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MATURITY SCHEDULE*
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§ Copyright 2008, American Bankers Association. CUSIP data herein are provided by Standard & Poor's CUSIP Service Bureau, a
division of The McGraw-Hill Cornpanies, Inc., and are provided for convenience of reference only. Neither the City, the Authority nor
the Underwriters assume any responsihility for the accuracy of these CUSIP data,

* Preliminary; subject to change
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GENERAL INFORMATION ABOUT THIS OFFICIAL STATEMENT

Use of Official Statement. This Official Statement is submitted in connection with the sale of the 2008
Bonds referred to herein and may not be reproduced or used, in whole or in part, for any other purpose.
This Official Statement is not to be construed as a coniract with the purchasers of the 2008 Bonds.

Estimates and Forecasts. When used in this Official Statement and in any continuing disclosure by the
City, in any press release and in any oral statement made with the approval of an authorized officer of the
City, the words or phrases "will likely result,” “are expected to”, "will continue”, “is anticipated”, “estimate”,
“project,” “forecast”, “expect’, “intend” and similar expressions identify “forward looking statements” within
the meaning of the Private Securities Litigation Reform Act of 1995. Such statements are subject to risks
and uncertainties that could cause actual results to differ materially from those contemplated in such
forward-looking statements. Any forecast is subject to such uncertainties. Inevitably, some assumptions
used to develop the forecasts will not be realized and unanticipated events and circumstances may occur.
Therefore, there are likely to be differences between forecasts and actual results, and those differences
may be material. The information and expressions of opinion herein are subject to change without notice,
and neither the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, give rise to any implication that there has been no change in the affairs of the City since
the date hereof.

Limit of Offering. No dealer, broker, salesperson or other person has been authorized by the City or the
Underwriters to give any information or o make any representations other than those contained herein
and, if given or made, such other information or representation must not be relied upon as having been
authorized by any of the foregoing. This Official Statement does not constitute an offer to sell or the
solicitation of an offer to buy nor shall there be any sale of the 2008 Bonds by a person in any jurisdiction
in which it is unlawful for such person fo make such an offer, solicitation or sale.

Limited Scope of Information. The City has obtained certain information set forth herein from sources
which are believed to be reliable. The information and expressicns of opinions herein are subject fo
change without notice and neither delivery of this Official Statement nor any sale made hereunder shall,
under any circumstances, create any implication that there has been no change in the affairs of the City
since the date hereof. All summaries of or references to the documents referred to in this Official
Statement are made subject to the provisions of such documents and do not purport fo be complete
statements of any or all of such provisions. All capitalized terms used herein, unless noted otherwise,
have the meanings given in the Indenture.

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

Stabilization of Prices. In connection with this offering, the Underwriters may overallot or effect
transactions which stabilize or maintain the market price of the 2008 Bonds at a level above that which
might otherwise prevall in the open market. Such stabilizing, if commenced, may be discontinued at any
time. The Underwriters may offer and sell the 2008 Bonds to certain dealers and others at prices lower
than the public offering prices set forth on the cover page hereof and said public offering prices may be
changed from time to time by the Underwriters.

THE 2008 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 2008 BONDS HAVE NOT BEEN REGISTERED CR QUALIFIED
UNDER THE SECURITIES LAWS OF ANY STATE.
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OFFICIAL STATEMENT

CITY OF BEVERLY HILLS PUBLIC FINANCING AUTHORITY

— I
2008 Lease Revenue Bonds, 2008 Lease Revenue Bonds,
Series A Taxable Series B
(Office Building Project) (Office Building Project)
INTRODUCTION

This introduction is not a summary of this Official Statement. It is only a brief description
of and guide to, and is qualified by, more complete and defailed information confained in the
entire Official Statement, including the cover page and appendices herefo, and the documents
summarized or described herein. A full review should be made of the entire Official Statement.
The offering of the 2008 Bonds to potential investors is made only by means of the entire
Official Statement.

Capitalized terms used but not defined in this Official Statement have the meanings set
forth in the Indenture (as defined below). See "APPENDIX A.”

Authority for Issuance. The City of Beverly Hills Public Financing Authority (the
“Authority”) is issuing the 2008 Lease Revenue Bonds, Series A (Office Building Project) (the
“Series A Bonds”) and the 2008 Lease Revenue Bonds, Taxable Series B (Office Building
Project) (the “Taxable Series B Bonds” and, together with the Series A Bonds, the “2008
Bonds") under the following:

(a) Article 4 of Chapter 5, Division 7, Title 1 of the Government Code of the
State of California, commencing with Section 6584 {the "Bond Law”),

(b) resolutions adopted by the Board of Directors (the “Board") of the
Authority on March ___, 2008 (the "Authority Resolution), and by the City Council (the
“City Council’) of the City of Beverly Hills (the “City") on March ___, 2008 (the “City
Resolution™), and

(c) an Indenture (the “Indenture”), dated as of April 1, 2008, by and between
the Authority and U.S. Bank National Association, as trustee (the “Trustee”).

Form of Bonds; Book-Entry Only. The 2008 Bonds will be issued in fully registered
form, registered in the name of The Depository Trust Company, New York, New York ("DTC"),
or its nominee, which will act as securities depository for the 2008 Bonds. Purchasers of the



2008 Bonds will not receive cerfificates representing the 2008 Bonds that are purchased. See
“THE 2008 BONDS - Book-Entry Only System” and “APPENDIX F — DTC AND THE BOOK-
ENTRY ONLY SYSTEM.”

Purpose of the 2008 Bonds. The 2008 Bonds are being issued o provide funds fo (i)
finance the design, construction and equipping of an office building (the “Improvements”) to be
owned and operated by the City, (i} provide a reserve fund for the 2008 Bonds [through the
deposit of a portion of the proceeds of the 2008 Bonds] [through the purchase of a debt service
reserve surety], (i) fund capitalized interest on a portion of the 2008 Bonds, and (iv) pay the
costs of issuing the 2008 Bonds. See "FINANCING PLAN."

Security for the 2008 Bonds and Pledge of Revenues. Under the Indenture, the 2008
Bonds are payable from and secured by a first pledge of and lien on "Revenues” received by the
Authority under the Property Lease, daled as of April 1, 2008, between the Authority, as lessor,
and the City, as lessee (the “Property Lease”), consisting primarily of rental payments (the
“Base Rental Payments”) made by the City under the Property Lease.

The City and the Authority will enter into a Site and Faclility Lease dated as of April 1,
2008 (the “Site Lease”). Under the Site Lease, the City (as owner of the Site} will lease the Site
fo the Authority. Concurrently, the City and the Authority will enfer into the Property Lease,
under which the Authority will lease the Site back to the City for the purpose of financing the
Improvements.

See “SECURITY FOR THE 2008 BONDS.”

Parity Obligations. Under the Indenture, the Authority may issue additional bonds on a
parity with the 2008 Bonds, provided that the conditions set forth in the Indenture are met. See
"SECURITY FOR THE 2008 BONDS — Additional Bonds.”

Reserve Fund. A Reserve Fund will be established and available if there are insufficient
amounts in the Revenue Fund to make payment on the 2008 Bonds. Upon delivery of the 2008
Bonds, the Authority will meet the "Reserve Requirement” (described herein) by depositing [a
portion of the proceeds of the 2008 Bonds][a reserve fund surety bond] with the Trustee at
closing. See "SECURITY FOR THE 2008 BONDS — Reserve Fund."

Application for Municipal Bond Insurance. The Authority and the City have applied
for a policy of municipal bond insurance to insure the payment of the principal and interest on
the 2008 Bonds when due, but no commitment to issue such a policy has been issued as of the
date of the Preliminary Official Statement.

Redemption. The 2008 Bonds are subject to opticnal redemption, redemption from the
proceeds of insurance or condemnation proceeds, and mandatory sinking account redemption
prior to their stated maturity dates. See “THE 2008 BONDS — Redemption.”

Abatement. The Base Rental Payments are subject to complete or partial abatement in
the event and to the extent that there is substantial interference with the City’s right to use and
possession of the Site and Facilities or any portion thereof. If the Base Rental Payments are
abated under the Property Lease, the Bond Owners would receive less than the full amount of
principal of and interest on the 2008 Bonds. To the extent proceeds of rental interruption
insurance are available or there are moneys in the Reserve Fund with respect to the 2008
Bonds (as described below), Base Rental Payments (or a portion thereof) may be made from



those sources during periods of abatement. See "SECURITY FOR THE 2008 BONDS -
Abatement” and “BOND OWNERS’ RISKS.”

Risks of Investment. The 2008 Bonds are repayable only from Base Rental Payments
and other amountis payable by the City under the Property Lease. For a discussion of some of
the risks associated with the purchase of the 2008 Bonds, see "BOND OWNERS’ RISKS.”

NEITHER THE 2008 BONDS, THE OBLIGATION OF THE AUTHORITY TO PAY
PRINCIPAL OF OR INTEREST THEREON, NOR THE OBLIGATION OF THE CITY TO MAKE
THE BASE RENTAL PAYMENTS, CONSTITUTE A DEBT OR A LIABILITY OF THE
AUTHORITY, THE CITY, THE STATE OF CALIFORNIA OR ANY OF ITS POLITICAL
SUBDIVISIONS WITHIN THE MEANING OF ANY CONSTITUTIONAL LIMITATION ON
INDEBTEDNESS, OR A PLEDGE OF THE FULL FAITH AND CREDIT OF THE CITY. THE
2008 BONDS ARE SECURED SOLELY BY THE PLEDGE OF REVENUES AND CERTAIN
FUNDS HELD UNDER THE INDENTURE. THE 2008 BONDS ARE NOT SECURED BY A
PLEDGE OF THE TAXING POWER OF THE CITY.



FINANCING PLAN
The Improvemenis

General. The Authority and the City intend {0 use a portion of the proceeds of the 2008
Bonds to finance the cost of the Improvements, which are generally defined in the Indenture and
the Property Lease as the design, construction and equipping of an office buiiding located at
331 Foothill Road, Beverly Hills, California 90210 (and any other capital improvements
approved by the City Council).

Under the City's current design, the Improvements will be a 4-story building containing
approximately 72,000 square feet, with its primary fagade and entrance alcng Foothill Road,
and contain the following:

« In the first story, a 6,500 square foot restaurant with an outdoor patio.

* In the second and third stories, commercial office tenants with either single or
multiple cccupancies.

» In the fourth story, the City's cable TV studio (including recording equipment,
production space, staff offices and equipment).

Under current plans, the City is expected to occupy approximately _ % of the building,
and to the lease the remaining __ % to private tenants for the restaurant and commercial office
uses.

Construction Schedule. The City currently intends to award a construction contract for
the Improvements in mid-dJune 2008, to begin construction in mid- to [ate June 2008, and to
complete the Improvements by January 2010,

Environmental Review. On March 4, 2008, the City Council approved an
Environmental Impact Report under the California Environmental Quality Act (*CEQA”) with
respect to the construction of the Improvements. The period in which any legal challenge may
be brought against the Environmental Impact Report expires on April 3, 2008. No assurance
can be given as to whether any legal chalfenge might be brought against the Environmental
Impact Report before the expiration of this challenge period. The Authority intends to price and
sell the Bonds after the challenge period has expired under CEQA.

Leased Property. The Leased Property that will be subject fo the Property Lease
consists of the Improvements and the site on which the Improvements are located. See “THE
LEASED PROPERTY.”



Estimated Sources and Uses of Funds

The estimated sources and uses of funds relating to the Series A Bonds are as follows:

Sources:
Principal Amount of Series A Bonds $
[Plus Criginal Issue Premium]
Less Underwriter's Discount
TOTAL SOURCES $

Uses:

Deposit o Series A Subaccount of Capitalized Interest Account [1]
Deposit to Costs of Issuance Fund [2]

Deposit to Series A Account of Improvement Fund (3]

Deposit fo Tax Exempt Reserve Account of Reserve Fund

TOTAL USES $
n Represents capitalized interest on the Series A Bonds for a limited period.
| Represents funds fo be used to pay Costs of Issuance, which include legal

fees, bond insurance and surety bond premiums (if applicable)}, financial
advisor's fee, printing costs, rating agency fees and other miscellaneous
expenses.

3] Represents funds to be used to finance a portion of the costs of the
Improvements. See “— The Improvements” above.

The estimated sources and uses of funds relating to the Taxable Series B Bonds are as
follows:

Sources:
Principal Amount of Taxable Series B Bonds $

Less Underwriter's Discount
TOTAL SOURCES $

Uses:

Deposit to Taxable Series B Subaccount of Capitalized Interest Account [1]
Deposit to Costs of Issuance Fund (2]

Deposit to Taxable Series B Account of Improvement Fund [3]

Deposit to Taxable Reserve Account of Reserve Fund

TOTAL USES 3
[1] Represents capitalized interest on the Taxable Series B Bonds for a limited
period.
[2] Represents funds fo be used to pay Costs of Issuance, which include legal

fees, bond insurance and surely bond premiums (if applicable), financial
advisor's fee, printing costs, rating agency fees and other miscellaneous
expenses.

i3] Represents funds to be used to finance a portion of the costs of the
Improvements. See “— The Improvements” above.,



THE LEASED PROPERTY
Description and Location

Base Rental Payments will be made by the City under the Property Lease for the use
and occupancy of the Leased Property, which is defined as:

» The Improvements, which are intended to consist of a 4-story office building
containing approximately 72,000 square feet located at 331 Foothill Road (see
‘FINANCING PLAN — The Improvements” above.

» The parcel on which the improvements are intended to be constructed, which
consists of approximately 28,560 square feet. The City currently estimates that the
market value of this parcel is no less than approximately $6.8 million (based on an
estimated value per square foot of $240).

Changes to Leased Property

Under the Property Lease, subject to the approval of the Authority, the City will have the
right during the term of the Property Lease to make additions, alterations or improvements or to
attach fixtures, structures or signs to the Leased Property if those additions, alterations,
improvements, fixtures, structures and signs are necessary or beneficial for the use of the
Leased Property by the City. The City may remove any fixture, structure or sign added by the
City, but such removal will be accomplished so as to leave the Leased Property in substantially
the same condition as it was in before the fixture, structure or sign was attached.

Substitution

Under the Property Lease, whenever the City determines thatf the annual fair rental value
of a proposed Substitute Leased Property is at least equal to the maximum annual Base Rental
payments and Additional Rental payments yet unpaid thereunder and that the Substitute
Leased Property is complete and is available for beneficial use and occupancy by the City, the
City may amend Exhibit A fo the Property Lease {o substitute such Substitute Leased Property
for all or a portion of the Leased Property thereunder upon compliance with all of the conditions
set forth in the Property Lease, which include (among others) the following:

. The City must deliver a certificate of the City based (with respect to
clauses (i) and (i) below} on an appraisal (which is prepared by a certified appraiser
selected by the City and who may be an employee of the City) stating that:

(i} the annual fair rental value of the Substitute Leased Property is no less
than the maximum annual Base Rental and Additional Rental remaining unpaid
under the Property lLease at the time of Substitution;

(if) the remaining useful life of such Substitute Leased Property is at least
equal to the remaining term of the Property Lease; and

(iii) the City will, at the time of the Substitution, have beneficial use and
occupancy of the Substitute Leased Property.

See "APPENDIX A’



After a Substitution, all or a portion of the Leased Property originally leased under the
Property Lease will be released from the leasehold thereunder, as appropriate. The Authority
and the City will also make any amendments needed to be made to the Property Lease, and will
enter into any necessary site or ground leases in connection with such Substitution. Such
amendments may be made without the consent of Bondowners.

Removal of Leased Property

Under the Property Lease, the City has the option at any time and from time to time
during the term of the Property Lease to remove from the Property Lease any portion of the
l.eased Property; provided that the City satisfies all of the requirements under the Property
Lease that are conditions precedent to such remocval, which include (among others) the
following:

. The City must file with the Authority and the Trustee an appraisal (which
is prepared by a certified appraiser selected by the City and who may be an employee of
the City) stating that the annual fair rental value of the remaining Leased Property, taking
into consideration the removal of the applicable poriion of the Leased Property, is no
less than the maximum annual Base Rental and Additional Rental remaining unpaid
under the Property Lease at the fime of such remaoval.

. A letter from each rating agency then rating the 2008 Bonds to the effect
that such removal will not reduce the then current rating on the 2008 Bonds.

See “APPENDIX A.”
Addition of Leased Property

The City may, at any time it deems it necessary or advisable, amend the Properly
Lease, and enter into any necessary or advisable site or ground lease, to add additional
property to the property originally leased under the Property Lease.

If the addition to the Leased Property {the “Addition”) is being done in connection with
the issuance of Additional Bonds, the additional requirements set forth in the Property Lease
apply, which include (among others) the following:

. The City must provide a certificate of the City based (with respect to
clauses (i) and (i) below) on an appraisal {which shall be prepared by a certified
appraiser selected by the City and who may be an employee of the City) stating that:

(i} the annual fair rental value of the Leased Property (including the
Addition) is no less than the maximum annuai Base Rental and Additional Rental
remaining unpaid under the Property Lease at the time of such Addition;

(i) the remaining useful hife of such Leased Property (including the
Addition) is at least equal to the remaining term of the Property Lease; and

(iii) the City will, at the time of the Addition, have beneficial use and
occupancy of all of the Leased Property.



. Written notice of such Addition must be given by the City to any Rating
Agency then rating the 2008 Bonds.



THE 2008 BONDS
Authority for Issuance

The 2008 Bonds are being issued under the Bond Law, the Authority Resolution (which
was adopted by the Board of the Authority on March , 2008), the City Resolution
(which was adopted by the City Council on March , 2008), and the indenture. Under
the Authority Resolution and the City Resolution, the 2008 Bonds may be issued in a principal
amount not to exceed $45,000,000.

General Provisions

Bond Terms. The 2008 Bonds will be dated their date of delivery and issued in fully
registered form without coupons in denominations of $5,000 or any integral multiple of $5,000.
The 2008 Bonds will mature in the amounts and on the dates, and bear interest at the annual
rates, set forth on the inside cover page of this Official Statement.

Payments of Principal and Interest. Interest on the 2008 Bonds will be payable on
June 1 and December 1 in each year, beginning December 1, 2008 {each an "Interest Payment
Date™).

While the 2008 Bonds are subject to the book-entry system, the principal, interest and
any prepayment premium with respect to the 2008 Bonds will be paid by the Trustee to DTC for
subsequent disbursement to beneficial owners of the 2008 Bonds. See “- Book-Entry Only
System” below.

Interest with respect to any 2008 Bond will be payable on each Interest Payment Date to
the Owner thereof as of the close of business on the Record Date, such interest to be paid by
check of the Trustee, sent on such Interest Payment Date to the Owner by first-class mail,
postage prepaid, at his address as if appears on the regisiration book maintained by the
Trustee, or, upon written request of an Owner of at least $1,000,000 in aggregate principal
amount of 2008 Bonds received by the Trustee on or prior to the Record Date, by wire transfer
in immediately available funds o an account with a financial institution within the continental
limits of the United States of America designated by such Owner. Payments of defaulted
interest will be paid by check to the Owners as of a special record date to be fixed by the
Trustee, notice of which special record date will be given to the Owners by first class mail not
less than 10 days prior therefo.

Principal and premium, if any, with respect to each 2008 Bond is payable upon
surrender of such 2008 Bond at the Principal Corporate Trust Office of the Trustee upon
maturity or the earlier redemption thereof.

The principal of, premium, if any, and interest on the 2008 Bonds will be payable in
lawful money of the United States of America.

Calculation of Interest. Interest on the 2008 Bonds wili accrue from the Interest
Payment Date next preceding its date of authentication unless:

(i) it is authenticated after a Record Date and before the close of business on the
immediately following Interest Payment Date, in which event interest with respect thereto
will be payable from such Interest Payment Date, or



(i) it is authenticated on or before the Record Date immediately preceding the
first Interest Payment Date, in which event interest with respect thereto will be payable
from its dated date.

However, if at the time of authentication of any 2008 Bond, interest with respect thereto
is in default, interest with respect thereto will be payable from the Interest Payment Date to
which interest has previously been paid or made available for payment or from its dated date if
no interest has been paid or made available for payment.

Interest with respect to the 2008 Bonds will be computed on the basis of a 360-day year
composed of 12 months of 30 days each.

Transfer, Registration and Exchange

See "APPENDIX A — Summary of Principal Legal Documents” for a description of the
provisions of the Indenture relating to the transfer, registration and exchange of the 2008 Bonds.

Redemption’

Mandatory Redemption from Insurance or Condemnation Proceeds. The Trustee
will, on such date as is set forth in a Request of the Authority, redeem the 2008 Bonds as a
whole, or in part by lot within any maturity if less than all of the 2008 Bonds of a particular issue
and maturity are to be redeemed, from proceeds of insurance or proceeds of eminent domain
proceedings, upon the terms and conditions of, and as provided for in, the Indenture, at the
principal amount thereof and accrued interest thereon to the date fixed for redemption, without
premium.

Mandatory Redemption from Sinking Account Payments.

Series A Bonds. The Series A Term Bonds maturing on June 1, 20__ are subject to
mandatory redemption from mandatory Sinking Account Payments, in part, by lof, on June 1,
20___and on each June 1 thereafter to and including June 1, 20__ from money on hand in the
Principal Fund at a redemption price equal to the principal amount thereof, plus accrued interest
thereon to the redemption date, without premium. The principal amount of such Term Bonds to
be redeemed and the dates therefor will be as set forth in the following schedule:

Sinking Fund
Redemption Date Principal Amount
(June 1) To Be Redeemed

20
20
20
20___ (Maturity)

" Preliminary; subject to change.
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The Series A Term Bonds maturing on June 1, 20__ are subject to mandatory
redemption from mandatory Sinking Account Payments, in part, by lot, on June 1, 20__ and on
each June 1 thereafter to and including June 1, 20__ from money on hand in the Principal Fund
at a redemption price equal to the principal amount thereof, plus accrued interest thereon to the
redemption date, without premium. The principal amount of such Term Bonds to be redeemed
and the dates therefor will be as set forth in the following schedule:

Sinking Fund
Redemption Date Principal Amount
{June 1) To Be Redeemed

20
20
20
20 (Maturity)

Mandatory Sinking Account Payments will be adjusted as directed by the Authority in the
event of a partial redemption through mandatory redemption from insurance or condemnation
proceeds or optional redemption.

Taxable Series B Bonds. The Taxable Term Bonds maturing on June 1, 20__ are
subject to mandatory redemption from mandatory Sinking Account Payments, in part, by lot, on
June 1, 20 and on each June 1 thereafter to and including June 1, 20__ from money on hand
in the Principal Fund at a redemption price equal to the principal amount thereof, plus accrued
interest thereon to the redempticn date, without premium. The principal amount of such Term
Bonds to be redeemed and the dates therefor will be as set forth in the following schedule:

Sinking Fund
Redemption Date Principal Amount
(June 1) To Be Redeemed

20
20
20
20 (Maturity)

The Taxable Term Bonds maturing on June 1, 20__ are subject to mandatory
redemption from mandatory Sinking Account Payments, in part, by lot, on June 1, 20___ and on
each June 1 thereafier to and including June 1, 20___ from money on hand in the Principal Fund
at a redemption price equal to the principal amount thereof, plus accrued interest therecn to the
redemption date, without premium. The principal amount of such Term Bonds fo be redeemed
and the dates therefor will be as set forth in the following schedule:

Sinking Fund
Redemption Date Principal Amount
(June 1} To Be Redeemed

20
20
20
20 (Maturity)
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Mandatory Sinking Account Payments will be adjusted as directed by the Authority in the
event of a partial redemption through mandatory redemption from insurance or condemnation
proceeds or optional redemption.

Purchase in Lieu of Redemption. In lieu of mandatory sinking account redemption of
the Term Bonds as described above, amounts on deposit in the Revenue Fund (to the extent
not required to be deposited by the Trustee in the Interest Fund or the Principal Fund during the
current Bond Year) may also be used and withdrawn by the Authority, upon the Request of the
Authority delivered o the Trustee, at any fime for the purchase of such Term Bonds at public or
private sale as and when and at such prices (including brokerage and other charges and
including accrued interest) as the Authority may in its discretion determine. The par amount of
any of such Term Bonds so purchased by the Authority in any 12-month period ending on April
1 in any year will be credited towards and will reduce the par amount of such Term Bonds
required to be redeemed on the next succeeding June 1.

Optional Redemption.

Series A Bonds. The Series A Bonds maturing on or after June 1, 201__ are subject to
optional redemption prior to maturity on or after June 1, 201_ at the option of the Authority, as a
whole cor in part on any date, as set forth in a Request of the Authority, from such maturities as
are selected by the Authority, from amounts deposited with the Trustee by the Authority from
any funds available therefor other than from the proceeds of insurance or condemnation as
described above, at a redemption price equal to the principal amount of Bonds to be redeemed,
plus accrued but unpaid interest to the redemption date, without premium.

Taxable Series B Bonds. The Taxable Series B Bonds are subject to redemption prior to
their maturity, at the option of the Agency, from any source available for such purpose, in whole
or in part on any date, in such order of maturity as the Agency determines, at a redemption price
equal to the greater of.

(a) 100% of the principal amount of the Taxable Series B Bonds to be
redeemed; or

{b) the sum of the present values of the remaining scheduled payments of
principal and interest on the Taxable Series B Bonds to be redeemed {(exclusive of
interest accrued to the date fixed for redemption) discounted to the date of redemption
on a semiannual basis {(assuming a 360-day year consisting of twelve 30-day months) at
the Treasury Rate plus basis points,

plus in each case, accrued and unpaid interest on the Taxable Series B Bonds being
redeemed to the date fixed for redemption.

For the purpose of determining the Treasury Rate, the following definitions will apply:

“Treasury Rate” means, with respect fo any redemption date for a particular
Taxable Series B Bond, the rate per annum, expressed as a percentage of the principal
amount, equal fo the semiannual equivalent yield to maturity or interpolated maturity of
the Comparable Treasury Issue, assuming that the Comparable Treasury issue is
purchased on the redemption date for a price equal to the Comparabie Treasury Price,
as calculated by the Designated Investment Banker.
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“Comparable Treasury Issue” means, with respect to any redemption date for a
particular Taxable Series B Bond, the United States Treasury security or securities
selected by the Designated Investment Banker which has an actual or interpolated
maturity comparable to the remaining average life of the applicable Taxable Series B
Bonds to be redeemed, and that would be utilized in accordance with customary
financial practice in pricing new issues of debt securities of comparable maturity to the
remaining average life of the Taxable Series B Bonds to be redeemed.

“Comparable Treasury Price” means, with respect to any redemption date for a
particular Taxable Series B Bond, (i) if the Designated Investment Banker receives at
least four Reference Treasury Dealer Quotations, the average of such quotations for
such redemption date, after excluding the highest and lowest Reference Treasury Deal
Quotations, or (i) if the Designated investment Banker obtains fewer than four such
Reference Treasury Dealer Quotations, the average of all such quotations.

“Designated investment Banker” means one of the Reference Treasury Dealers
appoinied by the Authority.

“Reference Treasury Dealer” means an investment banking institution of national
standing, specified by the Authority from time to time, that is a primary U.8. Government
securities dealer in New York City ; provided, however, that if any of them ceases to be a
Primary Treasury Dealer, the Authority will substitute another Primary Treasury Dealer.

“Reference Treasury Deal Quotations” means, with respect {o each Reference
Treasury Dealer and any redemption date for a particular Taxable Series B Bond, the
average, as determined by the Designated Investment Banker, of the bid and asked
prices for the Comparable Treasury Issue (expressed in each case as a percentage of
its principal amount) quoted in writing to the Designated investment Banker by such
Reference Treasury Dealer at 3:30 p.m., New York City time, on the third Business Day
preceding such redemption date.

Selection of Bonds for Redemption.

General. For purposes of selecting 2008 Bonds for redemption, 2008 Bonds will be
deemed to be composed of $5,000 portions or any integral multiple thereof.

Whenever less than all the Outstanding Bonds of the same issue maturing on any one
date are called for redemption through mandatory redemption from insurance or condemnation
proceeds or optional redemption at any one time, the Trustee will select the 2008 Bonds or
portions thereof to be redeemed from the Outstanding Bonds maturing on such date not
previously selected for redemption, by lot in any manner which the Trustee deems appropriate.
if less than ali the Outstanding Bonds are called for redemption through mandatory redemption
from insurance or condemnation proceeds or optional redemption at any one time, the Authority
will specify to the Trustee a principal amount in each maturity of each issue to be redeemed
such that the Base Rental Payments following such redemption will not exceed the fair rental
value of the Leased Property in any year.

Taxable Series B Bonds. Notwithstanding the preceding paragraph, if less than the total
amount of the Taxable Series B Bonds are redeemed, the Taxable Series B Bonds to be
redeemed will be selected by the Authority; provided, however, if less than all of the Taxable
Series B Bonds of a given maturity are redeemed, the Taxable Series B Bonds of such maturity
fo be redeemed will be redeemed on a pro rata basis. “Pro rata” is determined, in connection
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with any optional or mandatory sinking fund redemption, in part, by multiplying the principal
amount of the Taxable Series B Bonds of such maturity to be redeemed on the applicable
redemption date by a fraction, the numerator of which is equal fo the principal amount of the
Taxable Series B Bonds of such maturity owned by an Owner, and the denominator of which is
equal to the total amount of the Taxable Series B Bonds of such maturity then Outstanding
immediately prior to such redemption date, and then rounding the product down to the next
lower integral multiple of $5,000, provided that the portion of any Taxable Series B Bonds of a
maturity to remain OQOuistanding following any redemption are required tc be in authorized
denominations.

Notice of Redemption. Notice of redemption will be mailed by the Trustee by first class
mail, not less than 30 nor more than 60 days prior to the redemption date to (i) the respective
Owners of Bonds designated for redemption at their addresses appearing on the Bond
registration books of the Trustee, (ii) two or more Information Services and (iii) the Securities
Depositories.

Each nofice relating to mandatory redemption from insurance or condemnation proceeds
or optional redemption will state that such redemption may be rescinded by the Authority on or
prior to the date set for redemption.

The Trustee will mail by certified mail with return receipt requested a second, notice of
redemption 60 days after the scheduled redemption date to Owners who failed to surrender
their Bonds on such redemption date.

Failure by the Trustee to give notice pursuant to the Indenture to any one or more of the
Information Services or Securities Depositories or the insufficiency of any such notice will not
affect the sufficiency of the proceedings for redemption. The failure of any Bondowner to
receive any redemption notice mailed to such Bondowner and any defect in the notice so mailed
will not affect the sufficiency of the proceedings for redemption.

Rescission of Redemption Notice. The Authority will have the right to rescind any
redemption from insurance or condemnation proceeds or optional redemption by written notice
to the Trustee on or prior to the date fixed for redemption. Any notice of redemption will be
cancelled and annuiled if for any reason funds are not available on the date fixed for redemption
for the payment in full of the Bonds then called for redemption, and such cancellation will not
constitute an Event of Default under the Indenture. The Trustee will mail notice of rescission of
redemption in the same manner notice of redemption was originally provided.

Effect of Redemption. When notice of redemption has been duly given as set forth in
the Indenture, and moneys for payment of the redemption price are deposited with the Trustes,
the 2008 Bonds so called for redempticn will, on the redemption date designated in such notice,
become due and payable at the redemption price specified in such notice, and from and after
the date so designated interest on the Bonds so called for redemption will cease to accrue,
those Bonds will cease to be entitled to any lien, benefit or security under the tndenture, and the
Owners of those Bonds will have no rights in respect thereof except to receive payment of the
redemption price thereof. Subject to provisions of the indenture regarding payment of the 2008
Bonds after discharge of the Indenture, the Trustee will, upon surrender for payment of any of
such Bonds, pay such Bonds at the redemption price set forth in the Indenture.
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Book-Entry Only System

The 2008 Bonds will be issued as fully registered bonds in book-entry only form,
registered in the name of Cede & Co. as nominee of DTC, and will be available to ultimate
purchasers in the denomination of $5,000 or any integral muitiple of $5,000, under the book-
entry system maintained by DTC. While the 2008 Bonds are subject to the book-entry system,
the principal, interest and any prepayment premium with respect to a 2008 Bond will be paid by
the Trustee to DTC, which in turn is obligated to remit such payment to its DTC Patticipants for
subsequent disbursement to Beneficial Owners of the 2008 Bonds. Purchasers of the 2008
Bonds will not receive certificates representing their interests therein, which will be held at DTC.

See “APPENDIX F — DTC AND THE BOOK-ENTRY ONLY SYSTEM" for further
information regarding DTC and the book-entry system.
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DEBT SERVICE SCHEDULE

The table below shows annual debt service payments on the 2008 Bonds.

Year
Ending
June 1

Principal

Total:

Series A Bonds

Interest

Total Debt
Service

Taxable Series B Bonds

Total Debt

Principal Interest Service

16

Total

Debt Service



SECURITY FOR THE 2008 BONDS

The principal of and interest on the 2008 Bonds are not a debf of the Authority or the
City, nor a legal or equitable pledge, charge, lien or encumbrance, upon any of their respective
properly, or upon any of their income, receipts, or revenues except the Revenues and other
amounts pledged under the Indenture.

This section provides summaries of the security for the 2008 Bonds and certain
provisions of the Indenture, the Properly Lease and the Sife Lease. See "APPENDIX A —
Summary of Principal Legal Documents” for a more complete summary of the Indenture, the
Property Lease and the Site Lease. Capitalized terms used but not defined in this section have
the meanings given in APPENDIX A.

Revenues; Pledge of Revenues

Pledge of Revenues and Other Amounts. Under the Indenture, the Authority pledges
and assigns to the Trustee and grants to the Trustee a lien on and security interest in all right,
title and interest of the Authority in and to all of the following, which lien and security interest,
except as otherwise expressly set forth in the Indenture, will be prior in right to any other pledge,
lien or security interest created by the Authority therein:

(i) the Revenues,

(i) all moneys and investments (excluding moneys on deposit in the Rebaie
Fund) held from time to time by the Trustee under the Indenture,

(ii) earnings on amounts included in provisions (i) and (ii} above,

(iv) all of the right, title and interest of the Authority in the Property Lease (except
for the right of the Authority fo be indemnified thereunder and the cbligation of the
Authority and the City to rebate Excess Investment Earnings to the federal government),
and

{v) any and all other funds, assets, rights, property or interests therein, of every
kind or description which may from time to time hereafter, by delivery or by writing of any
kind, be sold, transferred, conveyed, assigned, pledged, mortgaged, granted or
delivered to or deposited with the Trustee as additional security under the Indenture, for
the equal and proportionate benefit and security of the 2008 Bonds and any Outstanding
Additional Bonds (collectively, the “Bonds”),

all of which, regardless of the time or fimes of their authentication and delivery or maturity, will
be, with respect to the security provided thereby, of equal rank without preference, priority or
distinction as to any Bond over any other Bond or Bonds, except as to the timing of payment of
the Bonds. The Revenues may not be used for any other purpose while any of the Bonds
remain OQuistanding, except that out of Revenues there may be apportioned and paid such
sums, for such purposes, as are expressly permitied by the provisions of the Indenture
concerning the allocation of Revenues to special funds.

Revenues Held in Trust. Except as otherwise provided in the provisions of the
Indenture concerning the investment of moneys in funds, all Revenues fo which the Authority
may at any time be entitled will be paid directly to the Trustee and all of the Revenues collected
or received by the Authority will be deemed to be held in frust and to have been collected or
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received by the Authority as the agent of the Trustee, and if received by the Authority at any
time will be deposited by the Authority with the Trustee within one Business Day after the
receipt thereof,

All such Revenues will be immediately deposited by the Trustee upon the receipt thereof
in a special fund, designated as the "Revenue Fund.” The Revenue Fund will be maintained by
the Trustee, separate and apart from all other funds, sc long as any of the Bonds remain
Qutstanding.

All moneys at any time deposited in the Revenue Fund will be held by the Trustee in
trust for the benefit of the Owners from time to time of the Bonds and will be disbursed,
allocated and applied solely for the uses and purposes set forth in the Indenture, as described
below.

Definition of Revenues. "Revenues” are defined in the Indenture as follows:

(i) proceeds of the Bonds, if any, deposited in the Interest Fund, the Capitalized
Interest Account and the Reserve Fund,

(i) the Base Rentals set forth in the Property Lease which are received by the
Trustee for the benefit of the Owners of the Bonds,

(iif) other amounts received by the Trustee for the benefit of the Owners of the
Bonds, and

{(iv) all other revenues, proceeds, charges, income, rents, receipts, profits and
benefits derived by the Authority as lessor of the Leased Property under the Property
Lease or otherwise from the use and operation of the Leased Property or arising out of
the Leased Property {other than Additicnal Rental) and payable to the Trustee under the
indenture,

(v) interest or profits from the investment of money in any fund or account
created under the Indenture {other than the Rebate Fund) which by the terms hereof are
required to be deposited in the Revenue Fund, the Capitalized Interest Account or the
Reserve Fund,

(vi) any contributions from whatever source, and

{vii} all rentals received by the Authority as lessor of the Leased Property from
any additions or extensions of the Leased Property hereafter acquired or constructed.

Allocation of Revenues by Trustee; Application of Funds

Transfers from the Revenue Fund. Under the Indenture, upon receipt thereof, the
Trustee will deposit all Revenues in the Revenue Fund. The Trustee will thereupon deposit all
moneys in the Revenue Fund in one or more of the funds set forth below, each of which the
Trustee will establish, maintain and hold in trust, and the moneys in each of which will be
disbursed and applied only as authorized in the Indenture. Such Revenues will be deposited in
the following order of priority, the requirements of each such fund at the time of deposit to be
satisfied before any transfer is made to any fund subsequent in priority:
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(a) Interest Fund. The Trustee, on or before the Business Day next preceding each
Interest Payment Date, will deposit in the Interest Fund an amount which, together with any
balance then on deposit in the Interest Fund, will be sufficient to pay the aggregate amount of
interest becoming due and payable on the Quistanding Bonds on the next succeeding Interest
Payment Date.

The Trustee, on or before the Business Day next preceding the Interest Payment Dates
for which interest has been capitalized, will fransfer amounis on deposit in the Capitalized
Interest Account within the Improvement Fund to pay all or a porfion of the interest due on such
Interest Payment Dates (taking into account other amounts transferred to the Interest Fund as
provided above), as set forth in the Indenture.

Any moneys in the Interest Fund not then required for the payment of interest on the
next succeeding Interest Payment Date will be carried forward and applied fo the payment of
interest on any subsequent Interest Payment Date. Moneys in the Interest Fund will be used
and withdrawn by the Trustee solely for the purpose of paying the interest on the Bonds when
due and payable (including accrued interest on any Bonds redeemed or purchased prior to
maturity), subject, however, fo the provisions of the Indenture regarding reimbursement of
rental.

(b) Principal Fund. The Trustee, on or before the Business Day next preceding each
Principal Payment Date and on or before each Sinking Account Payment Date, after making the
deposit into the Interest Fund on such date, will deposit in the Principal Fund an amount which,
together with any balance then on deposit in the Principal Fund, equals the principal of the
Bonds then due or required to be paid on such Principal Payment Date or Sinking Account
Payment Date with respect to the Bonds in accordance with the terms of the Indenture.

Any moneys in the Principal Fund not then required for the payment of such principal on
such Principal Payment Date or Sinking Account Payment Date will be carried forward and
applied to the payment of principal on any subsequent Principal Payment Date or Sinking
Account Payment Date. Moneys in the Principal Fund will be used and withdrawn by the
Trustee solely for the purpose of paying the principal of the Bonds when due and payable,
subject, however, 1o the provisions of the Indenture regarding reimhursement of rental.

(c) Reserve Fund. On or before each Interest Payment Date, after making all
deposits to the Interest Fund and the Principal Fund, the Trustee will deposit in the Reserve
Fund such amounts as may be necessary to maintain on deposit in the Reserve Fund an
amount equal to the Reserve Fund Requirement.

(d) Surplus Revenue Fund. After making the deposits to the Interest Fund, Principal
Fund and Reserve Fund, the Trustee, on or before the Business Day immediately preceding
each Principal Payment Daie, will deposit any remaining Revenues in the Surplus Revenue
Fund. The Trustee will, immediately upon making each deposit in the Surplus Revenue Fund,
determine if any moneys then in the Surplus Revenue Fund are required for the payment of
principal of or interest on the Bonds on such Principal Payment Date or for the replenishment of
the Reserve Fund so that amounts on deposit therein are not less than the Reserve Fund
Requirement, and will hold any such moneys in the Surplus Revenue Fund for transfer fo the
interest Fund, the Principal Fund or the Reserve Fund as so needed. Except as provided
above, the Trustee will disburse moneys in the Surplus Revenue Fund to the City (or to another
party at the City’s direction) within 60 Business Days after each Principal Payment Date.
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(e) Insurance and Eminent Domain Proceeds Fund. The net proceeds resulting
from any insurance claim or eminent domain proceedings and payable to the Trustee will be
deposited in the Insurance and Eminent Domain Proceeds Fund and applied as set forth in the
indenture.

Application of Reserve Fund

General. Moneys in (or available to) the Reserve Fund will be applied solely for the
purpose of paying the interest on the Bonds as it becomes due and payable, including accrued
interest on any Bonds purchased or redeemed prior to maturity pursuant to the Indenture, or for
the purpose of paying the principal of the Bonds as it becomes due (in both instances, however,
only to the exient that there are insufficient moneys available for such purposes in the Interest
Fund or the Principal Fund).

Reserve Fund Requirement. The “Reserve Fund Requirement” is defined in the
Indenture, as of the date of calculation by the Authority or the City, the lesser of
[TO BE DISCUSSED]
[[(i) the amount of Maximum Annual Debt Service on the Bonds,

(if) 10% of the total of the proceeds of the Bonds, and
(iii) 125% of average Annual Debt Service on the Bonds.

However, in no event may the Authority or the City, in connection with the issuance of
Additional Bonds, be obligated to deposit an amount in the Reserve Account which is in excess
of the amount permitied by the applicable provisions of the Code to be so deposited from the
proceeds of tax-exempt bonds without having to restrict the yield of any investment purchased
with any portion of such deposit and, if such amount of any deposit into the Reserve Account is
so limited, the Reserve Fund Requirement will, in connection with the issuance of such
Additional Bonds, be increased only by the amount of such deposit.

Transfers of Excess Moneys. Any moneys in excess of the Reserve Fund
Requirement in the Reserve Fund will, on or before any June 1 occurring while any Bonds are
Qutstanding, be transferred to the Rebate Fund or the Revenue Fund, as directed by a
Designated Officer of the Authority. For purposes of determining the amount or existence of
any such excess, the Trustee will cause the investments in the Reserve Fund to be valued at
their Value as of the Business Day immediately preceding the applicabie June 1.

Application Toward Final Debt Service. To the extent that amounts are held in the
Reserve Fund at the time of the final payment of debt service due on the Bonds, such amounts
may be used to pay, in whole or in part, such final payment.

Substitution of Reserve Surety. Notwithstanding anything in the Indenture to the
contrary, at the option of the Authority, amounts required to be held in the Reserve Fund may be
substituted, in whole or in part, by the deposit of a Reserve Fund Credit Facility with the
Trustee; provided that with respect to any such substitution, the following conditions apply:

(i) such substitution may not result in the reduction or withdrawal of any ratings

by any Rating Agency with respect to the Bonds (and the Authority will notify each
Rating Agency prior to making any such substitution), and
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(iiy the Trustee must receive prior to any such substitution becoming effective an
Opinion of Counsel stating that such substitution will not adversely affect the exciusion
from gross income for federal income tax purposes of interest on the Bonds.

Amounts on deposit in the Reserve Fund for which a Reserve Fund Credit Facility has
been substifuted will be released fo or at the direction of the City.

Allocation if Cash and Reserve Surety Are on Deposit. If at any time there is a
combination of cash and a Reserve Fund Credit Facility on deposit in the Reserve Fund, the
Trustee will withdraw such cash in full prior to drawing on the Reserve Fund Credit Facility and,
if and to the extent the Reserve Fund Credit Facility has been drawn upon, the Trustee will
reimburse the amount of such draws with any applicable interest thereon prior to making any
cash deposits into the Reserve Fund.

Reserve Surety Limited to One or More Issues of Bonds., If a Reserve Fund Credit
Facility is available to be drawn upon for only one or more particular issue of Bonds, a separate
account in the Reserve Fund may be established for such series and the calculation of the
Reserve Fund Requirement with respect to all other Bonds will exclude the debt service on such
series of Bonds.

Separate Subaccounts. Additionally, the Reserve Fund may be maintained in the form
of one combined Reserve Fund or in the form of one or more separate accounts and
subacccounts established for the purpose of holding the proceeds of separate issues of Bonds
in conformity with applicable provisions of the Code to the exfent directed by the Authority or the
City in writing o the Trustee.

Base Rental Payments

Requirement to Make Base Rentfal Payments. Under the Properly Lease, the City is
required to pay to the Authority, as Base Rental for the use and occupancy of the Leased
Property {subject to the provisions of the Property Lease concerning the extension of the lease
term, fair rental value, rental abatement and eminent domain) the amounis at the times
specified in and in accordance with the Base Rental Payment Schedule set forth in the Property
Lease.

Base Rental will be payable on each “Base Rental Payment Date” (defined as May 25
and November 25 of each year, beginning May 25, 2008) during the term of the Lease.

Base Rental will be for the use and occupancy of the Leased Property for the Lease
Year in which such May 25 and November 25 occurs, provided that the Base Rental paid on
any May 25 or November 25 will only be for that portion of the applicable period that the City
has use and occupancy of all or a portion of the Leased Property. If the term of the Property
Lease is extended, the payments of Base Rental will continue to and including such time as the
Property Lease terminates in accordance with its terms.

Payment in Installments. Each installment of Base Rental payable under the Property
Lease and each installment of Additional Rental (as described below) payable under the
Property Lease will be paid in lawful money of the United States of America to or upon the order
of the Authority at the principal corporate trust office of the Trustee in Los Angeles, California, or
such other place as the Authority designates.
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Any delinquent installment of Base Rental payable under the Property Lease will be
deposited in the Reserve Fund created under the Indenture, and, except as otherwise provided
in the Property Lease, any such installment of Base Rental or Additional Rental accruing under
the Property Lease which is not paid when due will bear interest at the highest interest rate on
any outstanding Bond or such lesser rate as may be permitted by law.

Offsets and Credits. Notwithstanding any dispute between the Authority and the City,
the City is obligated to make all rental payments when due under the Property Lease without
deduction or offset of any kind and may not withhold any rental payments pending the final
resolution of such dispute.

The City will receive a credit for any Base Rental payment if and to the extent (i) moneys
are on deposit in the Capitalized [nterest Account within the Improvement Fund held under the
Indenture and are available for the payment of debt service on the Bonds which is o be made
from such Base Rental payment or {ii) a credit is due to the City due to abatement.

Additional Rental

Under the Property Lease, the City is also required 1o pay fo the Authority {but only after
payment of Base Rental), as Additional Rental thereunder, such amounts as are required by the
Authority for the payment of the following:

(a) All taxes, assessments or governmental charges of any type or nature
charged to the Authority or affecting the Leased Property or the respective interesis or
estates of the Authority or the City therein, or affecting the amount available fo the
Authority from rentals received hereunder for the retirement of the Bonds (including
taxes, assessments or governmental charges assessed or levied by any governmental
agency or district having power to levy taxes, assessments or governmental charges).

(b) All reascnable administrative costs of the Authority relating to the Leased
Property including, but without limiting the generality of the foregoing, salaries, wages,
all expenses, compensation and indemnification of the Trusiee payable by the Authority
under the Indenture, fees of auditors, accountants, attorneys or engineers, and all other
necessary and reasonable administrative costs of the Authority or charges required to be
paid by it in order to maintain its existence or to comply with the terms of the Bonds or of
the Indenture or to defend the Authority and its members, officers, agents and
employees.

(c) Insurance premiums for all insurance required under the Property Lease
and not obtained by the City.

(d) Amounts payable by the Authority to the provider of any Reserve Fund
surety bond in connection with the 2008 Bonds or the issuance of Additional Bonds, not
paid from Base Rental payments (but only to the extent that the payment of such
amounts does not cause the amount of Base Rental and Additional Rental paid during
any Lease Year to exceed the fair rental value of the Leased Property during such Lease
Year).

(e) Amounts, if any, required fo be rebated by the Authority to the United
States of America under the Indenture.

22



Fair Rental Value

The payments of the Base Rental and Additional Rental during the term of the Property
Lease will constitute the total rental for the City's use and occupancy of the Leased Property for
the Lease Year in which such payments are scheduled to be made, and the City and the
Authority have agreed and determined that such total rental represents the fair rental value of
the Leased Property. In making such determination, consideration has been given to the costs
of financing and leasing of the Leased Property by the Authority, the uses and purposes which
may be served by the Leased Property, and the benefits which will accrue to the Authoerity, the
City and the general public therefrom.

Notwithstanding any other provision of the Property Lease, if rental payments due
thereunder are abated partially for any period of time, the rental payments due for such period
of time may not exceed the fair rental value of that portion of the Leased Property available for
use and occupancy by the City during such period of time.

Limited Obligation

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

Source of Payments; Covenant to Appropriate Funds for Lease Payments

Under the Property lLease, the City will covenant to take such action as may be
necessary io include all Base Rental and Additional Rental payments due thereunder in its
annual budgets and to make necessary annual appropriations for all such rental payments.

The City will deliver to the Authority and the Trusiee copies of the portion of each
proposed City budget relating to the payment of rentals under the Properly Lease within 30 days
after the first publication of notice of hearing thereof and of the portion of the appropriation
ordinance relating to the payment of rentals hereunder within 30 days after its filing or adoption.

These covenanis will be deemed to be and be construed to be duties imposed by law
and it will be the duty of each and every public official of the City to take such action and do
such things as are required by law in the performance of the official duty of such officials to
enable the City to carry out and perform the covenants and agreements agreed to be carried out
and performed by the City in the Property Lease.

Abatement

General. During any period in which by reason of material damage to or destruction of
the Leased Property, or condemnation of or defects in the titie of the Leased Property, there is
substantial interference with the use and occupancy by the City of any portion of the Leased
Property, or the City is otherwise not able to use or enjoy the benefit of the Leased Property,
rental payments due under the Property Lease will be abated proportionately.
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Under the Property Lease the City waives the benefits of Civil Code Sections 1932(1),
1932(2) and 1933(4) and any and all other rights to terminate the Property Lease by virtue of
any such interference or lack of use and the Property Lease will continue in full force and effect.

Subject o the provisions of the Property Lease concerning fair rental value, in the case
of abatement relating to the Leased Property, the amount of abatement will be in that proportion
which the value of that portion of the Leased Property rendered unusable bears to the value of
the whole of the Leased Property. The City will calculate such abatement and will provide the
Authority and the Trustee with a certificate setting forth such calculation and the basis therefor.

Such abatement will continue for the period commencing with the date of such damage
or destruction and ending with the substantial completion of the work of repair or replacement of
the Leased Property so damaged or destroyed; and the term of the Property Lease will be
extended by the period during which the rental is abated thereunder, except that the term may
in no event be extended beyond May 31, 2047.

However, the City will still be obligated to apply amounts legally available to the City for
payments due under the Property Lease, including without limitation: amounts available that
have been deposited in and transferred from the Revenue Fund under the Indenture; amounts
available from the Capitalized Interest Account, the Reserve Fund and the Surplus Revenue
Fund (each as defined in the Indenture); proceeds of rental interruption insurance {as described
below); proceeds of any condemnation proceedings; and proceeds of hazard insurance, other
property insurance, and title insurance.

Proceeds of Rental Interruption Insurance. Under the Property Lease the City
acknowledges and agrees that during any period of abatement with respect to all or any part of
the Site, the Authority will use the proceeds of rental interruption insurance maintained under
the Property Lease and moneys on deposit in the Reserve Fund maintained under the Indenture
to make debt service payments on the Bonds.

Additional Bonds

Under the Indenture, in addition to the 2008 Bonds, the Autherity may, by Supplemental
Indenture, establish one or more other series of Additional Bonds on a parity with the 2008
Bonds, and may issue and deliver such Additional Bonds in such principal amount as may be
determined by the Authority, but only upon compliance by the Authority with the provisions of
the Indenture regarding the proceedings for issuing Additional Bonds, and subject to the
following specific conditions which are made conditions precedent to the issuance of such
Additional Bonds:

(a) Such Additional Bonds must be authorized to finance additional capital
improvements of the City, or to refund bonds previously issued to finance such capital
improvements, and the issuance thereof must be determined and declared by the
Authority, in a Supplemental Indenture, to be necessary for that purpose.

(b) The Authority and the City must be in compliance with all covenants and
undertakings set forth in the Indenture and in the Property Lease and the Site Lease.

(c) The aggregate principal amount of Bonds issued and at any time

Outstanding under the Indenture may not exceed any [imit imposed by law, by this
Indenture or by any Supplemental Indenture.
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(d) The Supplemental Indenture authorizing issuance of such Additional
Bonds must require that the balance on deposit in the Reserve Fund upon delivery of the
Additional Bonds is a sum at least equal fo the Reserve Requirement with respect to all
Outstanding Bonds, including the Additional Bonds, and must also establish such
accounts and subaccounts within the various funds and accounts established thereby or
that the Authority deems necessary or advisable.

(&) Such Additional Bonds must be equally and ratably secured by the
Revenues (other than moneys derived from draws on any Insurance Policy or any
Reserve Fund Surety Bond) with all other Bonds authorized under the indenture.

N The Authority must enter into an amendment to the Properly Lease, in
and by which the City obligates itself in the manner provided in the Property Lease {o
make Base Rental payments for the lease of the Leased Property at the times and in the
amounts sufficient to provide for the payment of the principal of and interest on such
Additional Bonds as such principal and interest become due and to make all other
payments in the manner provided in the Property Lease, and the City must certify in
writing that such Base Rental payments, as amended, in any Lease Year will not exceed
the fair rental value of the L.eased Property.

(@) If necessary to ensure that the Base Rental payable afier the issuance of
Additional Bonds does not exceed the fair rental value of the l.eased Property in any
Lease Year, the Authority and the City must amend the Property Lease to add additional
property to the Leased Property.

(h) If the Additional Bonds are being issued to finance the construction of a
to-be-built project, and such project is to be part of the Leased Property prior to its
completion, the Supplemental Indenture authorizing the issuance of such Additional
Bonds must require the deposit into the Capitalized Interest Account, or a subaccount
therein, an amount sufficient fo pay interest on such Additional Bonds through a date
which is not less than six months after the anticipated completion date of the project, but
only if such Additional Bonds are issued prior to the substantial completion of such
project.

Property Insurance

Required Insurance Coverage. Under the Property Lease, throughout the term of the
Property Lease, the City is required fo maintain or cause to be mainiained the foliowing
insurance coverage:

() General liability insurance against liability for damages for bodily and personal
injury, death or property damage occasioned by reason of the operation of the Leased
Property.

(iiy Fire and lightning (i.e., property) insurance (with an extended coverage
endorsement and with a vandalism and malicious mischief endorsement) on all
structures constituting any part of the Leased Property in an amount equal o the lesser
of (i) 100% of the replacement cost of such structures (less a deductible amount of not
more than $1,000,000) or (i) an amount equal to the then principal amount of the
Qutstanding Bonds. The extended coverage endorsement must, as nearly as possible,
cover loss or damage by such events as explosion, windstorm, hail, riot, civil commotion,
aircraft, vehicle damage, smoke and such cther hazards as are normally covered by
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such endorsement, if such coverage is commercially available in reasonabie amounts at
reasonable cost on the open market from reputable insurance companies.

(ii} Earthquake insurance with respect to the Leased Property unless it is not
obtainable in reasonable amounts at reasonable cost on the open market from reputable
insurance companies.

(iv) Rental income interruption insurance in an amount not less than the fotal
Base Rental payable by the City under the Properiy Lease for a period of at least 24
months, plus the Additional Rental expected to be payable under the Property Lease for
such period, to insure against loss of rental income from the Leased Property caused by
perils covered by the property insurance described under subsection (ji) above.

See "APPENDIX A” for further provisions regarding required insurance coverage for the
Leased Property.

Condemnation Proceeds

If the entirety of the Leased Property (or portions thereof such that the remainder is not
usable for public purposes by the City) is taken under the power of eminent domain, the term of
the Property Lease will cease as of the day that possession is so taken.

If less than the entirety of the Leased Property is taken under the power of eminent
domain and the remainder is usable for public purposes by the City at the time of such taking,
then the Property Lease will continue in full force and effect as to such remainder, and the City
and the Authority waive the benefits of any law to the confrary, and in such event there will be a
partial abatement of the rental due under the Property Lease in an amount to be agreed upon
by the City and the Authority, but, subject to the provisions of the Property Lease regarding fair
rental value, in no event may the rental be less than the amount required for the retirement of
the Bonds and the payment of the interest thereon as such Bonds and interest become due.

So long as any of the Bonds are outstanding, any award made in eminent domain
proceedings for taking the Leased Property or any portion thereof will be paid to the Trustee and
applied as provided in the Indenture. Any such award made after all of the rentals have been
fully paid, or provision therefor made, will be paid to the Authority and to the City as their
respective interests may appear.
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CITY FINANCIAL INFORMATION
General

The City of Beverly Hills is located in Los Angeles County approximately ten miles west
of downtown Los Angeles. The City was originally incorporated on January 28, 1914, and
developed in the 1920s and 1930s as a prestigious residential area and the site for homes of
many people associated with the burgeoning motion picture industry. In 1919, Douglas
Fairbanks and Mary Pickford launched this migration when they purchased a site and built their
home, known as Pickfair. The postwar growth of the Los Angeles metropolitan area brought
major retailing firms, financial and commercial institutions and professions to the City. Beverly
Hills continues as an important retail, financial and professional center servicing an increasingly
large market.

Budgetary Process

The fiscal year of the City begins on the first day of July of each year and ends on the
thirtieth day of June of the following year. The City Manager and City staff review estimates of
revenues and expenditures for each department for the ensuing fiscal year. At least 30 days
prior to the beginning of each fiscal year, the City Manager submits to the Council the proposed
budget. After reviewing and making such revisions as it deems advisable, the City Council
determines the time for the holding of a public meeting thereon.

At the conclusion of the public meeting, the City Council further considers the proposed
budget and makes any revision thereof that it deems advisable. On or before June 30 it adopts
the budget with revisions, If any, by the affirmative vote of at least a majority of the total
members of the City Council.

From the effective date of the budget, the amcunts stated as proposed expenditures
become appropriated to the several depariments, offices and agencies for the objects and
purposes named, provided that the City Manager may transfer the appropriatiocns from one
object or purpose to another within the divisional budget. All appropriations lapse at the end of
the fiscal year to the extent that they have not been expended or lawfully encumbered.

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, and at such other
times as it shall determine, examines the books, records, inventories and reports of all officers
and employees who receive, control, handle or disburse public funds and of all such other
officers, employees or departments as the City Council may direct. 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.

Financial Statements

A copy of the most recent financial statements of the City audited by Mayer Hoffman
McCann P.C. {the “Auditor’) are included hereto as “APPENDIX B - AUDITED FINANCIAL
STATEMENTS OF THE CITY FOR THE FISCAL YEAR ENDED JUNE 30, 2007." The Auditor's
letter concludes that the basic financial statements present fairly, in all material respects, the
financial position of the City as of June 30, 2007, and the results of its operations and the cash
flows of its proprietary fund types for the year then ended in conformity with account principals
generally accepted in the United States of America.
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The Cily has not requested nor did the City obtain permission from the Auditor fo include
the audited financial statements as an appendix to this Official Statement. Accordingly, the
Auditor has not performed any post-audit work on the financial statements.

General Fund

The four major General Fund revenue sources of the City, which together accounted for
approximately 75% of the General Fund revenues in Fiscal Year 2006-07, were as follows:

Percent of Total
General Fund

Revenues
Property Tax 20.42%
Business Tax 21.19
Sales Tax 16.31
Transient Occupancy Tax 16.30
Subtotal: 74.21%

As shown in Table 2 below, the General Fund operated at a revenue surplus in Fiscal
Year 2002-03 through Fiscal Year 2006-07 in the following amounts:

Fiscal Year Surplus
2002-03 $7,311,181
2003-04 7,896,497
2004-05 7,281,333
2005-06 13,747,961
2006-07 14,912,288

Consistent with its usual conservative budgeting practices, the City has adopted a Fiscal
Year 2007-08 budget that includes conservative revenue and surplus projections. However, the
City anticipates that surplus funds will be available for transfer to capital project funds.

The following tables reflect the City's General Fund balance sheet (Table 1) and
revenues, expenditures and fund balances (Table 2) for the Fiscal Years ended June 30, 2003
through June 30, 2007 and the City's General Fund budgeted revenues and expenditures
(Table 3) for the Fiscal Year ending June 30, 2008. The budget was adopted in July 2007. This
information has been derived from the audited financial staterments of the City for the fiscal
years shown. This information should be read in conjunction with “APPENDIX B.”
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TABLE 1
GENERAL FUND BALANCE SHEET
FOR FISCAL YEARS ENDED JUNE 30, 2003 THROUGH JUNE 30, 2007

Fiscal Year Fiscal Year Fiscal Year Fiscal Year Fiscal Year
Assets 6/30/2003 6/30/2004 6/30/2005 6/30/2006 6/30/2007
Cash and mvestiments $ 43,642,620 49,596,255 37,035,816 47,134,307 64,602,911
Accountis receivable, net 644,947 1,618,432 1,222,871 1,818,036 4777878
Interest receivable 327,861 473,618 338,463 297,885 534,366
Taxes receivable 5,989,369 5,502,770 5,843,464 8,038,726 7,122,288
Interfund receivables 267,900 265,666 4,256,951 200,794 228,419
Intergovemmental receivables ©) 1,624,651 1,675,712 4731,510 6,163,675 6,160,478
Prepaid items 62,827 - 78,841 80,946 106,463
Advances to other funds " 15,852,041 15,852,042 17,643,719 17,137,709 16,603,868
Total assets $ 68412216 74,984,495 71,151,635 80,872,078 100,145,671
Liabilities and Fund Balances
Liabilities:
Accounts payable § 3451781 2,671,751 2,463,160 1,463,530 4,261,038
Accrued payroli 2,619,163 2,941,407 1,392,568 1,754,343 2,339,169
Compensated absences 540,970 544739 — — e
Interfund payables — — — —— —
Intergovemmental payables 112,742 146,237 722,555 8,597 913,950
Customer deposits 2,843,241 3,336,398 4,378,709 4,029,452 5,300,631
Deferred revenue 1,763,933 1,382,417 3,430,787 4,559,844 5,934,940
Total liabilities 11,331,830 11,522,949 12,387,779 11,815,766 18,750,628
Fund balances:
Reserved for:
Encumbrances 982,763 972,386 1,891,374 1,459,062 1,693,807
Prepaid expenses 62,827 —_ 78,841 80,946 106,463
Advances to other funds 15,252,041 15,852,042 17,643,719 17,137,709 16,603,868
Unreserved, reported in:
General Fund 40,182,755 46,637,118 39,149,922 50,378,595 62,990,905
Total fund balances 57,080,386 63,461,546 58,763,856 69,056,312 81,395,043

Total hiabilities and fund balances § 68,412,216 74,984,495 71,151,635 80,872,078 100,145,671

1] interfund Receivables. The Housing and Community Development Fund, Law Enforcement Grants Fund,
and State Park Bonds Special Revenue Fund borrowed $20,687, $14,979 and $192,753, respectively, from
the General Fund to cover overdrafts of the cash and investment pool. These overdrafts resulted from
timing differences on collection of grants receivable for the City's Community Development Block Grant, Law
Enforcement grants, and various park improvement grants.

2] intergovernmental Receivables. Intergovernmental receivables shown in the table above consist mainly of
Sales Tax and state and federal subventions. Starting in the Fiscal Year ending June 30, 2005,
intergovernmental receivables increased as a result of the State's action to balance its budget. Commonly
referred to as the “triple flip,” this State pragram causes substantial delays in the receipt of sales taxes.

[31 Advances o other funds. The General Fund advanced a total of $17,137,709 to the Parking Enterprise Fund
to cover D-Lot project expenditures. Total advances from the General Fund represent 51.7% of the $34.1
miliion project cost. These advances are being repaid at 5.5% interest over a twenty-year period
commencing 2004-05. As of June 30, 2007, the balance of these advances was $16,603,898.

Source: City of Beverly Hills Comprehensive Annual Financial Reports.

29



JUNE 30, 2003 THROUGH JUNE 30, 2007

Revenues:
Taxes, net
Licenses and permits
Intergovernmental
Charges for service
Fines, forfeitures and penalties
Use of money and property
Net change in fair value of investiments
Alkstreet meters
Miscellaneous

Total revenues

Expenditures:

Current:
General govemment
Public safety
Public service
Culture and recreation

Capital outlay
Total expenditures
Excess of revenues over expenditures

Other financing sources (uses):
Operating transfers in
Operating transfers out
Contributions from other funds
Contributions to other funds
Total other financing sources (uses)
Special iten, pension centrbution
Excess of revenues and other sources
over expenditures and otheruses
Fund balance, as previously reported
Restatement
Fund balances, July 1, Restated
Fund balances, June 30

$

3

TABLE 2
GENERAL FUND REVENUES, EXPENDITURES AND FUND BALANCES
FOR THE FISCAL YEARS ENDED

Fiscal Year Fiscal Year Fiscal Year Fiscal Year Fiscal Year
6/30/2003 6/38/2004 6/30/2005 6/30/2006 6/30/2007
82,965,125 88,719,852 96,160,187 108,942,753 119,464,294
6,364,895 8,131,835 8,010,556 10,536,677 12,226,052
3,059,631 2,551,560 1,278,139 1,732,203 1,727,415
8,739,671 9,304,335 12,006,613 8,695,395 9,610,253
4,731,482 4,508,502 4,962,465 6,177,549 6,990,860
6,281,205 5,073,482 5,418,474 5,573,781 7,082,885
T.007 922,011) (270,911) (264,177) 239,721
— 2,257,223 _— — —
2,686,503 2,603,609 1,051,944 938,935 1,393,400
114,835,519 122,228 387 128,617,467 142,333,116 158,734,880
14,697,979 16,148,980 16,682,422 6,468,832 11,209,334
49,242 674 53,034,140 59,193,264 72,117,504 80,591,213
14,003,329 15,473,543 14,859,926 13,914,339 15,804,297
29,580,356 29,675,227 30,600,522 35,156,962 36,217,748
107,524,338 114,331,890 121,336,134 127,657,637 143 822,592
7,311,181 7,896,497 7,281,333 14,675,47% 14,912,288
754,244 294,635 580,644 201,973 2,186,509
{1,789,719) (1,809,972) (1,789.912) (4,644,996) {4,760,066)
(1,035,475} (1,515,337) (1,209,268) (4,383,023} (2,573,557)
— — (13,391,117) e —
6,275,706 6,381,160 (7,319,052) 10,292,456 12,338,731
50,804,680 57,080,386 63,461,546 58,763,856 69,056,312
—_ e 2,621,362 - _
50,804,680 57,080,386 66,082,908 58,763,856 69,056,312
57,080,386 63,461,546 58,763,856 69,056,312 81,395,043

Source: City of Beverly Hills Comprehensive Annual Financial Reports,
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TABLE 3
GENERAL FUND

BUDGETED REVENUES AND EXPENDITURES
FOR FISCAL YEAR ENDING JUNE 30, 2008

TAXES:
Property axes
Sales tax
Transientoccupancy fax
Business ax
Other taxes

TOTAL TAXREVENUES
73%
e %ﬂxnﬂrm&

Subventens and grants
Licenses and permits

Fines and penalies

Use of meney and properly
Charges far currentservice

2 24%

TOTAL NON-TAXREVENUES

MISC ELLANEOUS AND TRANSFERS:
Miscellaneous revenues
Transfers fromether funds

TOTAL MISC. AND TRANSFERS:

TOTAL ALL REV ENUES

OPERATING EXPENDITURES:

GENERAL GOV ERNM ENT:

Administrative Services
MNon-Departmental

TOTAL GENERAL GOV ERNM ENT

PUBLIC SAFETY:
Paolice Department
Fire Department

TOTAL PUBLIC SAFETY

COMM LNITY DEVELOPMENT:
Community Development
Public Works

TOTAL COMM.DEV ELOPM ENT

REC & LIBRARY SERVICES
Communily Services

TOTALREC & LIBRARY
TOTAL OPERATING EXPENSES
Schools & Non-profits

Tourism Promoions

BebtService Payments
Transfers Qut- Capital

> TOTAL CONT.& TRANSFERS
TOTAL GENERAL FUND
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CONTRBUTIONS ANDOPERATING TRANSFERS OUT:

PERGENT
REVENUES OF TOTAL
33,201,230 2063%
25,608,000 15.91%
23495500 1460%
33,135,000 2058%
1,569,915 0.98%
117,009 645 72.69%
1660030 1.03%
10776401 6.69%
6,707,000 417%
7923910 4.92%
11,855,365 7.36%
38922,706 2418%
5032515 3.13%
6,000 0.00%
5038515 343%
160,970,866 100.00%
PERC ENT
EXPENDITURES  OF TOTAL
655,331 041%
8129290 5.06%
8,784,621 547%
51,809,709 3227%
29045763 18.09%
80,855,472 50.35%
11,023 666 687%
14,190,112 8.84%
25213778 1570%
27.530,086 17.45%
27,530,096 1715%
142,383,967 88567%
9,034,067 563%
4121056 257%
1532810 0.95%
3,500,000 2.18%
18,188,033 4133%
160,572,000 100.00%




Management's Discussion and Analysis

One key change resulting from the adoption of GASB Statement No. 34 (promulgated by
the Governmental Accounting Standards Board) is the inclusion of management's discussion
and analysis as required supplementary information. See “APPENDIX B” for a full presentation
of management's discussion and analysis.
Summary of Tax Revenues

The table below presents a 10-year summary of tax revenues received by the City.

TABLE 4
HISTORY OF TAX REVENUES
FISCAL YEARS 1997-98 THROUGH 2006-07
(Unaudited)
Transient

Fiscal General General Business Qccupancy Other Percent
Year Property Tax Sales Tax Tax Tax Taxes Total Change
2007 32,409,814 25,886,148 33,637,997 25,870,676 1,659,659 119,464,294 9.66%
2006 28,862,559 24,108,791 31,634,820 22,842.265 1,494,318 108,942 753 13.10%
2005 25,883,525 21,560,680 28,188,103 19,263,710 1,424,725 96,320,743 8.01%
2004 23,687,873 19,945,850 27,303,220 16,683,673 1,554,120 89,174,736 4.34%
2003 22,055,172 18,496,094 26,925,080 14,799,776 1,410,280 85,468,000 5.39%
2002 20,845,212 18,070,898 24,976,171 14,648,226 940,613 81,099,662 ~1.17%
2001 19,841,560 19,110,044 23,412,688 17,817,850 1,877,122 82,059,264 4.05%
2000 18,213,401 17,963,678 22,888,239 17,419,187 2,380,489 78,864,994 12.17%

1999 16,761,000 15,312,000 21,361,000 14,765,000 2,111,000 70,310,000 7.50%

1998 15,429,000 15,347,000 19,855,000 13,086,000 1,688,000 65,405,000 1.99%

Source: Gity of Beverly Hills Comprehensive Annual Financial Repart.

There can be no assurance that allocations of tax revenues may not be affected by voter
initiatives in the future. See "RISK FACTORS -- Future Initiatives.”

Assessed Valuation and Property Taxes

General. Taxes are levied for each fiscal year on taxable real and personal property
situated in the City as of the preceding January 1. For assessment and collection purposes,
property is classified as either "secured” or “unsecured.” Secured property is that part of the
assessment roll containing State assessed property and property secured by a lien on real
property which is sufficient, in the opinion of the County Assessor, to secure payment of the
taxes. Other property is assessed on the “unsecured roll.”

Levy By County and Allocation to Local Agencies. The County of Los Angeles (the

“County”) levies a 1% property tax on behalf of all taxing agencies in the County, including the
City.
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The taxes collected are allocated on the basis of a formula established by State law.
Under this formula, the City and all other taxing entities receive a base year allocation pius an
allocation on the basis of “situs” growth in assessed value (new construction, change of
ownership and inflation) among the jurisdictions which serve the tax rate areas within which the
growth occurs. Tax rate areas are specifically defined geographic areas which were developed
to permit the levying of taxes for less than county-wide or city-wide special districts.

Assessed Valuations. Assessed valuations in the County are established by the
County Assessor, except for ulility property which is assessed by the State Board of
Equalization. Property is assessed at 100% of actual market value and tax rates are expressed
in terms of the ratic of “full cash value” to actual market value.

Under the State Constitution, the only properties subject to reassessment to their then-
current market value each fiscal year are (a) properties that are improved, or (b) properties with
respect to which a change in ownership occurs. Property that is not subject to reassessment is
subject to a maximum 2% increase per year in assessed value. Any increases in assessed
value during each County fiscal year are compiled as the County's “supplemental roll,” and
supplemental taxes are levied on such increases in assessed value during the County's fiscal
year.

State law currently exempts $7,000 of the assessed value of an owner-occupied
dwelling, but the City does not suffer any revenue loss because an amount equivalent to the tax
on such exempt amount is paid by the State.

State law also exempts the full value of business inventories from taxation, but provides
reimbursement to local agencies based on their respective shares of the revenues derived from
the application of the maximum tax rate, adjusted to reflect changes in population and the
consumer price index. Since the 1984-85 County fiscal year, the reimbursement for the
business inveniory exemption has been consolidated into the State motor vehicle in-lieu fee
revenue, which currently more than restores the revenue lost through the business inventory
exemption.

Property Tax Levies, Collections and Delingquencies

Secured Roll. Property taxes on the secured roll are due in two insfallments, on
November 1 and February 1. If unpaid, such taxes become delinquent on December 10 and
April 10, respectively, and a 10% penalty aitaches to any delinquent payment. In addition,
property on the secured roll becomes tax delinquent on June 30. Such property may thereafter
be prepaid by payment of the delinquent taxes plus the delinquency penalty, plus a prepayment
penalty of one and one-half percent per month to the time of prepayment. If taxes remain
unpaid for a period of five years or more, the property is subject to sale by the County Tax
Collector.

Unsecured Roll. Property taxes on the unsecured roll are due as of the January 1 lien
date and become delinquent, if unpaid, on August 31. A 10% penalty attaches to delinquent
taxes on property on the unsecured roll, and an additional penalty of one and one-half percent
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 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
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certain property of the taxpayer, and (4) seizure and sale of personal property, improvements or
possessory interests, belonging or assessed to the taxpayer.

Coliection by the County. Each county levies (except for levies to support prior voter-
approved indebtedness) and coliects all property taxes for property located within that county's
taxing boundaries.

No Teeter Plan. The County has not established a property tax distribution program
commoniy referred fo as the “Teeter Plan.” Taxes are distributed to taxing agencies within the
County on the basis of actual tax collections rather than on the basis of tax levy.

Property Tax Revenues

Property Tax
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property tax revenues respond to
economic conditions. In Fiscal Year
1991-92 the State and nation entered
info a period of economic downturn.
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and continued through Fiscal Year

1996-97, was the result of three factors; (1) the general economic conditions, (2) State
takeaways of property tax revenues, and (3) the reductions in California’s real estate values and
reassessment of property valuations by the Los Angeles County Assessor. Fiscal Year 2006-G7
property tax revenues were $32.4 million and $33.2 million is budgeted for Fiscal Year 2007-08.
See “BOND OWNERS' RISKS - Property Taxes” for additional information relating to taxation
and collection of taxes.
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Assessed Valuation History

The following table presents information regarding the assessed valuation of property
within the City based on the Taxpayer's Guide compiled by the County Auditor-Controller. All

assessed valuations include homeowner exemptions,

TABLE 5
CITY OF BEVERLY HILLS
ASSESSED AND ESTIMATED ACTUAL VALUE OF TAXABLE PROPERTY

Ratio of Net

Personal Assessed

Real Property Property Real Net Estimated Value to

Fiscal Assessed Assessed Property Assessed Actual Estimated
Year Value Value Exemptions Value Value Actual Value
2007 % 16,239,966,588 451,072,766 35,728,000 16,655,311,354 16,691,039,354 99.79%
2006 14,966,672,240 414,717,447 36,086,400 15,355,303,287 15,391,389,687 99.77%
2005 13,678,028,419 438,688,276 36,335,600 14,080,381,095 14,116,716,695 99.74%
2004 12,797,545,339 398,885,451 36,197,600 13,160,633,790 13,196,830,790 99.73%
2003 12,045,395,152 409,001,238 36,428,000 12,417,968,390 12,454,396,390 99.71%
2002 11,458,425,101 418,296,255 36,436,400 11,840,284,956 11,876,721,356 99.69%
200t 10,562,377,726 414,388,951 36,727,600 10,940,039,077 10,976,766,677 99.67%
2000 9,803,770,000 372,665,000 37,047,000 10,139,388,000 10,176,435,000 99.64%
1999 8,734,770,000 350,126,000 37,377,000 9,047,519,000 9,084,896,000 99.59%
1998 8,411,686,000 308,570,000 37,604,000 8,683,052,000 8,720,656,000 99.57%

Source: City of Beverly Hills, based cn information contained in the Taxpayers’ Guide compiled by the Los Angeles County Assesser. Auditor-Controfler's Office.
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Major Taxpayers

The following table provides a list of the principal property taxpayers within the City. The
ten largest taxpayers account for about 7.81% of the total assessed valuation.

TABLE 6

TEN LARGEST SECURED PROPERTY TAXPAYERS

FISCAL YEAR 2006-07

Percentage
of Net
Assessed Assessed
Taxpayer Type of Business Valuation Valuation
Sajahtera, Inc. Office buildings 3 195,567,904 1.19%
B W Hotel LLC Hotel 165,774,188 1.01
QOasis West Realty LLC Office buildings 155,461,862 0.95
Wilshire Rodeo Fee LLC Hotel 153,020,250 0.93
Rodeo Owner Corporation Office buildings 151,400,830 0.92
Beverly Wilshire Owner Shopping center 130,000,000 0.79
Maple Plaza LP Office buildings/bank 106,000,000 0.64
Douglas Emmet 2000 LL.C Office buildings 79,749,458 0.49
Arden Realty Limited Partnership Office buildings/shopping center 75,258,372 0.46
407 N. Maple LP Office buildings 70,700,022 0.43
Total of principal property taxpayers 1,282,932,886 7.81
All other property taxpayers 15,151,176,694 92.19
Total §  16,434,277,648 100.00%
Source; Los Angeles County Assessor, and Muniservice, LLC.
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Business Tax Revenues

Business Tax Business Tax is paid by all
businesses in the City. The tax rate
varies depending on the ftype of
business. Most businesses pay this tax
based on their gross receipts, which is a
measure of the amount of business they
do in the City. (Corporate offices,

10.00 1 : professionals and some  service
500 V1 f businesses pay the tax based on their
o0 LA BUDELE: b L1 number of employees.)
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in Fiscal Year 1993-94, the City
began to experience an upward swing in
the economy as commercial vacancies were reduced and new businesses entered the City.
Some portion of the improvement since Fiscal Year 1992-83 reflects a more aggressive tax
audit program by the City. Business tax revenue were $33.6 million for Fiscal Year 2006-07, a
6% increase over the Fiscal Year 2005-06 revenue.
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Sales Tax Revenues

improvements and continued that
growth until September of 2001. 5.00 |
However, as a result of the terrorist
actions on September 11, 2001, and
their impact on local tourism, sales
tax revenues fell 5.4% for fiscal year
2001-02. These revenues have recovered as the general economy has improved and are now at
record highs ending fiscal year 2006-07 at record levels of $25.9 million.
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The table below shows the largest payers of Sales Tax in the City for Fiscal Year 2006-07.

TABLE 7
LARGEST SALES TAX PAYERS

(listed alphabetically)
FISCAL YEAR 2006-07

Taxpayer Category Taxpayer Category
14 Karatg Ltd. Jewely stores GuceciShops Spechlty stores
Audileasing Passengercarkasing Hermes of Park Spechlty stores
Bamey's of New York Departmend siores Hilton Equipment Corporation Food proces s ing/equipinent
Beverly Hik BMW Newcardealers Lawry’s Prime Rib Restaurant Restaurants with onszle
The Beverly Hills Hotel Hoelfood/barsaks Lexs of Beverly Hils Newcardealkrs
Beverly Hills Mercedes-Benz Newcardealers Louk Vuitton Stores Speculty stores
Beveriy Hills Porsche Newcardealers Mastro’s Steakhouse Restaurant with beer
The Beverly Hiton Hotelfood/barsaks Nearan-Marens Department Store Department stores
Carticr, Enc. Jewehy stores The Peninsul Beverly Hotes Hotclfood/bar sakes
Chanel|Boutije Women's apparcl Polo Ralph Lauren Famly apparel
Chase Manhattan Auto Fmance Passengercarkasing Prada Mens Wear Men's apparel
Crate & Barrel Specialy stores Rite Al Drug Stores Drug stores
Christian Dior Botique Specially stores Saint John's Boutique Women's apparel
DCFS Trust Leasing Saks Fifth A venue Departinent stores
DGUSA Men's apparel Salvatore Ferragamo Shoes
Ferrariof Beverly Hills Newcardcakrs Spago Restaurant Restaurants with onsale
FnancilServices Vehick Trust Leasig Tiffany & Company Jewely storcs
Geary's of Beverly Hills Hoine furnishings Toyota Motor Credit Leasing
Giorgio A rmani Boutique Family apparel W illiarns -Sonoma Specialty stores

Source: Cily of Bevery Hills Comprehensive Annual Financial Report, Year Ended Jupe 30, 2007,
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Transient Occupancy Tax Revenues

As a business, resort and fourist destination, the City receives a sizable portion of its
revenues from the Transient Occupancy Tax. Transient Occupancy Tax revenues have
generally trended upward in each cof the years as shown in the chart below. However, as a
result of the terrorist actions on September 11, 2001, and their impact on local tourism,
Transient Occupancy Tax revenues fell 17.8% for fiscal year 2001-02. Like Sales Tax,

Transient Occupancy Taxes have

Bed Tax recovered completely from the

effects of September 11 and are
now at their highest levels ever.

26.00 ¢

2000 ¢} In the accompanying

transient occupancy tax (bed tax)
chart the variations beginning in
Fiscal Year 1992-93 are due to
hotel closures and tax rate
changes. Two world class hotels,
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U'Ermitage  were closed for

refurbishment in Fiscal Year 1992-
93. The Beverly Hills Hotel had its reopening in June of Fiscal Year 1994-85. The L'Ermitage
had its grand opening in June 1998. In Fiscal Year 1991-92, the City raised the transient
occupancy tax rate from 11% fo 12% to improve revenues and remain consistent with
surrounding communities. In February 1994, the City Council, at the urging of the Chamber of
Commerce and the City's hotel operators, voted to increase the fransient occupancy tax rate
from 12% to 14% to fund local advertising/promotion campaigns. From that point until the
terrorist activities of September 2001, transient occupancy taxes experienced steady growth.
From $17.8 million in revenues in Fiscal Year 2000-01 fransient occupancy taxes fell about 18%
to $14.6 million in Fiscal Year 2001-02 and rebounded only slightly to $14.8 million in Fiscal
Year 2002-03. Revenues for Fiscal Year 2006-07, at $25.9 million, fully recovered to post
September 11 levels and continue the strong growth the City’s 5-star hotels can accommodate.
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City Investment Policy

The City Council annually adopts, by resolution, a statement of investment policy (the
“Investment Policy”) for the City's funds. The Investment Policy defines the objects and priorities
of the investment program, stressing safety and liquidity of funds, as the highest priority. The
third priority stated by the Investment Policy is the achievement of the maximum yield possible
within the constraints of the primary objectives.

The Investment Policy permits investment in repurchase agreements in an amount not to
exceed ten million dollars, and only with primary dealers of the Federal Reserve Bank of New
York, for a period not greater than seven days, and for which the market value of the collateral
is not less than the greater of 102% of the funds borrowed against the securities taken by the
City as collateral and the sum of the funds borrowed against the securities plus accrued interest.

The Investment Policy permits investment in reverse repurchase agreements only in
amounts up to ten million dollars, with primary dealers of the Federal Reserve Bank of New
York with which the City has a current safekeeping agreement. The City may not use as
underlying securities in reverse repurchase agreements any security the City has not fully
owned and paid for at least 30 days prior to the reverse repurchase fransaction date. A
maximum of ten percent of the general portfolio may be reversed at any time, the face value of
the collateral is to equal the proceeds received, and the term of the transaction may not exceed
92 days unless a written agreement is in place guaranteeing the minimum earning spread for
the entire period of the sale of the security.

The Investment Policy explicitly recognizes the high degree of risk involved in
investment in derivative products, and permits investment in derivatives only upon resolution of
the City Council acting on advice of the City Treasurer, only for specific financing purposes, and
not in the normal course of managing the portfolio. For each derivative investment the City must
provide a written statement of purpose and objective for the derivative, establish written
monitoring procedures for the derivative, have sufficient expertise and technical resources to
oversee derivative programs, provide sufficiently detailed record keeping systems fo allow
governing bodies, auditors and examiners to determine if the program is functioning in
accordance with established objectives, fully disclose the use of any derivative instruments in all
official statements and other disclosure documents, and be aware of any confiicts of inferest
involving the broker or dealer with whom the City is anticipating dealing.

The City Treasurer is charged with the responsibility of custody and investment of
surplus City funds. The City Treasurer is required tc submit a monthly investment report fo the
City Councit that provides a summary of the status of the current investment portfolio and
material transactions entered into during the month.

See "APPENDIX B” for a description of the City’s invesiment portfolio for Fiscal Year
2006-07.
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Long-Term General Fund Obligations

As of June 30, 2007, the total long-term indebtedness payabie from the City's general

fund (including the City's obligations under financing leases) was $208,280,000, as described
further in the fable below.

The City, as a matter of discretion rather than legal obligation, has allocated
approximately $49,062,311 of this total long-term indebtedness to the Water Enterprise Fund

and to the Parking Facilities Enterprise Fund, and is currently paying allocable debt service from
those funds.

TABLE 8
LONG-TERM DEBT AND LEASE OBLIGATIONS
PAYABLE FROM GENERAL FUND
As of June 30, 2007

Principal Final
Description of Issue Qutstanding Maturity
Lease Revenue Bonds, 1999 Refunding Series A [1) 69,235,000 June 1, 2020
Lease Revenue Bonds, 2001 Refunding Series A 6,325,000 June 1, 2013
Lease Revenue Bonds, 2003 Refunding Series A 52,120,000 June 1, 2015

Lease Revenue Bonds, 2007 {Capital Improvement Projects) 81.600,000 June 1, 2037
Total: $209,280,000

[1] The outstanding Lease Revenue Bonds, 1998 Series A, and a portion of the ocutstanding Lease

Revenue Bonds, 1999 Refunding Series A, were refunded with a portion of the proceeds of the
Lease Revenue Bonds, 2007 (Capital Improvement Projects).
Source: City of Beverly Hills.

41



Direct and Overlapping Bonded Debt

The following table presents a statement of the City's outstanding direct and cverlapping
debt as of June 30, 2007.

TABLE 9
CITY OF BEVERLY HILLS
DIRECT AND OVERLAPPING BONDED DEBT

2006-07 Assessed Valuation: $16,691,039,354

Total Debt City’s Share of
OVERLAPPING TAX AND ASSESSMENT DEBT: 6/30/07 % Applicable (1) BDebt 6/30/07
Los Angeles County Flood Control District & 113,560,000 2.084% $ 2,366,580
Metropoditan Water District 359,115,000 1.028 3,691,702
Los Angeles Community College District 1,005,200,000 3.683 37,021,516
Beverly Hilis Unified School District 138,394,198 99.755 138,055,132
Los Angeles Unified School District 6,504,880,000 0.020 1,300,976
City of Beverly Hills Community Facilities District No. 2002-A 15,595,000 100.000 15,595,000
Les Angeles County Regional Park and Open Space Assessment District 304,235,000 2.058 6,261,156
Mountains Recreation and Conservation Authority Assessment District, LA. No. 1 13,620,000 0.0068 109
TOTAL OVERLAPPING TAX AND ASSESSMENT DEBT $204,292, 181
DIRECT AND OVERLAPPING GENERAL FUND DEBT:
Los Angetes County General Fund Obligations $1,084,851,959 2.058% § 22,326,253
Los Angeles County Pension Obligations 546,849,147 2.058 11,254,155
Los Angeles County Superintendent of Schools Certificates of Participation 19,817,270 2.058 407,839
County Sanitation District No. 4 Authority 3,831,702 2.665 102,115
Los Angeles Unified School District Certificates of Participation 305,744,823 0.020 79,149
City of Beverly Hills General Fund Obligations 209,280,000 100.000 209.280.000
TOTAL GROSS DIRECT AND OVERLAPPING GENERAL FUND DEBT $243,448,511
Less: Los Angeles Unified School District Cerlificates of Participation (self-supporting) 247
City of Beverly Hills self-supporting obligations 19,199,970
TOTAL NET BIRECT AND OVERLAPPING GENERAL FUND DEBT $224,247,070
GROSS COMBINED TOTAL DEBT $447,741,682 (2)
NET COMBINED TOTAL DEBT $428,539,251

(1) Percentage of overlapping agency's assessed valuation located within boundaries of the city.
(2) Excludes tax and revenue anticipation notes, enterprise revenue, mortgage revenue and tax allocation bonds and non-bonded
capital lease obligations.

Ratios to Assessed Valuation:
Gross Combined Direct Debt ($209,280,000).......ccececini0i0000 1.25%
Net Combined Direct Debt ($190,080,030)........

Total and Overlapping Tax and Assessment Debt... 1.22%
Gross Combined Total Debt.......ooeccircrinnenincccnnraee e 2.68%
Net Combined Total Debt........cconcinnnmninnnnnnn 2.57%

STATE SCHOOL BUILDING AID REPAYABLE AS QF 6/30/07: $118

Source: California Municipal Statistics, Inc.

42



Employees and Labor Relations
A historical summary of City employment levels is set forth below.

TABLE 10
EMPLOYMENT LEVELS
FISCAL YEARS 2002-03 THROUGH 2006-07

Permanent Seasonal and
Fiscal Year Full Time Part Time
2002-03 722 420
2003-04 679 437
2004-05 678 448
2005-06 666 382
2006-07 652 356

Source: City of Beverly Hills.

The City, pursuant o Government Code Section 3500, provides for a *meet and confer”
process with City employees, individually or collectively, to negotiate wages, hours and working
conditions. Matters invelving merits, necessity or organization of any service or activity provided
for by law are excluded from this process. Executive and confidential employees are not
represented by a formal bargaining unit.

Of the 652 permanent employees, 614 are represented by one of the following seven
bargaining units: the Beverly Hills Management & Professional Employees Association, the
Beverly Hills Municipal Employees Association, the Beverly Hills Police Officers Association, the
Beverly Hills Police Management Unit, the Beverly Hills Firemen's Association and the Beverly
Hills Safety Support Personne! Association. 102 of the pari-time employees are represented by
unions or other employee organizations.

The bargaining units described above all have Memoranda of Understanding in effect
with the following expiration dates:

Bargaining Group Expiration Date
Management & Professional Employees Association September 30, 2008
Municipal Employees Association September 30, 2008
Municipal Employees Association — Part Time Unit December 16, 2008
Beverly Hills Firemen’s Association October 3, 2008
Safety Support Association September 30, 2008
Police Officers’ Association September 30, 2011
Police Management Association September 30, 2011

Generally, all terms and conditions of labor agreements continue in full force and effect
until further modified through the negotiation process.

The City has never experienced a work stoppage by its employees.
Insurance

The City has initiated self-insurance programs to provide for general liability, workers'
compensation claims and unemployment insurance claims. These aclivities are accounted for in
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the self-insurance internal service funds, which are accounted for as a proprietary fund type.
Self-<insurance fund revenues are primarily premium charges to other City operating funds and
are planned to match estimated payments resulting from self-insurance programs, operating
expenses and reinsurance premiums. The self-insurance fund expenses the estimated liability
for claims in cases where such amounts are reasonably determinable and where liability is
probable. Additionally, an estimate has been accrued for claims incurred but not reported.

The City is self-insured for all workers' compensation claims and up to $1,000,000 for all
liability claims. Liability claims in excess of $1,000,000 up to $35,000,000 are also covered by
an excess liability insurance policy.

Empioyee Retirement Systems And Deferred Compensation Plans
Defined Benefit Pension Plan

Retirement Plan Description. The City's defined benefit pension plan, Beverly Hills
Public Employees’ Retirement Plan (the "Plan”), provides retirement and disability benefits,
annual cost-of-living adjustments, and death benefits {0 Plan members and beneficiaries. The
Plan is part of the Public Agency portion of the California Public Employees Retirement System
(CalPERS), an agent multiple-employer plan administered by CalPERS, which acts as a
common investment and administrative agent for participating public employers within the State
of California. State statutes within the Public Employees’ Retirement Law establish a menu of
benefit provisions, as well as other requirements. The City selects optional benefit provisions
from the benefit menu by contract with CalPERS and adopts those benefits through City
ordinance.

CalPERS issues a separate comprehensive annual financial report. Copies of
CalPERS’ annual financial report may be obtained from the CalPERS Executive Office, 400 “P”
Street, Sacramento, California 95814.

Al fuli-time employees of the City are eligible to participate in the Plan. Part-time
employees appointed fo a term of one year or longer and who work at least 1,000 hours per
year are also eligible to participate. Other part-time non-benefited hourly employees do not
participate in the Plan. {Effective January 1, 1992, such part-time employees pariicipate in
Social Security.) Related benefits vest after five years of service. Upon five years of service,
employees who retire at or after age 50 are entitled to receive an annual retirement benefit.

The benefit is payable monthly for life, in the amount of 3.0% at age 50 and over for
safety employees, and in an amount that varies from 2.0% at age 50 fo a maximum of 2.5% at
age 55 and over for non-safety employees, of the employees’ single highest year's salary for
each year of credited service. The maximum benefit for safety employees is 90% of their final
salary; there is no maximum for miscellaneous employees. The Plan also provides death and
disability benefits.

Funding Policy. Active full-time plan members in the Plan are required to contribute 8%,
for miscellaneous employees, and 9%, for safety employees, of their annual covered salary.
The City makes such employee contributions for all safety employees and for members of the
executive, executive management and confidential bargaining units on their behalf and for their
account. For the remaining full-fime bargaining groups the City contributes 7% of their annual
covered salary on their behalf and for their account.
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The City is required to contribute the actuarially determined remaining amounts
necessary to fund the benefits for its members. The actuarial methods and assumptions used
are those adopted by the CalPERS Board of Administration. The required employer
contribution rate for the year ended June 30, 2007 was 22.739% for safety members and
9.007% for miscellaneous employees. The contribution requirements of the Plan members are
established by State statuie and the employer contribution rate is established and may be
amended by CalPERS.

Annual Pension Cost. For the year ended June 30, 2007, the City’s annual pension cost
and actual contributions were $4,244,566 for the safety employees and $2,111,883 for
miscellaneous employees.

The City also contributed $2,226,000 on behalf of the safety employees and $1,328,085
on behalf of miscellaneous employees. Miscellaneous full and part-time employees directly
contributed $388,153. Total contributions were $10,298,788.

The required contribution for the year ended June 30, 2007 was determined as part of
the June 30, 2004 actuarial valuation using the entry age normal actuarial cost method with the
contributions determined as a percent of pay. The actuarial assumptions included:

(a) 7.75% investment rate of return (net of administrative expenses);

{b) projected salary increases that vary by duration of service ranging from
3.25% to 14.45% for miscellaneous members (from 3.25% fo 13.15% for safety
members), and

(c) 3.25% cost-of-living adjustment.
Both (a) and (b) include an inflation component of 3.00%.

The actuarial value of the Plan’s assets was defermined using a technique that
smoothes the effect of short-term volatility in the market value of invesiments over a two to five
year period depending on the size of investment gains and/or losses. Initial unfunded liabilities
are amortized over a closed period that depends on the Plan’s date of entry into CalPERS.
Subsequent Plan amendments are amortized as a level percent of pay over a closed 20-year
period. Gains and losses that occur in the operation of the Plan are amortized over an open 13-
year period, which results in an amortization of 10% of unamortized gains and losses each year.

If the Plan’s accrued liability exceeds the actuarial value of plan assets, the amortization
payment on the total unfunded liability may not be lower than the payment calculated over a 30-
year amortization period. As of the actuarial valuation date of June 30, 2004 (for 2006-07
employer rates), the average remaining amortization periods were 12 and 32 years for
miscellaneous and safety members, respectively.
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Five-Year Trend Information for the Plan

Fiscal

Year Annual Percentage of Net Pension

ended Pension APC Obligation

June 30 Cost (APC) Contributed {Overpayment)

2007 % 8,922,562 1% (15,079,403)
2006 7,859,894 140% (17,645,415)
2005 6,022,889 341% (14,500,000)
2004 1,598,800 100% -

On June 29, 2005 and on July 15, 2005, the City made contribution payments in the
amount of $17.6 million in addition to the annual required contribution which is reflected as a net
pension asset in the Government-wide Statement of Net Assets and in the proprietary fund
statements. The Net Pension Asset will be amortized over 20 years in accordance with the
requirements of the Governmental Accounting Standards Board Statement Number 27,
Accounting for Pensions by Stafe and Local Governmental Employers.

The City prepaid a portion of its contributions during Fiscal Year 2005-08, resulting in an
overpayment during that year. The City then took a credit against its required contribution for
Fiscal Year 2006-07, which resulted in the apparent coniribution of less than 100% reflected in
the table above.

Employee Deferred Compensation Plan

The City offers an Employee Deferred Compensation Plan created in accordance with
Internal Revenue Code Section 457 to its employees, allowing them to defer or postpone receipt
of income. Amounts so deferred may not be paid to the employee during employment with the
City except for a catastrophic circumstance creating an undue financial hardship for the
employee.

Effective January 1, 1999, Federal legislation {(Small Business Job Protection Act of
1996) requires the Section 457 plan assets to be placed in trust for the exclusive use of the plan
participants and their beneficiaries. The City's deferred compensation administrator, the
International City Managers’ Association (ICMA), qualifies as the plan trustee to meet Federal
requirements. Since the plan assets are no longer considered the property and rights of the
City, such assets are no longer reflected in the City's basic financial statements.

The City also coffers to its employees a deferred compensation plan created in
accordance with Internal Revenue Code Section 401(k). All amounts deferred and invested
under this plan, with related interest, are the property and rights of the participating employees
and, as such, are not reflected in the City’s audited financial statements.

Related Party Transactions

In November 1984, the Parking Authority paid the City $6,500,000 in consideration for
certain land to be used as the site for the construction of a new parking structure. Upon
completion in August 19886, the City leased the parking facility from the Parking Authority. The
sale of the land has been accounted for as a sale/leaseback transaction, and the related gain of
$1,890,055 is being amortized into income in the Parking Enterprise Fund over the 55-year life
of the lease.
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The City of Beverly Hills and its City Manager entered into an employment contract that
provided a home loan of up to $1.5 million for the purchase of a primary residence within the city
limits of Beverly Hills. The loan provided funding to purchase the home and upgrades and
remodeling up to the total authorized loan amount of $1.5 million. The loan period is 40 years
with an interest rate of 2.5% per annum. At June 30, 2007 the cutstanding principal balance of
the loan was $1,432,789, contained within the General Fund receivables. See APPENDIX B,
note 5.

During Fiscal Year 2006-07, the City initiated the Housing Assistance Loan Program
which provides housing assistance for other executive employees to help them cope with the
high cost of housing and to achieve additional objectives. On June 15, 2007, the Director of
Administrative Services/Chief Financial Officer entered into the Housing Assistance Loan
Program and was provided a home loan for $792,000. The loan period is 40 years with an
interest rate of 3.00% per annum. At June 30, 2007 the ouistanding principal balance of the
Joan was $792,000, contained within the General Fund receivabies. See APPENDIX B, note 5.

Post Employment Health Care Benefits

in addition to the pension benefits described above, the City provides postretirement
health care benefits in accordance with employees’ respective compensation plans. The
provisions of the compensation plans are negotiated with formally recognized bargaining units
and groups not formally recognized and are adopted by City Council action.

The City is currently enrolled in various health care plans administered by the California
Public Employees Retirement System (PERS). The City pays retirees’ PERS health care
premiums fo the following limits as stipulated in the compensation plans:

* Technical Service employees:

- For service retirees after the following dates through age 65, or the date the retiree
becomes eligible for Medicare, the following health benefits are provided:

After July 1, 1985 Single-party rate
After July 1, 1986 $200/month
After December 1, 1987 $245/month
After December 1, 1988 $270/month

— For service retirees after February 1, 1990 through age 70, or the date the retiree
becomes eligible for Medicare, $300 per month in health benefits is provided.

~ For setvice retirees after July 1, 2000 through age 70, or the date the retiree becomes
eligible for Medicare, the City provides up to $300 per month in health benefits. The
benefit is extended up to $150 per month after age 70 if the employee retired with 20
or more years of service and up to $75 with 15 to 20 years of service.

* Police Association employees:

— For employees retiring (service retirement only) after July 1, 1989 through age 70, the
City pays up io the two-party rate of the Peace Officers Research Association of
California (PORAC) Plan under PERS.

- For retirees who retired between July 1, 1978 and July 1, 1989, the City pays
$211/month, through age 65.

- Retired sworn police personnel who received a disability retirement on or after July 1,
1987 are eligible for the PERS health plan if the employee had 20 years of service with
the Beverly Hills Police Department or is over 45 years of age at the time of his or her
retirement.

47



* Police Management Association employees:

- For employees who retired after July 1, 1989, the City pays up to the two-party rate of
the PORAC Plan under PERS (with spouse continuance).

- For employees who retired before July 1, 1979, the City pays $80/month.
» Firemen’'s Association employees:

- For management employees retired after July 1, 1980 with 15 vyears active City
service, the City pays up to the two-party rate of the PERSCare Plan, through age 65.

- For non-management employees (service retirement only} retired after July 1, 1980,
the City pays up to the two-party rate of the PERSCare Plan, up to age 65.

- Retired sworn fire employees who received a disability retirement on or after July 1,
1981 are eligible for PERS health care coverage if the employee would have received
a service retirement of 50% or greater.

* Safely Support Association employees:

— For employees service-retired on or after July 1, 1984, the City pays up to the single-
party coverage.

— For service retirees after July 1, 2001, the City provides health benefits up to $150 per
month if the employee retired after age 60 with 20 or more years of service and up to
$75 per month with 15 o 20 years of service.

» Executive employees and Management and Professional employees:

- For employees service-retired after July 1, 1981, with the exception of those
employees hired after December 2, 1997, the City pays up to the two-party rate of the
PERSCare Plan (with spouse confinuance).

— For employees hired or promoted inio the management and professional service group
on or after December 2, 1997, and who complete a minimum of 5 years of full-time
employment with the City, receive a service retirement and do not perform any paid
work for a PERS contracting agency following retirement, the City pays up to the
single-party coverage of the PERSCare Plan at 25% for employees who have
completed at least 5 years of service with the City, incremented by 5% for each year of
service completed up to 20 years. For executive employees the same Is true, but at
the two-party rate as opposed to the one-party rate. After December 2, 1997, there is
no spousal continuance.

* Confidential employees:

— For employees service-retired after July 1, 1981, the City pays up to the one-party rate
of the PERSCare Plan.

The above postretirement health benefits are financed on a pay-as-you-go basis. The
City currently provides these benefits to an average of 175 participants at a cost of $1,201,276
for the year ended June 30, 2007. Additionally, for those retirees and their covered family
members who no longer qualify for the benefils detailed above, but who choose io mainfain
coverage, the City contributed $64.60 per month from January 1, 2006 through December 31,
2006, and $80.80 per month thereafter. The City currently provides this benefit to 85
participants at a cost of $74,154 for the year ended June 30, 2007.
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CONSTITUTIONAL AND STATUTORY LIMITATIONS ON TAXES AND APPROPRIATIONS

Article XIHA of the California Constitution

On June 6, 1978, California voters approved Proposition 13 ("Proposition 137%), which
added Article XIIIA to the State Constitution (“Article XIIIA"). Article XIIA limits the amount of
any ad valorem tax on real property to 1% of the full cash value thereof, except that additional
ad valorem taxes may be levied to pay debt service on (i) indebtedness approved by the voters
prior to July 1, 1978, (ii) (as a result of an amendment to Article XIIIA approved by State voters
on June 3, 1986) on bonded indebtedness for the acquisition or improvement of real property
which has been approved on or after July 1, 1978 by two-third of the voters on such
indebtedness, and (iii} bonded indebtedness incurred by a school district or community college
district for the construction, reconstruction, rehabilitation or replacement of school facilities or
the acquisition or lease of real property for school faclilities, approved by 55% of the voters of
the district, but only if certain accountability measures are included in the proposition. Article
XA defines full cash value to mean “the county assessor’s valuation of real property as shown
on the 1975-76 tax bill under full cash value, or thereafter, the appraised value of real property
when purchased, newly constructed, or a change in ownership have occurred after the 1975
assessment.” This full cash value may be increased at a rate not to exceed 2% per year to
account for inflation.

Article XIlIA has subsequently been amended to permit reduction of the “full cash value”
base in the event of declining property values caused by damage, destruction or other factors,
to provide that there would be no increase in the “full cash value” base in the event of
reconstruction of property damaged or destroyed in a disaster and in other minor or technical
ways.

Litigation Regarding 2% Limitation. In a Minute Order issued on November 2, 2001, in
County of Orange v. Orange County Assessment Appeals Board No. 3, Case No. 00CC03385,
the Orange County Superior Court held that where a home's taxable value did not increase for
two years, due to a flat real estate market, the Orange County assessor violated the two percent
inflation adjustment provision of Article XIIIA when the assessor tried to "recapture” the tax
value of the property by increasing its assessed value by 4% in a single year. The assessors in
most California counties use a similar methodology in raising the taxable values of property
beyond 2% in a single year. On December 27, 2001, the Orange County Superior Court issued
an order declaring the practice of "recapturing"” to be unconstitutional. That order only applied to
one property in Seal Beach. The court entered a Final Judgment on April 18, 2003.

In 2002 two local courts (Los Angeles and San Diego) ruled differently on the "recapture”
issue. Orange County, the Orange County Tax Collector and the Orange County Assessor
appealed the Superior Court ruling to the Court of Appeal of the State of California, Fourth
Appellate District. The Appellate Court held a hearing on the matter on January 7, 2004, and
issued its ruling on March 26, 2004, reversing the trial court. The Appellate Court held that the
trial court erred in ruling that assessments are always limited to no more than 2% of the
previous year's assessment, and ruled that that the 2% annual inflation adjustment provision
permits a maximum 2% annual increase calculated against the original acquisition cost base,
rather than calculated against any reduced base resulting from any intervening downward
reassessment in the wake of a decline in property values, such as what might happen with a
general deflation or a disaster. On May 6, 2004, the case was appealed to the California
Supreme Court (as Case No. $124682), which denied review on July 21, 2004, thereby
affirming the Court of Appeal's decision, which currently represents the applicable law that is
binding on county assessors statewide.
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Legisiation Implementing Article XllIA. Legisiation has been enacted and amended a
number of times since 1978 to implement Article XIIIA. Under current law, local agencies are no
longer permitted to levy directly any property tax (except to pay voter-approved indebtedness).
The one percent property tax is automatically levied by the county and distributed according fo a
formula among taxing agencies. The formula apportions the tax roughly in proportion to the
relative shares of faxes levied prior fo 1989. |ncreases of assessed valuation resulting from
reappraisals of property due to new construction, change in ownership or from the 2% annual
adjustment are allocated among the various jurisdictions in the “taxing area” based upon their
respective “situs.” Any such allocation made to a local agency continues as part of its allocation
in future years.

Beginning in the 1981-82 fiscal year, assessors in the State no longer record property
values on tax rolls at the assessed value of 25% of market value which was expressed as $4
per $100 assessed value. All taxable property is now shown at full market value on the tax rolls.
Consequently, the tax rate is expressed as $1 per $100 of taxable value. All taxable property
value included in this Official Statement is shown at 100% of market value (unless noted
differently) and all tax rates refiect the $1 per $100 of taxable value.

Appropriation Limitation - Article XIIIB

On November 6, 1979, the voters of the State approved Proposition 4, known as the
Gann Initiative, which added Article XiliB to the State Constifution. On June 5, 1990, the voters
approved Proposition 111, which amended Article XIIIB in certain respects. Under Article XilIB,
as amended, state and local government entities each have an annual “appropriations limit”
which limits the ability fo spend certain monies which are called "appropriations subiject fo
limitation” (consisting of most fax revenues and certain state subventions, together called
“proceeds of taxes,” and certain other funds) in an amount higher than the “appropriations limit.”
Article XIIIB does not affect the appropriation of monies which are excluded from the definition
of “appropriations limit,” including debt service on indebtedness existing or authorized as of
January 1, 1979, or bonded indebtedness subsequently approved by two thirds of the voters.
The "appropriations limit” is adjusted annually for changes in the cost of living and in population,
for transfers in the financial responsibility for providing services, and in the case of cerfain
declared emergencies. If an entity receives any proceeds of taxes in excess of ifs
appropriations limit, it may, by resolution of the entity’s governing board, increase its
appropriations limit to equal that amount (provided that the State has excess appropriations limit
of its own in that fiscal year).

Voter Initiatives

Under the California Constitution, the power of initiative is reserved to the voters for the
purpose of enacting statuies and constitutional amendments. Since 1978, the voters have
exercised this power through the adoption of Proposition 13 and similar measures, the most recent
of which was approved as Proposition 218 in the general election held on November 5, 1996.

Any such initiative may affect the collection of fees, taxes and other types of revenue by
local agencies. Subject fo overriding federal constitutional principles, such collection may be
materially and adversely affected by voter-approved initiatives, possibly to the extent of creating
cash-flow probiems in the payment of outstanding obligations such as the Base Rental Payments.

Proposition 218 (Voter Approval for Local Government Taxes—Limitation on Fees,
Assessments, and Charges - Initiative Constitutional Amendment) added Articles XIHC and XIID to
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the California Constitution, imposing certain vote requirements and other [imitations on the
imposition of new or increased taxes, assessments and property-related fees and charges.

Unitary Property

AB 454 {Chapter 921, Statutes of 1986) provides that revenues derived from most utility
property assessed by the State Board of Equalization ("Unitary Property™), commencing with the
1988-89 fiscal year, will be allocated as follows: (1) each jurisdiction will receive up to 102% of
its prior year State-assessed revenue; and (2) if county-wide revenues generated from Unitary
Property are less than the previous year’'s revenues or greater than 102% of the previous year's
revenues, each jurisdiction will share the burden of the shortfall or excess revenues by a
specified formula. This provision applies to all Unitary Property except railroads, whose
valuation will continue to be allocated 1o individual tax rate areas.

The provisions of AB 454 do not constitute an elimination of the assessment of any
State-assessed properties nor a revision of the methods of assessing utilities by the State Board
of Equalization. Generally, AB 454 allows valuation growth or decline of Unitary Property to be
shared by all jurisdictions in a county.

Proposition 62

On November 4, 1986, California voters adopted Proposition 62, which requires that (i)
any local tax for general governmental purposes (a “general tax”) must be approved by a
majority vote of the electorate; (i) any local tax for specific purposes (a “special tax”) must be
approved by a two-thirds vote of the electorate; (iii) any general tax must be proposed for a vote
by two-thirds of the [egislative body; and (iv) proceeds of any tax imposed in violation of the vote
requirements must be deducted from the local agency’s property tax allocation.

Most of the provisions of Proposition 62 were affirmed by the 1995 California Supreme
Court decision in Santa Clara County Local Transportation Authority v. Guardino, which
invalidated a special sales tax for transportation purposes because fewer than two-thirds of the
vaters voting on the measure had approved the tax. The City does not believe any of the taxes
constituting City revenues are levied in violation of Proposition 62.

Proposition 1A

On November 2, 2004, California voters approved Proposition 1A, which amends the
State constitution to significantly reduce the State's authority over major local government
revenue sources. Under Proposition 1A, the State can not (i) reduce local sales tax rates or
alter the method of aliocating the revenue generated by such taxes, (ii} shift property taxes from
local governments to schools or community colleges, (iii) change how property tax revenues are
shared among local governments without two-third approval of both houses of the State
Legislature or (iv} decrease Vehicle License Fee revenues without providing local governments
with equal replacement funding.

Future Initiatives
Article XIIIA, Article XIIB and Proposition 218 were each adopted as measures that
qualified for the ballot pursuant to California’s initiative process. From time to time, other

initiative measures could be adopted, further affecting the City or its revenues or the ability of
the City to expend revenues.

51



THE AUTHORITY

The Beverly Hills Public Financing Authority (the “Authority”) was created by a Joint
Exercise of Powers Agreement, dated as of November 10, 1992, between the City and the Parking
Authority of the City of Beverly Hills (the “Parking Authority”). Such agreement was entered into
pursuant to Articles 1 and 4 of Chapter 5 of Division 7 of Title 1 (commencing with Section 6484) of
the California Government Code (the “Joint Powers Act’). The Authority was created for the
purpose of assisting the financing or refinancing of certain public capital facilities of the City or the
Parking Authority. The Authority is governed by a five-member board whose members are the
same as the City Council. The Authority has no employees and all staff work is done by City staff
or by consultants to the Authority.

BOND OWNERS’ RISKS

The following describes certain special considerations and risk factors affecting the
payment of and security for the 2008 Bonds. The following discussion is not meant to be an
exhaustive list of the risks associated with the purchase of any 2008 Bonds and does not
necessarily reflect the relative importance of the various risks. Potential investors in the 2008
Bonds are advised to consider the following special factors along with all other information in
this Official Statement in evaluating the 2008 Bonds. There can be no assurance that other
considerations will not materialize in the future.

No Pledge of Taxes

General. The obligation of the City to pay the Base Rental Payments and Additional
Rental does not constitute an obligation of the City for which the City is obligated to levy or
pledge any form of taxation or for which the City has levied or pledged any form of taxation.
The obligation of the City to pay Base Rental Payments and Additional Rental does not
constitute a debt or indebtedness of the Authority, the City, the State of California or any of its
political subdivisions within the meaning of any constitutional or statutory debt limitation or
restriction.

The City is currently liable on other obligations payable from general revenues, which
are described above under “CITY FINANCIAL INFORMATION - Long-Term General Fund
Obligations.”

Limitations on Taxes and Fees. Certain taxes, assessments, fees and charges
presently imposed by the City could be subject to the voter approval requirements of Article
XINC and Article XIIID of the State Constitution. Based upon the outcome of an election by the
voters, such fees, charges, assessments and taxes might no longer be permitted to be imposed,
or may be reduced or eliminated and new taxes, assessments fees and charges may not be
approved. The City has assessed the potential impact on its financial condition of the provisions
of Article XHIC and Article XIIID of the State Constitution respecting the imposition and increase
of taxes, fees, charges and assessments and does not believe that an election by the voters to
reduce or eliminate the imposition of certain existing fees, charges, assessments and taxes
would substantially affect its financial condition. However, the City believes that if the initiative
power was exercised so that all local taxes, assessments, fees and charges that may be subject
to Article XIIIC and Article XIIID of the State Constitution are eliminated or substantially reduced,
the financial condition of the City, including its General Fund, could be materially adversely
affected.

Although the City does not currently anticipate that the provisions of Article XIIIC and
Article XHID of the State Constitution would adversely affect its ability to pay Base Rental
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Payments and its other obligations payable from the General Fund, no assurance can be given
regarding the ultimate interpretation or effect of Article XIlIC and Article XIIID of the State
Constitution on the City’s finances. See “CONSTITUTIONAL AND STATUTORY LIMITATIONS
ON TAXES AND APPROPRIATIONS.”

Additional Obligations of the City

The City has existing obligations payable from its General Fund. See “CITY FINANCIAL
INFORMATION — Long-Term General Fund Obligations.” The City is permitted to enter into
other obligations which constitute additional charges against its revenues without the consent of
Owners of the 2008 Bonds. To the extent that additional obligations are incurred by the City,
the funds available to pay Base Rental Payments may be decreased.

The Base Rental Payments and other payments due under the Property Lease
{including payment of costs of repair and maintenance of the Site and Facilities, taxes and other
governmental charges levied against the Site and Facilities) are payable from funds lawfully
available to the City. If the amounts that the City is obligated to pay in a fiscal year exceed the
City's revenues for such year, the City may choose to make some payments rather than making
other payments, including Base Rental Payments and Additional Rental, based on the
perceived needs of the City. The same result could occur if, because of California
Constitutional limits on expenditures, the City is not permitted to appropriate and spend all of its
available revenues or is required to expend available revenues to preserve the public health,
safety and welfare.

Default

Whenever any event of default referred to in the Property Lease happens and continues,
the Authority is authorized under the terms of the Property Lease to exercise any and all
remedies available under law or granted under the Property Lease. See "APPENDIX A -
Summary Of Principal Legal Documents” for a detailed description of available remedies in the
case of a default under the Property Lease.

in the event of a default, there is no remedy of acceleration of the total Base Rental
Payments due over the term of the Property Lease. The Trustee is not empowered to sell the
Site and Facilities and use the proceeds of such sale to prepay the 2008 Bonds or pay debt
service on the 2008 Bonds.

The City will be liable only for Base Rental Payments on an annual basis and, in the
event of a default, the Trustee would be required {o seek a separate judgment each year for that
year's defaulted Base Rental Payments. Any such suit for money damages would be subject to
limitations on legal remedies against municipalities in California, including a limitation on
enforcement of judgments against funds of a fiscal year other than the fiscal year in which the
Base Rental Payments were due and against funds needed to serve the public welfare and
interest.

Abatement
Under certain circumstances related to damage, destruction, condemnation or title
defects which cause a substantial interference with the use and possession of the Site and

Facilities, the City's obligation to make Base Rental Payments will be subject to full or partial
abatement and could result in the Trustee having inadequate funds to pay the principal and
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interest on the 2008 Bonds as and when due. See “SECURITY FOR THE 2008 BONDS -
Abatement” and “APPENDIX A — Summary Of Principal Legal Documents.”

Property Taxes

Levy and Collection. The City does not have any independent power to levy and
collect property taxes. Any reduction in the tax rate or the implementation of any constitutional
or legislative property tax decrease could reduce the City’'s property tax revenues, and
accordingly, could have an adverse impact on the ability of the City to make Base Rental
Payments. Likewise, delinquencies in the payment of property taxes could have an adverse
effect on the City’s ability to pay principal of and interest on the 2008 Bonds when due.

Reduction in Inflationary Rate. As described in greater detail above, Article XIlIA of
the California Constitution provides that the full cash value base of real property used in
determining taxable value may be adjusted from year to year to reflect the inflationary rate, not
to exceed a 2% increase for any given year, or may be reduced fo reflect a reduction in the
consumer price index or comparable local data. See "CONSTITUTIONAL AND STATUTORY
LIMITATIONS ON TAXES AND APPROPRIATIONS.”

This measure is computed on a calendar year basis. Because Article XIIA limits
inflationary assessed value adjustments to the lesser of the actual inflationary rate or 2%, there
have been years in which the assessed values were adjusted by actual inflationary rates that
were less than 2%. Since Article XIIIA was approved, the annual adjustment for inflation has
fallen below the 2% limitation five times:

Fiscal Year 1983-84 1.000%
Fiscal Year 1995-96 1.190%
Fiscal Year 1996-97 1.110%
Fiscal Year 19998-00 1.850%
Fiscal Year 2004-05 1.867%

The City is unable to predict if any adjustments to the full cash value base of real
property within the City, whether an increase or a reduction, will be realized in the future.

Appeals of Assessed Values. There are two types of appeals of assessed values that
could adversely impact property fax revenues:

Proposition 8 Appeals. Most of the appeals that might be filed in the City would
be based on Section 51 of the Revenue and Taxation Ccde, which requires that for each
lien date the value of real property must be the lesser of its base year value annually
adjusted by the inflation factor pursuant to Article X!IA of the State Constitution or its full
cash value, taking into account reductions in value due to damage, destruction,
depreciation, obsolescence, removal of property or other factors causing a decline in
value.

Under California law, property owners may apply for a reduction of their property
tax assessment by filing a written application, in form prescribed by the Staie Board of
Equalization, with the appropriate county board of equalization or assessment appeals
board. In most cases, the appeal is filed because the applicant believes that present
market conditions (such as residential home prices) cause the property to be worth less
than its current assessed value. These market-driven appeals are known as Proposition
8 appeals.
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Any reduction in the assessment ultimately granted as a Proposition 8 appeal
applies to the year for which application is made and during which the written application
was filed. These reductions are often temporary and are adjusted back to their original
values when market conditions improve. Once the property has regained its prior value,
adjusted for inflation, it once again is subject to the annual inflationary factor growth rate
allowed under Article XIIA.

Base Year Appeals. A second type of assessment appeal is called a base year
appeal, where the property owners challenge the original (basis) value of their property.
Appeals for reduction in the "base year" value of an assessment, if successful, reduce
the assessment for the year in which the appeal is taken and prospectively thereafter.
The base year is determined by the completion date of new construction or the date of
change of ownership. Any base year appeal must be made within four years of the
change of ownership or new construction date.

No assurance can be given that property tax appeals in the future will not significantly
reduce the City's property tax revenues.

Limitations on Remedies Available to Bond Owners

The ability of the City fo comply with its covenants under the Property Lease may be
adversely affected by actions and events outside of the control of the City, and may be
adversely affected by actions taken {or not taken) by voters, property owners, taxpayers or
payers of assessments, fees and charges. See "CONSTITUTIONAL AND STATUTORY
LIMITATIONS ON TAXES AND APPROPRIATIONS" above. Furthermore, any remedies
available to the owners of the 2008 Bonds upon the occurrence of an event of default under the
Property Lease or the Indenture are in many respects dependent upon judicial actions, which
are often subject to discretion and delay and could prove both expensive and time consuming {o
cbtain.

In addition to the limitations on Bondholder remedies contained in the Property Lease
and the Indenture, the rights and obligations under the 2008 Bonds, the Property Lease and the
Indenture may be subject to the following: the United States Bankruptcy Code and applicable
bankruptcy, insolvency, reorganizatiorn, moratorium, or similar laws relating to or affecting the
enforcement of creditors’ rights generally, now or hereafter in effect; usual equity principles
which may limit the specific enforcement under State law of certain remedies; the exercise by
the United States of America of the powers delegated to it by the 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 exercise of powers by the federal or state government, if
initiated, could subject the Owners of the 2008 Bonds fo judicial discretion and interpretation of
their rights in bankruptcy or otherwise, and consequently may entail risks of delay, limitation or
modification of their rights.

Loss of Tax-Exemption
As discussed under the caption “TAX MATTERS," interest on the Series A Bonds could

become includable in gross income for purposes of federal income taxation refroactive to the
date the Series A Bonds were issued, as a result of future acts or omissions of the Authority or
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the City in violation of their respective covenants in the Property Lease and the Indenture.
Should such an event of taxability occur, the Series A Bonds are not subject fo special
redemption and will remain Outstanding until maturity or until redeemed under other provisions
set forth in the Indenture.

Secondary Market for Bonds

There can be no guarantee that there will be a secondary market for the 2008 Bonds or,
if a secondary market exists, that any 2008 Bonds can be sold for any particular price.
Occasionally, because of general market conditions or because of adverse history or economic
prospects connected with a particular issue, secondary marketing practices in connection with a
particular issue are suspended or terminated. Additionally, prices of issues for which a market
is being made will depend upon then-prevailing circumstances. Such prices could be
substantially different from the original purchase price.

On May 21, 2007, the U.S. Supreme Court agreed to review Davis v. Kentucky Dep’t of
Revenue of the Finance and Admin. Cabinef, 197 S.W.3d 557 (20086), a decision holding that
State statutes providing more favorable State income tax treatment to holders of debt issued by
in-state government bodies than for debt issued by out-of-state government bodies violate the
U.S. Constitution. If the decision is upheld, the marketability and market price for the 2008
Bonds may be affected.

Existing and Future Parity Obligations

As described in "SECURITY FOR THE 2008 BONDS — Additional Bonds” above, the
Indenture permits the Authority to issue Additional Bonds, its obligations under which would be
payable from Revenues on a parity with the payment of debt service on the 2008 Bonds.

TAX MATTERS

in the opinion of Jones Hall, A Professional Law Corporation, San Francisco, California,
Bond Counsel, subject, however to the qualifications set forth below, under existing law, the
interest on the Series A Bonds is excluded from gross income for federal income tax purposes
and such interest is not an item of tax preference for purposes of the federal alternative
minimum tax imposed on individuals and corporations, provided, however, that, for the purpose
of computing the alternative minimum tax imposed on corporations (as defined for federal
income tax purposes), such interest is taken into account in determining certain income and
earnings.

The opinions set forth in the preceding paragraph are subject to the condition that the
City comply with all requirements of the Internal Revenue Code of 1986 (the "Code") that must
be satisfied subsequent to the issuance of the Series A Bonds in order that such interest be, or
continue to be, excluded from gross income for federal income tax purposes. The City has
covenanted to comply with each such requirement. Failure to comply with certain of such
requirements may cause the inclusion of such interest in gross income for federal income tax
purposes to be retroactive to the date of issuance of the Series A Bonds.

If the initial offering price to the public (excluding bond houses and brokers) at which a
Series A Bond is sold is less than the amount payable at maturity thereof, then such difference
constitutes "original issue discount” for purposes of federal income taxes and State of California
personal income taxes. If the initial offering price to the public (excluding bond houses and
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brokers) at which each Series A Bond is sold is greater than the amount payable at maturity
thereof, then such difference constitutes "original issue premium" for purposes of federal income
taxes and State of California personal income taxes. Deminimis original issue discount is
disregarded.

Under the Code, original issue discount is treated as interest excluded from federal
gross income and exempt from State of California personal income taxes to the extent properly
allocable to each owner thereof subject to the limitations described in the first paragraph of this
section. The original issue discount accrues over the term to maturity of the Series A Bond on
the basis of a constant interest rate compounded on each interest or principal payment date
(with straightline interpolations between compounding dates). The amount of original issue
discount accruing during each period is added to the adjusted basis of such Series A Bonds to
determine taxable gain upon disposition (including sale, redemption, or payment on maturity) of
such Series A Bond. The Code contains certain provisions relating to the accrual of original
issue discount in the case of purchasers of the Series A Bonds who purchase the Series A
Bonds after the initial offering of a substantial amount of such maturity. Owners of such Series
A Bonds should consult their own tax advisors with respect to the tax consequences of
ownership of Series A Bonds with original issue discount, including the treatment of purchasers
who do not purchase in the original offering, the allowance of a deduction for any loss on a sale
or other disposition, and the ireatment of accrued original issue discount on such Series A
Bonds under federal individual and corporate alternative minimum taxes.

Under the Code, original issue premium is amortized on an annual basis over the term of
the Series A Bond (said term being the shorter of the Series A Bond's maturity date or its call
date). The amount of original issue premium amortized each year reduces the adjusted basis of
the owner of the Series A Bond for purposes of determining taxable gain or loss upon
disposition. The amount of original issue premium on a Series A Bond is amortized each year
over the term to maturity of the Series A Bond on the basis of a constant interest rate
compounded on each interest or principal payment date (with straightline interpolations between
compounding dates). Amortized bond premium is not deductible for federal income tax
purposes. Owners of Premium Series A Bonds, including purchasers who do not purchase in
the original offering, should consult their own tax advisors with respect to State of California
personal income tax and federal income tax consequences of owning such Series A Bonds.

In the further opinion of Bond Counsel, interest on the 2008 Bonds is exempt from
California personal income taxes.

Owners of the 2008 Bonds should also be aware that the ownership or disposition of, or
the accrual or receipt of interest on, the 2008 Bonds may have federal or state tax
consequences other than as described above. Bond Counsel expresses no opinion regarding
any federal or state tax consequences arising with respect to the 2008 Bonds other than as
expressly described above.

CERTAIN LEGAL MATTERS

Jones Hall, A Professicnal Law Corporation, Bond Counsel, will render an opinion with
respect to the validity of the 2008 Bonds, the form of which opinion is set forth in Appendix E.
Certain legal matters will also be passed upon for the City and the Authority by Jones Hall, as
Disclosure Counsel. Certain legal matters will be passed upon for the City by the City Attorney,
and for the Underwriters by their counsel, Fulbright & Jaworski L.L.P.
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LITIGATION

To the best knowledge of the City, there is no action, suit, proceeding, inquiry or
investigation before or by any court or federal, state, municipal or other governmental authority
pending or, to the knowledge of the City after reasonable investigation, threatened against or
affecting the City or the assets, properties or operations of the City which, if determined
adversely to the City or its interests, would have a material and adverse effect upon the
consummation of the transactions contemplated by or the validity of the Property Lease, the Site
Lease or the Indenture, or upon the financial condition, assets, properties or operations of the
City, and the City is not in default with respect to any order or decree of any court or any order,
regulation or demand of any federal, state, municipal or other governmental authority, which
default might have consequences that would materially adversely affect the consummation of
the transactions contemplated by the Property Lease, the Site Lease or the Indenture, or the
financial conditions, assets, properties or operations of the City, including but not limited to the
payment and performance of the City’s obligations under the Property Lease.

RATINGS

Moody's Investors Service has assigned an underlying municipal bond rating of “_ " to
the 2008 Bonds.

Standard & Poor's Ratings Services, a division of The McGraw-Hill Companies, Inc., has
assigned an underlying municipal bond rating of “___ " to the 2008 Bonds.

Fitch Ratings has assigned an underlying municipal bond rating of *___ " to the 2008
Bonds.

These ratings reflect only the views of such rating agencies and any desired explanation
of the significance of such rating should be obtained from the respective rating agency.
Generally, a rating agency bases its rating on the information and materials furnished to it and
on investigations, studies and assumptions of its own. There is no assurance that these ratings
will continue for any given period of time or that these ratings will not be revised downward or
withdrawn entirely by the respective rating agency, if in the judgment of such rating agency,
circumstances so warrant. Any such downward revision or withdrawal of any rating obtained
may have an adverse effect on the market price or marketability of the 2008 Bonds.

CONTINUING DISCLOSURE

The Authority will covenant for the benefit of owners of the 2008 Bonds fo provide
certain financial information and operating data relating to the City by not later than February 15
of each year, commencing February 15, 2009, with the report for the 2007-08 fiscal year (the
“Annual Report”) and fo provide notices of the occurrence of certain enumerated events, if
material.

These covenants have been made in order to assist the Underwriters in complying with
Securities Exchange Commission Rule 15c2-12(b)(5), as amended (the “Rule”). The specific
nature of the information fo be coniained in the Annual Report or the notices of material events
is set forth in “APPENDIX C — FORM OF CONTINUING DISCLOSURE CERTIFICATE.”
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The Authority has never failed to comply, in all material respects, with its previous
continuing disclosure undertaking under the Rule to provide annual continuing disclosure
reports or notices of material events.

UNDERWRITING

Bear, Stearns & Co. Inc., on behalf of itself and E. J. De La Rosa & Co., Inc.
(collectively, the "Underwriters"), has entered into a Bond Purchase Contract with the Authority

under which they will purchase the 2008 Bonds at a price of $ (equal to the
par amount of the 2008 Bonds, less an Underwriters' discount of $ , and less a
net original issue discount of § ).

The Underwriters will be obligated to take and pay for all of the 2008 Bonds if any are
taken. The Underwriters intend to offer the 2008 Bonds to the public at the offering prices set
forth on the inside cover page of this Official Statement. After the initial public offering, the
public offering price may be varied from time to time by the Underwriters.

PROFESSIONAL SERVICES

In connection with the issuance of the 2008 Bonds, fees payable tc the following
professionals involved in the offering are contingent upon the issuance and delivery of the 2008
Bonds: Jones Hall, A Professional Law Corporation, as Bond Counsel and Disclosure Counsel;
Public Resources Advisory Group, as financial advisor to the City; Fulbright & Jaworski L.L.P.,
Los Angeles, California, as underwriters’ counsel; and U.S. Bank National Association, as
Trustee.

EXECUTION

The execution of this Official Statement and its delivery have been authorized by the
Board of the Authority and the City Council of the City.

CITY OF BEVERLY HILLS PUBLIC FINANCING
AUTHORITY

By :

Scott G. Miller, PhD,
Chief Financial Officer

CITY OF BEVERLY HILLS

By:

Scott G. Miller, PhD,
Director of Administrative Services
and Chief Financial Officer
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