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Oct statements showed $15.4 m loss on sale of stocks and a total monthly loss of $7m bringir
at Oct 31, 2001 to only $14.1 million compared to $107 m.last year same time. A 87% decrea

In Sept you sald Doug and you were comforiable that FY 02 earnings would be'enougb fo cov
needs...about $120m. Are you sfill on track for that? Was the October loss 6f $7m a part of th:

Sincerely, I .
‘Sleepless in San Diego '

http://www signonsandiego.com/news/metro/pension/images/eamingseek. gif 1/9/2006
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Municipal Secondary Market Disclosure
Information Cover Sheet

This cover sheet should be sent with all submissions made to the Municipal Securities Rulemaking Board, Nationally Recognized
Municipal Securities Information Repositories, and any applicable State Information Depository, whether the filing is voluntary or
made pursuant to Securities and Exchange Commission rule 15¢2-12 or any analogous state statute.

See www.sec.gov/info/municipal/nrmsir.htm for list of current NRMSIRs and SIDs

IF THIS FILING RELATES TO A SINGLE BOND ISSUE:

Provide name of bond issue exactly as it appears on the cover of the Official Statement (please include name of state where issuer is
located): )

Provide nine-digit CUSIP* numbers if available, to which the information relates:

IF THIS FILING RELATES TO ALL SECURITIES ISSUED BY THE ISSUER OR ALL SECURITIES OF A SPECIFIC CREDIT OR
ISSUED UNDER A SINGLE INDENTURE:

Issuer’s Name (please include name of state where Issuer is located):

THE CITY OF SAN DIEGO, CALIFORNIA (OBLIGOR, PURSUANT TO CERTIFICATES OF PARTICIPATION);
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO; CITY OF SAN DIEGO/MTDB
AUTHORITY; AND CONVENTION CENTER EXPANSION FINANCING AUTHORITY (STATE: CALIFORNIA)

Other Obligated Person’s Name (if any):
THE CITY OF SAN DIEGO, CALIFORNIA ~ IN EACH CASE, THE ULTIMATE CREDIT BEING THE GENERAL FUND
OF THE CITY OF SAN DIEGO

Provide six-digit CUSIP* number(s), if available, of Issuer: 797299, 797260, 797448, 797299, and 79727L

*(Contact CUSIP"s Municipal Disclosure Assistance Line at 212.438.6518 for assistance with obtaining the proper CUSIP numbers.)

TYPE OF FILING: A
0 Electronic (Number of pages attached) y Paper (Number of pages attached): 23

>

If information is also available on the Internet, give URL:"




WHAT TYPE OF INFORMATION ARE YOU PROVIDING? (Check all that apply)

A. 0 Annual Financial Information and Operating Data pursuant to Rule 15¢2-12
(Financial information and operating data should not be filed with the MSRB.) -

B. " Audited Financial Statements or CAFR pursuant to Rule 15¢2-12

C. [ ""Notice of a Material Event pursuant to Rule 15¢2-12 (Check as appropriate)

1. [ Principal and interest payment delinquencies 6. [ Adverse tax opinions or events affecting the tax-

2. D Non-payment related defaults exempt status of the security

. . 7. [ Modifications to the rights of security holders
3. [ Unscheduled draivs on debt service reserves reflecting s J

financial difficulties 8. [ Bondcalls
4. [ Unscheduled draws on credit enhancements reflecting 9. 0 Defeasances

financial difficultie - .
s 10. U Release, substitution, or sale of property securing

5. [ Substitution of credit or liquidity providers, or their repayment of the securities

failure to perform 11. 0 Rating changes

D. 0 Notice of Failure to Provide Annual Financial Information as Required
E. ‘J Other Secondary Market Information (Specify): Voluntary Report of Information relating to the obligations of the City with
respect to the San Diego City Employees Retirement System and certain errors to the Comprehensive Annual Financial Report

of the City of San Diego for the fiscal year ended June 30, 2002.

I hereby represent that J am authorized by the issuer or obligor or its agent to distribute this information publicly:

Issv = Lontact:
Name:  PATRICIA T. FRAZIER Title: DEPUTY CITY MANAGER

Employer: CITY OF SAN DIEGO
Address: 202 CSTREET, MAIL STATION 9B, SAN DIEGO, CA 92101

Obligor Contact, if any:

Name  PATRICIA T. FRAZIER Title: DEPUTY CITY MANAGER
Employer: CITY OF SAN DIEGO

Address: 202 CSTREET, MAIL STATION 9B, SAN DIEGO, CA 92101

Investor and Credit Relations Contact:

Name: LAKSHMI KOMDMI Title: DEPUTY DIRECTOR, FINANCING SERVICES
Telephone: (619) 236-6928 Fax: (619) 235-5835

Press Contact:
Name: CARL NETTLETON Title: DIRECTOR OF PUBLIC AND MEDIA AFFAIRS
Telephone: (619) 236-6851 Fax: (619) 235-5266




YOLUNTARY REPORT OF INFORMATION
DATED JANUARY 27, 2004

RELATING TO

$25,070,000
Public Facilities Financing Authority
of the City of San Diego
Lease Revenue Bonds, Series 2002B
(Fire and Life Safety Facilities Project)
(CUSTP Number 797299)

317,425,000
City of San Diego
_ 2003 Certificates of Participation
(1993 Balboa Park/Mission Bay Park Refunding)
Evidencing Undivided Proportionate Interest in Lease
Payments to be Wlade by the City of San Diego

Pursuant to a Lease with the San Diego Facilities and

Equipment Leasing Corporation

(CUSIP Number 797260)

$205,000,000
Convention Center Expansion Financing Authority
Lease Revenue Bonds, Series 1998A
(City of San Diego, California, as Lessee)
(CUSIP Number 79727L)

311,720,000
City of San Diego, California
Refunding Certificates of Participation
(Balboa Park and Mission Bay Park Capital
Improvements Program, Series 1991)
Series 1996B
{(CUSIP Number 797260)

$15,255,000
City of San Diego/MTDB Authority
2003 Lease Revenue Refunding Bonds
(San Diego Old Town Light
Rail Transit Extension Refunding)
(CUSTP Number 797448)

$169,685,000
Public Facilities Financing Authority
of the City of San Diego _
Lease Revenue Bonds, Series 2002 (Ballpark Project)
(CUSIP Number 797299)

$33,430,000
City of San Diego, California
Certificates of Participation
(Balboa Park and Mission Bay Park Capital
Improvements Program)
Series 1996A
(CUSIP Number 797260)

$68,425,000
Public Facilities Financing Authority
of the City of San Diego
Taxable Lease Revenue Bonds, Series 1996A
(San Diego Jack Murphy Stadium)
(CUSIP Number 797299)

The City of San Diego, California (the “City”) is submitting this Voluntary
Report of Information (this “Report”) to the Municipal Securities Rulemaking Board (“MSRB")
and the Nationally Recognized Municipal Securities Information Repositories (“NRMSIRs”).
See Exhibit A for the listing of NRMSIRs. The City is submitting this Report on behalf of itself
and on behalf of the Public Facilities Financing Authority of the City of San Diego, the City of
San Diego/MTDB Authority, and the Convention Center Expansion Ejnancing Authority (the
“Issuers”) for the above-mentioned issuances. The City may or may not from time to time
voluntarily submit additional information. This submission does not constitute a commitment to
provide information beyond the disclosure requirements of the Continuing Disclosure
Agreements related to each of the above-mentioned issuances (collectively, the “Continuing

Disclosure Agreements”).



This Report is dated as of January 27, 2004 (the “Dated Date”) and speaks only as
of the Dated Date. Readers are cautioned not to assume that any information has been updated
beyond the Dated Date unless this Report expressly states that it constitutes an update of a
specific matter in a document. The City expressly disclaims any duty of the City or any of the
other Issuers to provide an update of this Report or a further update of any document, or matter
therein, specifically referenced.

The filing of this Report does not constitute or imply any representation (1) that
any or all of the information provided is material to investors, (2) regarding any other financial,
operating or other information about the City or any of the other Issuers, or the above stated
issuances, (3) that no changes, circumstances or events have occurred which may have a bearing
on the security for the above-mentioned issuances or an investor’s decision to buy, sell or hold
the above-mentioned issuances.

Certain statements contained in this Report reflect not historical facts but
forecasts and “forward-looking” statements. In this respect, the words “estimate,” “project,”
“anticipate,” “expect,” “intend,” “believe” and similar expressions are intended to identify
forward-looking statements.  Projections, forecasts, assumptions, expressions of opinions,
estimates and other forward-looking statements, are not to be construed as representations of fact
and are qualified in their entirety by the cautionary statements set forth in this Report.

Any statements regarding the above-mentioned issuances, other than a statement
made by the City in an official release or subsequent notice or annual report, published in a
financial newspaper of general circulation and/or filed with the MSRB or the NRMSIRs, are not
authorized by the City or any of the other Issuers. Neither the City nor any of the other Issuers
shall be responsible for the accuracy, completeness or fairness of any such unauthorized
statement.
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Municipal Secondary Market Disclosure
Information Cover Sheet

This cover sheet should be sent with all submissions made to the Municipal Securities Rulemaking Board, Nationally Recognized
Municipal Securities Information Repositories, and any applicable State Information Depository, whether the filing is voluntary or made
pursuant to Securities and Exchange Commission rule 15¢2-12 or any analogous state statute.

See www.sec.gov/info/municipal/nrmsir.htm for list of current NRMSIRs and SIDs

IF THIS FILING RELATES TO A SINGLE BOND ISSUE:
Provide name of bond issue exactly as it appears on the cover of the Official Statement (please include name of state where issuer is
located):

Provide nine-digit CUSIP* numbers if available, to which the information relates:

IF THIS FILING RELATES TO ALL SECURITIES ISSUED BY THE ISSUER OR ALL SECURITIES OF A SPECIFIC CREDIT OR ISSUED
UNDER A SINGLE INDENTURE:

Issuer’s Name (please include name of state where Issuer is located):

THE CITY OF SAN DIEGO, CALIFORNIA (OBLIGOR, PURSUANT TO CERTIFICATES OF UNDIVIDED INTEREST
INSTALLMENT PAYMENTS PAYABLE FROM NET SYSTEM REVENUES OF THE WATER UTILITY FUND OF THE
CITY OF SAN DIEGO, CALIFORNIA);

PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO, CALIFORNIA

Other Obligated Person’s Name (if any):
THE CITY OF SAN DIEGO, CALIFORNIA ~ THE ULTIMATE CREDIT BEING THE WATER UTILITY FUND OF THE
CITY OF SAN DIEGO

Provide six-digit CUSIP* number(s), if available, of Issuer: 797263 and 79730C

*(Contact CUSIP's Municipal Disclosure Assistance Line at 212.438.6518 for assistance with obtaining the proper CUSIP numbers.)

TYPE OF FILING:
[ Electronic (Number of pages attached) \ Paper (Numbér of pages attached): 6

If information is also available on the Internet, give URL:




WHAT TYPE OF INFORMATION ARE YOU PROVIDING? (Check all that apply)

~A. 0 Annual Financial Information and Operating Data pursuant to Rule 15¢2-12
’financia] information and operating data should not be filed with the MSRB.)

B. 0 Audited Financial Statements or CAFR pursuant to Rule 15¢2-12

C. [ Notice of a Material Event pursuant to Rule 15¢2-12 (Check as appropriate)

1. [ Principal and interest payment delinquencies 6. [ Adverse tax opinions or events affecting the tax-

. xempt status of th i
2. [ Non-payment related defaults exempt status ot the secunity

. . 7. 0 Modifications to the rights of security holders
3. 0 Unscheduled draws on debt service reserves reflecting = Y

financial difficultics 8. [ Bond calls

4. [ Unscheduled draws on credit enhancements reflecting 9. [ Defeasances

financial difficultics I .
10. 0 Release, substitution, or sale of property securing

5. [ Substitution of credit or liquidity providers, or their repayment of the securities :

failure to perform 11. 0 Rating changes

D. [ Notice of Failure to Provide Annual Financial Information as Required
E.V Other Secondary Market Information (Specify): Voluntary Report of Information relating to the filing by the City of YVoluntary

Reports of Information with respect to the General Fund of the City and the Sewer Revenue Fund of the City.

I hereby represent that I am authorized by the issuer or obligor or its agent to distribute this information publicly:
“ssuer Contact:

Name  PATRICIA T. FRAZIER Title: DEPUTY CITY MANAGER
Employer: CITY OF SAN DIEGO
Address: 202 C STREET, MAIL STATION 9B, SAN DIEGO, CA 92101

Obligor Contact, if any:

Nanme PATRICIA T. FRAZIER Title: DEPUTY CITY MANAGER
Employer: CITY OF SAN DIEGO

Address: 202 C STREET, MAIL STATION 9B, SAN DIEGO, CA 92101

Investor and Credit Relations Contact:
Namc: LAKSHMI KONMMI Title: DEPUTY DIRECTOR, FINANCING SERVICES
Telephone: (619) 236-6928 Fax: (619) 235-5835

Press Contact:
Name: CARL NETTLETON Title: DIRECTOR OF PUBLIC AND MEDIA AFFAIRS

Telephone: (619) 236-6851 Fax: (619) 235-5266




VOLUNTARY REPORT OF INFORMATION
DATED JANUARY 27,2004

RELATING TO
$385,000,000 $286,945,000
Certificates of Undivided Interest Public Facilities Financing Authority
In Installment Payments Payable From Subordinated Water Revenue Bonds, Series 2002
Net System Revenues Of The Water Utility Fund (Payable Solely from Subordinated Installment
Of The City Of San Diego, California Payments Secured By
Series 1998 Net System Revenues of the Water Utility Fund)
(CUSIP Number 797263) ' (CUSIP Number 79730C)

The City of San Diego, California (the “City”) is submitting this Voluntary Report of
Information (this “Report”) to the Municipal Securities Rulemaking Board (“MSRB”) and the
Nationally Recognized Municipal Securities Information Repositories (“NRMSIRs™). See Exhibit A
for the listing of NRMSIRs. The City is submitting this Report on behalf of itself and on behalf of
the Public Facilities Financing Authority of the City of San Diego (the “Authority”) for the above-
mentioned issuances. The City may or may not from time to time voluntarily submit additional
information. This submission does not constitute a commitment to provide information beyond the
disclosure requirements of the Continuing Disclosure Agreements related to each of the above-
mentioned issuances (collectively, the “Continuing Disclosure Agreements”).

This Report is dated as of January 27, 2004 (the “Dated Date”) and speaks only as of
the Dated Date. Readers are cautioned not to assume that any information has been updated beyond
the Dated Date unless this Report expressly states that it constitutes an update of a specific matter in
a document. The City expressly disclaims any duty of the City or the Authority to provide an
update of this Report or a further update of any document, or matter therein, specifically referenced.

The filing of this Report does not constitute or imply any representation (1) that any
or all of the information provided is material to investors, (2) regarding any other financial,
operating or other information about the City or the Authority, or the above stated issuances,
(3) that no changes, circumstances or events have occurred which may have a bearing on the
security for the above-mentioned issuances or an investor’s decision to buy, sell or hold the above-
mentioned issuances.

Certain statements contained in this Report reflect not historical facts but forecasts
and “forward-looking” statements. In this respect, the words “estimate,” “project,” “anticipate,”
“expect,” “intend,” “believe” and similar expressions are intended to identify forward-looking
statements.  Projections, forecasts, assumptions, expressions of opinions, estimates and other
forward-looking statements, are not to be construed as representations of fact and are qualified in
their entirety by the cautionary statements set forth in this Report.

PR IS

v

Any statements regarding the above-mentioned issuances, other than a statement made by
the City in an official release or subsequent notice or annual report, published in a financial
newspaper of general circulation and/or filed with the MSRB or the NRMSIRs, are not authorized
by the City or the Authority. Neither the City nor the Authority shall be responsible for the
accuracy, completeness or fairness of any such unauthorized statement.
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Municipal Secondary Market Disclosure
Information Cover Sheet

This cover sheet should be sent with all submissions made to the Municipal Securities Rulemaking Board, Nationally Recognized
Municipal Securities Information Repositories, and any applicable State Information Depository, whether the filing is voluntary or made
pursuant to Securities and Exchange Commission rule 15¢2-12 or any analogous state statute.

See www.sec.gov/info/municipal/nrmsir.htm for list of current NRMSIRs and SIDs

{F THIS FILING RELATES TO A SINGLE BOND ISSUE:
Provide name of bond issue exactly as it appears on the cover of the Official Statement (please include name of state where issuer is
located):

Provide nine-digit CUSIP* numbers if available, to which the information relates:
1]

IF THIS FILING RELATES TO ALL SECURITIES ISSUED BY THE ISSUER OR ALL SECURITIES OF A SPECIFIC CREDIT OR ISSUED
UNDER A SINGLE INDENTURE:

Issuer’s Name (please include name of state where Issuer is located):

JPUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO, CALIFORNIA
Other Obligated Person’s Name (if any):

THE CITY OF SAN DIEGO, CALIFORNIA — THE ULTIMATE CREDIT BEING THE SEWER REVENUE FUND OF THE
CITY OF SAN DIEGO

Provide six-digit CUSIP* number(s), if available, of Issuer: 79730A

*(Contact CUSIP's Municipal Disclosure Assistance Line at 212.438.6518 for assistance with obtaining the proper CUSIP numbers.)

TYPE OF FILING:
0 Electronic (Number of pages attached) V Paper (Number of pages attached): 18

If information is also available on the Intemet, give URL: v




WHAT TYPE OF INFORMATION ARE YOU PROVIDING? (Check all that apply)

-A. [l Annual Financial Information and Operating Data pursuant to Rule 15¢2-12
(Financial information and operating data should not be filed with the MSRB.)

B. [ Audited Financial Statements or CAFR pursuant to Rule 15¢2-12

C. [ Notice of a Material Event pursuant to Rule 15¢2-12 (Check as appropriate)

1. [ Principal and interest payment delinquencies 6. [ Adverse tax opinions or events affecting the tax-

2. I Non-payment related defaults exempt status of the security

. . 7. [ Modifications to the rights of security holders
3. 0 Unscheduled draws on debt service reserves reflecting = Y

financial difficulties 8. 0 Bond calls
4. [ Unscheduled draws on credit enhancements reflecting 9. [ Defeasances

financial difficultics 10. [ Release, substitution, or sale of property securing

5. [ Substitution of credit or liquidity providers, or their repayment of the securities -

failure to perform .
P 11. [ Rating changes

D. [ Notice of Failure to Provide Annual Financial Information as Required
E. v Other Secondary Market Information (Specify): Voluntary Report of Information relating to the obligations of the City with
respect to the San Diego City Employees Retirement System and certain errors to the financial statements of the Metropolitan

Wastewater Utility as of June 30, 2002 and 2001.

“ereby represent that  am authorized by the issuer or obligor or its agent to distribute this information publicly:
~ Issuer Contact:
Name  PATRICIA T. FRAZIER Title: DEPUTY CITY MANAGER

Employer: CITY OF SAN DIEGO
Address: 202 C STREET, MAIL STATION 9B, SAN DIEGO, CA 92101

Obligor Contact, if any:

Name PATRICIA T. FRAZIER Title: DEPUTY CITY MANAGER
Employer: CITY OF SAN DIEGO

Address: 202 C STREET, MAIL STATION 9B, SAN DIEGO, CA 92101

Investor and Credit Relations Contact:
Name: LAKSHMI KONMMI Title: DEPUTY DIRECTOR, FINANCING SERVICES
Telephone: (619) 236-6928 Fax: (619) 235-5835

Press Contact:
Name: CARL NETTLETON Title: DIRECTOR OF PUBLIC AND MEDIA AFFAIRS
Telephone: (619) 236-6851 Fax: (619) 235-5266

9]



VOLUNTARY REPORT OF INFORMATION
DATED JANUARY 27, 2004

RELATING TO
3315,410,000 $250,000,000
Public Facilities Financing Authority Public Facilities Financing Authority
of the City of San Diego of the City of San Diego
Sewer Revenue Bonds, Series 1999A and Series 1999B Sewer Revenue Bonds, Series 1997A and 1997B
(Payable Solely From Installment Payments Secured " (Payable Solely From Installment Payments Secured
By Wastewater System Net Revenues) By Wastewater System Net Revenues)
(CUSIP Number 797304) (CUSIP Number 79730A)
$350,000,000 $250,000,000
Public Facilities Financing Authority Public Facilities Financing Authority
of the City of San Diego of the City of San Diego
Sewer Revenue Bonds, Series 1995 Sewer Revenue Bonds, Series 1993
(CUSIP Number 79730A) (CUSIP Number 79730A)

The City of San Diego, California (the “City”) is submitting this Voluntary
Report of Information (this “Report”) to the Municipal Securities Rulemaking Board (“MSRB”)
and the Nationally Recognized Municipal Securities Information Repositories (“NRMSIRs”).
See Exhibit A for the listing of NRMSIRs. The City is submitting this Report on behalf of itself
and on behalf of the Public Facilities Financing Authority of the City of San Diego (the
“Authority”) for the above-mentioned issuances. The City may or may not from time to time
voluntarily submit additional information. This submission does not constitute a commitment to
provide information beyond the disclosure requirements of any applicable Continuing Disclosure
Agreements related to any of the above-mentioned issuances (collectively, the “Continuing
Disclosure Agreements”™).

This Report is dated as of January 27, 2004 (the “Dated Date”) and speaks only as
of the Dated Date. Readers are cautioned not to assume that any information has been updated
beyond the Dated Date unless this Report expressly states that it constitutes an update of a
specific matter in a document. The City expressly disclaims any duty of the City or the
Authority to provide an update of this Report or a further update of any document, or matter
therein, specifically referenced.

The filing of this Report does not constitute or imply any representation (1) that
any or all of the information provided is material to investors, (2) regarding any other financial,
operating or other information about the City or the Authority, or the above stated issuances,
(3) that no changes, circumstances or events have occurred which may have a bearing on the
security for the above-mentioned issuances or an investor’s decision.to buy, sell or hold the
above-mentioned issuances.

Certain statements contained in this Report reflect not historical facts but
forecasts and “forward-looking” statements. In this respect, the words “estimate,” “project,”
“anticipate,” “expect,” “intend,” “believe” and similar expressions are intended to identify
forward-looking statements.  Projections, forecasts, assumptions, expressions of opinions,



estimates and other forward-looking statements, are not to be construed as representations of fact
and are qualified in their entirety by the cautionary statements set forth in this Report.

Any statements regarding the above-mentioned issuances, other than a statement
made by the City in an official release or subsequent notice or annual report, published in a
financial newspaper of general circulation and/or filed with the MSRB or the NRMSIRs, are not
authorized by the City or the Authority. Neither the City nor the Authority shall not be
responsible for the accuracy, completeness or fairness of any such unauthorized statement.
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VINSON & ELKINS L.L.P.

THE WILLARD OFFICE BUILDING -
1455 PENNSVLVANIA AVE, N
WASHINGTON, D.C. 20004. 10118
TELEPHONE {202) 6396500

FAX (202) 639.6604

wwv.velaw.com

-
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ATTORNEYS AT LAW

Paul 8. Maco

Direct Dial (202) 639-6705
Direct Fax (202) 879-8905
pmaco@velaw.com

February 18, 2004

Casey Gwinn, Esq.

San Diego City Attorney

Office of the City Attorney

Civic Center Plaza

1200 Third Avenue, Suite 1620
~ San Diego, CA 92101

Dear Mr, Gwinn:

We appreciate being asked to represent the City of .San Diego in connection with the
Securities and Exchange Commission’s (“SEC”) inquiry Jn the Matter of San Diego Municipal
Bond Securities Offerings (MLA-2842). Our experience has been that it is mutually beneficial to
set forth, at the outset of our representation, the role and responsibilities of both our law firm and
the client. That is the purpose of both this letter and the separate Standard Terms of Engagement
for Legal Services that is enclosed with this letter.

Client

, The client for this engagement is the City of San Diego (“the City”). This engagement

does not create an attorney-client relationship with any related persons or entities, such as
parents, subsidiaries, affiliates, employees, officers, directors, shareholders, or partners. Our
representation of the City will not involve the representation of any City employee in their
individual capacity.

Scope of Engagement

As your counsel we will provide legal advice and representation to the City in the SEC
and U.S. Attorney inquiry. As part of our representation, we will conduct an internal review of
City disclosure relating to pension matters in its municipal bond offerings from 1996 to the
‘present and prepare a report with observations, conclusions and recommendations (the
“Report”). The initial scope of internal review will be agreed upon by separate cover. We agree
that the Report is not to be an advocacy document, but an objective “warts and all” report. This
engagement will include only the matter described in this paragraph and any additional matters
that are made part of the engagement by written supplement to this letter.

AUSTIN - BEWING - DALLAS - DUBAI -« HOUSTON « LONDON - MOSCOW » NEW.YORK - SINGAPORE . WASHINGTON.DC



We understand and agree that this is not an exclusive agreement, and you are free to
retain any other counsel of your choosing. We recognize that we shall be disqualified from
representing any other client with interests materially and directly adverse to yours ()in any
matter which is substantially related to our representation of you and (ii) with respect to any
matter where there is a reasonable probability that confidential information you furnished to us
could be used to your disadvantage. You understand and agree that, with those exceptions, we
are free to represent other clients, including clients whose interests may conflict with yours in
litigation, business transactions, or other legal matters. You agree that our representing you in
this matter will not prevent or disqualify us from representing clients adverse to you in other
matters and that you consent in advance to our undertaking such adverse representations.

This engagement and our attorney-client relationship will be terminated when we have
completed the services in the matters covered by this engagement lefter and any written
supplements to this engagement letter. If you later retain us to perform further or additional
services, our attorney-client relationship will be established by another engagement letter.

Our firm represents a number of lawyers and law firms in professional liability, business,
tax and other matters. This means that we may have represented, may currently represent, or in
the future may represent counsel opposing your interests in a matter in which we represent you.
This will not in any way affect the diligence or vigor with which we represent your interests in
the matter or the matters on which you engage our firm. If this is a concern to you, please let us
know and we will check on the particular lawyers involved in your matter or matters,

We understand that our initial representation is in an amount not to exceed $150,000.
This amount may be supplemented in the future based upon mutual agreement. ' :

Cooperation

In order to enable us to render effectively the legal services contemplated, the City has
agreed to disclose fully and accurately all facts and keep us informed of all developments
relating to the inquiry. We necessarily must rely on the accuracy and completeness of the facts
and information you and your agents provide to us. The City has agreed to cooperate fully with
us and to make certain City representatives available to attend meetings, discovery proceedings
and conferences, hearings and other proceedings. We will attempt to schedule depositions,
hearings, etc. to serve the convenience of those representatives, but it is the nature of inquiries
and of litigation that such schedules are often not within our control. ~

We will of course make our best efforts to achieve a result in this inquiry that is
satisfactory to the City. However, because the outcome of inquiry and any subsequent litigation
is subject to the vagaries and risks inherent in the litigation process, it is understood that we
make no promises or guarantees to the City concerning the outcome and cannot do so.

Fees

For this matter, our fees will be based on the time spent by the lawyers and paralegal
persomnel who work on the matter. Based on our understanding of this matter, we anticipate that
most of the work on the City’s matter will be uridertaken by me and my partner, Richard Sauer
with the assistance of several associates as needed. We will also be assisted by our partner Mark

2-



Tuohey. My hourly rate for this matter will be 425, Rick Sauer’s will be $425 and Mark’s will
be $450. All associates will be billed at our reduced level II rates, in recognition of the
governmental nature of the client. In addition to Mark Tuohey, we expect to seek the advice of
partners with expertise in certain areas, such as pension and employee benefits law. Their time
will be charged at the lower of our level II rates or $450 per hour. In an effort to reduce overall
legal costs, we utilize paralegal personnel whenever appropriate. Time devoted .by such
paralegal personnel to client matters is currently charged at billing rates generally ranging from
$145 to $175 per hour. Billing rates for both attorneys and paralegal personnel are, from time to
time, reviewed and adjusted and may be changed with or without notice.

In further effort to minimize legal costs, we anticipate working with and utilizing the staff
of the City Attorney’s Office in a variety of tasks, including the assembly and production of
documents and other materials as requested by the SEC. :

By engaging us, you acknowledge and agree that you are responsible for payment of fees,
expenses and disbursements. In appropriate matters as an accommodation to you, we may agree
to direct our bills to third-party payors (e.g., an insurer), but you agree that you will remain fully
responsible for timely payment of our bills if for any reason the third party does not timely pay
such bills. Likewise, we agree that we owe our professional obligations to you, even when a
third party pays our bills.

Qther Charges

In addition to our fees, there will be other charges for items incident to the performance '
of our legal services, such as photocopying, messengers, travel expenses, long-distance-
telephone calls, facsimile transmissions, postage, overtime for secretaries and other non-legal
staff, specialized computer applications such as computerized legal research, and filing fees. The
basis upon which we establish these other charges is set forth in the Standard Terms of
Engagement For Legal Services.

Investment Disclosures .

, Many of the Firm's lawyers, directly or beneficially, own interests in corporations and
other entities or in real property. Although our computerized system used for checking conflicts
of interest tracks all investments made in the name of the Firm, it does not contain data as to
investments made individually by each of the Firm's lawyers. If you are at all concerned about
these individual investments, we will be pleased to canvass our lawyers about their individual
investments in any entity or entities about which you may be concerned. o

Withdrawal or Termination

Our relationship is based upon mutual consent and you may terminate our representation
at any time, with or without cause, by notifying us. Your termination of our services will not
affect your responsibility for payment of fees for legal services rendered and of other charges
incurred before termination and in connection with an orderly transition of the matter.

We are subject to the rules of professional conduct for the ju{isdictions in which we
practice, which list several types of conduct or circumstances that require or allow us to
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withdraw from representinig a client, mcludmg for example, nonpayment of fees or costs,
misrepresentation or failure to disclose material facts, fundamental disagreements, and conflict
of interest with another client. We try to identify in advance and discuss with you any situation
which may lead to our withdrawal, and if withdrawal ever becomes necessary, we give you
written notice of our withdrawal. If we elect to withdraw for any reason, you will take all steps
necessary to free us of any obligation to perform further, including the execution of any
documents necessary to complete our withdrawal, and we will be entitled to be paid for all
services rendered and other charges accrued on your behalf to the date of withdrawal.

QOther

If the foregoing, including the items set forth in the enclosed Standard Terms of
Engagement For Legal Services, correctly reflects your understanding of the terms and
conditions of our representation, please so indicate by executing the enclosed copy of this letter
in the space provided below and return it to the unders1gned

. Please contact me if you have any questlons We are pleased to have this opportunity to
be of service and to work with you. _

Very truly yours,
VINSON & ELKINS L.L.P.

By __ //////d

Paul}/Maco

Enclosure
AGREED TO AND ACCEPTED:

- The City of San Diego

By: )%' Z'/I/// .

eslieN. Girard
Assistant City Attorney




VINSON & ELKINS L.L.P.

Standard Terms of Engagement
for Legal Services

This statement sets forth certain standard terms of our engagement as-your lawyers and is
intended as a supplement to the engagement letter that we have with you as our client. Unless
modified in writing by mutual agreement, these terms will be an integral part of our agreement
with you as reflected in the engagement letter. Therefore, we ask that you review this statement
carefully and contact us promptly if you have any questions. We suggest that you retain this
statement in your file with the engagement letter.

The Scope of Our Work

You should have a clear understanding of the legal services we will provide. Any
questions that you have should be dealt with promptly.

We will at all times act on your behalf to the best of our ability. Any expressions on our
part concerning the outcome of your legal matters are expressions of our best professional -
judgment, but are not guarantees. Such opinions are necessarily limited by our knowledge of the
facts and are based on the state of the law at the time they are expressed..

It is our policy that the person or entity that we represent is the person or entity that is -
identified in our engagement letter, and absent an express agreement to the contrary does not .
include any affiliates of such person or entity (e.g., if you are a corporation or partnership, any
parents, subsidiaries, employees, officers, directors, shareholders or partners of the corporation
or - partnership, or commonly owned corporations or partnerships; or, if you are a trade
association, any members of the trade association). If you believe this engagement includes
additional entities or persons as our clients you should inform us immediately.

It is also our policy that the attorney-client relationship will be considered terminated

upon our completion of any services that you have retained us to perform. If you later retain us

“to perform further or additional services, our attorney-client relationship will be revived subject
to the terms of engagement that we agree on at that time.

This engagement shall be subject to the Disciplinary Rules of Professional Conduci for
the District of Columbia.

Who Will Provide the Legal Services

Customarily, each client of the firm is served by a principal attorney contact. The
principal attorney should be someone in whom you have confidence and with whom you enjoy
working. You are free to request a change of principal attorney at any time. Subject to the
supervisory role of the principal attorney, your work or parts of it may be performed by other
lawyers and legal assistants in the firm. Such delegation may be for the purpose of involving
lawyers or legal assistants with special expertise in a given area or for the purpose of providing



services on the most éfficient and timely basis. Whenever practicable, we will advise you of the
names of those attorneys and legal assistants who work on your matters.

How Our Fees Will Be Set

Generally, our fees are based on the time spent by the lawyers and paralegal personnel
who work on the matter. We will charge for all time spent in representing your interests,
including, by way of illustration, telephone" .and office conferences with you and your
representatives, consultants (if any), opposing counsel, and others; conferences among our legal
and paralegal personnel; factual 1nvest1gat10n legal research; respondmg to your requests for us
to provide information to your auditors in connection with reviews or audits of financial
statements; drafting letters and other documents; and travel. We will keep accurate records of
the time we devote to your work in units of quarters of an hour,

The hourly rates of our lawyers and legal assistants are reviewed and adjusted annually
on a Firm-wide basis to reflect current levels of legal experience, changes in overhead costs, and
other factors. The fees for this engagement will be as set forth in the letter to which this
document is attached, unless modified by subsequent amendment to such letter.

Although we may from time to time, at the client's request, furnish estimates of legal fee:s~
and other charges that we anticipate will be incurred, these estimates are by their nature inexact
(due to unforeseeable circumstances) and, therefore, the actual fees and charges ultimately billed

may vary from such estimates.

Additional Charges

In addition to our fees, there will be other charges for items incident to the performance
of our legal services, such as photocopying, messengers, travel expenses, long-distance
telephone calls, facsimile transmissions, postage, overtime for secretaries and other non- -legal
staff, specxahzed computer applications such as computerized legal research, and filing fees. The
current basis for these charges is set forth below. The Firm will review this schedule of charges
on an annual basis and adjust them to take into account changes in the Firm's costs and other
factors.

Duplicating
The Firm charges $.15 per page.

Courier Services

The Firm charges an amount which generally represents cost including the
distribution service provided by the Firm. Depending on the volume of work
performed by a service provider, the Firm may receive a volume discount during a
particular accounting period for which no adjustment is made on an individual
client's bill.

Computer Aided Legal Research (CALR) .



Third party providers of CALR services charge the Firm amounts each month
based on the type, extent, and duration of the services provided. The Firm charges
clients for client research only based on the computed cost to the Firm for the use
of the services. This cost is monitored and revised periodically to achieve an
average "at cost” rate for clients.

Telefax.

‘The Firm charges $1.00 per page for outgomo telefaxes, whzch includes all
~ telephone costs.

Telephone

The Firm does not charge for local calls. Due to the Firm-wide volume of long

distance calls and multitude of rates for the various area codes and exchanges

(over 65,000), the Firm does not bill each individual call based on the statements

received from providers, but rather charges a flat rate of $.41 per minute for each

long distance call made within the United States. This rate ($.41) is an

approx1mat10n of third party provider charges and intérnal costs associated with

this service. International calls are charged based on the rate in effect for the
country being called.

Travel-Related Expenses

Airfare, meals, and related travel expenses charged to the client represent actual,
out-of-pocket cost. Depending on the volume of both Firm and personal travel,
the Firm may receive beneficial services, including airline tickets from its travel
agent for which no adjustment is made on an individual client's account. In
addition, credits earned under the Frequent Flyer Programs accrue to the
individual traveler and not to the Firm.

All Other Costs

The Firm charges actual disbursements for third-party services like court
reporters, expert witnesses, etc., and may recoup expenses reasonably incurred in
connection with services performed in-house, such as mail services, secretarial
overtime, file retrieval, etc.

Unless special arrangements are otherwise made, fees and expenses of others (such as
expetts, investigators, consultants and court reporters) will be the responsibility of, and billed
directly to, the client. Further, all invoices in excess of $500 will be forwarded to the client for
direct payment.

‘Billing Arrangements and Terms
Our billing rates are based on the assumptlon of prompt payment. Consequently, unless

other arrangements are made, fees for services and other charges will be billed monthly and are
payable within thirty days of receipt.



By engaging us, you acknowledge and agree that you are responsible for payment of fees, -
expenses and disbursements. In appropriate matters as an accommodation to you, we may agree
to direct our bills to third-party payors (e.g.,an 1nsurer), but you agree that you will remain fully
respon31ble for timely payment of our bills if for any reason the third party does not timely pay
such bills. Likewise, we agree that we owe our professional obligations to you, even when a
third party pays our bills.

Confidentiality

We will preserve the confidentiality of information you provide us- consistent with
applicable law including the rules of professional conduct governing lawyers. This confirms
. your agreement that, with respect to firm brochures or other material or information regarding

- the firm and its practice, we may indicate the general nature of our representation of you and
“your identity as a firm client. :

Client and Firm Documents

We will maintain any documents that you furnish to us in our client file (or files) for this
matter. At your request, we will return your documents to you at the conclusion of the matter (or.
earlier, if appropriate). It is your obligation to tell us which, if any, of the documents that you
furnish us that you want returned. We will return those documents to you promptly after our
receipt of payment for outstanding fees and charges. Our own files pertaining to this matter,
including the work performed by our attorneys, will be retained by the firm. Any documents.
retained by the firm will be kept for a certain period of time, and ultimately we will destroy them
in accordance with our record retention program schedule then in effect.
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April 13, 2004

Ms. Lisa Irvine

Director, Financial Management Department
The City of San Diego

202 C Street

San Diego, California 92101

- . Dear Ms, Irvine:

This letter will confirm KPMG LLP’s (“KPMG") understanding of our engagement to report
upon our audit of the financial statements of the City of San Diego (the “City”) as of and for the

year ended June 30, 2003.
Objectives and limitations of services

We will conduct the audit of the financial statements in accordance with auditing standards
generally accepted in the United States of America and the standards for financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States. The objective of an audit carried out in accordance with such standards is the-expression
of an opinion as to whether the presentation of the financial statements conforms with
accounting principles generally accepted in the United States of America. In conducting the

“audit, we will perform tests of the accounting records and such other procedures as we consider
necessary in the circumstances to provide a reasonable basis for our opinion on the financial
statements, We also will assess the accounting principles used and significant estimates made
by management, as well as evaluate the overall financial statement presentation.

Our report will be addressed to the City Council of the City. We cannot provide assurance that
an unqualified opinion will be rendered. Circumstances may arise in which it is necessary for
us to modify our report or withdraw from the engagement. Our audit is planmed and performed
to obtain reasonable, but not absolute assurance about whether the financial statements are free
of material misstatement, whether caused by error or fraud. Absolute assurance is not attainable
because of the nature of eudit evidence and the characteristics of fraud. Therefore, there is a
risk that material errors, fraud (including fraud that may be an iflegal act), and other illegal acts
may exist and not be detected by an audit performed in accordance with auditing standards
generally accepted in the United States of America. Also, an audit is not designed to detect
matters that are immaterial to the financial statements.
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In planming and performing our audit, we will consider the City’s internal control in order to.
determine the nature, timing and extent of our auditing procedures for the purpose of expressing
an opinion on the financial statements and not to provide assurance on intémal control. The
limited purpose of this consideration may not meet the needs of some users who require
additional information about internal control. We can provide other services to provide you
with additional information on mtemal control which we would be happy to discuss with you at

your convenience.

As part of obtaining reasonable assurance about whether the financial statements are free of
material misstatement, we will perform tests of the City’s compliance with certain provisions of
laws, regulations, contracts and grants violations of which could have a ditect and material
affect on the financial statements. However, our objective is not to provide an opinion on
overall compliance with such provisions.

Our responsibility to communicate with the City Council

" In accordance with Government Auditing Standards, we will prepare a written report, Report on
Compliance and Internal Control Over Financial Reporting Based on an Audit of Financial
Statements Performed in Accordance With Government Auditing Standards (GAS report), on
our consideration of interndl control and tests of compliance made as part of our audit of the
financial statements. While the objective of our audit of the financial statement is not to report
on the City’s internal control and we are not obligated to search for reportable conditions as part
of our audit this report will include any reportable conditions to the extent they come to our
attention, Reportable conditions are significant deficiencies in the design or opération of
internal control which could advérsely affect the City’s ability to record, process, summarize
and report financial dala consistent with the assertions of manegement in the financisl
statements under audit. This report will also include all illegal acts and fraud and material
violations of grants and contracts, and abuse. It will indicate that it is intended solely for the
information and use of the City Council and management of the City and that it is not mtended
to be and should not be used by anyone other than these specified parties.

In accordance with Gpvemmem Audmn_g Standards we will also issue a management letter to
communicate other deficiencies in internal controls that are not reportable conditions and other
violations of grants and contracts, and abuse that- comes to our attention umless clearly

inconseguential.

In accordance with Government Auditing Standards, we are also required in certain
circumstances to report fraud or illegal acts directly to parties outside the auditee.

We will also communicate to you verbally disagreements with management or other serious
difficulties encountered in performance of our audit or review services. We believe verbal
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communication of matters such as those noted above is the appropriate forum to provide open
and frank dialogue.

We will réport to you, in writing, the following matters:

e  Audit adjustments arising from the audit that could, in our judgment, either individually
or in aggregate, have a significant effect on the City’s financial reporting process. In
this context, audit adjustments, whether or not recorded by the entity, are proposed
corrections of the financial statements that, in our judgment, may not have been
detected except through the auditing procedures performed.

¢ Uncorrected misstatements aggregated during the current engagement and pertaining to
the latest period presented that were determined by management to be immaterial, both

individually and in aggregate.

® Other matters required to be communicated by Statement on Audmng Standards No.
61, Communication with Audit Committees.

We will also read minutes, if any, of audit committee meetings for consistency with our
understanding of the communications made to you and determine that you have received copies
of all material written communications between ourselves and management. We will also
determine that you have been informed of i) the initial selection of, or the reasons for any
change in, significant accounting policies or their application during the period under audit, ii)
the methods used by management to account for significant unusual transactions and iii) the
effect of significant accounting policies in controversial or emerging areas for which there is a
lack of authoritative guidance or consensus.

I, in performance of our audit procedures, circumstances arise which make it necessary
to modify our report or withdraw from the engagement, we will communicate to you our
reasons for withdrawal,

Management responsibilities

The management of the City is responsible for the fair presentation, in accordance with
generally accepted accounting standards, of the financial statements and all representations
contained therein. Management also is responsible for preventing and detecting fraud, for
adopting sound accounting policics and establishing and maintaining effective internal controls
and procedures for financial reporting to maintain the reliability of the financial statements and
to provide reasonable assurance against the possibility of misstatements that are material to the
financial statements, Management also is responsible for informing us of all reportable
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conditions, of which it has knowledge, in the design or operation of such controls. Management
also is responsible for identifying and ensuring that City complies with laws, regulations,
contracts and grants applicable to its activitics, and for informing us of any known material
violations of such laws and regulations.

~ The City agrees that all records, documentation, and information we request in connection with
our audit will he made available to us, that all material information will be disclosed to us, and
that we will have the full cooperation of the City’s personnel. As required by auditing standards
generally accepted in the United States of America, we will make specific inquiries of
management about the representations embodied in the financial statements and the
effectiveness of intérnal control, and obtain a representation letter from management about these
matters. The responses to our inquiries, the written repwéentanons, and the results of audit tests
comprise the evidential matter we will rely upon in forming an opinion on the financial

statements.

In accordance with Government Auditing Standards, as part of our plarming of the audit we will
consider the results of previous audits and follow up on known significant findings and
recommendations that directly relate to the objectives of the audit. To assist us, management
agrees to identify previous financial audits, attestation engagements, performance sudits, or
other studies related to the objectives of the audit being undertaken and to identify corrective
actions taken to address significant ﬁndmgs and recommendations prior to the date of our
auditors’ report.

Management is responsible for adjusting the financial statements to correct material
misstatements and for affirming to us in the representation letter that the effects of any
unrecorded misstatements aggregated by us during the current engagément and pertaining to the
latest period presented are immaterial, both individually and in the aggregate, to the financial
statements being reported upon. Because of the imporfance of management’s representations to
the effective performance of our services, the City agrees to release KPMG and its personnel
from any claims, Jiabilities, costs and expenses relating to our services under this letter
attributable to any misrepresentations in the representation letter referred to above.

Management is also responsible for providing us with writien responses in accordance with
Government Auditing Standards to the findings included in the GAS report within seven days of
being provided with draft findings.

Management is responsible for the distribution of the reports issued by KPMG. In accordance
with Government Auditing Standards, the reports issued citing Government Auditing Standards
are to be made available for public inspection.
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Offering documents

We understand that the City will, from time to time, wish to include these financial statements
in a document offering securities and may request that we agree to include our report on these
financial statements in the offering document. 'We will consider agreeing to the inclusion of our
teport by separate agreement,

Other engagement matters

-The City has retained the law firm of Vinson & Elkins LLP (*Counsel”) to conduct an
independent investigation of the City’s disclosures relating to pension matters in its municipal
bond offering from 1996 to February 2004 and certain other matters (the “Investigation™) and to

- - prepare a written report with observations, conclusions and recommendations (the “Report™).
The City agrees to provide complete and unrestricted access to the Investigation, including but
not limited to the scope of the Investigation and the periods covered, procedures performed,
people interviewed, interview notes or memoranda, other paper and electronic data collected,
including responsive emails, email “search” terms used, findings, recommendations and

~remedial actions, if any, In addition, we will require 2 complete briefing as to the status of the
" Investigation as soon as possible after retaining KPMG and we will require weekly status
updates. .

We will not issue our auditors® report on the City’s basic financial statements until such

Investigation is complete. In the event that KPMG determines that the Investigation or any

-aspect thereof is insufficient to allow us complete our audit of the City's basic financial

statements or any fimd financial statements, KPMG may modify our report or withdraw from

" the engagement. KPMG requests and the City agrees that public announcements

"pertaining to KPMG's engagement as the City’s auditors or its ongoing audit progress
and findings will be subject to review and consent by KPMG prior to dissemination.

. This letter shall serve as the City’s authorization for the use of e-mail and other electronic

" methods to transmit and receive information, including confidential information, between
KPMG and the City and between KPMG and outside specialists or other entities engaged by
.either KPMG or the City. The City acknowledges that e-mail travels over the public Internet,
which is not a secure means of communication and, thus, confidentiality of the transmitted
information could be compromised through no fault of KPMG.
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Further, for purposes of the services described in this letter only, the City hereby grants to
KPMG a limited, revocable, non-exclusive, non-transferable, paid up and royalty-free license,
without right of sublicense, to use all names, Jogos, trademarks and service marks of the City
solely for presentations or reports to the City or for internal KPMG presentations and intranet

sites.

KPMG is a limited liability partnerslu'p. comprising both certified public accountants and certain
principals who are not licensed as certified public accountants. Such principeals may participate
in the engagements to provide the services described in this letter. -

Work paper access by regulators and others

The work papers for this engagement are the property of KPMG. Pursuant to Government
Auditing Standards, we are required to make certain work papers available in a full and timely
. manuer to regulatory agencies ‘upon request for their reviews of audit quality and for use by
their auditors. In eddition, we may be requested to make certain work papers available fo
regulators pursuant to authority given to it by law or regulation. Access to the requested work
papers will be provided under supervision of KPMG personnel. Furthermore, upon request, we
may provide photocopies of selected work papers to regulatory agencies. These regulatory
agencies may intend, or decide, to distribute the photocopies or information contained therein to
others, including other government agencies. We agree to maintain the work papers for a period
- of not less than seven (7) years.
In the event KPMG is requested pursuant to subpoena or other legal process to produce its
documents relating to this engagement in judicial or administrative proceedings to which
KPMG is not a party, the City shall reimburse KPMG at standard billing rates for its
professional time and expenses, including reasonable attorney’s fees, incurred in responding to
such request. '

Additional reports
We expect to issue as part of this engagement independent auditors’ reports on the following:
¢ Financial Statements of the Metropolitan Wastewater Utility Fund;

¢ Financial Statements of the Water Utility Fund.
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Other Government Auditing Standards matters

As required by Government Auditing Standards, we have attached a copy of KPMG's
most recent peer review report and letter of comments.

We may also assist management in drafting the financial statements and notes. In accordance
with Government Auditing Standards, we are required to confirm that management accepts
responsibility for the financial statements and notes and, therefore, has a responsibility tobe in a
position in fact and appearance to make an informed judgment about them and that management

will:
o Designate a qualified management~level individual to be responsible and aocmmmble
for overseeing the drafting of the financial statements.

"o Establish and monitor the performance of the engagement to ensure that it meets
management’s objectives.

e Make any decisions that involve management functions related to the engagement and
+ accept full responsibility for such decisions.

¢ Evaluate the adequacy of the financial statements and notes.

Timing

The City requests, and KPMG agrees, that KPMG will commence its audit of the financial
statements for the fiscal year ended June 30, 2003, for the City’s basic fihancial statements, and
the audits of the Metropolitan Wastewater Utility fund and Water Utility fund financial
statements for the fiscal year ended June 30, 2003 at the same time. However, no assurance can
be given as to the completion of our audits or the timing of the issuance of the auditors’ reports
on either the basic financial statements, the Metropoliten Wastewater Utility fund financial
statements or the Water Utility fund financial statements,

Compensation
Our fees will be based on the following hourly rates:

Partner $400
Senior Manager . $350
Senior Associate $200
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Associate $150
. Clerical . $60

In addition, expenses for items such as travel, telephone, postage, and typing, printing and
reproduction of the financial statements will be billed for reimbursement as incurred.

KPMG estimates that the cost of all services pursuant to this engagement wxll be approximately
$700,000 to $800,000. This is an estimate only, and the City acknowledges-that additional
expenditures may be required to complete the engagement. This agreement shall be
supplemented as appropriate upon the further suthorization of the City Council.

This agreement may be terminated at any time by the City or KPMG for convenience, but the
City agrees that KPMG will be compensated for actual services rendered pursuant to this
agreement at the hourly rates and expenses as set forth in the table set forth above, but in no
* event in an amount exceeding the amount authorized by the City Managet and, if apphcable, by
the City Council. KPMG shall provide weekly billings for its services; payment is due within
ten (10) days of receipt. We understand that Lisa Irvine will be the contract administrator for

our engagement.

We shall be pleased to discuss this letter with you at any time. For your convenience in
confirming these arrangements, we enclose a copy of this letter. Please sign and return it to us.

Very truly yours,
KPMGLLP

S st

Steven DeVetter
Partner :
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‘th\ae Embémaggm‘ Center o : Telephione 416:951 0100
Sam.Frangisco, GA 84111 :

August 9, 2004

Mzr. Leslie J. Girard
Assistant City Attorney -
Office of the City Attorney
City of San Diego
1200 Third Avenue, Suite 1620
~San Diego, CA 92101

" Re: Investigation

Dear Mr. Girard:

To date, we have had several discussions with Paiil Maco of Vinson & Elkins (V&E) and
have read the material provided by V&E with reference to their investigation and the
formal inquiry and investigation being conducted by the. Securities .and Exchange
Commission (SEC), the Department of Justice and US Attorney Office. Based on these
discussions and our reading of the documents provided, we understand the following:

1. In September 2003, Ms. Diann Shipione, a San Diego City Employees’ Retirement
System (SDCERS) Board Member and Trustee, notified city officials and
underwriters of errors and omissions in the City’s financial statements dating back to
1996 and asserted the errors falsely improved the City’s financial condition and were
done intentionally to misstate and hide the real condition of the pension system.

2. Subsequent to the notification by Ms, Shipione, the City retracted the Preliminary
Official Statement relating to a $505 million bond offering, filed a voluntary
disclosure statement with the SEC acknowledging errors and omissions and engaged
V&E to investigate and issue a report on the disclosure practices of the City.

3. The city has sold more than $2.3 billion in municipal bonds using financial
statements believed to contain certain errors or omissions.

. 4. Ms. Shipione has alleged in various communications with the City Council, Mayor

- and other top city officials, that the steps taken to deliberately underfund the plan are
illegal, violate the City Charter, and are at odds with statutes and court cases of the
State of California.

5. Ms. Shipione has alleged that the decision to allow the underfunding was reached
through a corrupt process in which the required funding was deferred to garner
benefits for current employees.

.I.. KPMG LLP, 8.USS. iinwiod kadily partnerahip, is the {5,
fhotmber fitm 6f KPMG latemational, 8 Swiss coaperalive.”
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6. On June 11, 2004, the City reached a tentative settlement on the Gleason lawsuit.
The Gleason lawsuit alleged that the underfunding of the pension plan was illegal and .
violated the City Charter, Municipal Code and California Constitution and that the
SDCERS Board breached their fiduciary duties by allowing the City to underfund the
plan. The settlement was reached without resolving the legal questions raised.

7. The SEC launched a formal inquiry in February 2004 under the anti-fraud provisions
of section 17(a) 2&3 of the Securities Act of 1933 with reference the City’s previous
bond offerings. As part of that inquiry, we understand that the SEC may be
considering allegations made in the press, and in particular allegations made by Ms.
Shipione.

8. An e-mail provided to the SEC appears to indicate the SDCERS actuary may have
worked with the City to change assumptions with the intent of lowering the
calculated actuarial required contribution by the City.

AICPA Professional Standards state in section AU 317:

A0 When the auditor becomes aware of information concerning a possible
illegal act, the auditor should obtain an understanding of the nature of the act, the
circumstances in which it occurred, and sufficient other information to evaluate the
effect on the financial statements. In doing so, the auditor should inquire of
management at a level above those involved, if possible. if management does not
provide satisfactory information that there has been no illegal act, the auditor
should—
a. Consult with the -client's legal counsel or other specialists about the
application of relevant laws and regulations to the circumstances and the
possible effects on the financial statements. Arrangements for such consultation
with client's legal counsel should be made by the client.

b. Apply additional procedures, if necessary, to obtain further
. understanding of the nature of the acts.

As indicated in our engagement letter dated April 13, 2004, we will not issue our
auditors’ report until 3 determination is made that the investigation being conducted by
V&E is sufficient and complete. We acknowledge V&E's effort and cooperanon in
explaining the process they are undertaking to KPMG.

Based on discussions with you, V&E, and the reading of the documents provided and,
consistent with our previous conversations, we are providing you the following
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observations regarding our understanding of the scope of the investigation to help avoid
surprises once we review the draft report.

We believe the investigation being conducted by V&E should address and resolve the
following questions:

1. Whether or not the financial statements and or the disclosures in the financial
statements were intentionally misleading and, if yes, what individuals were involved
and what, if any, remedial action is recommended?

2. Did the City enter into any agreement, including the “Managers Two” agreement, or
otherwise take any actions that resulted in the underfunding or misuse of pension
funds that is a violation of State, City or other laws?

3. Did the SDCERS Board breach their fiduciary duty by allowing the City to underfund
the plan in exchange for additional benefits for current employees and could this
action have been in violation of any laws? '

‘4, Is the use of surplus earnings to bay city obligations such as benefits outside of the
plan illegal?

.5, Did the City violate the City Charter by failing to fund its retirement plan as required
by the City Charter?

" 6. Did the SDCERS Board and/or the City violate the California Constitution by
allowing the City to intentionally underfund the plan?

7. Was undue influence placed on the actuary to change assumptions to reduce the
shortfall of the City’s contribution compared to the ARC, and, if yes, at whose
direction and what action does the City plan to take to rectify this action, if
applicable? '

It is our understanding that the electronic evidence gathered by the investigation has been
limited to documents identified by City employees in response to a SEC subpoena. In
order to adequately address the allegations raised, we believe the investigation should
consider conducting independent electronic discovery.

As the investigation progresses and we are provided access to information as outhned in
our engagement letter, we miay request that the investigation consider additional items.



Mr. Leslie J. Girard
Assistant City Attorney
Office of the City Attorney
City of San Diego

August 9, 2004

Page 4

We respectfully request your written response to ‘theée questions regarding the
investigation.

Very truly vours,
KPMG LLP

S DBt

Steven G. DeVetter
Partner
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AU Section 317
lllegal Acts by Clients

(Supersedes section 328)
Source: SAS No. 54.
See section 9317 for inferpretations of this section.

Effective for audits of financial statements for periods beginning on or after January
1, 1989, unless otherwise indicated.

.01 This section prescribes the nature and extent of the consideration an
independent auditor should give to the possibility of illegal acts by a client in
an audit of financial statements in accordance with generally accepted audit-
ing standards. The section also provides guidance on the auditor’s responsibili-
ties when a possible illegal act is detected.

Definition of lllegal Acts

.02 The term illegal acts, for purposes of this section, refers to violations
of laws or governmental regulations. Illegal acts by clients are acts attributable
to the entity whose financial statements are under audit or acts by manage-
ment or employees acting on behalf of the entity. Illegal acts by clients do not
include personal misconduct by the entity’s personnel unrelated to their busi-
ness activities.

Dependence on Legal Judgment

.03 Whether an act is, in fact, illegal is a determination that is normally
beyond the auditor’s professional competence. An auditor, in reporting on
financial statements, presents himself as one who is proficient in accounting
and auditing. The auditor’s training, experience, and understanding of the
client and its industry may provide a basis for recognition that some client acts
coming to his attention may be illegal. However, the determination as to
whether a particular act is illegal would generally be based on the advice of an
informed expert qualified to practice law or may have to await final determi-
nation by a court of law.

Relation to Financial Statements

.04 Illegal acts vary considerably in their relation to the financial state-
ments. Generally, the further removed an illegal act is from the events and
transactions ordinarily reflected in financial statements, the less likely the
auditor is to become aware of the act or to recognize its possible illegality.

.05 The auditor considers laws and regulations that are generally recog-
nized by auditors to have a direct and material effect on the determination of
financial statement amounts. For example, tax laws affect accruals and the
amount recognized as expense in the accounting period; applicable laws and
regulations may affect the amount of revenue accrued under government
contracts. However, the auditor considers such laws or regulations from the
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perspective of their known relation to audit objectives derived from financial
statements assertions rather than from the perspective of legality per se. The
auditor’s responsibility to detect and report misstatements resulting from
illegal acts having a direct and material effect on the determination of financial
statement amounts is the same as that for misstatements caused by error or
fraud as described in section 110, Responsibilities and Functions of the Inde-
pendent Auditor.

.06 Entities may be affected by many other laws or regulations, including
those related to securities trading, occupational safety and health, food and
drug administration, environmental protection, equal employment, and price-
fixing or other antitrust violations. Generally, these laws and regulations
relate more to an entity’s operating aspects than to its financial and accounting
aspects, and their financial statement effect is indirect. An auditor ordinarily
does not have sufficient basis for recognizing possible violations of such laws
and regulations. Their indirect effect is normally the result of the need to
disclose a contingent liability because of the allegation or determination of
illegality. For example, securities may be purchased or sold based on inside
information. While the direct effects of the purchase or sale may be recorded
appropriately, their indirect effect, the possible contingent liability for violat-
ing securities laws, may not be appropriately disclosed. Even when violations
of such laws and regulations can have consequences material to the financial
statements, the auditor may not become aware of the existence of the illegal
act unless he is informed by the client, or there is evidence of a governmental
agency investigation or enforcement proceeding in the records, documents, or
other information normally inspected in an audit of financial statements.

The Auditor’s Consideration of the Possibility of
llegal Acts

.07 As explained in paragraph .05, certain illegal acts have a direct and
material effect on the determination of financial statement amounts. Other
illegal acts, such as those described in paragraph .06, may, in particular
circumstances, be regarded as having material but indirect effects on financial
statements. The auditor’s responsibility with respect to detecting, considering
the financial statement effects of, and reporting these other illegal acts is
described in this section. These other illegal acts are hereinafter referred to
simply as illegal acts. The auditor should be aware of the possibility that such
illegal acts may have occurred. If specific information comes to the auditor’s
attention that provides evidence concerning the existence of possible illegal
acts that could have a material indirect effect on the financial statements, the
auditor should apply audit procedures specifically directed to ascertaining
whether an illegal act has occurred. However, because of the characteristics of
illegal acts explained above, an audit made in accordance with generally
accepted auditing standards provides no assurance that illegal acts will be
detected or that any contingent liabilities that may result will be disclosed.

Audit Procedures in the Absence of Evidence Concerning
Possible lllegal Acts

.08 Normally, an audit in accordance with generally accepted auditing
standards does not include audit procedures specifically designed to detect
illegal acts. However, procedures applied for the purpose of forming an opinion

AU §317.06 Copyright © 1998, American Institute of Certified Public Accountants, Inc.



- Illegal Acts by Clients 307

on the financial statements may bring possible illegal acts to the auditor’s
attention. For example, such procedures include reading minutes; inquiring of
the client’s management and legal counsel concerning litigation, claims, and
assessments; performing substantive tests of details of transactions or bal-
ances. The auditor should make inquiries of management concerning the
client’s compliance with laws and regulations. Where applicable, the auditor
should also inquire of management concerning—

® The client’s policies relative to the prevention of illegal acts.

® The use of directives issued by the client and periodic representations
obtained by the client from management at appropriate levels of
authority concerning compliance with laws and regulations.

The auditor also obtains written representations from management concerning
the absence of violations or possible violations of laws or regulations whose
effects should be considered for disclosure in the financial statements or as a
basis for recording a loss contingency. (See section 333, Management Repre-
sentations.) The auditor need perform no further procedures in this area absent
specific information concerning possible illegal acts.

Specific Information Concerning Possible lllegal Acts

.09 In applying audit procedures and evaluating the results of those
procedures, the auditor may encounter specific information that may raise a
question concerning possible illegal acts, such as the following:

@ Unauthorized transactions, improperly recorded transactions, or
transactions not recorded in a complete or timely manner in order to
maintain accountability for assets

® Investigation by a governmental agency, an enforcement proceeding,
or payment of unusual fines or penalties

® Violations of laws or regulations cited in reports of examinations by
regulatory agencies that have been made available to the auditor

® Large payments for unspecified services to consultants, affiliates, or
employees

® Sales commissions or agents’ fees that appear excessive in relation to
those normally paid by the client or to the services actually received

® Unusually large payments in cash, purchases of bank cashiers’ checks
in large amounts payable to bearer, transfers to numbered bank
accounts, or similar transactions

Unexplained payments made to government officials or employees

Failure to file tax returns or pay government duties or similar fees
that are common to the entity’s industry or the nature of its business

Audit Procedures in Response to Possible lllegal Acts

.10 When the auditor becomes aware of information concerning a possible
illegal act, the auditor should obtain an understanding of the nature of the act,
the circumstances in which it occurred, and sufficient other information to
evaluate the effect on the financial statements. In doing so, the auditor should
inquire of management at a level above those involved, if possible. If management
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does not providé satisfactory information that there has been no illegal act, the
auditor should—

a. Consult with the client’s legal counsel or other specialists about the
application of relevant laws and regulations to the circumstances and
the possible effects on the financial statements. Arrangements for
such consultation with client’s legal counsel should be made by the
client.

b. Apply additional procedures, if necessary, to obtain further under-
standing of the nature of the acts.

.11 The additional audit procedures considered necessary, if any, might
include procedures such as the following:

a. Examine supporting documents, such as invoices, canceled checks,
and agreements and compare with accounting records.

b. Confirm significant information concerning the matter with the
other party to the transaction or with intermediaries, such as banks
or lawyers.

¢. Determine whether the transaction has been properly authorized.

d. Consider whether other similar transactions or events may have
occurred, and apply procedures to identify them.

The Auditor’s Response to Detected lllegal Acts

.12 When the auditor concludes, based on information obtained and, if
necessary, consultation with legal counsel, that an illegal act has or is likely to
have occurred, the auditor should consider the effect on the financial state-
ments as well as the implications for other aspects of the audit.

The Auditor’s Consideration of Financial Statement Effect

.13 In evaluating the materiality of an illegal act that comes fo his
attention, the auditor should consider both the quantitative and qualitative
materiality of the act. For example, section 312, Audit Risk and Materiality in
Conducting an Audit, paragraph .11, states that “an illegal payment of an
otherwise immaterial amount could be material if there is a reasonable possi-
bility that it could lead to a material contingent liability or a material loss of
revenue.”

.14 The auditor should consider the effect of an illegal act on the amounts
presented in financial statements including contingent monetary effects, such
as fines, penalties and damages. Loss contingencies resulting from illegal acts
that may be required to be disclosed should be evaluated in the same manner
as other loss contingencies. Examples of loss contingencies that may arise from
an illegal act are: threat of expropriation of assets, enforced discontinuance of
operations in another country, and litigation.

.15 The auditor should evaluate the adequacy of disclosure in the finan-
cial statements of the potential effects of an illegal act on the entity’s opera-
tions. If material revenue or earnings are derived from transactions involving
illegal acts, or if illegal acts create significant unusual risks associated with
material revenue or earnings, such as loss of a significant business relation-
ship, that information should be considered for disclosure.
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Implications for Audit

.16 The auditor should consider the implications of an illegal act in
relation to other aspects of the audit, particularly the reliability of repre-
sentations of management. The implications of particular illegal acts will
depend on the relationship of the perpetration and concealment, if any, of the
illegal act to specific control procedures and the level of management or
employees involved.

Communication With the Audit Committee

.17 The auditor should assure himself that the audit committee, or others
with equivalent authority and responsibility, is adequately informed with
respect to illegal acts that come to the auditor’s attention." The auditor need
not communicate matters that are clearly inconsequential and may reach
agreement in advance with the audit committee on the nature of such matters
to be communicated. The communication should describe the act, the circum-
stances of its occurrence, and the effect on the financial statements. Senior
management may wish to have its remedial actions communicated to the audit
committee simultaneously. Possible remedial actions include disciplinary
action against involved personnel, seeking restitution, adoption of preven-
tive or corrective company policies, and modifications of specific control
activities. If senior management is involved in an illegal act, the auditor
should communicate directly with the audit committee. The communication
may be oral or written. If the communication is oral, the auditor should
document it.

Effect on the Auditor’s Report

.18 If the auditor concludes that an illegal act has a material effect on the
financial statements, and the act has not been properly accounted for or
disclosed, the auditor should express a qualified opinion or an adverse opinion
on the financial statements taken as a whole, depending on the materiality of
the effect on the financial statements.

.19 If the auditor is precluded by the client from obtaining sufficient
competent evidential matter to evaluate whether an illegal act that could be
material to the financial statements has, or is likely to have, occurred, the
auditor generally should disclaim an opinion on the financial statements.

.20 If the client refuses to accept the auditor’s report as modified for the
circumstances described in paragraphs .18 and .19, the auditor should with-
draw from the engagement and indicate the reasons for withdrawal in writing
to the audit committee or board of directors.

.21 The auditor may be unable to determine whether an act is illegal
because of limitations imposed by the circumstances rather than by the client
or because of uncertainty associated with interpretation of applicable laws or
regulations or surrounding facts. In these circumstances, the auditor should
consider the effect on his report.?

! For entities that do not have audit committees, the phrase “others with equivalent authority
and responsibility” may include the board of directors, the board of trustees, or the owner in
owner-managed entities.

2 See section 508, Reports on Audited Financial Statements.
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Other Considerations in an Audit in Accordance With
Generally Accepted Auditing Standards

.22 In addition to the need to withdraw from the engagement, as de-
scribed in paragraph .20, the auditor may conclude that withdrawal is neces-
sary when the client does not take the remedial action that the auditor
considers necessary in the circumstances even when the illegal act is not
material to the financial statements. Factors that should affect the auditor’s
conclusion include the implications of the failure to take remedial action, which
may affect the auditor’s ability to rely on management representations, and the
effects of continuing association with the client. In reaching a conclusion on
such matters, the auditor may wish to consult with his own legal counsel.

.28 Disclosure of an illegal act to parties other than the client’s senior
management and its audit committee or board of directors is not ordinarily
part of the auditor’s responsibility, and such disclosure would be precluded by
the auditor’s ethical or legal obligation of .confidentiality, unless the matter
affects his opinion on the financial statements. The auditor should recognize,
however, that in the following circumstances a duty to notify parties outside
the client may exist:?

a. When the entity reports an auditor change under the appropriate
securities law on Form 8-K*

b. Toasuccessor auditor when the successor makes inquiries in accord-
ance with section 315, Communications Between Predecessor and
Successor Auditors®

¢. Inresponse to a subpoena

d. To a funding agency or other specified agency in accordance with
requirements for the audits of entities that receive financial assis-
tance from a government agency

Because potential conflicts with the auditor’s ethical and legal obligations for
confidentiality may be complex, the auditor may wish to consult with legal
counsel before discussing illegal acts with parties outside the client.

Responsibilities in Other Circumstances

.24 An auditor may accept an engagement that entails a greater respon-
sibility for detecting illegal acts than that specified in this section. For exam-
ple, a governmental unit may engage an independent auditor to perform an
audit in accordance with the Single Audit Act of 1984. In such an engagement,

3 Auditors may be required, under certain circumstances, pursuant to the Private Securities
Litigation Reform Act of 1995 (codified in section 10A(b)1 of the Securities Exchange Act of 1934) to
make a report to the Securities and Exchange Commission relating to an illegal act that has a
material effect on the financial statements. [Footnote added, July 1997, to reflect conforming changes
necessary due to the issuance of the Private Securities Litigation Reform Act of 1995.]

4 Disclosure to the Securities and Exchange Commission may be necessary if, among other
matters, the auditor withdraws because the board of directors has not taken appropriate remedial
action. Such failure may be a reportable disagreement on Form 8-K. [Footnote renumbered, July
1997, to reflect conforming changes necessary due to the issuance of the Private Securities Litigation
Reform Act of 1995.]

5 In accordance with section 315, communications between predecessor and successor auditors
require the specific permission of the client. [Footnote renumbered, July 1997, to reflect conforming
changes necessary due to the issuance of the Private Securities Litigation Reform Act of 1995.]
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the independent auditor is responsible for testing and reporting on the govern-
mental unit’s compliance with certain laws and regulations applicable to
Federal financial assistance programs. Also, an independent auditor may
undertake a variety of other special engagements. For example, a corporation’s
board of directors or its audit committee may engage an auditor to apply
agreed-upon procedures and report on compliance with the corporation’s code
of conduct under the attestation standards.

Effective Date

.25 This section is effective for audits of financial statements for periods
beginning on or after January 1, 1989. Early application of the provisions of
this section is permissible.

[The next page is 315.]
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Report on Investigation

The City of San Diego, California’s
Disclosures of Obligation to Fund the
San Diego City Employees’ Retirement System
and Related Disclosure Practices
1996-2004
with

Recommended Procedures and Changes to the Municipal Code

September 16, 2004

Paul S. Maco
Richard C. Sauer
Vinson & Elkins L.L.P.
Washington, D.C.



This agreement spawned a lawsuit on behalf of SDCERS members, claiming that both
the 1996 and 2002 agreements violated applicable legal standards. Moreover, beginning in early
2003, projections of the System’s unfunded liabilities for pension and healthcare benefits showed
massive increases by 2011, absent remedial action. Mounting criticism from the local press and
a dissident member of the SDCERS Board, as well as inquiries from a committee of the City
Council, added impetus to confronting previously evaded problems, but not in an immediate
expansion in the public disclosure provided by the City to the municipal debt markets.

Matters came to a head in the fall of 2003, when disclosure counsel on a scheduled
offering for one of the City’s enterprise funds became aware of the inclusion in the City’s annual
financial report of stale information concerning the views of the SDCERS actuary on the novel
approach adopted for System funding. Counsel insisted on additional due diligence before
approving the offering. In the resulting review, the City’s internal and external auditors
discovered errors throughout the footnotes to the City’s financial statements for fiscal year 2002.
Although there is no reason to believe that any of these largely random and (judged from their
effect on the City’s balance sheet) immaterial errors were intentional, the volume of mistakes
raised serious questions about the efficacy of the City’s internal controls for financial reporting.
As noted above, on January 27, 2004, the City provided detailed public disclosure of these
errors and an exposition on the funded status of SDCERS, correcting certain omissions in the
City’s previous disclosure.

Based upon our investigation, we conclude that the City’s procedures, policies and
practices for disclosure and financial reporting are inadequate in major respects. Undermining
the reliability of its public disclosure have been, among other factors, the City’s excessive
reliance on outside professionals to generate its disclosure documents, its lack of procedures to
verify the accuracy of those documents and the absence of high-level oversight to judge the
clarity and completeness of information provided to the investment markets. More generally,
City administration had adopted a minimalist approach to public disclosure, providing the public
with negative information only when it has felt legally required to do so. The result has been a
series of damaging revelations, made without advance warning and in a manner allowing the
City to have limited control over the way in which the information is interpreted. This, in turn,
has led to a decline in trust between the City and the investment markets that must be carefully
addressed to restore to the City its former reputation as among the most financially solid and
reliable of California municipalities.
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