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The Government Finance Officers Association of the United States and Canada (GFOA)
presented a Distinguished Budget Presentation Award to the City of Daly City,
California, for its biennial budget for the biennium beginning July 1, 2004.

In order to receive this award, a governmental unit must publish a budget document that
meets program criteria as a policy document, as an operations guide, as a financial plan,
and as a communications device.

This is the 12th year in a row that the City has received this award. The award is valid
for a period of two years only. We believe our current budget continues to conform to
program requirements, and we are submitting it to GFOA to determine its eligibility for
another award.
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Certificate of Award
Excellence in Operational Budgeting 2004-05

Presented to

City of Daly City

This certificate recognizes Excellent Achievement in Operational Budgeting and reflects an outstanding budget document
and the underlying budgeting process through which the budget is implemented.

February 24, 2005

kw&b. Lathan

Mm:au Walker
Chair, Budgeting & Financial Management

Dedicated to Excellence in Municipal Financial Management \
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BUDGET TRANSMITTAL

May 22, 2006

Honorable Mayor and
Members of the City Council
Citizens of Daly City

On behalf of the entire Management Team, we are pleased to present to you the City of
Daly City Biennial Comprehensive Annual Operating and Capital Budget for fiscal years
2007 and 2008. This is the first budget process in a very long time that did not turn on
what actions the State of California would take. Until the voters adopted Proposition 1A in
the November 2004 general election we were at the mercy of State legislators who found it
much easier to raid local revenues than to deal with the issues required to balance their
own budget. We are very lucky to be free of State intervention, since we have all the
challenges we need right here on the local level.

The budget development process that was followed in producing the biennial budget for
fiscal years 2007 and 2008 was substantially different than in the past. The foundation of
the process was the six City-wide goals established by the City Council. This budget is
aligned to support them. In each budget narrative you will find some of the ways in which
that program supports those goals, which are:

l. To maintain the organization’s capability to provide existing services to the
community.

Il.  To fulfill all state and federal mandates as efficiently and effectively as possible.

I1l.  To continue efforts and approaches to expand and improve service to the
community.

IV. To encourage and support economic development in order to create jobs, expand
the community’s financial base and improve the quality of life.

V. To expand organizational capabilities and efficiencies in order to better serve the
community.

VI. To address essential youth-related issues within the community.

In addition to concentrating on how each program supports these goals, the departments
were tasked with developing meaningful program measures. Although we have tracked
various performance measures in the past, we have not consciously tied each of them to the
City Council’s overall goals. In fact, the goals and performance measures often came
after, and did not directly influence budget development. For this budget the process
began with the goals and how we would measure our performance, and then the financial
portion of the budget was crafted.

Each Budget Narrative was intended to answer the following three questions.
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1. How does the program support the six City-wide Long-Term Goals as well as other
goals established for the program?

2. What objectives need to be met to consider this a success?

3. What performance/workload/output measures will be used to determine success or
identify opportunities for improvement?

As we move forward into the budget period we will be able to monitor progress toward our
goals in a meaningful way.

Along with internal budget development, input from the community was solicited in two
ways. First, we mailed a copy of the Budget at a Glance document to each household. It
outlines the basics of municipal finance and shows where the City’s money goes and
where it comes from. Along with the Budget at a Glance was a brief questionnaire that
included postage paid mailing back to the City. We asked citizens to answer four
questions:

e Please list your top three community priorities:

e What City services would you give up or reduce to pay for your top three
priorities?

e What’s going well in the City of Daly City?

e What needs improvement?

The responses did not contain any major surprises, most confirming what we have heard
from the community over the years. Not surprisingly, the top priorities were public safety,
public works, libraries, parks and seniors. Much of what people would give up to get their
priorities are services that the City is not responsible for. The good news is that citizens
feel that their top priorities are also the things that are going well. Traffic, parking, and
street resurfacing were suggested as needing improvement.

Second, a public meeting was held in the City Council Chambers to allow citizens to speak
about their priorities for the developing budget. Although we would have liked to see a
greater turnout, those who attended confirmed the responses we received as a result of the
mailed questionnaire.

Results of both efforts to solicit public comment were reported back to the City Council. It
was generally felt that the City Council’s top six City-wide priorities were appropriate in
light of the public comments and no modifications were made. In the future, we will
continue to refine and expand the public input process in the early stages of budget
development.
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Budget Purpose

Daly City is a full-service city, providing police, fire, library, and parks and recreation
services to our citizens, along with water and sewer utilities and the other administrative
and ministerial duties of city government. As explained below, and illustrated throughout
this document, this budget provides a comprehensive financial framework for all City
activities during fiscal years 2007 and 2008.

The Budget is meant to serve the following four major purposes:

1.
2.

To define Policy, as outlined by the City Council.

To serve as an Operating Guide for management to aid in the control of financial
resources, while complying with State requirements for General Law Cities and
Generally Accepted Accounting Principles for Government.

To present the City's Financial Plan for the two fiscal years, showing appropriations
and projected revenues by which the appropriations are funded.

To serve as a Communications Document for the Citizens of Daly City who wish to
understand how the City operates and the methods used to finance those operations.

Budget Organization

The budget contains four major parts:

Summary Statements - provide an over-all picture of the financial status of the
City. Included here are projected available fund balances and revenues and
expenditures by fund. Two years of actual results, estimates for the current year,
and the next two fiscal year's budgets are presented. This allows the reader to
compare, on a historical basis, the financial results of the City's 27 funds.

Departmental Budgets - present the budget broken down by operating unit. Each
program is shown separately, and the budget is by line item. The program is
described, goals and objectives are set forth, how the program supports city-wide
priorities is described, and performance measures are presented.

Capital Projects - are presented by fund. A summary of each individual project is
shown. It includes a history of expenditures, upcoming budget and five-year plan.
Individual project narratives are presented in a separate Capital Projects budget
document.

Technical/Statistical - presents twenty-year historical and forecast information
about the City's finances. It also contains a glossary of terms and descriptions of
funds to aid the reader in understanding the budget document.
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The Mission of Our City Government

The following Mission Statement expresses the philosophy behind the City’s budgetary
policies. The budget and the budgetary process are a means to an end. The budget is the
financial guide which documents how we intend to allocate the City’s scarce resources to
accomplish our mission of being a full-service city. The budgetary process brings together
the City Council, city management and citizens to discuss issues, set and modify policy
and develop a plan for implementation.

CITY OF DALY CITY MISSION STATEMENT

The City of Daly City is committed to addressing the diverse and changing
needs of residents, businesses, and employees. It will accomplish its mission
through the efficient delivery of quality municipal services provided with a
human touch.

To this end, the City will strive to:
e Assure the safety and general well being of the community

e Preserve, improve, and develop the physical and aesthetic aspects of the
community

e Encourage the economic health, balance, and stability of the community

e Provide recreational, cultural, social, and educational opportunities for
residents to enhance their quality of life

e Develop and maintain a highly capable work force

Budgetary Policies

The City of Daly City has always functioned under significant financial constraints. Being
a suburban community that is substantially built out and having little commercial
development limits our revenue base. Daly City has the largest population of all the cities
in San Mateo County, but remains well below average in revenue per capita. These
financial constraints significantly influence budgetary policy. The goal of maintaining
current levels of service, and expanding them only when new revenue sources become
available, is a fundamental budgetary principle which is adhered to in the overall budget
process. A necessary complementary policy of only funding on-going expenditures with
stable, recurring revenues helps to guide decision making.

In order to attain the policy objectives set forth by the City Council as described earlier, for
fiscal years 2007 and 2008 the basic guideline was to maintain current service levels where
possible while minimizing all controllable costs. Priority was given to critical public
services, particularly public safety.
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General Revenue Per Capita - Fiscal 2001-02*

Brisbane

Santa Clara
Burlingame
Mountain View
Hillsborough
Richmond
Redwood City
San Leandro
Sunnyvale

So. San Francisco
San Mateo
Hayward
Millbrae
Vallejo

San Bruno
Daly City

$

Revenues

6,083,193

111,032,560

28,681,075
71,806,642

9,613,701
75,466,790
60,510,101
55,859,327
84,874,729
36,425,882
52,942,847
75,591,147
10,816,536
60,285,461
19,225,954
39,147,034

Population

3,656 $
104,306
28,413
71,610
10,975
93,813
76,325
81,323
132,825
60,981
94,067
144,304
20,814
118,618
40,334
104,407

* Most Recent Revenues as reported by the State Controller

Revenue

per Capita
1,664
1,064
1,009
1,003
876
804
793
687
639
597
563
524
520
508
477
375

We continue to operate under a modified hiring freeze that was instituted in April 2002,
In the latter half of fiscal
2004, there were approximately 47 vacant positions. Over the ensuing two years we have
been able to recover five of those vacancies due to improving economic conditions. As we
move into fiscal 2007, we stand at 42 unfunded positions, all of which are maintained as
unfunded in the budgets for fiscal 2007 and 2008. Obviously, the continuing unfunded
positions have placed considerable constraints on the ability of each department to meet

requiring City Manager approval to fill any vacant position.

community needs.
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Historical Analysis of Staffing

Levels and Population Served Actual

Ave Growth Funded

197 1985 2006 per Year 2006

Full-time Staff * 445 452 593 1.05% 551

Population 72,500 82,372 105,427 105,427

Employees per

1,000 Residents 6.14 5.49 5.62 5.23

* Includes Daly City & NSMCSD

Because Daly City is a mature community, without significant new growth in population
or area, one of our guiding principles for the budget has always been providing for
carefully controlled growth in service levels only when it is affordable in the long-term.
We refrain from spending one-time money on on-going operations. Keeping to these
budget policies helps to insure long-term continuance of service levels that the residents
have come to expect.

As a result of a voter approved increase in Business License Tax that has given us an on-
going revenue source, we have been able to add staffing for our two new community centers.
The newly completed Bayshore Community Center and Library was constructed primarily
with federal Block Grant monies. The replacement for the War Memorial Community Center
which will now also house a library branch was funded through one-time monies generated as
a result of our Redevelopment Agency. By leveraging these one-time monies to pay for
construction along with new on-going revenues to pay the on-going costs, we will
substantially increase services to the community.

Revenue Projections and Assumptions

Although Daly City is the largest community in San Mateo County, at 105,427 in
population, there are built-in difficulties in revenue projection. Cities of average size do
not have enough diversity to cause their revenues to follow regional trends closely enough
to allow revenue projections to be as accurate as one might like. Much reliance must be
placed on the County and State governments, which are responsible for assessing and
collecting most of our revenues. Given this situation, we use historical data plus a general
sense of the economic status of the local community to help predict future revenues. When
combined with County and State data and regional and national trends, we normally
produce a reasonably good picture of the near future.
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Property Tax

The major revenue source available to the General Fund is property tax. Property tax is
collected by the County and distributed to the City based upon a formula determined by
State law. With the imposition of property tax limits through state Proposition 13, taxes
were limited to $1 per $100 of assessed valuation. This $1 was split among cities, schools
and counties in a ratio in proportion to the amounts of taxes collected before Proposition
13 was passed. Daly City receives an average of 20.5 cents of each $1 collected. Property
tax revenues increase when 1) property is transferred to a new owner and is revalued at the
current sales price, plus 2) a two percent annual increase on existing property so long as
increases in market price are at least equal to two percent.

Secured Property Tax Average Growth Rate
Scenario

15,000,000
10,000,000 —
5,000,000 —

2005 2006 2007 2008 2009
Year

Daly City has no control over the amount of property tax revenues it receives. However,
we can budget relatively accurately based on the County estimates of increases in assessed
valuation. Total property tax revenue is expected to increase approximately 5.3 percent in
fiscal 2007, while secured property tax will increase by about 7 percent. The main reason
for this is the decline in both supplemental taxes and transfer taxes because the volume of
sales has declined in the past year. We expect that trend to continue, and accordingly in
fiscal 2008 we estimate a 4.9 percent increase in total property tax revenues.

Sales Tax

Sales tax is difficult revenue to budget. Local trends do not always mirror the larger
economy. Sales tax was almost flat in 2006 because of local changes at one of our two
major shopping areas. We anticipate a slightly better than seven percent increase in 2007
with an improving economy and completion of construction at the aforementioned
shopping area, including a new Home Depot store that will add significant revenue. This
is expected to be followed by about two percent in fiscal 2008. Average ten year historical
growth of 3 percent is illustrated in the chart.
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Sales Tax Average Growth Rate Scenario

9,500,000
9,000,000 —
$ 8,500,000 -
8,000,000 -
7,500,000

2005 2006 2007 2008 2009

Year

Utility Users Tax

Because the usage of gas, electricity, telephone and cable television service is relatively
stable and increases are mainly dependent on population and rate changes, this revenue
source is more predictable than most. The growth rate has been quite high in the past as
the influence of cellular and the proliferation of various long distance carriers has
continued. The energy crisis had some unusual effects on this revenue, for a short time
increasing it, then when conservation efforts took hold, decreasing it. We expect a 4.3
percent increase in fiscal 2007, and a like increase in fiscal 2008.

UUT Average Growth Rate Scenario

8,000,000
6,000,000 — ]
$ 4,000,000
2,000,000

0

2005 2006 2007 2008 2009

Year
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General Fund Sources and Uses

Revenue sources and expenditure categories for the General Fund appear below. It is
interesting that 52 percent of the General Fund budget goes for police and fire services,
which is greater than the property tax, at only 32 percent. This relationship is not atypical
for California cities since the adoption of Proposition 13, which capped property tax rates
at 1 percent of current valuation.

General Fund Revenues 2006-07

Property Tax

Sales Tax
32%

9% Motor Vehicle Tax

Other Taxes
13%

It has been necessary to find other revenue sources to fund basic services like police and
fire, since the traditional method of funding by adjusting the property tax rate is not
available to California cities. Greater reliance is placed on user fees and local taxes, such
as the utility users tax, which can be controlled at a local level.

General Fund Expenditures 2006-07

Fire
19%
Police Economic &
33% Community
Development
| 5%
Other 4 General Government
" 14%

4%

i Libra
Parks &ﬁ;ﬁcreahon 5%?}' Public Works

9%




CITY OF DALY CITY

Major Accomplishments

During the course of the past two years there have been substantial accomplishments, some
of which include:

Economic Development

Daly City has been successful in attracting or retaining some very high profile retailers
over the last few years. New major tenants in our Westlake Shopping Center include
Home Depot and Cost Plus Work Market. The Trader Joes rebuild was completed along
with a major rebuild of nearly the entire shopping center. Our most successful auto
dealership, City Toyota, is relocating to a new state-of-the-art dealership with better
visibility and a vastly expanded footprint.

Housing

The Daly City Redevelopment Agency and Habitat for Humanity successfully partnered to
bring more owner-occupied affordable housing to our community. Seven homes were
constructed on 3" Avenue, and another four on Delong Street. As we move forward into
fiscal 2007 and 2008, plans for a 25 to 30 unit condominium project on Mission Street for
Habitat are taking shape, and there may be another two homes constructed on the Parkview
Clubhouse site. The City Council, through the Daly City Redevelopment Agency, has
committed $4.5 million to affordable housing through fiscal 2008.

Community Facilities

As we near the end of our ten-year major capital plan, we can celebrate completion of one
of the largest of our projects, a new community center and library for the Bayshore
Neighborhood. This 26,000 square foot facility provides a gymnasium, space for
recreation programs and after school youth programs, as well as a new library. A
partnership between the City and the Midpeninsula Boys and Girls Club will focus on
programs for school-age children, including homework help and computer learning.

Community Outreach

The City web site has been continually upgraded to get more useful information to our
residents, and now includes the capability to sign up for a City email list that brings
periodic community news to subscribers. It gives us yet another conduit to help inform
residents about significant activities in their community, and will allow us to distribute our
local newsletter, the Fog Cutter, electronically.

As part of the budget development process, we sent out copies of our Budget at a Glance
publication that included a questionnaire asking for community input on budget priorities.
We received a good response, and this information was put to use in budget development.
We also held a community meeting to allow residents to come and express their opinions
on budget priorities.
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We are currently producing quarterly issues of The Fog Cutter community newsletter and
plan to expand the number of issues to better inform residents about items of community
interest.

Recycling

Our franchised waste hauler was tasked with responding to a request for proposal to
substantially improve the recycling program. As an initial step, garbage routes were
completely redone to allow collection of recyclables on the same day as trash pick-up. As
we move forward the City will evaluate the costs of providing single-stream or split-can
recycling, collected weekly, to include toters provided by the waste hauler. Separate wet
waste recycling for restaurants will also be considered. Most significantly, the City
Council has adopted a comprehensive construction and demolition recycling ordinance
which will remove a substantial amount of material from the waste stream.

Operational Initiatives

Several initiates were put in motion to preserve or increase organizational effectiveness.
Our ability to maintain a competent and skilled workforce, our ability to respond to major
emergencies, and our ability to measure our performance are all critical issues that warrant
our attention. Programs to address each of these areas have begun, and will continue
throughout the coming two years covered by this budget.

As our employee population ages, it is critical that we engage in a focused process of
succession planning. In some departments as many as half of the employees are age 50
and above. In order to insure that as an organization we are able to continue to effectively
serve the community we need to plan for the eventual loss of our experienced workforce.
A working group of employees is being formed to address these concerns through the
development of a program to mentor, cross train, and otherwise develop staff with less
management experience to assume leadership roles in the organization.

As the natural disasters that have been experienced in other parts of the country show,
adequate organizational and regional planning and coordination is critical to mounting a
successful response to a major disaster. Living in an area surrounded by major earthquake
faults guarantees that at some point a major natural disaster will occur, and we intend to do
our best to be prepared. The Fire Department has begun the process of updating our
disaster plan, but will also work to expand it and include regional coordination and a more
comprehensive regional approach to emergency preparedness and management.

While it is helpful to plan and set goals and objectives, when it comes down to it, those
things that get measured get done. Having that in mind, the budget development process
this time included a complete revision and rethinking of our objectives and how we
measure them. Throughout this budget you will find measurable objectives that relate
directly to the City Council’s six City-wide goals. We believe that this organization-wide
effort to measure our performance and progress will yield benefits for the entire
community. With this in mind, we will continue in the future to refine our performance
measurement and produce quantifiable information that will be easily understood by policy
maker and the public alike.
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CAPITAL IMPROVEMENT PROGRAM

The City of Daly City Capital Improvement Budget for fiscal years 2007 and 2008
provides funding for 94 separate capital projects. These involve acquisition of new
equipment, construction of new facilities, repair and renovation of existing facilities and
design work for projects planned in the future. We are coming to the end of a ten year
major improvement plan. As a result, capital expenditures totaling $38.5 million are
planned for the next two years, a significant drop from over $70 million appropriated in the
fiscal 2005 and 2006 budget.

Annual Capital Expenditures
Millions @ Sanitation
24
23
22
21 @ Water
20 o
19 Utility
18
1] @ Major
15 4 Facilities
14
13 )
12 0O Capital
11 +
10 Outlay
9 .
8 .
7 OC.D.B.G.
6 4
5 4
4 .
g i 0O Gas Tax
1 4
O -
Q o b © Est. o Budget,\ Budget%
Q I\ N S
& & & & & & &
g S g g g S g
$20,852,458 | $19,217,197 |$19,266,575 |$23,240,156 | $16,229,005 | $13,634,059 | $9,766,048

Capital outlays are made from the following City funds:
Gas Tax Fund 17

Revenues to this Fund come from the State of California as the City's share of Gasoline Tax,
the City’s share of that portion of local sales tax (one-half cent) dedicated to transportation
projects, and federal and state transportation grants. Monies are also provided from
developers involved in new construction in Daly City.

All revenues in the Gas Tax Fund are restricted for use for maintenance and construction of
streets, roads and sidewalks. This includes roadway design, storm drainage, and design and
improvement of intersections and traffic controls. For the past six years, the major emphasis
in the Gas Tax Fund has been on pavement maintenance. For fiscal 2007 and 2008, new
funding for street resurfacing and seal coating adds up to nearly $4.3 million.
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In addition to pavement repair, work in fiscal 2006 involved design of several bicycle route
improvement projects and successful State and federal grant applications for a significant
portion of funding for these projects. Construction of these improvements will occur in fiscal
year 2007.

Community Development Block Grant (CDBG) Fund 18

The sole revenue source for this fund is the federal Community Development Block Grant
program. Funds are restricted for use only on certain eligible types of projects according to
guidelines issued by the U.S. Department of Housing and Urban Development and must
benefit low and/or moderate income people or areas in the City.

Beginning in fiscal year 2003, nearly all new Block Grant capital funding has been used for
the construction of the Bayshore Community Center (see Major Facility Improvements Fund
33 below). In all, nearly 5.8 million in Block Grant funds were used for construction of this
facility, including a Federal Housing and Urban Development loan of $4.5 million. The debt
service on this loan will be repaid out of future year’s Block Grant allocations to the City. In
fiscal 2007, $100,000 has been allocated for accessibility improvements at Civic Center
South.

Capital Outlay Fund 31

All capital projects paid for with General Fund monies are in this fund, as well as projects
paid for with such special revenues as Park-in-Lieu Fees which are paid by developers in lieu
of providing public parks within their projects, Storm Drain Fees, Public Facility Fees and
contributions from State and private grant sources. Projects involve capital expenditures in
General Fund City departments for acquisition of major equipment and for public facility
major maintenance and renovation.

Significant projects in this fund for fiscal 2007 and 2008 include upgrades to the City’s
television equipment for cable-casting of meetings using cable TV provider grant funds, a
project to replace curbside recycling containers using state grant funds, expansion of the
City’s motor vehicle repair facilities to accommodate larger vehicles, installation of Voice
Over Internet Protocol (VOIP) phone service at the Corporation Yard and War Memorial
Community Center, replacement of a Fire Department training classroom and office
improvements in the Police Department.

An exterior painting and roof replacement effort was started six years ago. Fire stations,
recreation facilities and two libraries have been completed. In 2006, roofs were replaced on
several buildings in the Corporation Yard.

Contributions from the local scavenger company will be used in this fund for drainage
improvements and ongoing minor repairs and maintenance at the closed Mussel Rock
Landfill.

Major Public Facilities Fund 33

This is a special fund to capture the costs and funding of projects involving construction of
major new public buildings or the addition to or renovation of a number of existing buildings
and recreation facilities. The projects in this fund represent the largest public improvement
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effort in Daly City’s 90-year history. Over $40 million has been expended since 1996. Most
projects have been completed, the latest of which were the new $2.5 million Fire Station 92
which opened in 2004 and the $11.5 million Bayshore Community Center and Library which
opened in February 2006. The last major project, construction of a new War Memorial
Community Center and Library, is underway and is expected to be completed in early 2007.

Capital projects in this fund are financed with a combination of one-time General Fund
revenues, Community Development Block Grants, State Library and Park Bond funds, and
such special revenues as Park-in-Lieu Fees which are paid by developers in lieu of providing
public parks within their projects, and Public Facility Fees. The grants, Park-in-Lieu Fees and
Public Facility Fees are restricted for use on designated projects.

Water Fund 41

All capital expenditures involving the Daly City water system are paid for here. This includes
improvements and repairs to the water distribution system, the maintenance of pump stations,
wells and reservoirs, the acquisition of new equipment and the construction of new facilities.

The most significant capital activity in the Water Fund for 2004-06 has been the construction
of new distribution mains and interconnections to serve the Bayshore Neighborhood of Daly
City and design work on a new Bayshore reservoir.

For fiscal 2007 and 2008, in addition to the Bayshore area system improvements new
generators will be installed in two pump stations, a long range seismic improvement program
for reservoirs and other facilities will be initiated and ongoing repairs and maintenance of
existing equipment and infrastructure will continue through a number of annual projects.

Sanitation District Fund 87

Projects in this fund are paid for by the North San Mateo County Sanitation District, a
subsidiary of the City of Daly City. All capital projects in this fund concern maintenance
and/or new construction of wastewater collection system or wastewater treatment plant
facilities.

The major emphasis in the Sanitation Fund has been the fiscal 2004 completion of $6 million
tertiary treatment facilities that convert treated wastewater into clean recycled water for use
by local golf courses and cemeteries for irrigation purposes. It has already begun to reduce
the dependence of such businesses on water pumped out of the local aquifer via private wells.
In fiscal 2006 work started on a $1.1 million project to replace emergency generation
equipment in the Wastewater Treatment Plant and a comprehensive study was implemented
to identify storm water drainage issues and solutions for the Vista Grande Drainage Basin.

For fiscal 2007 and 2008, in addition to the Plant generator and Vista Grande Basin Study
projects, repairs will be made to the Fort Funston Sewer Outfall, work will begin on a Sewer
System Management Plan and ongoing repairs and maintenance of existing equipment and
infrastructure including various storm sewer lines will continue through a number of annual
projects.
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Debt Management

The City generally does not incur debt, except in instances where there will be long-term
benefits or where no other method of acquiring an asset is possible. All equipment
purchases are prefunded, typically through user charges from internal service funds. This
includes such items as fire apparatus, computers, photocopiers and motor vehicles. This
policy saves countless dollars of interest expense, and reflects a rational and fiscally sound
approach to asset acquisition in a municipal government.

Daly City issued an unprecedented $55 million of debt in fiscal 2004, but has issued none
since and has no immediate plans to do so. Interest rates hit all-time lows in 2004, and the
City was able to effectively leverage the availability of these financings to its long-term
benefit. The single largest issue was $36,235,000 in pension obligation bonds. The
proceeds of these bonds were used to pay off the unfunded accrued actuarial liability with
the state-wide pension plan, CalPERS. As a result of the dot-com bubble bursting,
CalPERS incurred losses in its investment portfolio over a three-year period that resulted
in a substantial increase in the City’s unfunded liability.

Because CalPERS used an implicit 8.25% interest rate for unfunded liabilities, the City
was able to produce $7 million in net present value savings by joining a state-wide
financing pool to issue taxable debt at an all-in true interest cost of 5.973%. Repayment is
made by both governmental and enterprise funds relative to each fund’s personnel costs in
lieu of payments to the CalPERS pension plan.

The City issued certificates of participation to fund water system improvements in the
Bayshore area of the City, and used the State Water Resources Control Board Revolving
Loan Program to finance a recycled water project in the Sanitation District Fund, both of
which are being repaid through user charges. Both debt service payments and user
charges have been budgeted.

We also took advantage of a US Housing and Urban Development loan program to
effectively receive an advance on future Federal Block Grant monies to finance most of the
construction costs of the Bayshore Community Center and Library. Debt service payments
are budgeted in the Block Grant Fund.
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XVi

Outstanding Debt at June 30, 2006

Description

Sanitation District Capacity
Expansion

Refinancing Certificates of
Participation

Issued Aug. 1, 1992

Final Maturity June 1, 1999

Sanitation District Recycled
Water Project

State Water Resources Revolving
Fund

Issued March 1, 2004

Final Maturity March 1, 2024

Bayshore Community Center
HUD Sec 108 Loan

Issued June 30, 2004

Final Maturity Aug. 1, 2024

Water System Improvements
Certificates of Participation
Issued June 11, 2004

Final Maturity June 1, 2024

Pension Obligation Bonds
Issued June 29, 2004
Final Maturity June 1, 2024

Interest
5.4%

2.5%

5.41%

4.811775%

5.973%
(taxable)

Original Principal

$20,980,000

$4,450,128

$4,500,000

$9,860,000

$36,235,000

Balance at
June 30, 2006

$4,365,000

$4,327,078

$4,368,000

$9,145,000

$35,500,000
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