277,310 $231,470,225 $250,784,743 $233,527.810
Nonresidential, New $21,293,780 $64,665,837 $69,034,070 $80,081,708 $198,436,019
Commercial/lndustrial

Alter & Additions 21,943,481 31,886,172 32,674,265 45,901,655 38,423,983
Total Nonresidential $43,237,261 $96,552,009 $101,708,335 $125,983,363 $236,860,002
Total All Building $297,906,773 $364,829,319 $333,178,560 $376,768,106 $470,387,812

Source: City Building Department.
Transportation

The City is served by a variety of land and air transportation facilities. Light rail
commuter service is provided by Metrolink to Los Angeles and Orange Counties. Interstate bus
service is available via Greyhound, and local bus service is provided by the Riverside Transit
Agency. Most major trucking firms serve the City in addition to numerous local carriers.
Overnight delivery can be scheduled to San Francisco, Los Angeles, San Diego and
Sacramento.

Freight rail service to the City is provided by two major transcontinental railroads: the
Santa Fe and Union Pacific. Amtrak-operated passenger train service is available at San
Bernardino, approximately 15 miles north of the City.

Scheduled air transportation is available from the Ontario International Airport,
approximately 18 miles to the west. The City-operated Riverside Municipal Airport is a general
aviation facility.

The City is served by the Riverside Freeway (State Route 91), which provides access to
Orange County; Interstate 215, which connects the City to San Diego, San Bernardino and
points beyond; and the Pomona Freeway (U.S. Highway 60), an east-west route.

To support transportation improvements, in November 1988 Riverside County voters
approved Measure A, a one-half cent sales tax increase. Measure A was to expire in 2009, but
in 2002, Riverside County voters approved extending Measure A until 2039. Measure A is
expected to generate $4.6 billion between 2009 and 2039. In 1990, voters of the adjacent San
Bernardino County approved a similar program, and that sales tax was similarly increased by a
vote of the electorate in November 2003.
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Future development within Western Riverside County is expected to create traffic
volume exceeding the capacity of the regional arterial highway system. The City, along with the
County and thirteen other cities in the western portion of the County, have developed the
Transportation Uniform Mitigation Fee (“TUMF”) Program to provide funds to improve the
system. The TUMF Program places a uniform fee on new development to fund regional
highway improvements necessitated by such development. The fees are: new residential -
$7,248 per unit; multi-family housing - $5,021 per unit; industrial development - $1.58 per
square foot; retail/commercial development - $8.51 per square foot; and service/commercial
projects - $2.58 per square foot. Certain exemptions are provided in the ordinance.
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APPENDIX B

AUDITED FINANCIAL STATEMENTS OF THE CITY FOR FISCAL YEAR 2003/04
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APPENDIX C

AUCTION AND SETTLEMENT PROCEDURES

The following provisions are from the Auction Agent Agreement, dated as of
June 1, 2005, between Wells Fargo Bank, National Association, as Auction Agent, and Wells
Fargo Bank, National Association, as trustee.

Section 1. Definitions. Capitalized terms used herein and not otherwise
defined shall have the meanings given such terms in the Auction Agent Agreement to which this
Exhibit C is part, or if not defined therein, then as defined in the Trust Agreement.

“Available Auction Rate Securities” has the meaning set forth in Section 2(c)(i)(A)
hereof.

“Bid” has the meaning set forth in Section 2 hereof.

“Bidder” has the meaning set forth in Section 2(a)(i)(B) hereof.

“Buyer’s Broker-Dealer” has the meaning set forth in Section 3(a) hereof.
“Hold Order” has the meaning set forth in Section 2(a)(i)(B) hereof.
“Order” has the meaning set forth in Section 2(a)(i)(B) hereof.

“Sell Order” has the meaning set forth in Section 2(a)(i)(B) hereof.
“Seller’s Broker-Dealer” has the meaning set forth in Section 3(a) hereof.
"Submission Deadline" has the meaning set forth in Section 2(a)(i) hereof.
“Submitted Bid” has the meaning set forth in Section 2(c)(i) hereof.
“Submitted Hold Order” has the meaning set forth in Section 2(c)(i) hereof.
“Submitted Order” has the meaning set forth in Section 2(c)(i) hereof.
“Submitted Sell Order” has the meaning set forth in Section 2(c)(i) hereof.
“Sufficient Clearing Bids” has the meaning set forth in Section 2(c)(i) hereof.
“Winning Bid Rate” has the meaning set forth in Section 2(c)(i}(C) hereof.

Section 2. Auction Procedures. So long as the ownership of the Auction
Rate Securities is maintained in book-entry form by the Securities Depository, an Existing
Owner may sell, transfer or otherwise dispose of Auction Rate Securities only pursuant to a Bid
or Sell Order placed in an Auction or through the Authorized Broker-Dealer, provided that, in the
case of all transfers other than pursuant to Auctions of the Auction Rate Securities, such
Existing Cwnear, its Authorized Broker-Dealer or its Participant advises the Auction Agent of
such transfer. Subject to the provisions of Section 2.05 of Appendix G to the Trust Agreement,
Auctions cf the Auction Rate Securities shall be conducted on each Auction Date, if there is an
Auction Agent on such Auction Date, in the following manner:

(a) (i) Prior to 1:00 p.m., New York City time on any Auction Date
relating to Auction Rate Securities or such other time on any Auction Date by which
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Broker-Dealers are required to submit orders to the Auction Agent, as specified by the
Auction Agent from time to time (the “Submission Deadline”);

(A) each Beneficial Owner of Auction Rate Securities may
submit to the Broker-Dealer by telephone or facsimile transmission information
as to:

(h the principal amount of Outstanding Auction Rate
Securities, if any, held by such Beneficial Owner which such Beneficial
Owner desires to continue to hold without regard to the Auction Rate for
the next succeeding Auction Rate Period;

(I the principal amount of Outstanding Auction Rate
Securities, if any, which such Existing Owner offers to sell, if the Auction
Rate for the next succeeding Auction Rate Period shall be less than the
rate per annum specified by such Beneficial Owner; and/or

() the principal amount of Outstanding Auction Rate
Securities, if any, held by such Beneficial Owner which such Beneficial
Owner offers to sell, without regard to the Auction Rate that may be set
for the next succeeding Auction Rate Period; and

(B) one or more Authorized Broker-Dealers may contact
Potential Beneficial Owners to determine the principal amount of Auction Rate
Securities which each such Potential Beneficial Owner offers to purchase, if the
Auction Rate for the next succeeding Auction Rate Period shall not be less than
the rate per annum specified by such Potential Beneficial Owner.

For the purposes hereof, the communication to a Broker-Dealer of
information referred to in (A) or (B) of this paragraph (i) is hereinafter referred to
as an “Order,” and each Beneficial Owner and each Potential Beneficial Owner
placing an Order is hereinafter referred to as a “Bidder;” an Order containing the
information described in clause (A)(l) is hereinafter referred to as a “Hold Order;”
an Order containing the information described in clause (A)Il) or (B) is
hereinafter referred to as a “Bid;” and an Order containing the information
described in clause (A)(lll) is hereinafter referred to as a “Sell Order.” The
submission by a Broker-Dealer of an Order to the Auction Agent shall likewise be
referred to herein as an “Order,” and an Existing Owner or Potential Owner who
places an Order with the Auction Agent or on whose behalf an Order is Placed
with the Auction Agent shall likewise be referred to herein as a “Bidder.”

(i) (A) Subject to the provisions of Section 2(b) hereof, a Bid by a
Beneficial Owner or an Existing Owner shall constitute an irrevocable offer to sell:

{)) the principal amount of Outstanding Auction Rate
Securities specified in such Bid if the Auction Rate determined as
provided herein shall be less than the rate specified in such Bid; or

(mn such principal amount or a lesser principal amount
of Outstanding Auction Rate Securities to be determined as set forth in
Section 2(d)(i)(D), if the Auction Rate determined as provided herein shall
be equal to the rate specified in such Bid; or



(1) such principal amount of Outstanding Auction Rate
Securities if the rate specified in such Bid shall be higher than the
Maximum Auction Rate, or such principal amount or a lesser principal
amount of Outstanding Auction Rate Securities to be determined as set
forth in Section 2(d)(ii)(C) if the rate specified therein shall be higher than
the Maximum Auction Rate and Sufficient Clearing Bids do not exist.

(B) Subject to the provisions of Section 2(b) hereof, a Sell
Order by a Beneficial Owner shall constitute an irrevocable offer to sell:

() the principal amount of Outstanding Auction Rate
Securities specified in such Sell Order if Sufficient Clearing Bids exist; or

(n such principal amount or a lesser principal amount
of Outstanding Auction Rate Securities as set forth in Section 2(a)(ii)(C), if
Sufficient Clearing Bids do not exist.

(C) Subject to the provisions of Section 2(b) hereof, a Bid by a
Potential Beneficial Owner or a Potential Owner shall constitute an irrevocable
offer to purchase:

() the principal amount of Outstanding Auction Rate
Securities specified in such Bid if the Auction Rate determined as
provided herein shall be higher than the rate specified in such Bid; or

(1 such principal amount or a lesser principal amount
of outstanding Auction Rate Securities as set forth in Section 2(d)(i)E), if
the Auction Rate determined as provided herein shall be equal to the rate
specified in such Bid.

(b) (i Each Authorized Broker-Dealer shall submit in writing to the

Auction Agent prior to the Submission Deadline on each Auction Date all Orders
obtained by such Broker-Dealer, designating itself (unless otherwise permitted by the
City) as an Existing Owner in respect of the principal amount of Auction Rate Securities
subject to Orders submitted or deemed submitted to it by Beneficial Owners or by
Potential Beneficial Owners, and shall specify with respect to each such Order:

(A) the name of the Bidder placing such Order (which shall be
the Authorized Broker-Dealer, unless otherwise permitted by the City);

(B) the aggregate principal amount of Auction Rate Securities
that are the subject of such Order;

(C) to the extent that such Bidder is an Existing Owner:

)} the principal amount of Auction Rate Securities, if
any, subject to any Hold Order placed by such Existing Owner;

(mn the principal amount of Auction Rate Securities, if
any, subject to any Bid placed by such Existing Owner and the rate
specified in such Bid; and

() the principal amount of Auction Rate Securities, if
any, subject to any Sell Order placed by such Existing Owner; and
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(D) to the extent such Bidder is a Potential Owner, the rate
specified in such Potential Owner’s Bid.

(i) If any rate specified in any Bid contains more than three figures to
the right of the decimal point, the Auction Agent shall round such rate up to the next
higher one thousandth (.001) of 1%.

(iii) If an Order or Orders covering all Outstanding Auction Rate
Securities held by any Existing Owner is not submitted to the Auction Agent prior to the
Submission Deadline, the Auction Agent shall deem a Hold Order to have been
submitted on behalf of such Existing Owner covering the principal amount of
Outstanding Auction Rate Securities held by such Existing Owner and not subject to an
Order submitted to the Auction Agent.

(iv) None of the City, the Trustee nor the Auction Agent shall be
responsible for any failure of an Authorized Broker-Dealer to submit an Order to the
Auction Agent on behalf of any Existing Owner, Beneficial Owner, Potential Owner or
Potential Beneficial Owner, nor shall any such party be responsible for failure by a
Securities Depository to effect any transfer or to provide the Auction Agent with current
information regarding registration of transfers.

(v) If any Existing Owner submits to the Auction Agent, through an
Authorized Broker-Dealer, one or more Orders covering in the aggregate more than the
principal amount of Outstanding Auction Rate Securities held by such Existing Owner,
such Orders shall be considered valid as follows and in the following order of priority:

{A) all Hold Orders shall be considered valid, but only up to
and including in the aggregate the principal amount of Auction Rate Securities
held by such Existing Owner, and if the aggregate principal amount of Auction
Rate Securities subject to such Hold Orders exceeds the aggregate principal
amount of outstanding Auction Rate Securities held by such Existing Owner, the
aggregate principal amount of Auction Rate Securities subject to each such Hold
Order shall be reduced pro rata to cover the aggregate principal amount of
outstanding Auction Rate Securities held by such Existing Owner:

(B) () any Bid shall be considered valid up to and
including the excess of the principal amount of Outstanding Auction Rate
Securities held by such Existing Owner over the aggregate principal
amount of Auction Rate Securities subject to any Hold Orders referred to
in Section (v)(A) above;

(th subject to subsection (v)(B)(l) above, if more than
one Bid with the same rate is submitted on behalf of such Existing Owner
and the aggregate principal amount of Outstanding Auction Rate
Securities subject to such Bids is greater than such excess, such Bids
shall be considered valid up to and including the amount of such excess,
and the principal amount of Auction Rate Securities subject to each Bid
with the same rate shall be reduced pro rata to cover the principal amount
of Auction Rate Securities equal to such excess;

(llf)  subject to subsections (v)(B)(I) and (v)(B)(Il) above,
if more than cne Bid with different rates is submitted on behalf of such
Existing Owre -, such Bids shall be considered valid first in the ascending
order of their respective rates until the highest rate is reached at which
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such excess exists and then at such rate up to and including the amount
of such excess; and

(IV)  in any such event, the aggregate principal amount
of Outstanding Auction Rate Securities, if any, subject to Bids not valid
under this subsection (B) shall be treated as the subject of a Bid by a
Potential Owner at the rate therein specified; and

(C) Al Sell Orders shall be considered valid up to and
including the excess of the principal amount of Outstanding Auction Rate
Securities held by such Existing Owner over the aggregate principal amount of
Auction Rate Securities subject to Hold Orders referred to in Section 2(a)(v)(A)
and valid Bids referred to in Section 2(b)(v)(B).

(vi) If more than one Bid for Auction Rate Securities is submitted by or
on behalf of any Potential Owner, each Bid submitted shall be a separate Bid with the
rate and principal amount therein specified.

(vi)  Any Bid or Sell Order submitted by an Existing Owner covering an
aggregate principal amount of Auction Rate Securities not equal to $25,000 or an
integral multiple thereof shall be rounded down to the nearest integral multiple of
$25,000. Any Bid submitted by a Potential Owner covering an aggregate principal
amount of Auction Rate Securities not equal to $25,000 or an integral multiple thereof
shall be rounded down to the nearest integral multiple of $25,000.

(vii)  Any Bid submitted by an Existing Owner or a Potential Owner
specifying a rate lower than the Minimum Rate, if any, shall be treated as a Bid
specifying the Minimum Rate, if any. Any bid specifying a rate higher than the Maximum
Auction Rate will be treated as a Sell Order if submitted by an Existing Owner and will
not be accepted if submitted by a Potential Owner.

(c) (i) Not earlier than the Submission Deadline on each Auction Date,
the Auction Agent shall assemble all valid Orders submitted or deemed submitted to it by
the Authorized Broker-Dealer (each such Order as submitted or deemed submitted by
the Authorized Broker-Dealer being hereinafter referred to individually as a “Submitted
Hold Order,” a “Submitted Bid” or a “Submitted Sell Order,” as the case may be, or as a
“Submitted Order’ and collectively as “Submitted Hold Orders,” “Submitted Bids” or
“Submitted Sell Orders”) and shall determine:

(A) the excess of the total principal amount of Outstanding
Auction Rate Securities over the sum of the aggregate principal amount of
Outstanding Auction Rate Securities subject to Submitted Hold Orders (such
excess being hereinafter referred to as the “Available Auction Rate Securities”);
and

(B) from the Submitted Orders whether:

(" the aggregate principal amount of Outstanding
Auction Rate Securities subject to Submitted Bids by Potential Owners
specifying one or more rates equal to or lower than the Auction Rate
Securities Maximum Auction Rate;

exceeds or is equal to the sum of:
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(1 the aggregate principal amount of Outstanding
Auction Rate Securities subject to Submitted Bids by Existing Owners
specifying one or more rates higher than the Maximum Auction Rate, and

() the aggregate principal amount of Outstanding
Auction Rate Securities subject to Submitted Sell Orders

(in the event such excess or such equality exists (other than because the sum of the
principal amounts of Auction Rate Securities in subsections (B)(Il) and (B)(IIl) above is
zero because all of the Outstanding Auction Rate Securities are subject to Submitted
Hold Orders), such Submitted Bids in subsection (B)(l) above being hereinafter referred
to collectively as “Sufficient Clearing Bids”); and

(C) if Sufficient Clearing Bids exist, the lowest rate specified in
such Submitted Bids (the “Winning Bid Rate") which if:

) (aa) each such Submitted Bid from Existing Owners
specifying such lowest rate and (bb) all other Submitted Bids from
Existing Owners specifying lower rates were rejected, thus entitling such
Existing Owners to continue to hold the principal amount of Auction Rate
Securities subject to such Submitted Bids; and

(1 (aa) each such Submitted Bid from Potential
Owners specifying such lowest rate and (bb) all other Submitted Bids
from Potential Owners specifying lower rates were accepted, would resuit
in such Existing Owners described in Section (2(c)(i)(B)(I) above
continuing to hold an aggregate principal amount of Outstanding Auction
Rate Securities which, when added to the aggregate principal amount of
Outstanding Auction Rate Securities to be purchased by such Potential
Owners described in Section 2(c)(i)(B)(Il) above, would equal not less
than the Available Auction Rate Securities.

(i) Promptly after the Auction Agent has made the determinations
pursuant to Section 2(c)(i) hereof, the Auction Agent, by telecopy confirmed in writing,
shall advise the City and the Trustee of the Maximum Auction Rate and the Minimum
Rate, if any, and the components thereof on the Auction Date and, based on such
determinations, the Auction Rate for the next succeeding Auction Rate Period as follows:

(A) if Sufficient Clearing Bids exist, that the Auction Rate for
the next succeeding Auction Rate Period shall be equal to the Winning Bid Rate
so determined;

(B) if Sufficient Clearing Bids do not exist (other than because
all of the Outstanding Auction Rate Securities are subject to Submitted Hold
Orders), that the Auction Rate for the next succeeding Auction Rate Period shall
be equal to the Maximum Auction Rate, which succeeding Auction Rate Period
shall be 7 Rate Period Days; or

(C) if all Outstanding Auction Rate Securities are subject to
Submitted Hold Orders, that the Auction Rate for the next succeeding Auction
Rate Period shall be equal to the All-Hold Rate on such Auction Date.

(d) Existing Owners shall continue to hold the principal amount of Auction
Rate Securities that are subject to Submitted Hold Orders, and, based on the



determinations made pursuant to Section 2(c)(i) hereof, Submitted Bids and Submitted
Sell Orders shall be accepted or rejected and the Auction Agent shall take such other
action as set forth below:

(i) if Sufficient Clearing Bids have been made, all Submitted Sell
Orders shall be accepted and, subject to the provisions of Sections 2(d)(iv) and 2(d)(v),
Submitted Bids shall be accepted or rejected as follows in the following order of priority
and all other Submitted Bids shall be rejected:

(A) Any Existing Owner's Submitted Bids specifying any rate
that is higher than the Winning Bid Rate shall be accepted, thus requiring each
such Existing Owner to sell the aggregate principal amount of Auction Rate
Securities subject to such Submitted Bids;

(B) Any Existing Owner's Submitted Bids specifying any rate
that is lower than the Winning Bid Rate shall be rejected, thus entitling each such
Existing Owner to continue to hold the aggregate principal amount of Auction
Rate Securities subject to such Submitted Bids;

(©) Any Potential Owner’s Submitted Bids specifying any rate
that is lower than the Winning Bid Rate shall be accepted, thus requiring each
such Potential Owner to purchase to hold the aggregate principal amount of
Auction Rate Securities subject to such Submitted Bids;

(D) Any Existing Owner's Submitted Bid specifying a rate that
is equal to the Winning Bid Rate shall be rejected, thus entitling such Existing
Owner to continue to hold the aggregate principal amount of Auction Rate
Securities subject to such Submitted Bid, unless the aggregate principal amount
of Outstanding Auction Rate Securities subject to all such Submitted Bids shall
be greater than the principal amount of Auction Rate Securities (the “remaining
principal amount”) equal to the excess of the Available Auction Rate Securities
over the aggregate principal amount of Auction Rate Securities subject to
Submitted Bids described in subsections (B) and (C) of this Section 2(d)(i), in
which event such Submitted Bid of such Existing Owner shall be rejected in part,
and such Existing Owner shall be entitled to continue to hold the principal
amount of Auction Rate Securities subject to such Submitted Bid, but only in an
amount equal to the aggregate principal amount of Auction Rate Securities
obtained by multiplying the remaining principal amount by a fraction, the
numerator of which shall be the principal amount of Outstanding Auction Rate
Securities held by such Existing Owner subject to such Submitted Bid and the
denominator of which shall be the sum of the principal amount of Outstanding
Auction Rate Securities subject to such Submitted Bids made by all such Existing
Owners that specified a rate equal to the Winning Bid Rate; and

(E) Each Potential Owner's Submitted Bid specifying a rate
that is equal to the Winning Bid Rate shall be accepted but only in an amount
equal to the principal amount of Auction Rate Securities obtained by multiplying
the excess of the aggregate principal amount of Available Auction Rate
Securities over the aggregate principal amount of Auction Rate Securities subject
to Submitted Bids described in subsections (B), (C) and (D) of this Section 2(d)(i)
by a fraction, the numerator of which shall be the aggregate principal amount of
Outstanding Auction Rate Securities subject to such Submitted Bids and the
denominator of which shall be the sum of the principal amount of Outstanding
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Auction Rate Securities subject to Submitted Bids made by all such Potential
Owners that specified a rate equal to the Winning Bid Rate.

(i) If Sufficient Clearing Bids have not been made (other than
because all of the outstanding Auction Rate Securities are subject to Submitted Hold
Orders), subject to the provisions of Section 2(d)(iv), Submitted Orders shall be
accepted or rejected as follows in the following order of priority and all other Submitted
Bids shall be rejected:

(A) Any Existing Owner's Submitted Bids specifying any rate
that is equal to or lower than the Maximum Auction Rate shall be rejected, thus
entitling such Existing Owners to continue to hold the aggregate principal amount
of Auction Rate Securities subject to such Submitted Bids:

(B) Any Potential Owner's Submitted Bids specifying any rate
that is equal to or lower than the Maximum Auction Rate shall be accepted and
any rate that is higher than the Maximum Auction Rate shall be rejected, thus
requiring such Potential Owners to purchase the aggregate principal amount of
Auction Rate Securities subject to such Submitted Bids: and

(C) Each Existing Owner's Submitted Bid specifying any rate
that is higher than the Maximum Auction Rate and the Submitted Sell Order of
each Existing Owner shall be accepted, thus entitling each Existing Owner that
submitted any such Submitted Bid or Submitted Sell Order to sell the Auction
Rate Securities subject to such Submitted Bid or Submitted Sell Order, but in
both cases only in an amount equal to the aggregate principal amount of Auction
Rate Securities obtained by multiplying the aggregate principal amount of
Auction Rate Securities subject to Submitted Bids described in subsection (B) of
this Section 2(d)(ii) by a fraction, the numerator of which shall be the aggregate
principal amount of Outstanding Auction Rate Securities held by such Existing
Owner subject to such Submitted Bid or Submitted Sell Order and the
denominator of which shall be the aggregate principal amount of Outstanding
Auction Rate Securities subject to all such Submitted Bids and Submitted Sell
Orders.

(iii) If all Outstanding Auction Rate Securities are subject to Submitted
Hold Orders, all Submitted Bids shall be rejected.

(iv) If, as a result of the procedures described in Section 2(d)(i) or
2(d)(ii), any Existing Owner would be entitled or required to sell, or any Potential Owner
would be entitled or required to purchase, a principal amount of Auction Rate Securities
that is not equal to $25,000 or any integral multiple thereof, the Auction Agent shall, in
such manner as, in its sole discretion, it shall determine, round up or down the principal
amount of Auction Rate Securities to be purchased or sold by any Existing Owner or
Potential Owner so that the principal amount of Auction Rate Securities purchased or
sold by each Existing Owner or Potential Owner shall be equal to $25,000 or any integral
multiple thereof.

(v) If, as a result of the procedures described in Section 2(d)(ii), any
Potential Owner would be entitled or required to purchase less than $25,000 principal
amount or any integral multiple thereof of Auction Rate Securities, the Auction Agent
shall, in such manner as, in its sole discretion, it shall determine, allocate Auction Rate
Securities for purchase among Potential Owners so that only Auction Rate Securities in



$25,000 principal amounts or any integral multiple thereof are purchased by any
Potential Owner, even if such allocation results in one or more of such Potential Owners
not purchasing any Auction Rate Securities.

(e) Based on the results of each Auction, and in accordance with the
Settlement Procedures set forth in Section 3, the Auction Agent shall determine the
aggregate principal amount of Auction Rate Securities to be purchased and the
aggregate principal amount of Auction Rate Securities to be sold by Potential Owners
and Existing Owners and, with respect to each Potential Owner and Existing Owner, to
the extent that such aggregate principal amount of Auction Rate Securities to be sold
differs from such aggregate principal amount of Auction Rate Securities to be purchased,
determine to which other Potential Owner(s) or Existing Owner(s) they shall deliver, or
from which other Potential Owner(s) or Existing Owner(s) they shall receive, as the case
may be, Auction Rate Securities.

Section 3. Settlement Procedures.

(a) Not later than 3:00 p.m., New York City time, on each Auction Date, the
Auction Agent shall notify by telephone each Authorized Broker-Dealer that participated
in the Auction relating to the Auction Rate Securities held on such Auction Date and
submitted an Order on behalf of an Existing Owner or Potential Owner of:

(i) the Auction Rate fixed for the next Auction Rate Period;
(i) whether there were Sufficient Clearing Bids in such Auction;

(iii) if the Authorized Broker-Dealer (a “Seller's Broker-Dealer”)
submitted a Bid or a Sell Order on behalf of an Existing Owner, whether such Bid or Sell
Order was accepted or rejected, in whole or in part, and the principal amount of Auction
Rate Securities, if any, to be sold by such Existing Owner;

(iv) if the Authorized Broker-Dealer (a “Buyer's Broker-Dealer’)
submitted a Bid on behalf of a Potential Owner, whether such Bid was accepted or
rejected, in whole or in part, and the principal amount of Auction Rate Securities, if any,
to be purchased by such Potential Owner;

(v) if the aggregate amount of Auction Rate Securities to be sold by
all Existing Owners on whose behalf such Seller's Broker-Dealer submitted a Bid or a
Sell Order exceeds the aggregate principal amount of Auction Rate Securities to be
purchased by all Potential Owners on whose behalf such Broker-Dealer submitted a Bid,
the name or names of one or more Buyers Broker-Dealers (and the name of the
Participant, if any, of each such Buyer's Broker-Dealer) acting for one or more
purchasers of such excess principal amount of Auction Rate Securities and the principal
amount of Auction Rate Securities to be purchased from one or more Existing Owners
on whose behalf such Seller's Broker-Dealer acted by one or more Potential Owners on
whose behalf each of such Buyer's Broker-Dealers acted;

(vi) if the principal amount of Auction Rate Securities to be purchased
by all Potential Owners on whose behalf such Buyer's Broker-Dealer submitted a Bid
exceads the amount of Auction Rate Securities to be sold by all Existing Owners on
whose behalf such Seller's Broker-Dealer submitted a Bid or a Sell Order, the name or
names of one or more Seller's Broker-Dealers (and the name of the Participant, if any, of
each such Seller's Broker-Dealer) acting for one or more sellers of such excess principal
amount of Auction Rate Securities and the principal amount of Auction Rate Securities to
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be sold to one or more Potential Owners on whose behalf such Buyer's Broker-Dealer
acted by one or more Existing Owners on whose behalf each of such Seller's Broker-
Dealers acted; and

(vii)  the Auction Date for the next succeeding Auction.

(b) On each Auction Date, the Authorized Broker-Dealer that submitted an
Order on behalf of any Existing Owner or Potential Owner shall:

(i) advise each Existing Owner and Potential Owner on whose behalf
such Authorized Broker-Dealer submitted a Bid or Sell Order in the Auction on such
Auction Date whether such Bid or Sell Order was accepted or rejected, in whole or in
part;

(i) in the case of an Authorized Broker-Dealer that is a Buyer’s
Broker-Dealer, advise each Potential Owner on whose behalf such Authorized Broker-
Dealer submitted a Bid that was accepted, in whole or in part, to instruct such Potential
Owner’s Participant to pay to such Authorized Broker-Dealer (or its Participant) through
the Securities Depository the amount necessary to purchase the principal amount of
Auction Rate Securities to be purchased pursuant to such Bid against receipt of such
Auction Rate Securities;

(i) in the case of an Authorized Broker-Dealer that is a Seller's
Broker-Dealer, instruct each Existing Owner on whose behalf such Broker-Dealer
submitted a Sell Order that was accepted, in whole or in part, or a Bid that was accepted,
in whole or in part, to instruct such Existing Owner’s Participant to deliver to such
Authorized Broker-Dealer (or its Participant) through the Securities Depository the
principal amount of Auction Rate Securities to be sold pursuant to such Order against
payment therefor;

(iv) advise each Existing Owner on whose behalf such Seller's Broker-
Dealer submitted an Order and each Potential Owner on whose behalf such Buyer’'s
Broker-Dealer submitted a Bid of the Auction Rate for the next Auction Rate Period;

(v) advise each Existing Owner on whose behalf such Seller's Broker-
Dealer submitted an Order of the next Auction Date: and

(vi) advise each Potential Owner on whose behalf such Buyer's
Broker-Dealer submitted a Bid that was accepted, in whole or in part, of the next Auction
Date.

(c) On the basis of the information provided to it pursuant to Section 3(a), an
Authorized Broker-Dealer that submitted a Bid or Sell Order in an Auction is required to
allocate any funds received by it in connection with such Auction pursuant to Section
3(b)(ii), and any Auction Rate Securities received by it in connection with such Auction
pursuant to Section 3(b)(iii) among the Potential Owners, if any, on whose behalf such
Authorized Broker-Dealer submitted Bids, the Existing Owners, if any on whose behalf
such Authorized Broker-Dealer submitted Bids or Sell Orders in such Auction, and any
Authorized Broker-Dealer identified to it by the Auction Agent following such Auction
pursuant to Section 3(a)(v) or 3(a)(vi).

(d) On each Auction Date:



(i) each Potential Owner and Existing Owner with an Order in the
Auction on such Auction Date shall instruct its Participant as provided in Section 3(b)(ii)
or 3(b\(iii), as the case may be;

(i) each Seller's Broker-Dealer that is not a Participant of the
Securities Depository shall instruct its Participant to (A) pay through the Securities
Depository to the Participant of the Existing Owner delivering Auction Rate Securities to
such Seller's Broker-Dealer following such Auction pursuant to Section 3(b)(iii) the
amount necessary to purchase such Auction Rate Securities against receipt of such
Auction Rate Securities, and (B) deliver such Auction Rate Securities through the
Securities Depository to a Buyer's Broker-Dealer (or its Participant) identified to such
Seller's Broker-Dealer pursuant to Section 3(a)(v) against payment therefor; and

(iii) each Buyer's Broker-Dealer that is not a Participant in the
Securities Depository shall instruct its Participant to (A) pay through the Securities
Depository to Seller's Broker-Dealer (or its Participant) identified following such Auction
pursuant to Section 3(a)(vi) the amount necessary to purchase the Auction Rate
Securities to be purchased pursuant to Section 3(b)(ii) against receipt of such Auction
Rate Securities, and (B) deliver such Auction Rate Securities through the Securities
Depository to the Participant of the purchaser thereof against payment therefor.

(e) On the Business Day following each Auction Date:

(i) each Participant for a Bidder in the Auction on such Auction Date
referred to in Section 3(d)(i) shall instruct the Securities Depository to execute the
transactions described under Section 3(b)(ii) or 3(b)(iii) for such Auction, and the
Securities Depository shall execute such transactions;

(i) each Seller's Broker-Dealer or its Participant shall instruct the
Securities Depository to execute the transactions described in Section 3(d)(ii) for such
Auction, and the Securities Depository shall execute such transactions; and

(i) each Buyer's Broker-Dealer or its Participant shall instruct the
Securities Depository to execute the transactions described in Section 3(d)(iii) for such
Auction, and the Securities Depository shall execute such transactions.

) If an Existing Owner selling Auction Rate Securities in an Auction fails to
deliver such Auction Rate Securities (by authorized book-entry), an Authorized Broker-
Dealer may deliver to the Potential Owner on behalf of which it submitted a Bid that was
accepted a principal amount of Auction Rate Securities that is less than the principal
amount of Auction Rate Securities that otherwise was to be purchased by such Potential
Owner. In such event, the principal amount of Auction Rate Securities to be so delivered
shall be determined solely by such Authorized Broker-Dealer. Delivery of such lesser
principal amount of Auction Rate Securities shall constitute good delivery.
Notwithstanding the foregoing terms of this subsection, any delivery or nondelivery of
Auction Rate Securities which shall represent any departure from the results of an
Auction, as determined by the Auction Agent, shall be of no effect unless and until the
Auction Agent shall have been notified of such delivery or nondelivery in accordance
with the provisions of the Auction Agent Agreement and the Broker-Dealer Agreement.
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APPENDIX D
SUMMARY OF CERTAIN PROVISIONS OF THE TRUST AGREEMENT
Definitions

“Accreted Value’ means, with respect to any Capital Appreciation Bond, an amount
equal to the principal amount of such Bond, plus interest accrued thereon from its date
compounded on each Interest Payment Date (through and including the maturity date of such
Bond) at the “original issue yield” for such Bond; provided, that the Accreted Value on any date
other than an Interest Payment Date shall be calculated by straight line interpolation of the
Accreted Values as of the immediately preceding and succeeding Interest Payment Date. The
term “original issue yield” means, with respect to any particular Bond, the yield to maturity of
such Bond from the initial date of delivery thereof calculated on the basis of semiannual
compounding on each Interest Payment Date.

“Act’” means Articles 10 and 11 (commencing with Section 53570) of Chapter 3 of
Division 2 of Title 5 of the Government Code of the State of California.

«additional Bonds” means all Bonds of the Local Agency authorized by and at any time
Outstanding pursuant to the Trust Agreement and executed, issued and delivered in
accordance therewith.

“Aggregate Principal Amount” means, as of any date of calculation, the principal amount
or Accreted Value of the Bonds referred to.

“All-Hold Rate” means, with respect to the Series 2005B Bonds, prior to a Fixed Rate
Conversion, eighty-five percent (85%) of the applicable LIBOR rate (but in no event greater than
the Maximum Auction Rate).

“Auction Rate Securities” means all Bonds issued in such mode prior to their fixed rate
conversion date, if any.

“Authorized Representatives” means the Mayor, the Finance Director and the City
Manager of the City of Riverside.

"Bond Fund” means the Bond Fund established pursuant to the Trust Agreement.

“Bonds” means the 2004 Bonds, the Series 2005A Bonds, the Series 2005B Bonds
and all Additional Bonds.

“Business Day” means any day other than a Saturday or Sunday or day upon which the
Trustee is authorized by law to remain closed.

“Capital Appreciation Bonds means Bonds the interest on which is payable at maturity
and compounded on each Interest Payment Date through and including the maturity dates
thereof as specified in the Accreted Value Table for such Bonds attached to the Trust
Agreement as or in a simitar exhibit to a Supplemental Trust Agreement.

“Certificate of the Local Agency” means an instrument in writing signed by any one of the
Authorized Representatives of the Local Agency or such officer's designee, or by any other
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officer of the Local Agency duly authorized by the City Council of the Local Agency in writing to
the Trustee for that purpose. If and to the extent required by the provisions of the Trust
Agreement each Certificate of the Local Agency shall include the statements provided for in the
Trust Agreement.

“Closing Date” means the date on which the applicable series of Bonds are delivered to
the purchaser or purchasers thereof.

“Corporate 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 Local Agency, initially
being Los Angeles, California. The Trustee may designate in writing to the Local Agency and
the Holder such other office or agency from time to time for purposes of registration, transfer,
exchange, payment or redemption of Bonds.

“Costs of Issuance” means all items of expense directly or indirectly payable by or
reimbursable to the Local Agency and related to the Bonds, including, but not limited to,
costs of preparation and reproduction of documents, costs of rating agencies and costs to
provide information required by rating agencies, filing and recording fees, initial fees and
charges of the Trustee, legal fees and charges, fees and disbursements of consultants and
professionals, fees and expenses of the underwriter, fees and charges for preparation,
execution and safekeeping of the Bonds, premiums for bond insurance, if any, and any
other cost, charge or fee in connection with the original execution and delivery of the Bonds.

“Costs of Issuance Fund” means the Costs of Issuance Fund established in the Trust
Agreement.

“‘Defeasance Securities” means:

(1 Cash (insured at all times by the Federal Deposit Insurance
Corporation); and

(2) Obligations of or obligations guaranteed as to principal and interest by,
the United States or any agency or instrumentality thereof, when such obligations are
backed by the full faith and credit of the United States, including:

U.S. Treasury obligations

All direct or fully guaranteed obligations

Farmers Home Administration

General Services Administration

Guaranteed Title Xl financing

Government National Mortgage Association (GNMA)
State and Local Government Series

Any security used for defeasance must provide for the timely payment of principal
and interest and cannot be callable or prepayable prior to maturity or earlier redemption of
the rated debt (excluding securities that do not have a fixed par value and/or whose terms
do not promise a fixed dollar amount at maturity or call date).

“Fiscal Year” means the twelve-month period terminating on June 30 of each year, or
any other annual accounting period thereafter selected and designated by the Local Agency as
its Fiscal Year in accordance with applicable law.
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“Fixed Rate” means a rate of interest that does not change during a specific term,
without adjustment, resetting or variation due to the effects of marketing, remarketing or indices.

“Holder” means any person who shall be the registered owner of any Outstanding Bond.
“Index Bonds” means those Bonds which bear interest at an Index Rate.

“Index Rate’ means the interest rate on Index Bonds established according to LIBOR, as
provided in the Trust Agreement.

“Independent Certified Public Accountant” means any certified public accountant or
firm of such accountants duly licensed and entitled to practice and practicing as such under
the laws of the State or a comparable successor, appointed and paid by the Local Agency,
and who, or each of whom:

(i) is in fact independent according to the Statement of Auditing
Standards No. 1 and not under the domination of the Local Agency;

(i) does not have a substantial financial interest, direct or indirect,
in the operations of the Local Agency; and

iii) is not connected with the Local Agency as a member, officer or
employee of the Local Agency, but who may be regularly retained to audit the
accounting records of and make reports thereon to the Local Agency.

“Interest Account” means the account by that name established in the Trust
Agreement.

‘Interest Payment Date’ means each date upon which interest is due on the Bonds
(or, with respect to Capital Appreciation Bonds, compounded), or such other dates
designated in a Supplemental Trust Agreement.

“ IBOR” on any date of determination for any Auction Rate Period, means:

(i) subject to clause (i) below, (A) for any Standard Auction Rate Period or
any Special Auction Rate period of fewer than 49 days, the offered rate for deposits in U.S.
dollars for a one-month period which appears on Telerate Page 3750 at approximately 11:00
a.m., London time, on such date, or if such date is not a London Business Day, then on the next
preceding London Business Day (the “calculation date”) and (b) for any Special Auction Rate
period of (i) 49 or more but fewer than 70 days, such rates for deposits in U.S. dollars for a
two-month period; (ii) 70 or more but fewer than 85 days, the arithmetic average of such rates
for deposits in U.S. dollars for two-and three-month periods; (iii) 85 or more but fewer than 120
days, such rate for deposits in U.S. dollars for a three-month period; (iv) 120 or more but fewer
than 148 days, the arithmetic average of such rates for deposits in U.S. dollars for three-and
six-month periods; (v) 148 or more but fewer than 180 days, such rate for deposits in U.S.
dollars for a six-month period; (vi) 180 or more but fewer than 225 days, the arithmetic average
of such rates for deposits in U.S. dollars for six- and nine-month periods; (vii) 225 or more but
fewer than 290 days, such rate for deposits in U.S. dollars for a nine-month period; (viii) 290 or
more but fewer than 325 days, the arithmetic average of such rates for deposits in U.S. dollars
for nine-morith and one-year periods; and (ix) 325 days or more, such rate for deposits in U.S.
dollars for a one-year period; or
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(i) if, on any calculation date, no rate appears on Telerate Page 3750 as
specified in clause (i) above, the arithmetic average of the offered quotations of four major
banks in the London interbank market, selected by the Market Agent for deposits in U.S.
dollars for the respective periods specified in clause (i) above to prime banks in the London
interbank market at approximately 11:00 a.m., London time, on such calculation date and in a
principal amount of not less than $1,000,000 that is representative of a single transaction in
such market at such time, unless fewer than two such quotations are provided, in which
case, the arithmetic average of the rates quoted at approximately 11:00 a.m., New York
time, on the date next preceding such calculation date by three major banks in the City of
New York, selected by the Market Agent, for loans in U.S. dollars to leading European
banks in a principal amount of not less than $1,000,000 that is representative of a single
transaction in such market at such time.

“Local Agency means the City of Riverside, California.

“Maturity Amount” means the Accreted Value of any Capital Appreciation Bond on its
maturity date.

“Maximum Auction Rate” means, except as provided in the last paragraph of this
definition, on any date of determination for any Auction Rate Period, the interest rate per annum
equal to the lowest on such date of:

(i) the Applicable Percentage of LIBOR on such date, unless:

(1) such Auction Rate Period is proposed to be a Special Auction
Rate Period, in which case, the Applicable Percentage is applied to:

(a) the higher of (I) the Reference Rate for an Auction Rate
Period equal in length to the then-ending Auction Rate Period on such date and
(11} LIBOR, if any, for an Auction Rate Period equal in length to the then-ending
Auction Rate Period on such date;

(b) the higher of (I) the Reference Rate for such Special
Auction Rate Period on such date and (Il) LIBOR, if any, for such Special Auction
Rate Period on such date; and

(c) the higher of (I) the Reference Rate for a Standard Auction
Rate Period on such date and (Il) LIBOR, if any, for a Standard Auction Rate
Period on such date; or

(2) such Auction Rate Period succeeds a Special Auction Rate Period
and an Auction for a Standard Auction Rate Period at which Sufficient Clearing Bids
existed has not occurred since such Special Auction Rate Period, in which case, the
higher of:

(a) the Auction Rate for the then-ending Auction Rate Period;
and

(b) the Applicable Percentage of the higher of (l) the higher of
(aa) the Reference Rate for an Auction Rate Period equal in length to the then-
ending Auction Rate Period on such date and (bb) LIBOR, if any, for an Auction
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Rate Period equal in length to the then-ending Auction Rate Period on such date
and (I1) the higher of (aa) the Reference Rate for an Auction Rate Period equal in
length to such Special Auction Rate Period and (bb) LIBOR, if any, for an Auction
Rate Period equal in length to such Special Auction Rate Period;

ii 17% per annum; and
(ii) P

(iii) the maximum rate, if any, established under the laws of the State for
obligations of public agencies such as the Local Agency.

If an Auction for a Series of Auction Rate Securities is not held for any reason or if
Sufficient Clearing Bids for such Series do not exist (other than because all of the Outstanding
Auction Rate Securities of such Series are subject to Hold Orders), then notwithstanding
anything to the contrary in this Trust Agreement, the term “Maximum Auction Rate,” on any date
of determination for any Auction Rate Period, means the interest rate per annum equal to the
lower on such date of (i) 17% per annum and (ii) the maximum rate, if any, established under
the laws of the State for obligations of public agencies such as the Local Agency; provided,
however, that this paragraph shall not apply to the suspension of Auctions if the ownership of
the Auction Rate Securities of such Series is no longer maintained in book-entry form by DTC or
if a Payment Default occurs.

“sMinimum Auction Rate,” on any date of determination, means, with respect to the
Series 2005E Bonds, the rate per annum equal to 80% of the greater of (a) LIBOR, or (b) the
applicable Reference Rate in effect on the applicable Auction Date; provided, however, that in
no event shall such Minimum Auction Rate exceed the lesser of (i) 17% per annum and (ii) the
maximum rate, if any, established under the laws of the State for obligations of public
agencies such as the Local Agency.

“Opinion of Counsel’ means a written opinion of counsel of recognized national
standing in the field of law relating to municipal bonds, appointed and paid by the Local
Agency.

“Original Purchaser of the Bonds” means the original purchaser or purchasers of the
Bonds.

“Outstanding,” when used as of any particular time with reference to Bonds, means
(subject to the provisions of the Trust Agreement) all Bonds except:

) Bonds theretofore cancelled by the Trustee or surrendered to
the Trustee for cancellation;

(i) Bonds paid or deemed to have been paid within the meaning of
the Trust Agreement; and

(iii) Bonds in lieu of or in substitution for which other Bonds shall
have been executed, issued and delivered by the Local Agency pursuant to
the Trust Agreement.

“Overdue Rate” means, as to any Auction Rate Securities, on any date of

determination and for any Standard Auction Rate Period, the interest rate per annum equal
to 265% of the Reference Rate equal in length to the then-ending Standard Auction Rate
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Period, and for any Special Auction Rate Period, the interest rate per annum equal to 265%
of LIBOR equal in length to the then-ending Special Auction Rate Period; provided that in no
event shall the Overdue Rate exceed the lesser of (1) 17% per annum and (2) the maximum
rate on such date permitted by State law for public agencies such as the Local Agency.

“Permitted Investments’ means any of the following to the extent permitted by the
laws of the State and as approved by any applicable Bond Insurer or Insurers:

(1) Defeasance Securities:

(2) Obligations of any of the following federal agencies which obligations
represent the full faith and credit of the United States of America, including:

] Export-import Bank

[ ] Rural Economic Community Development
Administration

u U.S. Maritime Administration

u Small Business Administration

| U.S. Department of Housing & Urban
Development (PHA's)

| Federal Housing Administration

[ ] Federal Financing Bank;

(3) Direct obligations of any of the following federal agencies which
obligations are not fully guaranteed by the full faith and credit of the United States of
America:

] Senior debt obligations issued by the Federal
National Mortgage Association (FNMA) or the
Federal Home Loan Mortgage Corporation
(FHLMC)

n Obligations of the Resolution Funding
Corporation (REFCORP)

u Senior debt obligations of the Federal Home
Loan Bank System

| Senior debt obligations of other Government
Sponsored Agencies approved by the applicable
Bond Insurer or Insurers;

(4) U.S. dollar denominated deposit accounts, federal funds and bankers’
acceptances with domestic commercial banks (including the Trustee and its affiliates) which
have a rating on their short-term certificates of deposit on the date of purchase of “P-1” by
Moody’s and “A-1”" or “A-1+” by S&P and which mature not more than three hundred sixty
(360) calendar days after the date of purchase. (Ratings on holding companies are not
considered as the rating of the bank);

D-6



(5) Commercial paper which is rated at the time of purchase in the single
highest classification, “P-1" by Moody’s and “A-I+" by S&P and which matures not more than
two hundred seventy (270) calendar days after the date of purchase;

(6) Investments in a money market fund rated “AAAm” or “AAAM-G" or
better by S&P, including funds for which the Trustee or its affiliates provide investment
advisory or other management services;

(7) Pre-refunded municipal obligations defined as follows: Any bonds or
other obligations of any state of the United States of America or of any agency,
instrumentality or local governmental unit of any such state which are not callable at the
option of the obligor prior to maturity or as to which irrevocable instructions have been given
by the obligor to call on the date specified in the notice; and

(A) which are rated, based on an irrevocable escrow account or fund
(the “escrow”), in the highest rating category of Moody’s and S&P or any successors
thereto; or

(B) (i) which are fully secured as to interest and principal and
redemption premiums, if any, by an escrow consisting only of cash or obligations
described in paragraph (2) of the definition of Defeasance Securities, which escrow
may be applied only to the payment of such interest and principal and redemption
premiums, if any, on such bonds or other obligations on the maturity date or dates
thereof or the specified redemption date or dates pursuant to such irrevocable
instructions, as appropriate, and (ii) which escrow is sufficient, as verified by a
nationally recognized independent certified public accountant, to pay principal of and
interest and redemption premiums, if any, on the bonds or other obligations
described in this paragraph on the maturity date or dates specified in the irrevocable
instructions referred to above, as appropriate;

(8) Municipal obligations rated “Aaa/AAA” or general obligations of States
with a rating of “A2/A” or higher by both Moody's and S&P;

(9) Investment agreements approved in writing by the applicable Bond
Insurer or Insurers (supported by appropriate opinions of counsel);

(10)  The Local Agency Investment Fund (as that term is defined in Section
16429.1 of the Government Code of the State, as such Section may be amended or
recodified from time to time); and

(11) Other forms of investments (including repurchase agreements)
approved in writing by the applicable Bond Insurer or Insurers.

The value of the above investments shall be determined as follows:

(a) For the purpose of determining the amount in any fund, all Permitted
Investments credited to such fund shall be valued at fair market value. The Trustee shall
determine the fair market value based on accepted industry standards and from accepted
industry providers. Accepted industry providers shall include but are not limited to pricing
services provided by Financial Times Interactive Data Corporation, Merrill Lynch, Salomon
Smith Barney, Bear Stearns, or Lehman Brothers;
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(b) As to certificates of deposit and bankers’ acceptances, the face
amount thereof, plus accrued interest thereon; and

(c) As to any investment not specified above, the value thereof
established by prior agreement among the Local Agency, the Trustee and the applicable
Bond Insurer or Insurers.

“Principal Account” means the account by that name established in the Trust Agreement.

“Principal Payment Date” means a date on which principal is due on the Bonds as set
forth in the Trust Agreement.

“Qualified Swap Agreement” or “Swap Agreement” means (i) any ISDA Master Swap
Agreement, by and between the Local Agency and a Qualified Swap Provider, which includes
Schedule A thereto and the applicable Commitment, (a) that is entered into by the Local
Agency with an entity that is a Qualified Swap Provider at the time the arrangement is entered
into; (b) which provides that the Local Agency shall pay to such entity an amount based on the
interest accruing at a Fixed Rate on an amount equal to the principal amount of QOutstanding
Bonds covered by such Swap Agreement, if any, and that such entity shall pay to the Local
Agency an amount based on the interest accruing on a principal amount equal to the then-
Outstanding principal amount of the affected Bonds, at a variable rate of interest computed
according to a formula set forth in the Swap Agreement (which need not be the same formula
by which the Auction Rate, if applicable, is calculated) or that one shall pay to the other any net
amount due under such arrangement; and (c) which has been designated in writing to the
Trustee in a Certificate of the Local Agency as a Qualified Swap Agreement with respect to the
affected Bonds.

“Qualified Swap Provider” means with respect to the counterparty under any other Swap
Agreement meeting the requirements of the definition thereof, a financial institution approved by
the Local Agency, and (A) the long-term, unsecured and unsubordinated obligations of which
are rated at the time of execution of the related Qualified Swap Agreement by at least one
Rating Agency as described in clause (i) below and by at least one other Rating Agency as
described in clause (ii) below: (i) at least “Aa3” by Moody’s or “AA-" by S&P or Fitch and (ii) not
lower than “A2” by Moody’s or “A” by S&P or Fitch’; or (B) the obligations of which under the
particular Qualified Swap Agreement and any Swap Policy related thereto are unconditionally
guaranteed by a bank or non-bank financial institution, the long-term, unsecured and
unsubordinated obligations of which are rated at the time of execution of the Qualified Swap
Agreement by at least one Rating Agency as described in clause (i) above and by at least one
other rating agency as described in clause (ii) above.

“Rating Agencies” means Moody’s Investors Service, Inc. and Standard & Poor’s
Corporation, or, in the event that Moodys Investors Service, Inc. or Standard & Poors
Corporation no longer maintains a rating on the Bonds, any other nationally recognized bond
rating agency then maintaining a rating on the Bonds, but, in each instance, only so long as
Moody's Investors Service, Inc., Standard & Poor's Corporation or other nationally recognized
rating agency then maintains a rating on the Bonds.

“Record Date” means the fifteenth day of the month preceding each Interest Payment
Date, or such other date designated in a Supplemental Trust Agreement.

D-8



“Referance Rate” means (i) for a Standard Auction Rate Period or any Special Auction
Rate Pericd of at least 35 but fewer than 180 Rate Period Days, the “AA” Financial Commercial
Paper Rate or the Applicable Percentage for such Auction Rate Period, whichever is lesser; (i)
for an Auction Rate Period of more than 180 but fewer than 365 Rate Period Days, the Treasury
Note Rate for such Auction Rate Period; and (iii) for an Auction Rate Period of more than 364
Rate Period Days, the Treasury Note Rate for such Auction Rate Period.

“Retirement Law” means the Public Employees’ Retirement Law commencing with
Section 20000 of the Government Code of the State of California, as amended.

“Serial Bonds” means Bonds for which no sinking fund payments are provided.
“State” means the State of California.

“Supplemental Trust Agreement” means any trust agreement then in full force and effect
which has been duly executed and delivered by the Local Agency and the Trustee amendatory
thereof or supplemental to the Trust Agreement; but only if and to the extent that such
Supplemental Trust Agreement is specifically authorized under the Trust Agreement.

“Surplus Account” means the account by that name established in the Trust Agreement.

“Swap Payments” means any of the periodic payments due from the Local Agency
pursuant to the terms of a Qualified Swap Agreement.

“System” means the California Public Employees’ Retirement System.

“Term Bonds” means Bonds which are payable on or before their specified maturity
dates from sinking fund payments established for that purpose and calculated to retire such
Bonds on or before their specified maturity dates.

“Trust Agreement” means the Trust Agreement, dated as of June 1, 2004, between
the Local Agency and the Trustee, as originally executed and as it may from time to time be

amended or supplemented by all Supplemental Trust Agreements executed pursuant to the
provisions of the Trust Agreement.

“Trustee” means Wells Fargo Bank, National Association, or any other association or
corporation which may at any time be substituted in its place as provided in the Trust
Agreement.

“Written Request of the Local Agency” means an instrument in writing signed by any one
of the Authorized Representatives of the Local Agency or such officer's designee, or by any
other officer of the Local Agency duly authorized by the City Council of the Local Agency in
writing to the Trustee for that purpose.

Bond Fund: Deposits to Bond Fund

(a) In order to meet the Local Agency’s obligations under the Retirement Law, the
Local Agency shall deposit or cause to be deposited with the Trustee on or before August 1 of
each Fiscal Year (or such other date as provided in a Supplemental Trust Agreement) the
amount which, together with moneys transferred pursuant to the Trust Agreement, is sufficient
to pay the Local Agency's debt service obligations on the Bonds payable during such Fiscal
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Year. In addition, in the event debt service is payable on the Bonds in July of any year, such
deposit shall also include an amount equal to debt service on the Bonds payable in July of the
next succeeding Fiscal Year.

In establishing the amounts of the Local Agency’s obligations on the Bonds to be
prepaid in each Fiscal Year, (i) (A) the debt service for Auction Rate Securities not subject to a
Qualified Swap Agreement with an Auction Rate Period of less than 360 Rate Period Days shall
be prepaid at the actual average interest rate for the immediately preceding Fiscal Year plus
200 basis points (2.00%), and if such information is not available for the full immediately
preceding Fiscal Year, then the debt service for such Auction Rate Securities shall be prepaid at
the average one-month LIBOR pius 200 basis points (2.00%) for the immediately preceding
Fiscal Year; the debt service for Index Bonds not subject to a Qualified Swap Agreement shall
be prepaid at the average one-month LIBOR in effect during the immediately preceding Fiscal
Year, plus 200 basis points (2.00%), or (B) the debt service for Auction Rate Securities not
subject to a Qualified Swap Agreement with an Auction Rate Period of 360 Rate Period Days or
longer shall be prepaid at the actual interest rate in effect for such Auction Rate Securities;
and (i) the debt service for all other Bonds then Outstanding shall be prepaid at (A) the rate
prescribed under the applicable Qualified Swap Agreement, if any, for Auction Rate Securities
and Index Bonds subject to a Qualified Swap Agreement, and (B) the actual interest rate in
effect for Fixed Rate Bonds.

(b) All amounts payable by the Local Agency under the Trust Agreement shall be
promptly deposited by the Trustee upon receipt thereof in a special fund designated as the
“Bond Fund” which fund is created and shall be held in trust by the Trustee.

Allocation of Moneys in Bond Fund

On or before each Interest Payment Date or date fixed for redemption of Bonds, the
Trustee shall transfer from the Bond Fund, in immediately available funds, for deposit into
the following respective accounts (each of which is created and which the Trustee shall
maintain in trust separate and distinct from the other funds and accounts established under
the Trust Agreement), the following amounts in the following order of priority, the
requirements of each such account (including the making up of any deficiencies in any such
account resulting from lack of funds sufficient to make any earlier required deposit) at the time
of deposit to be satisfied before any deposit is made to any account subsequent in priority:

(a) Interest Account,
(b) Principal Account, and
(c) Surplus Account.

All money in each of such accounts shall be held in trust by the Trustee and shall be applied,
used and withdrawn only for the purposes authorized in this section.

(a) Interest Account. On or before each Interest Payment Date, the Trustee shall set
aside from the Bond Fund and deposit in the Interest Account that amount of money which is
equal to the amount of interest becoming due and payable on all Outstanding Bonds on such
Interest Payment Date.

No deposit need be made in the Interest Account if the amount contained therein is
at least equal to the aggregate amount of interest becoming due and payable on all
Outstanding Bonds on such Interest Payment Date.
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All meney in the Interest Account shall be used and withdrawn by the Trustee solely for
the 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).

(b) Principal Account. On or before each Principal Payment Date, the Trustee shall
set aside frorn the Bond Fund and deposit in the Principal Account an amount of money equal
to the amount of all sinking fund payments required to be made on such Principal Payment Date
into the respective sinking fund accounts for all Outstanding Term Bonds and the principal
amount or Accreted Value of all Outstanding Serial Bonds maturing on such Principal Payment
Date.

No deposit need be made in the Principal Account if the amount contained therein is
at least equal to the aggregate amount of the principal or Accreted Value of all Outstanding
Serial Bonds maturing by their terms on such Principal Payment Date plus the aggregate
amount of all sinking fund payments required to be made on such Principal Payment Date
for all Outstanding Term Bonds.

The Trustee shall establish and maintain within the Principal Account a separate
subaccount for the Term Bonds of each series and maturity, designated as the “Sinking
Account” (the “Sinking Account”), inserting therein the series and maturity (if more than one
such account is established for such series) designation of such Bonds. With respect to each
Sinking Account, on each mandatory sinking account payment date established for such
Sinking Account, the Trustee shall apply the mandatory sinking account payment required
on that date to the redemption (or payment at maturity, as the case may be) of Term Bonds
of the series and maturity for which such Sinking Account was established, upon the notice
and in the manner provided in the Trust Agreement; provided that, at any time prior to giving
such notice of such redemption, the Trustee may upon the Written Request of the Local
Agency, apply moneys in such Sinking Account to the purchase for cancellation of Term
Bonds of such series and maturity 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 may be directed by the Local Agency, except that the purchase
price (excluding accrued interest) shall not exceed the redemption price that would be payable

for such Bonds upon redemption by application of such Mandatory Sinking Account Payment.
If, during the twelve-month period immediately preceding said mandatory sinking account

payment date, the Trustee has purchased Term Bonds of such series and maturity with
moneys in such Sinking Account, such Bonds so purchased shall be applied, to the extent of
the full principal amount or Accreted Value thereof, as applicable, to reduce said mandatory
sinking account payment.

All money in the Principal Account shall be used and withdrawn by the Trustee solely
for the purpose of paying the principal or Accreted Value of the Bonds, as applicable, as
they shall become due and payable, whether at maturity or redemption, except that any
money in any sinking fund account shall be used and withdrawn by the Trustee only to
purchase or to redeem or to pay Term Bonds for which such Sinking Account was created.

(c) Surplus Account. On the Business Day following the last Interest Payment
Date of each Fiscal Year, or on such other date as provided in a Supplemental Trust
Agreement, any moneys remaining in the Bond Fund shall be deposited by the Trustee in the
Surplus Account. So long as no Event of Default has occurred and is continuing, moneys
deposited in the Surplus Account shall be transferred by the Trustee to or upon the order of
the Local Agency, as specified in a Written Request of the Local Agency.
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Deposit and Investments of Money in Accounts and Funds

All money held by the Trustee in any of the accounts or funds established pursuant
to the Trust Agreement shall be invested in Permitted Investments at the Written Request of
the Local Agency. If no Written Request of the Local Agency is received, the Trustee shall
invest funds held by it in Permitted Investments described in clause 6 of the definition
thereof. Such investments shall, as nearly as practicable, mature on or before the dates on
which such money is anticipated to be needed for disbursement under the Trust Agreement.
All interest, profits and other income received from any money so invested shall be
deposited in the Bond Fund. The Trustee shall have no liability or responsibility for any loss
resulting from any investment made or sold in accordance with the provisions of the Trust
Agreement, except for any loss due to the negligence or willful misconduct of the Trustee.
The Trustee may act as principal or agent in the acquisition or disposition of any investment
and may impose its customary charge therefor.

Additional Bonds

The Local Agency may at any time issue Additional Bonds on a parity with the
Bonds, but only subject to the following specific conditions, which are made conditions
precedent to the issuance of any such Additional Bonds:

(a) The Local Agency shall be in compliance with all agreements and covenants
contained in the Trust Agreement.

(b) The issuance of such Additional Bonds shall have been authorized pursuant
to the Act and shall have been provided for by a Supplemental Trust Agreement which shall
specify the following:

Q) The purpose for which such Additional Bonds are to be issued;
provided that such Additional Bonds shall be applied solely for (i) the purpose of
satisfying any obligation of the Local Agency to make payments to the System
pursuant to the Retirement Law relating to pension benefits accruing to the System’s
members, and/or for payment of all costs incidental to or connected with the
issuance of Additional Bonds for such purpose, and/or (ii} the purpose of refunding
any Bonds then Outstanding, including payment of all costs incidental to or
connected with such refunding;

(ii) Whether such Bonds are current interest fixed rate bonds, listed
securities, index bonds, auction rate securities, variable rate bonds, tender option
bonds, capital appreciation bonds or bonds bearing interest at such other interest
rate modes as may be set forth in a Supplemental Trust Agreement;

(iii) The authorized principal amount and designation of such Additional
Bonds;

(iv) The date and the maturity dates of and the sinking fund payment dates,
if any, for such Additional Bonds;

(v) The interest payment dates for such Additional Bonds;
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(vi) The denomination or denominations of and method of numbering such
Additional Bonds;

(viiy  The redemption premiums, if any, and the redemption terms, if any,
for such Additional Bonds;

(viii)  The amount, if any, to be deposited from the proceeds of sale of such
Additional Bonds in the Interest Account; and

(ix) Such other provisions (including the requirements of a book-entry bond

registration system, if any) as are necessary or appropriate and not inconsistent with
the Trust Agreement.

Procedure for the Issuance of Additional Bonds

At any time after the sale of any Additional Bonds in accordance with the Act, the
Local Agency shall execute such Additional Bonds for issuance under the Trust Agreement
and shall deliver them to the Trustee, and thereupon such Additional Bonds shall be
delivered by the Trustee to the purchaser thereof upon the Written Request of the Local
Agency, but only upon receipt by the Trustee of the following documents or money or
securities, all of such documents dated or certified, as the case may be, as of the date of
delivery of such Additional Bonds by the Trustee:

(a) An executed copy of the Supplemental Trust Agreement authorizing
the issuance of such Additional Bonds;

(b) A Written Request of the Local Agency as to the delivery of such
Additional Bonds;

(c) An Opinion of Counsel to the effect that (1) the Local Agency has
executed and delivered the Supplemental Trust Agreement, and the Supplemental
Trust Agreement is valid and binding upon the Local Agency and (2) such Additional
Bonds are valid and binding obligations of the Local Agency;

(d) A Certificate of the Local Agency stating that all requirements of the
Trust Agreement have been complied with and containing any other such
statements as may be reasonably necessary to show compliance with the conditions
for the issuance of such Additional Bonds contained in the Trust Agreement;

(e) Such further documents, money or securities as are required by the
provisions of the Supplemental Trust Agreement providing for the issuance of such
Additional Bonds.

Additional Cebt

The Local Agency expressly reserves the right to enter into one or more other
agreements or indentures for any of its purposes, and reserves the right to issue other
obligations for such purposes.
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The Trustee

Wells Fargo Bank, National Association shall serve as the Trustee for the Bonds for the
purpose of receiving all money which the Local Agency is required to deposit with the
Trustee under the Trust Agreement and for the purpose of allocating, applying and using such
money as provided therein and for the purpose of paying the interest on and principal of and
redemption premiums, if any, on the Bonds presented for payment at the Corporate Trust Office
of the Trustee with the rights and obligations provided in the Trust Agreement. The Local
Agency agrees that it will at all times maintain a Trustee having a corporate trust office in
Los Angeles or San Francisco, California.

The Local Agency may at any time, unless there exists any event of default as defined in
the Trust Agreement, remove the Trustee initially appointed and any successor thereto and may
appoint a successor or successors thereto by an instrument in writing; provided that any such
successor shall be a bank or trust company doing business and having a corporate trust office
in Los Angeles or San Francisco, California, having a combined capital (exclusive of borrowed
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 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 section the combined capital
and surplus of such bank 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. The Trustee may at any
time resign by giving written notice of such resignation to the Local Agency and by mailing to the
Holders notice of such resignation. Upon receiving such notice of resignation, the Local Agency
shall promptly appoint a successor Trustee by an instrument in writing. Any removal or
resignation of a Trustee and appointment of a successor Trustee shall become effective only
upon the acceptance of appointment by the successor Trustee. If, within thirty (30) days after
notice of the removal or resignation of the Trustee no successor Trustee shall have been
appointed and shall have accepted such appointment, the removed or resigning Trustee may
petition any court of competent jurisdiction for the appointment of a successor Trustee, which
court may thereupon, after such notice, if any, as it may deem proper and prescribe and as
may be required by law, appoint a successor Trustee having the qualifications required by the
Trust Agreement.

The Trustee shall, prior to an event of default, and after the curing of all events of default
that may have occurred, perform such duties and only such duties as are specifically set forth
in the Trust Agreement and no implied duties or obligations shall be read into the Trust
Agreement. The Trustee shall, during the existence of any event of default (that has not been
cured), exercise such of the rights and powers vested in it by the Trust Agreement, 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.

Compensation of Trustee

The Local Agency covenants to pay to the Trustee from time to time, and the Trustee
shall be entitled to, reasonable compensation for all services rendered by it in the exercise and
performance of any of the powers and duties under the Trust Agreement of the Trustee, and
the Local Agency will pay or reimburse the Trustee upon its request for all expenses,
disbursements and advances incurred or made by the Trustee in accordance with any of the
provisions of the Trust Agreement (including the reasonable compensation and the expenses
and disbursements of its counsel and of all persons not regularly in its employ) except any such
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expense, disbursement or advance as may arise from its negligence, default or willful
miscondust, including the negligence or willful misconduct of any of its officers, directors,
agents or employees.

Amendment of the Trust Agreement

The Trust Agreement and the rights and obligations of the Local Agency and of the
Holders may be amended at any time by a Supplemental Trust Agreement which shall
become binding when the written consents of the Holders of a majority in Aggregate Principal
Amount of the Bonds then Outstanding, exclusive of Bonds disqualified as provided in the Trust
Agreement, are filed with the Trustee. No such amendment shall (1) extend the maturity of or
reduce the interest rate on or amount of interest on or principal of or redemption premium, if
any, or extend the time of payment on any Bond without the express written consent of the
Holder of such Bond, or (2) reduce the percentage of Bonds required for the written consent to
any such amendment.

The Trust Agreement and the rights and obligations of the Local Agency and of the
Holders may also be amended at any time by a Supplemental Trust Agreement which shall
become binding upon adoption without the consent of any Holders, but only to the extent
permitted by law and after receipt of an approving Opinion of Counsel, for any purpose that
will not materially adversely affect the interests of the Holders, including (without limitation)
for any one or more of the following purposes;

(a) to add to the agreements and covenants required in the Trust Agreement to be
performed by the Local Agency other agreements and covenants thereafter to be performed by
the Local Agency, to pledge or assign additional security for the Bonds (or any portion thereof),
or to surrender any right or power reserved in the Trust Agreement to or conferred therein on
the Local Agency;

(b) to make such provisions for the purpose of curing any ambiguity or of correcting,
curing or supplementing any defective provision contained in the Trust Agreement and in any
Supplemental Trust Agreement or in regard to questions arising thereunder which the Local
Agency may deem desirable or necessary and not inconsistent therewith;

(c) to provide for the issuance of any Additional Bonds and to provide the terms of
such Additional Bonds, subject to the conditions and upon compliance with the procedure set
forth in the Trust Agreement (which shall be deemed not to adversely affect Holders);

(d) to modify, amend or add to the provisions in the Trust Agreement or in any
Supplemental Trust Agreement to permit the qualification thereof under the Trust Indenture
Act of 1939, as amended, or any similar federal statutes thereafter in effect, and to add such
other terms, conditions and provisions as may be permitted by such statute or similar statute;

(e) to modify, amend or add to the provisions in the Trust Agreement or in any
Supplemental Trust Agreement pertaining to the terms or operations of interest on the Bonds at
a variable rate, as the Local Agency may deem necessary or desirable in order to conform to
common market practices for such bonds; or

(fy to modify, amend or supplement the Trust Agreement and any Supplemental
Trust Agreement in any manner that does not materially adversely affect the interest of Holders
of Bonds.



The Trustee shall not be required to enter into or consent to any supplemental trust
agreement which, in the sole judgment of the Trustee, may adversely affect the rights,
obligations, powers, privileges, indemnities and immunities provided the Trustee in the Trust
Agreement.

Amendment by Mutual Consent

The Trust Agreement shall not prevent any Holder from accepting any amendment as to
the particular Bonds held by such Holder, provided that due notation thereof is made on such
Bonds.

Events of Default

The following are “events of default” under the Trust Agreement:

(a) if default shall be made by the Local Agency in the due and punctual payment of
the interest on any Bond when and as the same shall become due and payable;

(b) if default shall be made by the Local Agency in the due and punctual payment of
the principal of or redemption premium, if any, on any Bond when and as the same shall
become due and payable, whether at maturity as therein expressed or by proceedings for
redemption;

(c) if default shall be made by the Local Agency in the performance of any of the
agreements or covenants required in the Trust Agreement to be performed by the Local
Agency, and such default shall have continued for a period of sixty (60) days after the Local
Agency shall have been given notice in writing of such default by the Trustee or the Owners of
not less than twenty-five (25%) in Aggregate Principal Amount of the Bonds at the time
Outstanding, specifying such default and requiring the same to be remedied, provided,
however, if the default stated in the notice can be corrected, but not within the applicable
period, the Trustee and such Owners shall not unreasonably withhold their consent to an
extension of such time if corrective action is instituted by the Local Agency within the applicable
period and diligently pursued until the default is corrected: or

(d) if the Local 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 Local Agency 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 the relief
or aid of debtors any court of competent jurisdiction shall assume custody or control of the
Local Agency or of the whole or any substantial part of its property.

Institution of Legal Proceedings by Trustee Following Event of Default

If one or more of the events of default shall happen and be continuing, the Trustee may,
and upon the written request of the Holders of not less than fifty-one percent (51%) in
Aggregate Principal Amount of the Bonds then Outstanding, and upon being indemnified to its
satisfaction therefor, shall, proceed to protect or enforce its rights or the rights of the Holders of
Bonds under the Trust Agreement by a suit in equity or action at law, either for the specific
performance of any covenant or agreement contained therein, or in aid of the execution of any
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power granted in the Trust Agreement, or by mandamus or other appropriate proceeding for the
enforcement of any other legal or equitable remedy as the Trustee shall deem most effectual in
support of any of its rights and duties under the Trust Agreement.

Non-Waiver

Nothing in the Trust Agreement or in the Bonds shall affect or impair the obligation of the
Local Agency, which is absolute and unconditional, to pay the interest on and principal of and
redemption premiums, if any, on the Bonds to the respective Holders of the Bonds at the
respective dates of maturity or upon prior redemption as provided in Trust Agreement, or shall
affect or impair the right of such Holders, which is also absolute and unconditional, to institute
suit to enforce such payment by virtue of the contract embodied in the Trust Agreement and in
the Bonds.

A waiver of any default or breach of duty or contract by the Trustee or any Holder shall
not affect any subsequent default or breach of duty or contract or impair any rights or remedies
on any such subsequent default or breach of duty or contract. No delay or omission by the
Trustee or any Holder to exercise any right or remedy accruing upon any default or breach of
duty or contract shall impair any such right or remedy or shall be construed to be a waiver of
any such default or breach of duty or contract or an acquiescence therein, and every right or
remedy conferred upon the Holders by the Act or by this Article may be enforced and
exercised from time to time and as often as shall be deemed expedient by the Trustee or the
Holders.

If any action, proceeding or suit to enforce any right or exercise any remedy is
abandoned, the Local Agency, the Trustee and any Holder shall be restored to their former
positions, rights and remedies as if such action, proceeding or suit had not been brought or
taken.

Remedies Not Exclusive

No remedy in the Trust Agreement conferred upon or reserved to the Holders is
intended to be exclusive of any other remedy, and each such remedy shall be cumulative
and shall be in addition to every other remedy given under the Trust Agreement or now or

thereafter existing at law or in equity or by statute or otherwise and may be exercised without
exhausting and without regard to any other remedy conferred by the Act or any other law.

Discharge of Bonds

(a) If the Local Agency shall pay or cause to be paid or there shall otherwise be
paid to the Holders of all Outstanding Bonds the interest thereon and the principal thereof
and the redemption premiums, if any, thereon at the times and in the manner stipulated in
the Trust Agreement and therein, and shall pay or provide for the payment of all fees and
expenses of the Trustee, then all agreements, covenants and other obligations of the Local
Agency to the Holders of such Bonds thereunder shall thereupon cease, terminate and
become void and be discharged and satisfied. In such event, the Trustee shall execute and
deliver to the Local Agency all such instruments as may be necessary or desirable to
evidence such discharge and satisfaction, and the Trustee shall pay over or deliver to the
Local Agency all money or securities held by it pursuant to the Trust Agreement which are
not requirec for the payment of the interest on and principal of and redemption premiums, if
any, on such Bonds.
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(b) Any Outstanding Bonds shall prior to the maturity date or redemption date
thereof be deemed to have been paid within the meaning of and with the effect expressed in
subsection (a) of this section if (1) in case any of such Bonds are to be redeemed on any date
prior to their maturity date, the Local Agency shall have given to the Trustee in form
satisfactory to it irrevocable instructions to provide notice in accordance with the Trust
Agreement, (2) there shall have been deposited with the Trustee either (A} money in an
amount which shall be sufficient or (B) Defeasance Securities which are not subject to
redemption prior to maturity (including any such Defeasance Securities issued or held in
book-entry form on the books of the Local Agency or the Treasury of the United States of
America), the interest on and principal of which when paid will provide money which, together
with the money, if any, deposited with the Trustee at the same time, shall be sufficient, in
the opinion of an Independent Certified Public Accountant, to pay when due the interest to
become due on such Bonds on and prior to the maturity date or redemption date thereof, as
the case may be, and the principal of and redemption premiums, if any, on such Bonds, and
(3) in the event such Bonds are not by their terms subject to redemption within the next
succeeding sixty (60) days, the Local Agency shall have given the Trustee in form
satisfactory to it irrevocable instructions to mail as soon as practicable, a notice to the
Holders of such Bonds that the deposit required by clause (2) above has been made with
the Trustee and that such Bonds are deemed to have been paid in accordance with this
section and stating the maturity date or redemption date upon which money is to be
available for the payment of the principal of and redemption premiums, if any, on such
Bonds.
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SPECIMEN INSURANCE POLICY
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FINANCIAL GUARANTY INSURANCE POLICY

MBIA Insurance Corporation
Armonk, New York 10504

Policy No. [NUMBER]

MBIA Insurance Corporation (the "Insurer”), in consideration of the payment of the premium and subject to the terms of this policy, hereby
unconditionally and irevecably guarantees 10 ary OWDeT, as hereinafter defined, of the following described obligations, the full and complete payment
required to be made by or on behalf of the Issuer to [PAYING AGENT/TRUSTEE] o its successor (the "Paying Agent") of an amount equal to (i) the
principal of (either at the stated maturity or by any advancement of maturity pursuant to a mandatory smking fund payment) and interest on, the
Obligations (as that term is defined below) as such payments shall become due but shall not be so paid (except that in the event of any acceleration of the
due date of such principal by reason of mandatory or optional redemption or acceleration resulting from default or otherwise, other than any advancement
of maturity pursuant to a mandatory sinking fund payment, the payments guaranteed hereby shall be made in such amounts and at such times as such
payments of principal would have been due had there not been any such acceleration, unless the Insurer elects, in its sole discretion, to pay in whole or in
part any principal due by reason of such acceleration); and (ii) the reimbursement of any such payment which is subsequently recovered from any owner
pursuant to a final judgment by a court of competent jurisdiction that such payment constitutes an avoidable preference to such owner within the meaning
of any applicable bankruptcy law. The amounts referred to in clauses (i) and (i) of the preceding sentence shall be referred to berein collectively as the
"Insured Amounts." "Obligations" shall mean:

[PAR]
[LEGAL NAME OF ISSUE]

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by registered or certified mail, or upon receipt of written
notice by registered or certified mail, by the Insurer from the Paying Agent or any owner of an Obligation the payment of an Insured Amount for which is
then due, that such required payment has not been made, the Insurer on the due date of such payment or within one business day after receipt of notice of
such nonpayment, whichever is later, will make a deposit of funds, in an account with U.S. Bank Trust National Association, in New York, New York,
or its successor, sufficiert for the payment of any such Insured Amounts which are then due. Upon presentment and surrender of such Obligations or
presentment of suck other proof of ownership of the Obligations, together with any appropriate instruments of assignment to evidence the assignment of
the Insured Amounts due on the Obligations as are paid by the Insurer, and appropriate instruments to effect the appointment of the Insurer as agent for
such owners of the Obligations in any legal proceeding related to payment of Insured Amounts on the Obligations, such instruments being in a form
satisfactory to U.S. Bank Trust National Association, U.S. Bank Trust National Association shall disburse to such owners, or the Paying Agent payment
of the Insured Amounts due on such Obligations, less any amount held by the Paying Agent for the payment of such Insured Amounts and legally
available therefor. This policy does not msure against loss of any prepayment premium which may at any time be payable with respect to any
Obligation.

As used herein, the term "owner" shall mean the registered owner of any Obligation as indicated in the books maintained by the Paying Agent, the Issuer,
oranydwigmeofﬂlelssuerforsuchpwpose. Thetermownersluﬂnommhxdeﬂlelsma'mmypaﬂy“&meagreememwﬁnhelmerconsﬁnmthe
underlying security for the Obligations.

Any service of process onthelnsmermaybemadetothehmeratilsofﬁwelocatedat 113 KingSueet,Arrnonlc,NchorkIOSMarndsxx:hsenfioeof
process shall be valid and binding.

This policy is non-cancellable for any reason. The premium on this policy is not refundable for any reason including the payment prior to maturity of the
Obligations.

IN WITNESS WHERIOF, the Insurer has caused this policy to be executed in facsimile on its behalf by its duly authorized officers, this [DAY] day of
[MONTH, YEAR].

MBIA Insurance Corporation

:ent re Q\\“&“

STD-R-7
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APPENDIX F
FORM OF APPROVING OPINION OF BOND COUNSEL

June 30, 2005

City of Riverside
3900 Main Street
Riverside, California 92522

Re: $60,000,000 City of Riverside Taxable Pension Obligation
Bonds, 2005 Series A and 2005 Series B

Ladies and Gentlemen:

We have acted as bond counsel in connection with the issuance by the City of Riverside
(the “City”) of $60,000,000 aggregate principal amount of the City's Taxable Pension Obligation
Bonds, 2005 Series A and 2005 Series B (together, the “Bonds”), pursuant to Articles 10 and 11
(commencing with Section 53570) of Chapter 3 of Division 2 of Title 5 of the California
Government Code of the State of California (the “Act”), and a Trust Agreement, dated as of
June 1, 2004, between Wells Fargo Bank, National Association, as trustee (the “Trustee”), and
the City, as supplemented and amended by the First Supplemental Trust Agreement, dated as
of June 1, 2005, between the Trustee and the City (as supplemented and amended, the “Trust
Agreement”). The Trust Agreement provides that the Bonds are issued for the purpose of
refunding certain obligations of the City to the California Public Employees’ Retirement System
evidenced by the PERS Contract (as defined in the Trust Agreement).

In such connection, we have reviewed the Trust Agreement, the opinions of counsel to
the Trustee and the City, the report prepared by Bartel Associates, LLC, acting as actuary for
the City (the “Actuary”), certificates of the City, the Trustee, the Actuary and others, and such
other documents, matters and opinions to the extent we deemed necessary in order to render
the opinions set forth herein.

The opinions expressed herein are based on an analysis of existing laws, regulations,
rulings and court decision, including the default judgment rendered on May 3, 2004, by the
Superior Court of the County of Riverside in the action entitled City of Riverside v. All Persons
Interested in the Matter, Case No. RIC408587, and cover certain matters not directly addressed
by such authorities. Such opinions may be affected by actions taken or omitted or events
occurring after the date hereof. We have not undertaken to determine, or to inform any person,
whether any such actions are taken or omitted or events do occur or any other matters come to
our attention after the date hereof. Our engagement with respect to the Bonds has concluded
with their issuance, and we disclaim any obligation to update this letter.

We have assumed the genuineness of all documents and signatures presented to us
(whether as originals or as copies) and the due and legal execution and delivery thereof by, and
validity against, any parties other than the City. We have assumed, without undertaking to
verify, the accuracy of the factual matters represented, warranted or certified in the documents,
and of the legal conclusions contained in the opinions, referred to in the second paragraph
hereof. Furthermore, we have assumed compliance with all covenants and agreements
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contained in the Trust Agreement. We call attention to the fact that the rights and obligations
under the Bonds and the Trust Agreement and their enforceability may be subject to
bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance, moratorium and
other laws relating to or affecting creditors’ rights, to the application of equitable principles, to
the exercise of judicial discretion in appropriate cases and to the limitations on legal remedies
against cities in the State of California. We express no opinion with respect to any
indemnification, contribution, choice of law, choice of forum or waiver provisions contained in
the foregoing documents nor do we express any opinion with respect to the state or quality of
title to or interest in any of the assets described in or as subject to the lien of the Trust
Agreement or the accuracy or sufficiency of the description contained therein of, or the
remedies available to enforce liens on, any such assets. Finally, we undertake no responsibility
for the accuracy, completeness or fairness of the Official Statement relating to the Bonds and
express no opinion relating thereto.

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof we
are of the following opinions:

1. The Bonds constitute valid and binding limited obligations of the City.

2. The Trust Agreement has been duly executed and delivered by, and constitutes
a valid and binding obligation of, the City.

3. The Bonds do not constitute an obligation of the City for which the City is
obligated to levy or pledge any form of taxation or for which the City has levied or pledged any
form of taxation, and neither the Bonds nor the obligation of the City to make payment of the
interest on or the principal of the Bonds constitutes an indebtedness of the City or the State of
California, or any of its political subdivisions, in contravention of any Constitutional or statutory
debt limitation or restriction.

4. Interest on the Bonds is exempt from State of California personal income taxes.
Except as stated in the preceding sentence, we express no opinion as to any federal or state tax
consequences related to the ownership or disposition of, or the accrual or receipt of interest on,
the Bonds.

Our opinions are based on existing law, which is subject to change. Such opinions are
further based on our knowledge of facts as of the date hereof. We assume no duty to update or
supplement our opinions to reflect any facts or circumstances that may thereafter come to our
attention or to reflect any changes in any law that may thereafter occur or become effective.
Moreover, our opinions are not a guarantee of result; rather, such opinions represent our legal
judgment based upon our review of existing law that we deem relevant to such opinions and in
reliance upon the representations and covenants referenced above.

Respectfully submitted,
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APPENDIX G

BOOK ENTRY PROVISIONS

The information concerning DTC set forth herein has been supplied by DTC, and the
City assumes no responsibility for the accuracy thereof.

Unless a successor securities depository is designated pursuant to the Trust Agreement,
DTC will act as Securities Depository for the Bonds. The Bonds 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 Bond will be issued for each maturity of each Series of the Bonds, each in the
aggregate principal amount of such maturity, and will be deposited with DTC.

DTC and Its Participants. 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 transfer 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 securities brokers and dealers, banks and trust
companies and clearing corporations that clear through or maintain a custodial relationship with
a Direct Participant, either directly or indirectly (“Indirect Participants”). DTC has Standard &
Poor’s highest rating of “AAA.” The DTC Rules applicable to its Participants are on file with the
Securities Exchange Commission. More information about DTC can be found at www.dtcc.com.

Purchase of Ownership Interests. Purchases of the Bonds under the DTC system
must be made by or through Direct Participants, which will receive a credit for the Bonds on
DTC's records. The ownership interest of each actual purchaser of each Bond (“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 Bonds
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
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ownership interests in the Bonds, except in the event that use of the book-entry system for the
Bonds is discontinued.

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

Notices and Other Communications. Conveyance of notices and other
communications by DTC to Direct Participants, by Direct Participants to Indirect Participants,
and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in
effect from time to time. THE CITY AND THE TRUSTEE WILL NOT HAVE ANY
RESPONSIBILITY OR OBLIGATION TO SUCH DTC PARTICIPANTS OR THE PERSONS
FOR WHOM THEY ACT AS NOMINEES WITH RESPECT TO THE BONDS.

Redemption notices shall be sent to DTC. If less than all of the Bonds 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.

Voting Rights. Neither DTC nor Cede & Co. will consent or vote with respect to the
Bonds unless authorized by a Direct Participant in accordance with DTC’s procedures. Under
its usual procedures, DTC mails an Omnibus Proxy to an 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 the Bonds are credited on the record date (identified in a
listing attached to the Omnibus Proxy).

Redemption Proceeds. Payments of principal and interest with respect to the Bonds
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 on interest
payment dates in accordance with their respective holdings shown on DTC's records unless
DTC has reason to believe that it will not receive payment on the interest payment date.
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 Trustee, or the City, subject to any statutory or regulatory
requirements as may be in effect from time to time. Payment of redemption proceeds, principal
and interest to Cede & Co., or such other nominee as may be requested by an authorized
representative of DTC is the responsibility of the 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.

THE TRUSTEE AND THE CITY SHALL NOT HAVE ANY RESPONSIBILITY OR
OBLIGATION TO ANY DTC PARTICIPANT, ANY BENEFICIAL OWNER OR ANY OTHER
PERSON CLAIMING A BENEFICIAL OWNERSHIP INTEREST IN THE BONDS UNDER OR
THROUGH DTC OR ANY DTC PARTICIPANT, OR ANY OTHER PERSON WHICH IS NOT
SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS BEING AN OWNER OF



BONDS, WITH RESPECT TO THE ACCURACY OF ANY RECORDS MAINTAINED BY DTC
OR ANY DTC PARTICIPANT; THE PAYMENT BY DTC OR ANY DTC PARTICIPANT OF ANY
AMOUNT IN RESPECT OF THE PRINCIPAL OF, AND PREMIUM, IF ANY, OR INTEREST
WITH RESPECT TO THE BONDS; ANY NOTICE WHICH IS PERMITTED OR REQUIRED TO
BE GIVEN TO OWNER OF THE BONDS UNDER THE TRUST AGREEMENT; THE
SELECTION BY DTC OR ANY DIRECT OR INDIRECT PARTICIPANT OF ANY PERSON TO
RECEIVE PAYMENT IN THE EVENT OF A PARTIAL REDEMPTION OF THE BONDS; ANY
CONSENT OR OTHER ACTION TAKEN BY DTC AS OWNER OF THE BONDS; OR ANY
OTHER PROCEDURES OR OBLIGATIONS OF DTC UNDER THE BOOK-ENTRY SYSTEM.

SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE BONDS, AS
NOMINEE OF DTC, REFERENCES HEREIN TO THE REGISTERED OWNERS OF THE
BONDS SHALL MEAN CEDE & CO., AS AFORESAID, AND SHALL NOT MEAN THE
BENEFICIAL OWNERS OF THE BONDS (EXCEPT FOR THE MATTERS UNDER THE
CAPTION “TAX MATTERS” HEREIN).

The foregoing description of the procedures and record keeping with respect to
beneficial ownership interests in the Bonds, payment of principal and interest with respect to the
Bonds to DTC Participants or Beneficial Owners, confirmation and transfer of beneficial owner
interest in such Bonds and other related transactions by and between DTC, the DTC
Participants and the Beneficial Owner is based solely on information provided by DTC.
Accordingly, no representations can be made concerning these matters, and neither the DTC
Participants nor the Beneficial Owners should rely on the foregoing information with respect to
such matters, but should instead confirm the same with DTC or the DTC Participants, as the

case may be.

Discontinuance of Book-Entry System. DTC may discontinue providing its services
as securities depository with respect to the Bonds at any time by giving reasonable notice to the
City or the Trustee. Under such circumstances, in the event that a successor securities
depository is not obtained, Bonds are required to be printed and delivered as described in the
Trust Agreerment.

The City may decide to discontinue use of the system of book-entry transfers through
DTC (or a successor securities depository). In that event, Bonds will be printed and delivered
as described in the Trust Agreement and payment of interest to each Owner who owns of
record $1,000,000 or more in aggregate principal amount of Bonds may be made to such
Owner by wire transfer to such wire address within the United States that such Owner may
request in writing for all Interest Payment Dates following the 15" day after the Trustee’s receipt
of such request.
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APPENDIX H

FORM OF CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate (the “Disclosure Certificate”), dated June 30,
2005, is executed and delivered by the City of Riverside, California (the “City’) in connection
with the issuance of $60,000,000 City of Riverside (the “City”) Taxable Pension Obligation
Bonds, 2005 Series A and 2005 Series B (together, the “Bonds”). The Bonds are being issued
pursuant to the Trust Agreement, dated as of June 1, 2004, as supplemented and amended by
the First Supplemental Trust Agreement, dated as of June 1, 2005 (together, the “Trust
Agreement’), each by and between the City and Wells Fargo Bank, National Association, as
trustee (the “Trustee”). The City covenants and agrees as follows:

SECTION 1. Purpose of the Disclosure Certificate. This Disclosure Certificate is being
executed and delivered by the City for the benefit of the Holders and Beneficial Owners of the
Bonds and in order to assist the Participating Underwriter in complying with S.E.C.
Rule 15¢2-12(b)(5).

SECTION 2. Definitions. In addition to the definitions set forth in the Trust Agreement,
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:

“Annual Report” shall can any Annual Report provided by the City pursuant to, and as
described in, Sections 3 and 4 of this Disclosure Certificate.

“Beneficial Owner” shall mean any person which (a) has the power, directly or indirectly,
to vote or consent with respect to, or to dispose of ownership of, any Bonds (including persons
holding Bonds through nominees, depositories or other intermediaries), or (b) is treated as the
owner of any Bonds for federal income tax purposes.

“Dissemination Agent” shall mean Wells Fargo Bank, National Association, or any

successor Dissemination Agent designated in writing by the City and which has filed with the
City a written acceptance of such designation.

“isted Events” shall mean any of the events listed in Section 5(a) of this Disclosure
Certificate.

“National Repository” shall mean any Nationally Recognized Municipal Securities
Information Repository for purposes of the Rule. The National Repositories currently approved
by the Securities and Exchange Commission (the “SEC") are listed in the SEC website at
http://www.sac.gov/info/ municipal/nrmsir.htm.

“Official Statement” shall mean the Official Statement relating to the Bonds, dated
June __, 2005.

“Participating Underwriter” shall mean the original purchaser or purchasers of the Bonds
required to comply with the Rule in connection with offering of the Bonds.

“Repository” shall mean each National Repository and each State Repository, if any.

H-1



‘Rule” shall mean Rule 15c2-12(b)(5) adopted by the Securites and Exchange
Commission under the Securities Exchange Act of 1934, as the same may be amended from

time to time.
“State” shall mean the State of California.

“State Repository” shall mean any public or private repository or entity designated by the
State 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 City shall, or shall cause the Dissemination Agent to, not later than
210 days after the end of the City's fiscal year (presently such fiscal year ends June 30),
commencing with the report for the fiscal year ending June 30, 2005, provide to each Repository
an Annual Report which is consistent with the requirements of Section 4 of this Disclosure
Certificate. The Annual Report may be submitted as a single document or as separate
documents comprising a package, and may cross-reference other information as provided in
Section 4 of this Disclosure Certificate; provided that the audited financial statements of the City
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 they are not available by that date. If the
City's fiscal year changes, it shall give notice of such change in the same manner as for a Listed
Event under Section 5(c).

(b) Not later than fifteen (15) Business Days prior to said date, the City shall
provide the Annual Report to the Dissemination Agent (if other than the City). If the City is
unable to provide to the Repositories an Annual Report by the date required in subsection (a),
the City shall send a notice to each Repository in substantially the form attached as Exhibit A.

() The Dissemination Agent shall:

(1) determine each year prior to the date for providing the Annual
Report the name and address of each National Repository and the State
Repository, if any; and

tii) if the Dissemination Agent is other than the City, file a report with
the City 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 City's Annual Report shall contain or
include by reference the following:

(a) The audited financial statements of the City for the prior fiscal year,
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 City’s audited 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



Statement, and the audited financial statements shall be filed in the same manner as the Annual
Report when they become available.

(b) Numerical and tabular information for the immediately preceding fiscal
year of the type contained in Appendix A of the Official Statement as follows:

(i) Information updating Table 2 — “City of Riverside General Fund
Balance Sheet.”

(i1) Information updating Table 3 — “City of Riverside Statement of
General Fund Revenues, Expenditures and Balances.”

(i)  Information updating Table 4 — “City of Riverside General Fund

Budget.”

(iv) Information updating Table 5 — “Summary of General Fund
Budget.”

(v) Information updating Table 6 — “General Fund Reserves.”

(vi) Information updating Table 11 — “City of Riverside Gross

Assessed Value of All Taxable Property.”

(c) Information updating the section entitled “Long-Term Obligations” in
Appendix A of the Official Statement.

(d) Any or all of the items listed in this section may be included by specific
reference to other documents, including official statements of debt issues of the City 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 Municipal Securities Rulemaking Board. The City 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 City shall give, or cause
to be given, notice of the occurrence of any of the following events with respect to the Bonds or
its obligations in relation to the Bonds, if material:

1. principal and interest payment delinquencies.
2. non-payment related defaults.

3. modifications to rights of Holders of Bonds.

4, optional, contingent or unscheduled Bond calls.
5. defeasances.

6. rating changes.
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7. adverse tax opinions or events affecting the tax-exempt status of
the Bonds.

8. unscheduled draws on the debt service reserves reflecting
financial difficulties.

9. unscheduled draws on the credit enhancements reflecting
financial difficulties.

10. substitution of the credit or liquidity providers or their failure to
perform.

11. release, substitution or sale of property securing repayment of the
Bonds.

b) Whenever the City obtains knowledge of the occurrence of a Listed
Event, the City shall as soon as possible determine if such event would be material under
applicable federal securities laws.

(c) If the City determines that knowledge of the occurrence of a Listed Event
would be material under applicable federal securities laws, the City shall promptly file a notice of
such occurrence with the Repositories. Notwithstanding the foregoing, notice of Listed Events
described in subsections (a)(4) and (5) 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
Trust Agreement.

SECTION 6. Termination of Reporting Obligation. The City’s obligations under this
Disclosure Certificate shall terminate upon the legal defeasance, prior redemption or payment in
full of all of the Bonds. If such termination occurs prior to the final maturity of the Bonds, the
City shall give notice of such termination in the same manner as for a Listed Event under
Section 5(c).

SECTION 7. Dissemination Agent. The City hereby appoints Wells Fargo Bank,
National Association to serve as the Dissemination Agent hereunder. The City may, from time
to time, appoint or engage a Dissemination Agent to assist it in carrying out its obligations under
this Disclosure Certificate, and may discharge any such Agent, with or without appointing a
successor Dissemination Agent. The Dissemination Agent shall not be responsible in any
manner for the content of any notice or report prepared by the City pursuant to this Disclosure
Certificate.

SECTION 8.  Additional Information. Nothing in this Disclosure Certificate shall be
deemed to prevent the City 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 City 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 City shall have no obligation
under this Disclosure Certificate to update such information or include it in any future Annual
Report or notice of occurrence of a Listed Event.




The City acknowledges and understands that other state and federal laws, including but
not limited to the Securities Act of 1933 and Rule 10b-5 promulgated under the Securities
Exchange Act of 1934, may apply to the City, and that under some circumstances compliance
with this Disclosure Certificate, without additional disclosures or other action, may not fully
discharge all duties and obligations of the City under such laws.

SECTION 9. Default. In the event of a failure of the City to comply with any provision
of this Disclosure Certificate, the sole legal remedy of any Holder or Beneficial Owner of the
Bonds or the Participating Underwriter shall be an action to compel performance. A default
under this Disclosure Certificate shall not be deemed an Event of Default under the Trust
Agreement.

No Bondholder or Beneficial Owner may institute such action, suit or proceeding to
compel performance unless it shall have first delivered to the City satisfactory written evidence
of its status as such, and a written notice of and request to cure such failure, and the City shall
have refused to comply therewith within a reasonable time.

SECTION 10. Duties, Immunities _and Liabilities of Dissemination Agent. The
Dissemination Agent shall have only such duties as are specifically set forth in this Disclosure
Certificate, and the City agrees, to the extent permitted by law, 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 against any claim of liability, but excluding liabilities due to the Dissemination Agent’s
negligence or willful misconduct. The obligations of the City under this Section 10 shall survive
resignation or removal of the Dissemination Agent and payment of the Bonds.

SECTION 11. Amendment; Waiver.  Notwithstanding any other provision of this
Disclosure Certificate, the City may amend this Disclosure Certificate, and any provision of this
Disclosure Certificate may be waived, provided that, in the opinion of nationally recognized bond
counsel, such amendment or waiver is permitted by the Rule. In the event of any amendment
or waiver of a provision of this Disclosure Certificate, the City shall describe such amendment in
the same manner as for a Listed Event under Section 5(c).
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SECTION 12. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit
of the City, the Dissemination Agent, the Participating Underwriter, the Holders and the
Beneficial Owners from time to time of the Bonds, and shall create no rights in any other person
or entity.

CITY OF RIVERSIDE, CALIFORNIA

By

Paul C. Sundeen
Finance Director and City Treasurer

Acknowledged as to Duties as
Dissemination Agent:

WELLS FARGO BANK, NATIONAL
ASSOCIATION

By

Authorized Officer



EXHIBIT A

MOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT

Name of Issuer: City of Riverside, California

Name of Bond Issue: City of Riverside Taxable Pension Obligation Bonds, 2005 Series A and
2005 Series B

Date of Issuance: June 30, 2005

NOTICE 1S HEREBY GIVEN that an Annual Report with respect to the above-named Bonds
was not released by the City by the date required in the Continuing Disclosure Certificate dated
the date of issuance of the Bonds. The City anticipates that the Annual Report will be filed by

Dated:

CITY OF RIVERSIDE, CALIFORNIA

By [form only; no signature required]
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