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negotiation. The Workout Plan funding for this line item continues at historical rates
given the anticipated continued workforce reductions and number of separating
employee payouts, even at reduced rates.

Bonds/leases — General Fund bond and lease obligations primarily consist of long-term
financing leases which secure certificates of participation. The maijority of these
certificates of participation have also been secured.by letters of credit issued by Union
Bank of California. Those letters of credit were fully drawn as of July 2008 pursuant to a
mandatory tender of the Certificates triggered by Union Bank. As such, Union Bank
now owns 100% of the Certificates covered by their letters of credit. Pursuant to the
letter of credit documents, filing of the bankruptcy petition is an event of default;
however, a provision triggering a default upon filing a bankruptcy is not enforceable in
bankruptcy it is a so called "ipso facto clause"). Nevertheless, by reducing the stated
interest payments subsequent to June 30, 2008 to Union Bank pursuant to the
Pendency Plan discussed above, the City has triggered a default under the Union Bank
agreements.

Although the terms of the letter of credit documents require repayment in full of the draw
on the letter of credit to purchase the certificates upon occurrence of an event of default,
the documents also acknowledge that, as a lease obligation (consistent with the legal
authority for long-term municipal leases in California), the payments may not be
accelerated. Thus, the City is not obligated to pay the principal of the certificates in full
but rather remains obligated to continue to make lease payments each year pursuant to
the terms of the lease.

Facing further revenue shortfalls, for the period from May, 2009 to July, 2009, the City
suspended all General Fund principal and interest payments to conserve cash.
Payments resumed on August 1, 2009 with a City imposed interest rate reduction to
2%. Obligations for debt secured by restricted special revenues have been paid in full.

This Workout Plan proposes significant interest reductions and deferral of bond/lease
principal repayments. No interest would accrue for four years, and General Fund
principal and interest payments would be suspended for three years. This cash flow
savings would be used to create a claims pool to settle the bankruptcy claims of
unsecured general creditors, The same terms are assumed for all general fund
bond/lease obligations, including parties beyond Union Bank.

Approximately one half of the certificates of participation that are secured by General
Fund leases have been invested in non-General Fund programs including
Redevelopment and the Marina and Golf enterprises. These programs are expected to
continue the debt service on their respective shares from their normal operating cash
flow, with the exception of the Marina. Marina operations are anticipated to generate
the cash flow to support the first $600,000 of its debt service. The General Fund, as the
leasee, is obligated to make up any shortfall.

Bankruptey claims — Calculations have not yet been performed to measure the value
of anticipated claims from the City's creditors. For discussion purposes only, a
placeholder estimate of $50 million has been provided but actual claims could vary by
tens of millions of dollars. Anticipated creditors include employees for lost wages and
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