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FILE NO. 221274 RESOLUTION NO.

[Sale of General Obligation Bonds (Social Bonds - Affordable Housing, 2019), Series 2023C -
Not to Exceed $172,000,000]

Resolution authorizing the issuance and sale of not to exceed $172,000,000 aggregate
principal amount on a tax-exempt or taxable basis of City and County of San Francisco
General Obligation Bonds (Social Bonds-Affordable Housing, 2019) Series 2023C,;
prescribing the form and terms of such bonds; providing for the appointment of
depositories and other agents for such bonds; providing for the establishment of
accounts and/or subaccounts related to such bonds; authorizing the sale of such
bonds by competitive or negotiated sale; approving the forms of the Official Notice of
Sale and Notice of Intention to Sell Bonds and directing the publication of the Notice of
Intention to Sell Bonds; approving the form of the Purchase Contract; approving the
form of the Preliminary Official Statement and the execution of the Official Statement
relating to the sale of such bonds; approving the form of the Continuing Disclosure
Certificate; authorizing and approving modifications to such documents; ratifying
certain actions previously taken, as defined herein; and granting general authority to
City officials to take necessary actions in connection with the authorization, issuance,

sale, and delivery of such bonds, as defined herein.

WHEREAS, By Resolution No. 308-19, adopted by the Board of Supervisors (the
“Board of Supervisors”) of the City and County of San Francisco (the “City”) on July 9, 2019,
and signed by the Mayor (the “Mayor”) on July 12, 2019, it was determined and declared that
public interest and necessity demand the construction, development, acquisition,

improvement, rehabilitation, preservation, and repair of affordable housing improvements, and

Mayor Breed
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related costs necessary or convenient for the foregoing purposes, as further therein described
(the “project” or “projects”); and

WHEREAS, By Ordinance No. 168-19 passed by the Board of Supervisors on July 30,
2019, and signed by the Mayor on July 31, 2019 (together, the “2019 Bond Ordinance”), the
Board of Supervisors duly called a special election to be held on November 5, 2019 (the
“Proposition A Bond Election”), for the purpose of submitting to the qualified voters of the City
such proposition (“Proposition A”) to incur bonded indebtedness of the City in the amount of
$600,000,000 to finance the construction, development, acquisition, improvement,
rehabilitation, preservation, and repair of affordable housing improvements, and related costs
necessary or convenient for the foregoing purposes and for other matters, and such
Proposition A was approved by two-thirds of the qualified voters of the City voting on such
proposition, and declaration of such Proposition A Bond Election results was made by the
Board of Supervisors pursuant to Resolution No. 523-19 on December 10, 2019, and
approved by the Mayor on December 16, 2019; and

WHEREAS, The City may establish a loan program (“Loan Program”) to provide loans
for the foregoing purposes; and

WHEREAS, By Resolution No. 448-20, adopted by the Board of Supervisors on
October 6, 2020 and approved by the Mayor on October 9, 2020 (the “Authorizing
Resolution”), the City was authorized to issue its General Obligation Bonds in one or more
series (Social Bonds - Affordable Housing, 2019) (the “Bonds”) in the not-to-exceed amount of
$600,000,000; and

WHEREAS, The City previously issued a portion of the Bonds, Series 2021A in the
principal amount of $254,585,000; and

WHEREAS, It is necessary and desirable to deliver a second issue of the Bonds in one

or more subseries on a tax-exempt or a taxable basis, in an aggregate principal amount not to

Mayor Breed
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exceed $172,000,000 (the “Series 2023C Bonds”), to finance a portion of the costs of the
projects that qualify under Proposition A; and

WHEREAS, The Series 2023C Bonds are being issued pursuant to the Authorizing
Resolution and Title 5, Division 2, Part 1, Chapter 3, Article 4.5 of the California Government
Code (the “Government Code”), the Charter of the City (the “Charter”), the 2019 Bond
Ordinance and the Proposition A Bond Election; and

WHEREAS, Pursuant to the applicable provisions of the San Francisco Administrative
Code (the “Administrative Code”) Sections 5.30-5.36, the Citizens’ General Obligation Bond
Oversight Committee shall conduct an annual review of bond spending and shall provide an
annual report on the management of the program to the Mayor and the Board of Supervisors,
and, to the extent permitted by law, one tenth of one percent (0.1%) of the gross proceeds of
the Series 2023C Bonds shall be deposited in a fund established by the Office of the City
Controller (the “Controller”) and appropriated by the Board of Supervisors at the direction of
the Citizens’ General Obligation Bond Oversight Committee to cover the costs of such
committee and its review process; and now, therefore, be it

RESOLVED, By the Board of Supervisors of the City and County of San Francisco, as
follows:

Section 1. Recitals. All of the recitals in this Resolution are true and correct.

Section 2. Conditions Precedent. All conditions, things and acts required by law to

exist, to happen and to be performed precedent to and in connection with the issuance of the
Series 2023C Bonds exist, have happened and have been performed in due time, form and
manner in accordance with applicable law, and the City is now authorized pursuant to the
Proposition A Bond Election, the Authorizing Resolution, the Charter and applicable law to

incur indebtedness in the manner and form provided in this Resolution.

Mayor Breed
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Section 3. Documents. The documents presented to the Board of Supervisors and on
file with the Clerk of the Board of Supervisors or designee thereof (the “Clerk of the Board of
Supervisors”) are contained in File No. 221274.

Section 4. Issuance and Sale of Series 2023C Bonds; Determination of Certain Terms;

Designation. The Board of Supervisors authorizes the issuance and sale of not to exceed
$172,000,000 in aggregate principal amount of Bonds to be designated as “City and County of
San Francisco General Obligation Bonds (Social Bonds - Affordable Housing, 2019) Series
2023C [and any subseries designation],” for the purposes set forth in the 2019 Bond
Ordinance and Proposition A approved by the voters at the Proposition A Bond Election. Prior
to issuance, the Series 2023C Bonds may be subdivided into more than one subseries. For
purposes of this Resolution, all of such subdivided series in the aggregate are referred to
herein as the “Series 2023C Bonds.”

The Director of Public Finance of the City or a designee thereof (the “Director of Public
Finance”) is authorized to determine, for the Series 2023C Bonds, the sale date, the interest
rates, the definitive principal amount, the maturity dates and the redemption dates, if any, and
the terms of any optional or mandatory redemption, subject to the other specific provisions of
this Resolution, including the following terms and conditions: (a) the Series 2023C Bonds shall
not have a true interest cost (as such term is defined in the Official Notice of Sale (as defined
in Section 13) for the Series 2023C Bonds) in excess of 12%; and (b) the Series 2023C
Bonds shall not have a final maturity date more than 40 years from their date of issuance.

The Director of Public Finance is further authorized to give the Series 2023C Bonds such
additional or other series designation, or to modify such series designation, as may be
necessary or appropriate to distinguish the Series 2023C Bonds from every other series of

Bonds and from other bonds issued by the City.
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Section 5. Authentication and Registration of the Series 2023C Bonds. Each of the

Series 2023C Bonds shall be in fully registered form without coupons in denominations of
$5,000 or any integral multiple of that amount. The officers of the City are directed to cause
the Series 2023C Bonds to be prepared in sufficient quantity for delivery to or for the account
of their purchaser and the Director, Controller's Office of Public Finance is directed to cause
the blanks in the Series 2023C Bonds to be completed in accordance with the Authorizing
Resolution, this Resolution, and the Bond Award or Purchase Contract (as defined below), to
procure their execution by the proper officers of the City (including by facsimile signature if
necessary or convenient, except that any signature for the Clerk of the Board of Supervisors
shall be required to be by manual signature) and authentication as provided in this Section,
and to deliver the Series 2023C Bonds when so executed and authenticated to the purchaser
in exchange for the purchase price, all in accordance with the Authorizing Resolution.

The Series 2023C Bonds and the certificate of authentication and registration, to be
manually executed by the Treasurer of the City or designee thereof (the “City Treasurer”), and
the form of assignment to appear on the Series 2023C Bonds shall be substantially in the
form attached as Exhibit A (a copy of which is on file with the Clerk of the Board of
Supervisors and which is declared to be a part of this Resolution as if fully set forth in this
Resolution), with necessary or appropriate variations, omissions and insertions as permitted
or required by this Resolution.

Only Series 2023C Bonds bearing a certificate of authentication and registration
executed by the City Treasurer shall be valid or obligatory for any purpose or entitled to the
benefits of the Authorizing Resolution and this Resolution, and such certificate of the City
Treasurer, executed as provided in this Resolution, shall be conclusive evidence that the
Series 2023C Bonds so authenticated have been duly authenticated and delivered under, and

are entitled to the benefits of, the Authorizing Resolution and this Resolution.

Mayor Breed
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The Controller shall assign a distinctive letter, or number, or letter and number to each
Series 2023C Bond authenticated and registered by the City Treasurer and shall maintain a
record thereof which shall be available for inspection.

Section 6. Reqistration Books. The City Treasurer shall keep or cause to be kept, at

the office of the City Treasurer or at the designated office of any registrar appointed by the
City Treasurer, separate and sufficient books for the registration and transfer of Series 2023C
Bonds, which books shall at all times be open to inspection, and upon presentation for such
purpose, the City Treasurer shall, under such reasonable regulations as he or she may
prescribe, register or transfer or cause to be registered or transferred, on such books, Series
2023C Bonds as provided in this Resolution. The City and the City Treasurer may treat the
registered owner of each Series 2023C Bond as its absolute owner for all purposes, and the
City and the City Treasurer shall not be affected by any notice to the contrary.

Section 7. Transfer or Exchange of Series 2023C Bonds. Any Series 2023C Bond

may, in accordance with its terms, be transferred upon the books required to be kept pursuant
to the provisions of Section 6, by the person in whose name it is registered, in person or by
the duly authorized attorney of such person in writing, upon surrender of such Series 2023C
Bond for cancellation, accompanied by delivery of a duly executed written instrument of
transfer in a form approved by the City Treasurer.

Any Series 2023C Bond may be exchanged at the office of the City Treasurer for a like
aggregate principal amount of other authorized denominations of the same interest rate and
maturity.

Whenever any Series 2023C Bond shall be surrendered for transfer or exchange, the
designated City officials shall execute (as provided in Section 5) and the City Treasurer shall
authenticate and deliver a new Series 2023C Bond of the same interest rate and maturity in a

like aggregate principal amount. The City Treasurer shall require the payment by any bond

Mayor Breed
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owner requesting any such transfer of any tax or other governmental charge required to be
paid with respect to such transfer or exchange.

No transfer or exchange of Series 2023C Bonds shall be required to be made by the
City Treasurer during the period from the Record Date (as defined in Section 8(b)) next
preceding each interest payment date to such interest payment date or after a notice of
redemption shall have been mailed with respect to such Series 2023C Bonds.

Section 8. Terms of the Series 2023C Bonds: General Redemption Provisions.

(@) Date of the Series 2023C Bonds. The Series 2023C Bonds shall be

dated the date of their delivery or such other date (the “Dated Date”) as is specified in
the Bond Award or the Purchase Contract.

(b) Payment of the Series 2023C Bonds. The principal of the Series 2023C

Bonds shall be payable in lawful money of the United States of America to their
owners, upon surrender at maturity or earlier redemption at the office of the City
Treasurer. The interest on the Series 2023C Bonds shall be payable in like lawful
money to the person whose name appears on the bond registration books of the City
Treasurer as the owner as of the close of business on the last day of the month
immediately preceding an interest payment date (the “Record Date”), whether or not
such day is a Business Day (as defined below).

Except as may be otherwise provided in connection with any book-entry-only
system applicable to the Series 2023C Bonds, payment of the interest on any Series
2023C Bond shall be made by check mailed on the interest payment date to such
owner at such owner’s address as it appears on the registration books as of the Record
Date; provided, that if any interest payment date occurs on a day that banks in
California or New York are closed for business or the New York Stock Exchange is

closed for business, then such payment shall be made on the next succeeding day that

Mayor Breed
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banks in both California and New York are open for business and the New York Stock
Exchange is open for business (each, a “Business Day"); and provided, further, that the
registered owner of an aggregate principal amount of at least $1,000,000 of Series
2023C Bonds may submit a written request to the City Treasurer on or before a Record
Date preceding an interest payment date for payment of interest on the next
succeeding interest payment date and thereafter by wire transfer to a commercial bank
located within the United States of America.

For so long as any Series 2023C Bonds are held in book-entry form by a
securities depository selected by the City pursuant to Section 10, payment shall be
made to the registered owner of the Series 2023C Bonds designated by such securities
depository by wire transfer of immediately available funds.

(c) Interest on the Series 2023C Bonds. The Series 2023C Bonds shall bear

interest at rates to be determined upon the sale of the Series 2023C Bonds, calculated
on the basis of a 360-day year comprised of twelve 30-day months, payable on June
15, 2023 (or such other date as may be designated in the Bond Award or Purchase
Contract), and semiannually thereafter on June 15 and December 15 of each year.
Each Series 2023C Bond shall bear interest from the interest payment date next
preceding the date of its authentication unless it is authenticated as of a day during the
period from the Record Date next preceding any interest payment date to the interest
payment date, inclusive, in which event it shall bear interest from such interest payment
date, or unless it is authenticated on or before the first Record Date, in which event it
shall bear interest from the Dated Date; provided, that if, at the time of authentication of
any Series 2023C Bond, interest is in default on the Series 2023C Bonds, such Series

2023C Bond shall bear interest from the interest payment date to which interest has

Mayor Breed
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previously been paid or made available for payment on the Series 2023C Bonds or
from the Dated Date if the first interest payment is not made.

(d) Optional Redemption. The Series 2023C Bonds shall be subject to

optional redemption prior to maturity as shall be provided in the Official Notice of Sale
or the Purchase Contract, as applicable.

(e) Mandatory Redemption. The Series 2023C Bonds shall be subject to

mandatory redemption as shall be designated by the purchaser pursuant to the terms
of the Official Notice of Sale or as designated in the Purchase Contract, as applicable.

The principal of and interest on the Series 2023C Bonds subject to mandatory
redemption shall be paid from the Series 2023C Bond Subaccount established in
Section 9, pursuant to Section 9. In lieu of any such mandatory redemption for Series
2023C Bonds, at any time prior to the selection of Series 2023C Bonds for mandatory
redemption, the City may apply amounts on deposit in the Series 2023C Bond
Subaccount to make such payment to the purchase, at public or private sale, of Series
2023C Bonds subject to such mandatory redemption, and when and at such prices not
in excess of the principal amount thereof (including sales commission and other
charges but excluding accrued interest), as the City may determine.

() Selection of Series 2023C Bonds for Redemption. Whenever less than

all of the outstanding Series 2023C Bonds are called for redemption on any date, the
Director of Public Finance will select the maturities of the Series 2023C Bonds to be
redeemed in the sole discretion of the Director of Public Finance. Whenever less than
all of the outstanding Series 2023C Bonds maturing on any one date are called for

redemption, the manner of selection of the portion of such Series 2023C Bonds called

Mayor Breed
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for redemption shall be as specified in the Official Statement for the Series 2023C
Bonds.

(9) Notice of Redemption. The date on which Series 2023C Bonds that are

called for redemption are to be presented for redemption is called the “Redemption
Date.” The City Treasurer shall mail, or cause to be mailed, notice of any redemption
of Series 2023C Bonds, postage prepaid, to the respective registered owners at the
addresses appearing on the bond registration books not less than 20 nor more than 60
days prior to the Redemption Date. The notice of redemption shall: (i) state the
Redemption Date; (ii) state the redemption price; (iii) state the maturity dates of the
Series 2023C Bonds to be redeemed and, if less than all of any such maturity is called
for redemption, the distinctive numbers of the Series 2023C Bonds of such maturity to
be redeemed, and in the case of any Series 2023C Bonds to be redeemed in part only,
the respective portions of the principal amount to be redeemed; (iv) state the CUSIP
number, if any, of each Series 2023C Bond to be redeemed; (v) require that such
Series 2023C Bonds be surrendered by the owners at the office of the City Treasurer
or his or her agent; and (vi) give notice that interest on such Series 2023C Bonds or
portions of Series 2023C Bonds to be redeemed will cease to accrue after the
Redemption Date. Notice of optional redemption may be conditional upon receipt of
funds or other event specified in the notice of redemption as provided in Section 8(j)
below.

The actual receipt by the owner of any Series 2023C Bond of notice of such
redemption shall not be a condition precedent to redemption, and failure to receive
such notice, or any defect in such notice so mailed, shall not affect the validity of the
proceedings for the redemption of such Series 2023C Bonds or the cessation of

accrual of interest on such Series 2023C Bonds on the Redemption Date.

Mayor Breed
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Notice of redemption also shall be given, or caused to be given by the City
Treasurer, by: (i) registered or certified mail, postage prepaid; (ii) confirmed facsimile
transmission; (iii) overnight delivery service; or (iv) to the extent acceptable to the
intended recipient, email or similar electronic means, to (A) all organizations registered
with the Securities and Exchange Commission as securities depositories, and (B) such
other services or organizations as may be required in accordance with the Continuing
Disclosure Certificate described in Section 18.

The notice or notices required for redemption shall be given by the City
Treasurer or any agent appointed by the City. A certificate of the City Treasurer or
such other appointed agent of the City that notice of redemption has been given to the
owner of any Series 2023C Bond to be redeemed in accordance with this Resolution
shall be conclusive against all parties.

(h)  Series 2023C Redemption Account. At the time the Director of Public

Finance determines to optionally call and redeem any of the Series 2023C Bonds, the
Controller or his or her agent shall establish a redemption account to be described or
known as the “General Obligation Bonds, Series 2023C Redemption Account” (the
“Series 2023C Redemption Account”), and prior to or on the Redemption Date there
must be set aside in the Series 2023C Redemption Account moneys available for the
purpose and sufficient to redeem, as provided in this Resolution, the Series 2023C
Bonds designated in such notice of redemption, subject to the provisions of Section 8(j)
below. Such moneys must be set aside in the Series 2023C Redemption Account
solely for the purpose of, and shall be applied on or after the Redemption Date to,
payment of the redemption price of the Series 2023C Bonds to be redeemed upon
presentation and surrender of such Series 2023C Bonds. Any interest due on or prior

to the Redemption Date may be paid from the Series 2023C Bond Subaccount as

Mayor Breed
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provided in Section 9 or from the Series 2023C Redemption Account. Moneys held
from time to time in the Series 2023C Redemption Account shall be invested by the
City Treasurer pursuant to the City’s policies and guidelines for investment of moneys
in the general fund (the “General Fund”) of the City. If, after all of the Series 2023C
Bonds have been redeemed and canceled or paid and canceled, there are moneys
remaining in the Series 2023C Redemption Account, such moneys shall be transferred
to the General Fund of the City or to such other fund or account as required by
applicable law; provided, that if such moneys are part of the proceeds of refunding
bonds, such moneys shall be transferred pursuant to the resolution authorizing such
refunding bonds.

0] Effect of Redemption. When notice of optional redemption has been

given substantially as provided in this Resolution, and when the amount necessary for
the redemption of the Series 2023C Bonds called for redemption (principal, premium, if
any, and accrued interest to such Redemption Date) is set aside for that purpose in the
Series 2023C Redemption Account, the Series 2023C Bonds designated for
redemption shall become due and payable on the Redemption Date, and upon
presentation and surrender of such Series 2023C Bonds at the place specified in the
notice of redemption, such Series 2023C Bonds shall be redeemed and paid at the
redemption price out of the Series 2023C Redemption Account. No interest will accrue
on such Series 2023C Bonds called for redemption after the Redemption Date and the
registered owners of such Series 2023C Bonds shall look for payment of such Series
2023C Bonds only to the Series 2023C Redemption Account. All Series 2023C Bonds
redeemed shall be canceled immediately by the City Treasurer and shall not be

reissued.
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()] Conditional Notice of Redemption; Rescission of Redemption. Any notice

of optional redemption given as provided in Section 8(g) may provide that such
redemption is conditioned upon: (i) deposit in the Series 2023C Redemption Account of
sufficient moneys to redeem the Series 2023C Bonds called for optional redemption on
the anticipated Redemption Date, or (ii) the occurrence of any other event specified in
the notice of redemption. If conditional notice of redemption has been given
substantially as provided in this clause, and on the scheduled Redemption Date (A)
sufficient moneys to redeem the Series 2023C Bonds called for optional redemption on
the Redemption Date have not been deposited in the Series 2023C Redemption
Account, or (B) any other event specified in the notice of redemption as a condition to
the redemption has not occurred, then (1) the Series 2023C Bonds for which
conditional notice of redemption was given shall not be redeemed on the anticipated
Redemption Date and shall remain outstanding for all purposes of this Resolution, and
(2) the redemption not occurring shall not constitute a default under this Resolution or
the Authorizing Resolution.

The City may rescind any optional redemption and notice of it for any reason on
any date prior to any Redemption Date by causing written notice of the rescission to be
given to the owners of all Series 2023C Bonds so called for redemption. Notice of any
such rescission of redemption shall be given in the same manner notice of redemption
was originally given.

The actual receipt by the owner of any Series 2023C Bond of notice of such
rescission shall not be a condition precedent to rescission, and failure to receive such
notice or any defect in such notice so mailed shall not affect the validity of the

rescission.
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Section 9. Series 2023C Bond Subaccount. There is established with the City

Treasurer a special subaccount in the General Obligation Bonds (Social Bonds — Affordable
Housing, 2019) Series 2023C Bond Account (the “Bond Account”) created pursuant to the
Authorizing Resolution to be designated as the “General Obligation Bonds, Series 2023C
Bond Subaccount” (the “Series 2023C Bond Subaccount”), to be held separate and apart from
all other accounts of the City. All interest earned on amounts on deposit in the Series 2023C
Bond Subaccount shall be retained in the Series 2023C Bond Subaccount.

On or prior to the date on which any payment of principal of or interest on the
Series 2023C Bonds is due, including any Series 2023C Bonds subject to mandatory
redemption on such date, the City Treasurer shall allocate to and deposit in the Series 2023C
Bond Subaccount, from amounts held in the Bond Account, an amount which, when added to
any available moneys contained in the Series 2023C Bond Subaccount, is sufficient to pay
principal of and interest on the Series 2023C Bonds on such date.

On or prior to the date on which any Series 2023C Bonds are to be redeemed at the
option of the City pursuant to this Resolution, the City Treasurer may allocate to and deposit
in the Series 2023C Redemption Account, from amounts held in the Bond Account pursuant
to Section 8 of the Authorizing Resolution, an amount which, when added to any available
moneys contained in the Series 2023C Redemption Account, is sufficient to pay principal,
interest and premium, if any, with respect to such Series 2023C Bonds on such date. The
City Treasurer may make such other provision for the payment of principal of and interest and
any redemption premium on the Series 2023C Bonds as is necessary or convenient to permit
the optional redemption of the Series 2023C Bonds.

Amounts in the Series 2023C Bond Subaccount may be invested in any investment of
the City in which moneys in the General Fund of the City are invested. The City Treasurer

may (a) commingle any of the moneys held in the Series 2023C Bond Subaccount with other

Mayor Breed
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City moneys, or (b) deposit amounts credited to the Series 2023C Bond Subaccount into a
separate fund or funds for investment purposes only; provided, that all of the moneys held in
the Series 2023C Bond Subaccount shall be accounted for separately notwithstanding any
such commingling or separate deposit by the City Treasurer.

Section 10. Appointment of Depositories and Other Agents. The City Treasurer is

authorized and directed to appoint one or more depositories as he or she may deem desirable
and the procedures set forth in Section 5, Section 6, Section 7 and Section 8 relating to
registration of ownership of the Series 2023C Bonds and payments and redemption notices to
owners of the Series 2023C Bonds may be modified to comply with the policies and
procedures of such depository. The City will not have any responsibility or obligation to any
purchaser of a beneficial ownership interest in any Series 2023C Bonds or to any participants
in such a depository with respect to (a) the accuracy of any records maintained by such
securities depository or any participant therein; (b) any notice that is permitted or required to
be given to the owners of Series 2023C Bonds under this Resolution; (c) the selection by such
securities depository or any participant therein of any person to receive payment in the event
of a partial redemption of Series 2023C Bonds; (d) the payment by such securities depository
or any participant therein of any amount with respect to the principal or redemption premium,
if any, or interest due with respect to Series 2023C Bonds; (e) any consent given or other
action taken by such securities depository as the owner of Series 2023C Bonds; or (f) any
other matter.

The Depository Trust Company (“DTC”) is appointed as depository for the Series
2023C Bonds. The Series 2023C Bonds shall be initially issued in book-entry form. Upon
initial issuance, the ownership of each Series 2023C Bond shall be registered in the bond
register in the name of Cede & Co., as nominee of DTC. So long as each Series 2023C Bond

is registered in book-entry form, each Series 2023C Bond shall be registered in the name of
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Cede & Co. or in the name of such successor nominee as may be designated from time to
time by DTC or any successor as depository.

The City Treasurer is also authorized and directed to appoint one or more agents as he
or she may deem necessary or desirable, to the extent permitted by applicable law and under
the supervision of the City Treasurer, such agents may serve as paying agent, fiscal agent,
rebate calculation agent, escrow agent or registrar for the Series 2023C Bonds or may assist
the City Treasurer in performing any or all of such functions and such other duties as the City
Treasurer shall determine. Such agents shall serve under such terms and conditions as the
City Treasurer shall determine. The City Treasurer may remove or replace agents appointed
pursuant to this paragraph at any time.

Section 11. Defeasance Provisions. Payment of all or any portion of the Series 2023C

Bonds may be provided for prior to such Series 2023C Bonds’ respective stated maturities by
irrevocably depositing with the City Treasurer (or any commercial bank or trust company
designated by the City Treasurer to act as escrow agent with respect thereto):

(@) an amount of cash equal to the principal amount of all of such Series
2023C Bonds or a portion thereof, and all unpaid interest thereon to maturity, except
that in the case of Series 2023C Bonds which are to be redeemed prior to such Series
2023C Bonds’ respective stated maturities and in respect of which notice of such
redemption shall have been given as provided in Section 8 hereof or an irrevocable
election to give such notice shall have been made by the City, the amount to be
deposited shall be the principal amount thereof, all unpaid interest thereon to the
Redemption Date, and any premium due on such Redemption Date; or

(b) Defeasance Securities (as herein defined) not subject to call, except as
provided below in the definition thereof, maturing and paying interest at such times and

in such amounts; together with interest earnings and cash, if required, as will, without
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reinvestment, as certified by an independent certified public accountant, be fully
sufficient to pay the principal and all unpaid interest to maturity, or to the Redemption
Date, as the case may be, and any premium due on the Series 2023C Bonds to be
paid or redeemed, as such principal and interest come due; provided, that, in the case
of the Series 2023C Bonds which are to be redeemed prior to maturity, notice of such
redemption shall be given as provided in Section 8 hereof or an irrevocable election to
give such notice shall have been made by the City; then, all obligations of the City with
respect to such outstanding Series 2023C Bonds shall cease and terminate, except
only the tax covenants under Section 25 and the obligation of the City to pay or cause
to be paid from the funds deposited pursuant to clause (a) or (b) of this Section 11, to
the owners of such Series 2023C Bonds all sums due with respect thereto; and
provided further, that the City shall have received an opinion of nationally recognized
bond counsel, that provision for the payment of such Series 2023C Bonds has been
made in accordance with this Section 11.

For purposes of this Section 11, “Defeasance Securities” shall mean any of the

following that at the time are legal investments under the laws of the State of California for the

moneys proposed to be invested therein:

0] United States Obligations (as defined below); and

(i) Pre-refunded fixed interest rate municipal obligations meeting the
following conditions: (A) the municipal obligations are not subject to redemption
prior to maturity, or the trustee or paying agent has been given irrevocable
instructions concerning their calling and redemption and the issuer has
covenanted not to redeem such obligations other than as set forth in such
instructions; (B) the municipal obligations are secured by cash and/or United

States Obligations; (C) the principal of and interest on the United States
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Obligations (plus any cash in the escrow fund or the redemption account) are
sufficient to meet the liabilities of the municipal obligations; (D) the United States
Obligations serving as security for the municipal obligations are held by an
escrow agent or trustee; (E) the United States Obligations are not available to
satisfy any other claims, including those against the trustee or escrow agent;
and (F) the municipal obligations are rated (without regard to any numerical
modifier, plus or minus sign or other modifier), at the time of original deposit to
the escrow fund, by any two Rating Agencies (as defined below) not lower than
the rating then maintained by such Rating Agencies on such United States
Obligations.

For purposes of this Section 11, “United States Obligations” means (i) direct and
general obligations of the United States of America, or obligations that are unconditionally
guaranteed as to principal and interest by the United States of America, including, without
limitation, the interest component of Resolution Funding Corporation (‘“REFCORP”) bonds that
have been stripped by request to the Federal Reserve Bank of New York in book-entry form
or (i) any security issued by an agency or instrumentality of the United States of America that
is selected by the Director of Public Finance that results in the escrow fund being rated by any
two Rating Agencies, at the time of the initial deposit to the escrow fund and upon any
substitution or subsequent deposit to the escrow fund, not lower than the rating then
maintained by the respective Rating Agency on United States Obligations described in clause
(i) above.

For purposes of this Section 11, “Rating Agencies” shall mean Moody’s Investors
Service, Fitch Ratings, and S&P Global Ratings, or any other nationally-recognized bond
rating agency that is the successor to any of the foregoing rating agencies or that is otherwise

established after the date hereof.
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Section 13. Official Notice of Sale; Receipt of Bids; Bond Award.

(@) Official Notice of Sale. The form of proposed Official Notice of Sale

inviting bids for the Series 2023C Bonds (the “Official Notice of Sale”) submitted to the
Board of Supervisors is approved and adopted as the Official Notice of Sale inviting
bids for the Series 2023C Bonds, with such changes, additions and modifications as
may be made in accordance with Section 19. The Director of Public Finance is
authorized and directed to cause to be mailed or otherwise circulated to prospective
bidders for the Series 2023C Bonds copies of the Official Notice of Sale, subject to
such corrections, revisions or additions as may be acceptable to the Director of Public
Finance.

(b) Receipt of Bids. Bids shall be received on the date designated by the

Director of Public Finance pursuant to Section 4.

(©) Bond Award. As provided in the Official Notice of Sale, the City may
reject any and all bids received for any reason. The Controller or the Director of Public
Finance is authorized to award the Series 2023C Bonds to the responsible bidder
whose bid (i) is timely received and conforms to the Official Notice of Sale, except to
the extent informalities and irregularities are waived by the City as permitted by the
Official Notice of Sale; and (ii) represents the lowest true interest cost to the City in
accordance with the procedures described in the Official Notice of Sale. The award, if
made, shall be set forth in a certificate signed by the Controller or the Director of Public

Finance setting forth the terms of the Series 2023C Bonds and the original purchasers
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(the “Bond Award”). The Director of Public Finance shall provide a copy of the Bond
Award, if such award is not signed by the Controller, as soon as practicable to the
Controller; provided, that failure to provide such copy shall not affect the validity of the
Bond Award.

Section 14. Publication of Notice of Intention to Sell Bonds. If the Series 2023C Bonds

are sold through a solicitation of competitive binds, then the form of proposed Notice of
Intention to Sell the Series 2023C Bonds (the “Notice of Intention to Sell Bonds”) submitted to
the Board of Supervisors is approved and adopted as the Notice of Intention to Sell the Series
2023C Bonds, and the Director of Public Finance is authorized and directed to cause the
Notice of Intention to Sell Bonds, subject to such corrections, revisions or additions as may be
made in accordance with Section 19, to be published once in The Bond Buyer or another
financial publication generally circulated throughout the State of California meeting the
requirements of Section 53692 of the Government Code at least five (5) days prior to the date
fixed for receipt of bids for the Series 2023C Bonds, or as otherwise set forth in Section 53692
of the Government Code.

Section 15. Authorization of Neqotiated Sale; Authorization to Select Underwriters;

Form of Purchase Contract Approval. The Director of Public Finance, in consultation with the

Controller, or the Controller is hereby authorized to conduct the sale of the Series 2023C
Bonds by negotiated sale pursuant to one or more Purchase Contracts (each, a “Purchase
Contract”), each by and between the City and the underwriter(s) named therein (the
“Underwriters”), if the Controller determines that such manner of sale is in the best financial
interest of the City because the City will be able to obtain market and structuring advice from
the underwriters and flexibility as to timing of sale and ability to premarket bonds, such
determination to be conclusively evidenced by the execution and delivery of such Purchase

Contract as hereinafter approved. The form of such Purchase Contract as presented to this
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Board of Supervisors, a copy of which is on file with the Clerk of the Board of Supervisors, is
hereby approved. The Controller or the Director of Public Finance is hereby authorized to
execute such Purchase Contract with such changes, additions and modifications as the
Controller or the Director of Public Finance may make or approve in accordance with Section
19 hereof; provided however, that the Underwriters’ discount under any such Purchase
Contract shall not exceed 1.0% of the principal amount of the Series 2023C Bonds. In order
to facilitate the sale of the Series 2023C Bonds by negotiated sale, the Controller or the
Director of Public Finance is hereby authorized and directed to appoint one or more financial
institutions to act as underwriter for the Series 2023C Bonds.

Section 16. Disposition of Proceeds of Sale. The proceeds of sale of the Series

2023C Bonds shall be applied by the City Treasurer as follows: (a) accrued interest, if any,
shall be deposited into the Series 2023C Bond Subaccount; (b) premium, if any, shall be
deposited into the Series 2023C Bond Subaccount in such amount not to exceed three years
of interest on the Series 2023C Bonds; and (c) remaining proceeds of sale shall be deposited
into the Project Account established under Resolution No. 448-20.

Section 17. Preliminary Official Statement and Official Statement. The form of

proposed Preliminary Official Statement describing the Series 2023C Bonds (the “Preliminary
Official Statement”) submitted to the Board of Supervisors is approved and adopted as the
Preliminary Official Statement describing the Series 2023C Bonds, with such additions,
corrections and revisions as may be determined to be necessary or desirable made in
accordance with Section 19. The Controller or the Director of Public Finance is authorized to
cause the distribution of a Preliminary Official Statement deemed final for purposes of
Securities and Exchange Commission Rule 15¢2-12 promulgated under the Securities
Exchange Act of 1934, as amended (the “Rule”), and to sign a certificate to that effect. The

Director of Public Finance is authorized and directed to cause to be printed and mailed or
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electronically distributed to prospective bidders for the Series 2023C Bonds the Preliminary
Official Statement in substantially the form of the Preliminary Official Statement approved and
adopted by this Resolution, as completed, supplemented, corrected or revised. The
Controller or the Director of Public Finance is authorized and directed to approve, execute,
and deliver the final Official Statement with respect to the Series 2023C Bonds, which final
Official Statement shall be in the form of the Preliminary Official Statement, with such
additions, corrections and revisions as may be determined to be necessary or desirable made
in accordance with Section 19 and as are permitted under the Rule. The Director of Public
Finance is authorized and directed to cause to be printed and mailed or electronically
distributed the final Official Statement to all actual initial purchasers of the Series 2023C
Bonds.

Section 18. Continuing Disclosure Certificate. The form of Continuing Disclosure

Certificate (the “Continuing Disclosure Certificate”), to be signed by the City to permit the
original purchasers of the Series 2023C Bonds to comply with the Rule, submitted to the
Board of Supervisors is approved and adopted as the Continuing Disclosure Certificate, with
such additions, corrections and revisions as may be determined to be necessary or desirable
made in accordance with Section 19. The Controller is authorized and directed to execute the
Continuing Disclosure Certificate on behalf of the City and deliver the Continuing Disclosure
Certificate to the original purchasers of the Series 2023C Bonds.

Section 19. Madification to Documents. Any City official authorized by this Resolution

to execute any document is further authorized, in consultation with the City Attorney and co-
bond counsel, to approve and make such changes, additions, amendments or modifications to
the document or documents such official is authorized to execute as may be necessary or
advisable (provided, that such changes, additions, amendments or modifications shall not

authorize an aggregate principal amount of Series 2023C Bonds in excess of $172,000,000 or
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conflict with the provisions of Section 4). The approval of any change, addition, amendment
or modification to any of the aforementioned documents shall be evidenced conclusively by
the execution and delivery of the document in question.

Section 20. Ratification. All actions previously taken by officials, employees and
agents of the City with respect to the sale and issuance of the Series 2023C Bonds,
consistent with any documents presented and this Resolution, are approved, confirmed and
ratified.

Section 21. Relationship to Authorizing Resolution. In the event of any conflict

between this Resolution and the Authorizing Resolution, the terms of this Resolution shall
control. Without limiting the foregoing and notwithstanding the provisions of the Authorizing
Resolution, the City is not obligated to transfer money from the General Fund of the City to the
Bond Account to pay the principal of or interest on the Series 2023C Bonds.

Section 22. Accountability Reports. The Series 2023C Bonds are subject to

accountability requirements under the Administrative Code and the 2019 Bond Ordinance.
The deadline for submission of the Accountability report(s) under Administrative Code
Sections 2.71(a) and 2.71(b) are hereby waived with respect to the Series 2023C Bonds.
Accountability report(s) with respect to the Series 2023C Bonds shall be submitted in all other
respects in the manner required by the Administrative Code and the 2019 Bond Ordinance.

Section 23. Covenants to Maintain Tax-Exempt Status. The following covenants shall

be applicable to any Series 2023C Bonds (including any subseries) issued as bonds the
interest on which is intended to be excludable from gross income for federal or state income
tax purposes:

(@) Definitions. When used in this Section, the following terms have the

following meanings:
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“Closing Date” means the date on which the Series 2023C Bonds are first
authenticated and delivered to the initial purchasers against payment therefor.

“Code” means the Internal Revenue Code of 1986, as amended by all
legislation, if any, effective on or before the Closing Date.

“Computation Date” has the meaning set forth in Section 1.148-1(b) of the
Regulations.

“Final Computation Date” has the meaning set forth in Section 1.148-3(e)(2) of
the Regulations.

“Gross Proceeds” means any proceeds as defined in Section 1.148-1(b) of the
Regulations, and any replacement proceeds as defined in Section 1.148-1(c) of the
Regulations, of the Series 2023C Bonds.

“Investment” has the meaning set forth in Section 1.148-1(b) of the Regulations.

“Nonpurpose Investment” means any investment property, as defined in
Section 148(b) of the Code, in which Gross Proceeds of the Series 2023C Bonds are
invested and which is not acquired to carry out the governmental purposes of the
Series 2023C Bonds.

“Rebate Amount” has the meaning set forth in Section 1.148-1(b) of the
Regulations.

“Regulations” means any proposed, temporary, or final Income Tax Regulations
issued pursuant to Sections 103 and 141 through 150 of the Code, and 103 of the
Internal Revenue Code of 1954, which are applicable to the Series 2023C Bonds. Any
reference to any specific Regulation shall also mean, as appropriate, any proposed,
temporary or final Income Tax Regulation designed to supplement, amend or replace
the specific Regulation referenced.

“Yield” of:
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0] any Investment has the meaning set forth in Section 1.148-5 of the
Regulations; and

(i) the Series 2023C Bonds has the meaning set forth in
Section 1.148-4 of the Regulations.

(b) Not to Cause Interest to Become Taxable. The City shall not use, permit

the use of, or omit to use Gross Proceeds or any other amounts (or any property the
acquisition, construction or improvement of which is to be financed directly or indirectly
with Gross Proceeds) in a manner which if made or omitted, respectively, would cause
the interest on any Series 2023C Bond to become includable in the gross income, as
defined in Section 61 of the Code, of the owner thereof for federal income tax
purposes. Without limiting the generality of the foregoing, unless and until the City
receives a written opinion of counsel nationally recognized in the field of municipal
bond law to the effect that failure to comply with such covenant will not adversely affect
the exemption from federal income tax of the interest on any Series 2023C Bond, the
City shall comply with each of the specific covenants in this Section.

(c) No Private Use or Private Payments. Except as permitted by Section 141

of the Code and the Regulations and rulings thereunder, the City shall at all times prior
to the final payment on the Series 2023C Bonds:

M exclusively own, operate and possess all property, the acquisition,
construction or improvement of which is to be financed or refinanced directly or
indirectly with Gross Proceeds of the Series 2023C Bonds, and not use or
permit the use of such Gross Proceeds (including all contractual arrangements
with terms different than those applicable to the general public) or any property
acquired, constructed or improved with such Gross Proceeds in any activity

carried on by any person or entity (including the United States or any agency,
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department and instrumentality thereof) other than a state or local government,
unless such use is solely as a member of the general public; and

(i) not directly or indirectly impose or accept any charge or other
payment by any person or entity who is treated as using Gross Proceeds of the
Series 2023C Bonds or any property the acquisition, construction or
improvement of which is to be financed or refinanced directly or indirectly with
such Gross Proceeds, other than taxes of general application within the City or
interest earned on investments acquired with such Gross Proceeds pending
application for their intended purposes.

(d) No Private Loan. Except to the extent permitted by Section 141 of the

Code and the Regulations and rulings thereunder, the City shall not use Gross
Proceeds of the Series 2023C Bonds to make or finance loans to any person or entity
other than a state or local government. For purposes of the foregoing covenant, such
Gross Proceeds are considered to be “loaned” to a person or entity if: (i) property
acquired, constructed or improved with such Gross Proceeds is sold or leased to such
person or entity in a transaction which creates a debt for federal income tax purposes;
(if) capacity in or service from such property is committed to such person or entity
under a take-or-pay, output or similar contract or arrangement; or (iii) indirect benefits,
or burdens and benefits of ownership, of such Gross Proceeds or any property
acquired, constructed or improved with such Gross Proceeds are otherwise transferred
in a transaction which is the economic equivalent of a loan.

(e) Not to Invest at Higher Yield. Except to the extent permitted by

Section 148 of the Code and the Regulations and rulings thereunder, the City shall not
at any time prior to the final stated maturity of the Series 2023C Bonds directly or

indirectly invest Gross Proceeds in any Investment, if as a result of such investment the
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Yield of any Investment acquired with Gross Proceeds, whether then held or previously
disposed of, exceeds the Yield of the Series 2023C Bonds.

)] Not Federally Guaranteed. Except to the extent permitted by

Section 149(b) of the Code and the Regulations and rulings thereunder, the City shall
not take or omit to take any action which would cause the Series 2023C Bonds to be
federally guaranteed within the meaning of Section 149(b) of the Code and the
Regulations and rulings thereunder.

(9) Information Report. The City shall timely file the information required by

Section 149(e) of the Code with the Secretary of the Treasury on Form 8038-G or such
other form and in such place as the Secretary may prescribe.

(h) Rebate of Arbitrage Profits. Except to the extent otherwise provided in

Section 148(f) of the Code and the Regulations and rulings thereunder:

0] The City shall account for all Gross Proceeds (including all
receipts, expenditures and investments thereof) on its books of account
separately and apart from all other funds (and receipts, expenditures and
investments thereof) and shall retain all records of accounting for at least six
years after the day on which the last outstanding Bond is discharged. However,
to the extent permitted by law, the City may commingle Gross Proceeds of the
Series 2023C Bonds with other money of the City; provided that the City
separately accounts for each receipt and expenditure of Gross Proceeds and
the obligations acquired therewith.

(i) Not less frequently than each Computation Date, the City shall
calculate the Rebate Amount in accordance with rules set forth in Section 1438(f)
of the Code and the Regulations and rulings thereunder. The City shall maintain

such calculations with its official transcript of proceedings relating to the
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issuance of the Series 2023C Bonds until six years after the Final Computation
Date.

(i)  As additional consideration for the purchase of the Series 2023C
Bonds by the initial purchasers and the loan of the money represented thereby
and in order to induce such purchase by measures designed to ensure the
excludability of the interest thereon from gross income for federal income tax
purposes, the City shall pay to the United States the amount that when added to
the future value of previous rebate payments made for the Series 2023C Bonds
equals (i) in the case of a Final Computation Date, 100% of the Rebate Amount
on such date; and (ii) in the case of any other Computation Date, 90% of the
Rebate Amount on such date. In all cases, the rebate payments shall be made
at the times, in the installments, to the place and in the manner as is or may be
required by Section 148(f) of the Code and the Regulations and rulings
thereunder, and shall be accompanied by Form 8038-T or such other forms and
information as is or may be required by Section 148(f) of the Code and the
Regulations and rulings thereunder.

(iv)  The City shall exercise reasonable diligence to assure that no
errors are made in the calculations and payments required by paragraphs (ii)
and (iii), and if an error is made, to discover and promptly correct such error
within a reasonable amount of time thereafter (and in all events within 180 days
after discovery of the error), including payment to the United States of any
additional Rebate Amount owed to it, interest thereon, and any penalty imposed
under Section 1.148-3(h) of the Regulations.

0] Not to Divert Arbitrage Profits. Except to the extent permitted by

Section 148 of the Code and the Regulations and rulings thereunder, the City shall not,
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at any time prior to the final payment on the Series 2023C Bonds, enter into any
transaction that reduces the amount required to be paid to the United States pursuant
to Section 25(h) above because such transaction results in a smaller profit or a larger
loss than would have resulted if the transaction had been at arm’s length and had the
Yield of the Series 2023C Bonds not been relevant to either party.

() Elections. The City directs and authorizes the Director of Public Finance
and the Controller, either or any combination of them, to make elections permitted or
required pursuant to the provisions of the Code or the Regulations, as they deem
necessary or appropriate in connection with the Series 2023C Bonds, in the Certificate
as to Tax Exemption or similar or other appropriate certificate, form or document.

Section 24. Reimbursement. The City declares its official intent to reimburse prior

expenditures of the City incurred prior to the issuance and sale of the Series 2023C Bonds in
connection with the project or portions thereof to be financed by the Series 2023C Bonds. The
Board of Supervisors declares the City's intent to reimburse the City with the proceeds of the
Series 2023C Bonds for the expenditures with respect to the project (the "Expenditures” and
each an "Expenditure”) made on and after that date that is no more than 60 days prior to
adoption of this Resolution. The City reasonably expects on the date of adoption of this
Resolution that it will reimburse the Expenditures with the proceeds of the Series 2023C
Bonds.

Each Expenditure was and will be either (a) of a type properly chargeable to a capital
account under general federal income tax principles (determined in each case as of the date
of the Expenditure), (b) a cost of issuance with respect to the Series 2023C Bonds, (c) a
nonrecurring item that is not customarily payable from current revenues, or (d) a grantto a
party that is not related to or an agent of the City so long as such grant does not impose any

obligation or condition (directly or indirectly) to repay any amount to or for the benefit of the
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City. The maximum aggregate principal amount of the Series 2023C Bonds expected to be
issued for the project is $172,000,000. The City shall make a reimbursement allocation, which
is a written allocation by the City that evidences the City's use of proceeds of the Series
2023C Bonds to reimburse an Expenditure, no later than 18 months after the later of the date
on which the Expenditure is paid or the project is placed in service or abandoned, but in no
event more than three years after the date on which the Expenditure is paid. The City
recognizes that exceptions are available for certain "preliminary expenditures,” costs of
issuance, certain de minimis amounts, expenditures by "small issuers" (based on the year of
issuance and not the year of expenditure) and expenditures for construction projects of at
least 5 years.

Section 25. General Authority. The Clerk of the Board of Supervisors, the Mayor, the

City Treasurer, the Director of Public Finance, the City Attorney and the Controller are each
authorized and directed in the name and on behalf of the City to take any and all steps and to
issue, deliver or enter into any and all certificates, requisitions, agreements, notices, consents,
and other documents as may be necessary to give effect to the provisions of this Resolution,
including but not limited to a private placement agreement and investor letter, tax compliance
certificates and letters of representations to any depository or depositories, which they or any
of them might deem necessary or appropriate in order to consummate the lawful issuance,
sale and delivery of the Series 2023C Bonds. Any such actions are solely intended to further
the purposes of this Resolution, and are subject in all respects to the terms of this Resolution.
No such actions shall increase the risk to the City or require the City to spend any resources
not otherwise granted herein. Final versions of any such documents shall be provided to the
I

I
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Clerk of the Board of Supervisors for inclusion in the official file within 30 days (or as soon

thereafter as final documents are available) of execution by all parties.

APPROVED AS TO FORM:
DAVID CHIU, City Attorney

By: /s MARK D. BLAKE
MARK D. BLAKE
Deputy City Attorney

n:\financ\as2022\1300182\01641964.docx
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EXHIBIT A
FORM OF BOND

Unless this Bond is presented by an authorized representative of The Depository Trust
Company, a New York corporation (“DTC”), to City or its agent for registration of transfer,
exchange, or payment, and any Bond issued is registered in the name of Cede & Co. or in such
other name as is requested by an authorized representative of DTC (and any payment is made
to Cede & Co. or to such other entity as is requested by an authorized representative of DTC),
ANY TRANSFER, PLEDGE, OR OTHER USE OF THIS BOND FOR VALUE OR OTHERWISE
BY OR TO ANY PERSON IS WRONGFUL inasmuch as the Registered Owner hereof, Cede &
Co., has an interest herein.

Number Principal Amount

R-__ UNITED STATES OF AMERICA $
STATE OF CALIFORNIA

CITY AND COUNTY OF SAN FRANCISCO
GENERAL OBLIGATION BONDS
(SOCIAL BONDS - AFFORDABLE HOUSING, 2019)
SERIES 2023C

Interest Rate Maturity Date Dated Date CUSIP Number

REGISTERED OWNER: Cede & Co.
PRINCIPAL AMOUNT:

The City and County of San Francisco, State of California (the “City”), acknowledges itself
indebted to and promises to pay to the Registered Owner specified above or registered assigns,

on the Maturity Date specified above, the Principal Amount of this Bond specified above in

Mayor Breed
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lawful money of the United States of America, and to pay interest on the Principal Amount in
like lawful money from the Interest Payment Date (as defined below) next preceding the date
of authentication of this Bond (unless this Bond is authenticated as of the day during the period
from the last day of the month immediately preceding any Interest Payment Date (the “Record
Date”) to such Interest Payment Date, inclusive, in which event it shall bear interest from such
Interest Payment Date, or unless this Bond is authenticated on or before June 15, 2023, in
which event it shall bear interest from its Dated Date (specified above) until payment of such
Principal Amount, at the Interest Rate per year specified above calculated on the basis of a
360-day year comprised of twelve 30-day months, payable on June 15, 2023 and semiannually
thereafter on June 15 and December 15 in each year (each, an “Interest Payment Date”);
provided, that if any Interest Payment Date occurs on a day that banks in California or New
York are closed for business or the New York Stock Exchange is closed for business, then such
payment shall be made on the next succeeding day that banks in both California and New York
are open for business and the New York Stock Exchange is open for business (a “Business
Day”). The Principal Amount of this Bond is payable to the Registered Owner of this Bond upon
the surrender of this Bond at the office of the Treasurer of the City (the “City Treasurer”) in San
Francisco, California. The interest on this Bond is payable to the person whose name appears
on the Bond registration books of the City Treasurer as the Registered Owner of this Bond as
of the close of business on the Record Date immediately preceding an Interest Payment Date,
whether or not such day is a Business Day, such interest to be paid by check mailed on the
Interest Payment Date to such Registered Owner at the owner’s address as it appears on such
registration books; provided, that the Registered Owner of Bonds in an aggregate principal
amount of at least $1,000,000 may submit a written request to the City Treasurer on or before
the Record Date preceding any Interest Payment Date for payment of interest by wire transfer

to a commercial bank located in the United States of America.
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This Bond is one of a duly authorized issue of City and County of San Francisco General
Obligation Bonds (Social Bonds-Affordable Housing, 2019) Series 2023C (the “Bonds”) of like
tenor (except for such variations, if any, as may be required to designate varying numbers,
denominations, interest rates and maturities), in the aggregate principal amount of
$ , which is part of a bond authorization in the aggregate original principal amount
of $425,000,000 authorized by the affirmative votes of more than two-thirds of the voters voting
at a special election duly and legally called, held and conducted in the City on November 6,
2018 and is issued and sold by the City pursuant to and in strict conformity with the provisions
of the Constitution and laws of the State of California, the Charter of the City and a Resolution
of Necessity adopted by the Board of Supervisors of the City (the “Board of Supervisors”) on
June 12, 2018, and duly approved by the Mayor of the City on June 20, 2018, and Resolution
No. | adopted by the Board of Supervisors on , 20___and duly approved by
the Mayor of the City on , 20__ (together with the related Certificate Awarding the
Bonds and Fixing Definitive Interest Rates for the Bonds, dated , 20__, the
“Resolutions”).

The Bonds are issuable as fully registered bonds without coupons in the denominations
of $5,000 or any integral multiple of such amount, provided that no Bond shall have principal
maturing on more than one principal maturity date. Subject to the limitations and conditions
and upon payment of the charges, if any, as provided in the Resolutions, the Bonds may be
exchanged for a like aggregate principal amount of Bonds of other authorized denominations
of the same interest rate and maturity.

This Bond is transferable by its Registered Owner, in person or by its attorney duly
authorized in writing, at the office of the City Treasurer, but only in the manner, subject to the
limitations and upon payment of the charges provided in the Resolutions, and upon surrender

and cancellation of this Bond. Upon such transfer, a new Bond or Bonds of authorized
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denomination or denominations for the same interest rate and same aggregate principal amount
will be issued to the transferee in exchange for this Bond.

No transfer or exchange of the Bonds shall be required to be made by the City Treasurer
during the period from the Record Date next preceding each Interest Payment Date to such
Interest Payment Date or after a notice of redemption shall have been mailed with respect to
such Bonds.

Bonds maturing on and before June 15, 20__, will not be subject to optional redemption
prior to their respective maturity dates. The Bonds maturing on or after June 15, 20__ will be
subject to optional redemption prior to their respective stated maturity dates, at the option of the
City, from any source of available funds, as a whole or in part on any date (with the maturities
to be redeemed to be determined by the City and by lot within a maturity), on or after June 15,
20__, at the redemption price equal to the principal amount of the Bonds redeemed, together
with accrued interest to the date fixed for redemption, without premium. If less than all of the
outstanding Bonds are to be redeemed, they may be redeemed in any order of maturity as
determined by the Director of Finance. If less than all of the outstanding Bonds of a maturity
are to be redeemed, the Bonds or portions of Bonds of such maturity to be redeemed shall be
selected Director of Public Finance, in authorized denominations of $5,000 or integral multiples
of that amount, from among Bonds of that maturity not previously called for redemption, by lot,
in any manner which the Director of Public Finance deems fair.

Bonds maturing on June 15, 20__, are subject to mandatory sinking fund redemption on
June 15 of each of the years 20__ through 20__, inclusive, and at maturity in the respective
amount provided in the [Official Notice of Sale/the Purchase Contract] for the Bonds.

Bonds maturing on June 15, 20__, are subject to mandatory sinking fund redemption on
June 15 of each of the years 20__ through 20__, inclusive, and at maturity in the respective

amount provided in the [Official Notice of Sale/the Purchase Contract] for the Bonds.
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Notice of the redemption of Bonds which by their terms shall have become subject to
redemption shall be given or caused to be given to the Registered Owner of each Bond or
portion of a Bond called for redemption not less than 20 or more than 60 days before any date
established for redemption of Bonds, by the City Treasurer on behalf of the City, first class mail,
postage prepaid, sent to the Registered Owner’'s last address, if any, appearing on the
registration books kept by the City Treasurer. Official notices of redemption will contain the
information specified in the Resolutions.

Official notice of redemption having been given substantially as aforesaid, the Bonds or
portions of Bonds so to be redeemed shall, on the date fixed for redemption, become due and
payable at the redemption price therein specified, and from and after such date (unless such
redemption and notice of it shall have been rescinded or unless the City shall default in the
payment of the redemption price), such Bonds or portions of Bonds shall cease to bear interest.
Neither the failure to mail such redemption notice, nor any defect in any notice so mailed, to
any particular Registered Owner, shall affect the sufficiency of such notice with respect to the
Bonds.

Notice of redemption, or notice of rescission of an optional redemption, having been
properly given, failure of a Registered Owner to receive such notice shall not be deemed to
invalidate, limit or delay the effect of the notice or redemption action described in the notice.

Any notice of optional redemption may provide that such redemption is conditional upon
occurrence of a specified event, as provided in the Resolutions. In the event that such
conditional notice of optional redemption has been given, and on the date fixed for redemption
such condition has not been satisfied, the Bonds for which notice of conditional optional
redemption was given shall not be redeemed and shall remain Outstanding for all purposes of
the Resolutions and the redemption not occurring shall not constitute an event of default under

the Resolutions.
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The City may rescind any optional redemption and notice of it for any reason on any date
prior to any Redemption Date by causing written notice of the rescission to be given to the
owners of all Bonds so called for redemption. Notice of any such rescission of redemption shall
be given in the same manner notice of redemption was originally given.

The actual receipt by the owner of any Bond of notice of such rescission shall not be a
condition precedent to rescission, and failure to receive such notice or any defect in such notice
so mailed shall not affect the validity of the rescission.

The City and the City Treasurer may treat the Registered Owner of this Bond as the
absolute owner of this Bond for all purposes, and the City and the City Treasurer shall not be
affected by any notice to the contrary.

The City Treasurer may appoint agents to serve as bond registrar or paying agent, as
provided in the Resolutions.

The Board of Supervisors certifies, recites and declares that the total amount of
indebtedness of the City, including the amount of this Bond, is within the limit provided by law,
that all acts, conditions and things required by law to be done or performed precedent to and in
the issuance of this Bond have been done and performed in strict conformity with the laws
authorizing the issuance of this Bond, that this Bond is in the form prescribed by order of the
Board of Supervisors duly made and entered on its minutes, and the money for the payment of
principal of this Bond, and the payment of interest thereon, shall be raised by taxation upon the
taxable property of the City as provided in the Resolutions.

This Bond shall not be entitled to any benefit under the Resolutions, or become valid or
obligatory for any purpose, until the certificate of authentication and registration on this Bond

shall have been signed by the City Treasurer.
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IN WITNESS WHEREOF the Board of Supervisors has caused this Bond to be executed
by the Mayor of the City and to be countersigned by the Clerk of the Board of Supervisors, all

as of

Mayor of the
City and County of San Francisco

Countersigned:

Clerk of the Board of Supervisors
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CERTIFICATE OF REGISTRATION AND AUTHENTICATION

This is one of the Bonds described in the within-mentioned Resolutions, which has been
authenticated on the date set forth below.

Date of Authentication:

Treasurer of the
City and County of San Francisco
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ASSIGNMENT

FOR VALUE RECEIVED the undersigned do(es) hereby sell, assign and transfer unto

(Please print or typewrite Name, Address, and Tax Identification or Social

Security Number of Assignee/Transferee)

the within-mentioned registered bond and all rights thereunder and hereby irrevocably

constitute(s) and appoint(s) attorney to

transfer the same on the books of the paying agent with full power of substitution in the

premises.

Dated:

NOTICE: The signature to this assignment
must correspond with the name as it appears
upon the face of the within bond in every
particular, without altercation or enlargement
or any change whatsoever.

Signature Guaranteed:

Signature(s) must be guaranteed by a national bank
or trust company or by a brokerage firm having a
membership in one of the major stock exchanges
and who is a member of a Medallion Signature
Program.

Mayor Breed
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Items 9-12 Department:
Files 22-1265, 22-1266, 22-1273 | Office of Public Finance
and 22-1274

Legislative Objectives

e The proposed resolutions and ordinance would authorize actions and documents
associated with the issuance and sale of the Series 2023ABC Bond, which includes: (1) $30
million of the 2020 Health and Recovery General Obligation Bonds; (2) $42 million of the
2018 Embarcadero Seawall Earthquake Safety General Obligation Bonds; (3) $172 million of
the 2019 Affordable Housing General Obligation Bonds; and, (4) the appropriation of $244
million in corresponding bond proceeds.

Key Points

e This is the second issuance of the 2020 Health and Recovery bonds and $28.5 million in
proceeds will go to the Recreation and Parks Department for use toward improvements to
City parks and recreation facilities and supporting Rec and Park programs, such as the
Community Opportunity Fund, Community Gardens, and Playgrounds.

e This is the second issuance of the 2018 Embarcadero Sewall bonds and $38.6 million in
proceeds will go to the Port of San Francisco to be used toward seawall and marginal wharf
repair project costs, including but not limited to, labor, program management, a flood
study, and the predesign and detailed design for selected projects.

e This is the second issuance of the 2019 Affordable Housing bonds and $166.3 million in
proceeds will go to the Mayor’s Office of Housing and Community Development to support
replacement and production of new public housing, low-income, and senior housing units
as well as fund the Down-payment Assistance Loan Program.

Fiscal Impact

e If approved, the total project average annual debt service would be $18,600,000 and the
total debt service over the 25-year life of the bonds is estimated at $469,653,000.

e The proposed transaction complies with the City’s financial policies related to general
obligation bond debt.

Recommendation

e Approve the proposed resolutions and ordinance.
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MANDATE STATEMENT

City Charter Section 9.106 states that the Board of Supervisors is authorized to provide for the
issuance of general obligation bonds in accordance with the Constitution of the State of
California. General obligation bonds may be issued and sold in accordance with state law or any
local procedure adopted by ordinance. There shall be a limit on outstanding general obligation
bond indebtedness of three percent of the assessed value of all taxable real and personal
property, located within the City and County.

City Charter Section 9.105 states that amendments to the Annual Appropriation Ordinance are
subject to Board of Supervisors approval by ordinance after the Controller certifies the availability
of funds.

BACKGROUND

Health and Recovery General Obligation Bond

San Francisco voters approved $487.5 million in Health and Recovery General Obligation Bonds
in November 2020 (2020 Health and Recovery Proposition A) to fund investments in supportive
housing facilities, shelters, and facilities that provide services to people experiencing mental
health and substance use disorders, and/or homelessness; improve accessibility and quality of
parks, open spaces, and recreational facilities in the City; and, improve the accessibility, safety
and conditions of the City’s streets. Proceeds from these bonds are intended to help stimulate
the local economy and aid in recovery following the economic downturn as a result of the COVID-
19 public health emergency.

The Board of Supervisors approved issuance of $425 million in Health and Recovery Bonds in May
2021 (File 21-0388). Of the $425 million approved in 2021, $169.32 million was for Recreation
and Parks projects, of which $33.16 had been encumbered as of December 2022.1 From the
voter-approved $487.5 million authorization, $258.5 million of bonds have been issued to date,
and $229 million remains unissued.

Embarcadero Seawall Earthquake Safety General Obligation Bond

San Francisco voters approved the $425 million Embarcadero Seawall Earthquake Safety General
Obligation Bonds in 2018 to fund the construction, seismic strengthening, and repair of the
Embarcadero Seawall and other infrastructure with the goal of protecting the waterfront, BART
and Muni, buildings, historic piers, and other roads and infrastructure from the threats posed by
earthquakes, floods, and rising sea levels.

The Board of Supervisors approved issuance of $50 million in Embarcadero Seawall Earthquake
Safety Bonds in July 2019 (File 19-0358). Of that $50 million, $45.8 million was for seawall

1 According to a December 5, 2022 REC presentation to the Capital Planning Committee, the Department has been
delayed in its capital project delivery due to higher than projected construction bids, coordination with PG&E,
regulatory, design, and community outreach requirements, and City staffing capacity.
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projects, of which $40.5 million has been spent; the Port anticipates expending or encumbering
the remaining funds by the end of FY 2022-23. From the voter-approved $425 million
authorization, $49.7 million in bonds has been issued to date and $375.3 remains unissued.

Affordable Housing General Obligation Bond

San Francisco voters approved $600 million in Affordable Housing Bonds in 2019 (Proposition A)
to finance the construction, development, acquisition, improvement, rehabilitation,
preservation, and repair of affordable housing improvements.

The Board of Supervisors approved issuance of $260 million in Affordable Housing Bonds in
October 2020 (File 20-1091), including $252.62 million for affordable housing projects, of which
$158.3 million has been spent or encumbered as of December 2022. Remaining spending on the
first issuance is expected to be complete by July 2024. From the voter-approved $S600 million
authorization, approximately $254.9 million has been issued to date, and approximately $345.4
million remains unissued.

DETAILS OF PROPOSED LEGISLATION

Resolutions Approving Issuance and Sale of General Obligation Bonds

File 22-1265: The proposed resolution would authorize the second sale of the 2020 Health and
Recovery Bond with a not-to-exceed amount of $30,000,000, Series 2023A. If the Board of
Supervisors approves the sale of $30,000,000, the sale of the balance of $32,500,000 in remaining
bond authority would be subject to future Board of Supervisors approval.

File 22-1273: The proposed resolution would authorize the second sale of the 2018 Embarcadero
Seawall Bond with a not-to-exceed amount of $42,000,000, Series 2023B. If the Board of
Supervisors approves the sale of $42,000,000, the sale of the balance of $333,000,000 in
remaining bond authority would be subject to future Board of Supervisors approval.

File 22-1274: The proposed resolution would authorize the second sale of the 2019 Affordable
Housing Bond with a not-to-exceed amount of $172,000,000, Series 2023C. If the Board of
Supervisors approves the sale of $172,000,000, the sale of the balance of $168,000,000 in
remaining bond authority would be subject to future Board of Supervisors approval.

Each resolution also:

e Prescribes the form and terms of the bonds;

e Provides for the appointment of depositories and other agents for the bonds;

e Provides for the establishment of accounts related to the bonds;

e Provides for the manner of sale of the bonds by competitive or negotiated sale;
e Approves the forms of Official Notice of Sale and Intention to Sell Bonds;

e Directs the publication of the Notice of Intention to Sell Bonds;

e Approves the form of the Bond Purchase Contract;
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e Approves the form of the Preliminary Official Statement and the form and execution
of the Official Statement relating to the sale of the bonds;

e Approves the form of the Continuing Disclosure Certificate;
e Authorizes and approves modifications to documents;
e Ratifies certain actions previously taken; and
e Grants authority to City officials to take necessary actions for the authorization,
issuance, sale, and delivery of the bonds.
Ordinance Approving Bond Appropriations

File 22-1266: The proposed ordinance appropriates the following bond proceeds and places
these funds on Controller’s Reserve pending receipt of bond funds.

e 530 million of proceeds from the Series 2023A Health and Recovery General Obligation
Bond to the Recreation and Parks Department for improvements to parks, recreation
spaces, and open spaces, including funding for sustainability and community programs.

e 542 million of proceeds from the Series 2023B Embarcadero Seawall Bond to the Port of
San Francisco for planning, engagement, program management, pilot projects,
Embarcadero project pre-design and detailed designed, and a flood study performed by
the U.S. Army Corps of Engineers.

e S$172 million of proceeds from the Series 2023C Affordable Housing Bond proceeds for
the Mayor’s Office of Housing and Community Development for funding public, low-
income, preservation and middle income, and senior housing projects.

Taxable and Tax-Exempt Bonds

The Series Bonds 2023ABC will be structured as either tax-exempt and/or taxable depending on
eligibility of project expenditures for tax exemption and/or market conditions.

Competitive or Negotiated Sale

The Office of Public Finance intends to pursue a competitive sale of the 2023ABC Bonds.
However, a negotiated sale may be pursued if the bond structure or market conditions make a
negotiated sale preferable.

Proposed Uses of Bond Funds

Exhibit 1 below summarizes the proposed uses of the Series 2023ABC Bond proceeds.
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Exhibit 1: Series 2023ABC Bond Appropriation Proposed Uses

Series 2023A Health Series 2023B Series 2023C
& Recovery Embarcadero Seawall Affordable Housing

Sources
Par Amount 28,855,000 39,090,000 168,315,000
Reserve for Market Uncertainty 1,145,000 2,910,000 3,685,000
Total Sources (Bond Proceeds) 30,000,000 42,000,000 172,000,000
Uses
Health & Recovery Bond Uses
Buena Vista Park 2,500,000
Crocker Amazon Playground &
Richmond Senior Center 3,500,000
South Sunset Playground Clubhouse 2,400,000
Citywide Parks: Renovations and
improvements to Golden Gate, 7,800,000
McLaren, and Lake Merced Parks
Parks Health & Recovery Programs 6,300,000
Sustainability Programs 6,000,000
Health & Recovery Uses Subtotal 28,500,000
Embarcadero Seawall Uses
ifz}/:;call & Marginal Wharf Repair 38,617,000
Embarcadero Seawall Uses Subtotal 38,617,000
Affordable Housing Uses
Public Housing: HOPE SF Sunnydale
and Potrero; ﬁunters View Pthe 1] 97,880,000
Low-Income Housing: 730 Stanyan,
Maceo May, and Balboa Reservoir 38,591,653
Preservation/Middle-Income
Housing: Dov{/n payment assistance 9,400,000
Senior Housing: 4200 Geary 20,400,000
Affordable Housing Uses Subtotal $166,271,653
Subtotal Bond Projects $28,500,000 $38,617,000 $166,271,653
City Services Auditor 57,000 77,234 332,543
gsgenr]ailt(e)sllgatlon Bond Oversight 28,855 39,090 168,315
Costs of Issuance @ 124,870 161,226 700,914
Underwriters Discount © 144,275 195,450 841,575
Reserve for Market Uncertainty 1,145,000 2,910,000 3,685,000
Subtotal Oversight & Financing $1,500,000 $3,383,000 $5,728,347
Total Uses $30,000,000 $42,000,000 $172,000,000

Source: Appropriation Ordinance (File 22-1266) under Board of Supervisors consideration

2Costs of issuance include bond counsel, auditor, regulator, and other costs.

b Underwriters discount is the difference in the price paid to the issuer and the prices at which the bonds are initially
offered to investors.
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Health and Recovery Bond Projects

Through the Series 2023A bond issuance, the Recreation and Parks Department will receive $28.5
million for improvements to City parks and recreation facilities. This includes $2.5 million for
improvements to Buena Vista Park’s paved pathways; $3.5 million for renovations to the Crocker
Amazon baseball diamonds, ancillary structures, and park amenities, and to Richmond Senior
Center to provide outdoor exercise equipment, landscaping, pathways, and benches; $2.4 million
to the South Sunset Clubhouse for reconfiguration and renovation of interior spaces and building
systems; $7.8 million for capital improvements to Golden Gate, McLaren, and Lake Merced Parks,
including restoration of natural features (lakes, meadows, and landscapes), improvements to
recreational assets (playgrounds, playfields, courts, and picnic areas), and, improved connectivity
and access (roads, pedestrian safety, paths, and trails renovations and improvements); $6.3
million for Health and Recovery Programs, which funds the Community Opportunity Fund ($3.5
million), Playgrounds Program ($2.5 million), and Community Garden Program ($300,000); and,
$6.0 million from the sustainability program that has been allocated to Gene Friend Rec Center,
which will help make improvements to support climate resilience with investments in water
conservation, energy generation and conservation measures, and landscaping with native plants.

Embarcadero Seawall Bond Projects

Through the Series 2023B bond issuance, the Port of San Francisco will receive $38,617,000 for
the seawall and marginal wharf repair project. According to Port staff, these costs will be used
for Port labor ($8.9 million); program management (S7.1 million), which includes task
development, early project predesign support and detailed design cost support; planning around
adaptation strategies, U.S. Army Corps of Engineers engineering support and other planning
efforts such as pier adaptation ($4.7 million); engagement of community and stakeholders
around selected projects ($0.8 million); the U.S. Army Corps of Engineers flood study
management ($3.5 million); pilot projects, which funds monitoring of the Living Seawall that is
working toward ecological enhancement of concrete seawalls ($0.4 million); and, Embarcadero
Early Projects predesign for nine selected projects ($3.3 million) and detailed design ($9.9 million)
for three projects that are selected from nine in predesign. To date, six of the nine Early
Embarcadero Projects have been selected for predesign: (1) Wharf J9 Replacement and Resilient
Shoreline Project; (2) Pier 15 Bulkhead Wall and Wharf Earthquake Safety Retrofit; (3) Pier 9
Bulkhead Wall and Wharf Earth Safety Retrofit; (4) Ferry Building Seawall and Substructure
Earthquake Reliability; (5) Pier 5 to Pier 22-1/2 Near-term Coastal Flood Risk Reduction Project;
and (6) Pier 24 to Pier 28-1/2 Bulkhead Wall and Wharf Earthquake Safety. The three remaining
projects that will advance to predesign will be determined later this year according to Port staff.

Affordable Housing Bond Projects

Through the Series 2023C bond issuance, the Mayor’s Office of Housing and Community
Development will receive $166,271,653. Of this funding, $97,880,000 will go toward support of
288 units of public housing replacement units and new affordable units at Sunnydale, Potrero,
and Hunters View; $38,591,653 for low-income housing development, which includes 160 units
at 730 Stanyan, 105 units for veterans at Maceo May; and 124 units at Balboa Reservoir; $9.4
million for the Downpayment Assistance Loan Program, which supports moderate income
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borrowers at 120-200 percent AMI; and, $20.4 million for Senior Housing, which will support 98
units for seniors at 4200 Geary.

Bond Accountability Report Waived

Each of the proposed bond resolutions for the Series 2023ABC Bonds waives the deadline for
submission of the Bond Accountability reports under Admin Code Section 2.71(a) and 2.71(b).
These sections of the Admin Code require that the governmental entity that is requesting the
appropriation of bond proceeds by the Board or the entity to which such bond proceeds were
appropriated submit a Bond Accountability Report 60 days prior to the approval of the
appropriation and/or sale, which include details on the spending of previously approved bond
sales and details on the projects proposed to be funded with new bond sales. The Recreation and
Parks Department and Port have not completed their bond accountability reports as of this
writing.

The Mayor’s Office of Housing and Community submitted a bond accountability report pertaining
to its bond sales on January 13, 2022.

FISCAL IMPACT

Annual Debt Service

The Office of Public Finance reports that the combined par value of the Series 2023ABC bonds is
approximately $236,260,000. The proposed resolutions authorize the Director of Public Finance
to determine the sale date, interest rates, principal amount, and maturity dates of the bonds,
subject to the following conditions: (1) the true interest cost shall not exceed 12 percent; and (2)
the Series 2023ABC bonds shall have a final maturity date no later than 30 years (Series 2023A
and 2023B) or 40 years (Series 2023C) after the date of issuance.

Based on an estimated market interest rate of 6.56 percent for the Series 2023ABC general
obligation bonds, the Office of Public Finance estimates that this would result in an average
annual debt service cost of approximately $18,600,000. Over the anticipated 25-year life of the
bonds, the total debt service is estimated at $469,653,000. Of the total debt service,
approximately $233,393,000 is in interest payments ($234,574,000 if underwriting costs are
included) and the remainder is the par value of the 2023ABC Bonds ($236,260,000). The
estimated interest rate for these bonds (6.56 percent) is higher than the general obligation bonds
sold in 2021, which had an interest rate of 3.75 percent.

Debt Limit

Section 9.106 of the City Charter limits the amount of GO bonds the City can have outstanding at
any given time to three percent of the total assessed value of property in San Francisco. The City
calculates its debt limit based on total assessed valuation net of non-reimbursable and
homeowner exemptions. On this basis, the City's general obligation debt limit for FY 2022-23 is
approximately $9.86 billion, based on a net assessed valuation of approximately $328.5 billion.

According to the Controller’s Office of Public Finance, as of October 1, 2022, the City had
outstanding debt of approximately $2.63 billion in aggregate principal amount of general
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obligation bonds, which equals approximately 0.80 percent of the net assessed valuation for FY
2022-23. If the Board of Supervisors approves the issuance of the Series 2023ABC Bonds, the debt
ratio would increase by approximately 0.07 percent to 0.87 percent, which is under the three
percent debt limit. If all of the City’s voter-authorized and unissued general obligation bonds
were issued, the total debt burden would be 1.25 percent of the net assessed value of property
in the City.

Property Tax Rates

Repayment of general obligation bonds is recovered through an increase in the annual Property
Tax rate. According to the Controller’s Office of Public Finance, if the Board of Supervisors
approves the issuance of the 2023ABC Bonds, the total increase in the Property Tax rate is
estimated to average $0.00567 per $100 of assessed value over the anticipated 25-year term of
the bonds. The owner of a residence with an assessed value of $600,000, assuming a
homeowner’s exemption of $7,000, would pay average additional property taxes to the City of
approximately $33.62 per year if the anticipated amount of $236,260,000 of bonds are sold.

Capital Plan

The Capital Planning Committee approved a financial constraint regarding the City’s planned use
of general obligation bonds such that debt service on approved and issued general obligation
bonds would not increase property owners’ long-term property tax rates above FY 2005-06
levels, or $0.1201 per $100 of assessed value. The FY 2022-23 property tax rate, including debt
service on the proposed bonds, is $0.1076 per $100 of assessed value, which is below that
constraint. The Board of Supervisors approved the FY 2022-23 property tax rate in September
2022 (File 22-0959).

RECOMMENDATION

Approve the proposed resolutions (Files 22-1265, 22-1273, and 22-1274) and the proposed
ordinance (File 22-1266).
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APPENDIX A

CITY AND COUNTY OF SAN FRANCISCO ORGANIZATION AND FINANCES

This Appendix A to the Official Statement of the City provides general information about the City’s
governance structure, budget processes, property taxation system and tax and other revenue sources,
City expenditures, labor relations, employment benefits and retirement costs, investments, bonds, and
other long-term obligations.

The various reports, documents, websites and other information referred to herein are not incorporated
herein by such references. The City has referred to certain specified documents in this Appendix A which
are hosted on the City’s website. A wide variety of other information, including financial information,
concerning the City is available from the City’s publications, websites and its departments. Any such
information that is inconsistent with the information set forth in this Official Statement should be
disregarded and is not a part of or incorporated into this Appendix A and should not be considered in
making a decision to buy the Bonds.

Information concerning the City’s finances that does not materially impact the availability of moneys
deposited in the General Fund including San Francisco International Airport (“SFO” or the “Airport”),
Public Utilities Commission (“PUC”), and other enterprise funds, or the expenditure of moneys from the
General Fund, is generally not included or, if included, is not described in detail in this Appendix A.

The information presented in this Appendix A contains, among other information, City budgetary
forecasts, projections, estimates and other statements that are based on current expectations as of its
date. The words “expects,” “forecasts,” “projects,” “budgets,” “intends,” “anticipates,” “estimates,”
“assumes” and analogous expressions are intended to identify such information as “forward-looking
statements.” Such budgetary forecasts, projections and estimates are not intended as representations of
fact or intended as guarantees of results. Any such forward-looking statements are inherently subject to
a variety of risks and uncertainties that could cause actual results or performance to differ materially from
those that have been forecast, estimated or projected.
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CITY FINANCIAL CHALLENGES

The Original Budget for fiscal years 2022-23 and 2023-24 was approved by the Board of Supervisors on
July 26, 2022 and by the Mayor on July 27, 2022. The 2022-23 and 2023-24 Original Budget assumed $82.3
million of COVID-19 response costs, nearly 80% below the prior approved budget, as pandemic response
efforts and costs decline. See “CITY BUDGET — Budget Process” for additional detail.

The COVID-19 pandemic resulted in general negative effects on the City’s economy which materially
adversely impacted the City’s tax revenues and increased expenses due to public health responses. These
decreases occurred in nearly every category of revenue except intergovernmental revenue and property
taxes; most significantly, the City experienced the greatest decline in its “other local taxes,” which includes
hotel and sales taxes. See “PROPERTY TAXATION — Tax Levy and Collection” for additional detail.

The Original Budget for fiscal years 2022-23 and 2023-24 reflects stabilization of City operations and the
significant recovery of certain revenues as many of the negative effects of the pandemic have subsided.
However, like other municipal governments throughout the State and nation, the City faces significant
financial challenges. In addition, a resurgence of the pandemic may affect the City’s ability to sustain
regular operations at current levels and may materially adversely impact the financial condition of the
General Fund.

As described in “CITY BUDGET — Other Budget Updates: Fiscal Year 2022-23 and 2023-24 Revenue Letter”
the Original Budget for fiscal years 2022-23 and 2023-24 was based in large part on revenue assumptions
contained in the Nine-Month Report (issued in May 2022), which assumed continuing economic recovery
in fiscal years 2022-23 and 2023-24. Following the issuance of the May 2022 Nine-Month Report and the
June 2022 Controller Letter, the local, state and national economies have faced significant headwinds,
including multiple interest rate increases by the Federal Reserve, continuing price inflation, volatile
investment markets, and economic disruption resulting from the war in Ukraine and other factors. In
addition, on November 1, 2022, the Controller issued its most recent report on the status of the re-
opening of the City economy. The Controller’s Report noted a 6.2% decline in single family home values
in the City from May to September 2022 and that housing prices are falling faster in San Francisco than
Statewide. The Controller’s report also indicated that the City continues to lag the State average with
respect to in-office attendance by workers in City businesses (a continuation of the remote work practices
which became more prevalent during the pandemic). These factors may negatively impact the City’s
revenues. including, but not limited to, transfer tax, business tax and property tax revenues. See
“BUDGETARY RISKS — Office Vacancy in San Francisco” for a discussion of the impact of remote working
on commercial property in the City, including a recent report by the Controller’s Office projecting
significant declines in property taxes. In addition, there can be no assurances that potential adverse
impacts of the current economic challenges on the financial condition of the State will not result in
decreases in State funding to the City.

As described herein in “CITY BUDGET,” the City regularly prepares reports on its current and projected
financial condition, including a Six-Month Report, a Nine-Month Report and Five Year Financial Plan. The
next report to be issued, the Five Year Plan for fiscal year 2023-24 through fiscal year 2027-28,
will likely be issued in January 2023. The City is currently working on developing the next Five Year
Plan and based on its preliminary analysis expects the next Five Year Plan to show materially higher
cumulative deficits in latter years than projected by the most recent Five Year Plan from January 2022.
See “Five Year Financial Plan and March Update” herein. The Five Year Plan will reflect then-available
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economic data available, and there can no assurances that the Five Year Plan, when issued, will not reflect
projected declines in City revenues below the levels assumed in the Original Budget for fiscal years 2022-
23 and 2023-24.

CITY GOVERNMENT

City Charter

San Francisco is constituted as a city and county chartered pursuant to Article XI, Sections 3, 4, 5 and 6 of
the Constitution of the State of California (the “State”) and is the only consolidated city and county in the
State. In addition to its powers under its charter in respect of municipal affairs granted under the State
Constitution, San Francisco generally can exercise the powers of both a city and a county under State law.
On April 15, 1850, several months before California became a state, the original charter was granted by
territorial government to the City. New City charters were adopted by the voters on May 26, 1898,
effective January 8, 1900, and on March 26, 1931, effective January 8, 1932. In November 1995, voters
approved the current charter, which went into effect in most respects on July 1, 1996 (“Charter”).

The City is governed by a Board of Supervisors consisting of eleven members elected from supervisorial
districts (“Board of Supervisors”), and a Mayor elected at large who serves as chief executive officer
(“Mayor”). Members of the Board of Supervisors and the Mayor each serve a four-year term. The Mayor
and members of the Board of Supervisors are subject to term limits as established by the Charter.
Members of the Board of Supervisors may serve no more than two successive four-year terms and may
not serve another term until four years have elapsed since the end of the second successive term in office.
The Mayor may serve no more than two successive four-year terms, with no limit on the number of non-
successive terms of office. The City Attorney, Assessor-Recorder, District Attorney, Treasurer and Tax Collector,
Sheriff, and Public Defender are also elected directly by the citizens and may serve unlimited four-year terms.
The Charter provides a civil service system for most City employees. School functions are carried out by the
San Francisco Unified School District (grades TK-12) (“SFUSD”) and the San Francisco Community College
District (post-secondary) (“SFCCD”). Each is a separate legal entity with a separately elected governing board.

Unique among California cities, San Francisco as a charter city and county provides the services of both a
city and a county. Public services include police, fire and public safety; public health, mental health and
other social services; courts, jails, and juvenile justice; public works, streets, and transportation, including
a port and airport; construction and maintenance of all public buildings and facilities; water, sewer, and
power services; parks and recreation; libraries and cultural facilities and events; zoning and planning, and
many others. Employment costs are relatively fixed by labor and retirement agreements, and account for
slightly less than 50% of all City expenditures. In addition, voters have approved Charter amendments that
impose certain spending mandates and tax revenue set-asides, which dictate expenditure or service levels
for certain programs, and allocate specific revenues or specific proportions thereof to other programs,
including transportation services, children’s services and public education, and libraries.

Under its original charter, the City committed to a policy of municipal ownership of utilities. The Municipal
Railway, when acquired from a private operator in 1912, was the first such city-owned public transit
system in the nation. In 1914, the City obtained its municipal water system, including the Hetch Hetchy
watershed near Yosemite. In 1927, the City dedicated Mills Field Municipal Airport at a site in what is now
San Mateo County 14 miles south of downtown San Francisco, which would grow to become today’s San
Francisco International Airport. In 1969, the City acquired the Port of San Francisco (the “Port”) in trust
from the State. Substantial expansions and improvements have been made to these enterprises since



their original acquisition. SFO, the Port, the PUC (which includes the Water Enterprise, the Wastewater
Enterprise and the Hetch Hetchy Water and Power Project), the Municipal Transportation Agency (“MTA”)
(which operates the San Francisco Municipal Railway or “Muni” and the Department of Parking and Traffic
(“DPT”), including the Parking Authority and its five public parking garages), and the City-owned hospitals
(San Francisco General and Laguna Honda), are collectively referred to herein as the “enterprise fund
departments,” as they are not integrated into the City’s General Fund operating budget. However, certain
enterprise fund departments, including San Francisco General Hospital, Laguna Honda Hospital, and the
MTA, annually receive significant General Fund transfers.

The Charter distributes governing authority among the Mayor, the Board of Supervisors, the various other
elected officers, the City Controller and other appointed officers, and the boards and commissions that
oversee the various City departments. The Mayor appoints most commissioners subject to a two-thirds
vote of the Board of Supervisors, unless otherwise provided in the Charter. The Mayor appoints each
department head from among persons nominated to the position by the appropriate commission and
may remove department heads.

Mayor

Mayor London Breed is the 45th Mayor of San Francisco and the first African-American woman to serve
in such capacity in the City’s history. In November 2019, Mayor Breed was elected to serve her first full
term. Prior to her election, Mayor Breed served as Acting Mayor, leading the City following the sudden
passing of Mayor Lee. Mayor Breed previously served as a member of the Board of Supervisors for six
years, including the last three years as President of the Board.

Board of Supervisors

Table A-1 lists the current members of the Board of Supervisors. The Supervisors are elected for staggered
four-year terms and are elected by district. Vacancies are filled by appointment by the Mayor.

At the election on November 8, 2022, voters voted on Supervisor seats from even-numbered Districts with
terms expiring in 2023. It appears incumbent supervisors for Districts 2, 6, 8, and 10 were re-elected, and
Joel Engardio will replace Gordon Mar as the District 4 Board Supervisor.

[Remainder of Page Intentionally Left Blank]
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TABLE A-1
CITY AND COUNTY OF SAN FRANCISCO
Board of Supervisors

First Elected or Current
Name Appointed Term Expires
Connie Chan, District 1 2021 2025
Catherine Stefani, District 2 2018 2023
Aaron Peskin, District 3 2015 2025
Gordon Mar, District 4 2019 2023
Dean Preston, District 5 2019 2025
Matt Dorsey, District 6 2022 2023
Myrna Melgar, District 7 2021 2025
Rafael Mandelman, District 8 2018 2023
Hillary Ronen, District 9 2017 2025
Shamann Walton, Board President, District 10 2019 2023
Ahsha Safai, District 11 2017 2025

Other Elected and Appointed City Officers

The City Attorney, an elected position, represents the City in all legal proceedings in which the City has an
interest. On September 29, 2021, Mayor London N. Breed appointed Assemblymember David Chiu to
serve as the San Francisco City Attorney. Mr. Chiu replaced the prior City Attorney, Dennis Herrera, who
became the General Manager of the San Francisco Public Utilities Commission on November 1, 2021. Mr.
Chiu ran and was elected by voters in an election on June 7, 2022 to his current term as City Attorney..

The Assessor-Recorder administers the property tax assessment system of the City. On February 8, 2021,
Joaquin Torres, formerly the Director of the Office of Economic and Workforce Development, was sworn
in as the new Assessor-Recorder. The position of Assessor-Recorder is a citywide elected position. Mr.
Torres ran and was elected by voters in a special election on February 15, 2022 to his current term as
Assessor-Recorder.

The Treasurer is responsible for the deposit and investment of all City moneys, and also acts as Tax Collector
for the City. José Cisneros was re-elected to a four-year term as Treasurer of the City in November 2019.
Mr. Cisneros has served as Treasurer since September 2004, following his appointment by then-Mayor
Newsom.

The City Controller is responsible for timely accounting, disbursement, and other disposition of City
moneys, certifies the accuracy of budgets, estimates the cost of ballot measures, provides payroll services
for the City’s employees, and, as the Auditor for the City, directs performance and financial audits of City
activities. Benjamin Rosenfield was appointed to a ten-year term as Controller of the City by then-Mayor
Newsom in March 2008 and was confirmed by the Board of Supervisors in accordance with the Charter.
Mr. Rosenfield was reappointed by then-Mayor Mark Farrell to a new ten-year term as Controller in Spring
2018, and his nomination was confirmed by the Board of Supervisors on May 1,2018.

The City Administrator has overall responsibility for the managementand implementation of policies, rules
and regulations promulgated by the Mayor, the Board of Supervisors and the voters. The City



Administrator oversees the General Services Agency consisting of 25 departments, divisions, and
programs that include the Public Works Department, Department of Technology, Office of Contract
Administration/Purchasing, Real Estate, County Clerk, Fleet Management, Convention Facilities, Animal
Care and Control, Medical Examiner, and Treasure Island. F Carmen Chu was sworn in as the City
Administrator on February 2, 2021.

CITY BUDGET

Overview

The City manages the operations of its nearly 60 departments, commissions and authorities, including the
enterprise fund departments, and funds such departments and enterprises through its annual budget
process. Each year the Mayor prepares budget legislation for the City departments, which must be
approved by the Board of Supervisors. General Fund revenues consist largely of local property tax,
business tax, sales tax, other local taxes and charges for services. A significant portion of the City’s revenue
also comes in the form of intergovernmental transfers from the State and federal governments. Thus, the
City’s fiscal position is affected by the health of the local real estate market, the local business and tourist
economy, and, by budgetary decisions made by the State and federal governments which depend, in turn,
on the health of the larger State and national economies. All these factors are almost wholly outside the
control of the Mayor, the Board of Supervisors and other City officials. In addition, the State Constitution
limits the City’s ability to raise taxes and property-based fees without a vote of City residents. See
“CONSTITUTIONAL AND STATUTORY LIMITATIONS ON TAXES AND EXPENDITURES” herein. Also, the fact
that the City’s annual budget must be adopted before the State and federal budgets adds uncertainty to
the budget process and necessitates flexibility so that spending decisions can be adjusted during the
course of the fiscal year. See “CITY GENERAL FUND PROGRAMS AND EXPENDITURES” herein.

The fiscal year 2022-23 and 2023-24 Original Budget was approved by the Board of Supervisors on July
26, 2022 and signed by Mayor Breed on July 27, 2022. The Original Budget for fiscal year 2022-23
appropriated annual revenues, fund balance, transfers and reserves of $14.0 billion, of which the City’s
General Fund accounts for $6.8 billion. The Original Budget for fiscal year 2023-24 appropriates revenues,
fund balance, transfers and reserves of $13.9 billion, of which $6.9 billion represents the General Fund
budget. See “CITY BUDGET — Budget for Fiscal Years 2022-23 and 2023-24" for further details on the
budget. Table A-2 shows Final Original Revised Budget revenues and appropriations for the City’s General
Fund for fiscal years 2018-19 through 2020-21, and Original Budgets for fiscal years 2021-22 through 2023-
24. See “GENERAL FUND REVENUES - PROPERTY TAXATION —Tax Levy and Collection, “GENERAL FUND
REVENUES - OTHER CITY TAX REVENUES” and “CITY GENERAL FUND PROGRAMS AND EXPENDITURES”
herein.

Economic and tax revenue losses associated with the COVID-19 pandemic were stark and immediate. The
latter were mitigated by historical levels of federal stimulus . See “CITY BUDGET — Original Budget for
Fiscal Years 2022-23 and 2023-24" and “— Other Budget Updates: Fiscal Year 2021-22 Nine Month Budget
Status Report” and “GENERAL FUND REVENUES” for a discussion of current projections of the magnitude
of the financial impact of the COVID-19 pandemic on the City. See “CITY FINANCIAL CHALLENGES” and
“BUDGETARY RISKS” for a discussion of factors that may affect the revenue and expenditure levels
assumed in the budget for fiscal years 2022-23 and 2023-24.

[Remainder of Page Intentionally Left Blank]
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TABLE A-2
CITY AND COUNTY OF SAN FRANCISCO
Budgeted General Fund Revenues and Appropriations for
Fiscal Years 2018-19 through 2023-24

(000s)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24
Final Revised Final Revised Final Revised Original Original Original

Budget Budget7 Budget ’ Budget 8 Budget ° Budget °
Prior-Year Budgetary Fund Balance & Reserves $2,342,082 $2,817,270 $2,816,902 $778,545 $395,409 $239,873
Budgeted Revenues
Property Taxes® $2,142,727 $1,956,008 $2,161,945 $2,115,600 $2,379,530 $2,494,850
Business Taxes 879,414 1,050,392 798,057 957,140 902,300 960,200
Other Local Taxes’ 1,053,390 1,144,376 657,990 777,750 1,050,820 1,183,490
Licenses, Permits and Franchises 30,794 30,361 22,977 27,944 26,818 27,735
Fines, Forfeitures and Penalties 3,131 3,131 2,389 4,035 3,088 3,088
Interest and Investment Earnings 20,323 69,579 20,732 36,247 44,467 59,947
Rents and Concessions 14,896 15,270 11,166 11,728 13,131 13,296
Grants and Subventions 1,072,205 1,234,987 1,591,756 1,216,765 1,511,286 1,440,457
Charges for Services 263,340 246,003 254,990 255,111 236,924 238,933
Other 29,712 31,712 59,773 24,238 19,420 18,652
Total Budgeted Revenues $5,509,932 $5,781,819 $5,581,775 $5,426,557 $6,187,784 $6,440,648
Bond Proceeds & Repayment of Loans® $87 - - - - -
Expenditure Appropriations
Public Protection $1,390,266 $1,493,240 $1,505,780 $1,507,122 $1,675,801 $1,678,498
Public Works, Transportation & Commerce 214,928 216,824 218,986 236,525 262,733 229,775
Human Welfare & Neighborhood Development 1,120,892 1,270,530 1,605,573 1,418,406 1,576,410 1,551,143
Community Health 967,113 1,065,051 1,158,599 1,056,459 1,162,956 1,168,262
Culture and Recreation 154,056 161,274 147,334 220,866 197,596 204,661
General Administration & Finance 290,274 332,296 332,997 497,915 338,055 365,922
General City Responsibilities4 172,028 137,851 126,993 243,733 226,931 256,020
Total Expenditure Appropriations $4,309,557 $4,677,066 $5,096,262 $5,181,026 $5,440,482 $5,454,281
Budgetary reserves and designations, net - $34,721 $42,454 6,129 $65,741 $24,581
Transfers In $239,056 $190,642 $417,009 $158,329 $203,001 $216,582
Transfers Out’ (1,468,068) (1,157,312) (1,164,927) (1,176,277) (1,279,971) (1,418,241)
Net Transfers In/Out ($1,229,012) (5966,670) ($747,918) ($1,017,948) ($1,076,970) ($1,201,659)
Budgeted Excess (Deficiency) of Sources
Over (Under) Uses $2,313,531 2,920,632 2,512,044 - - -
Variance of Actual vs. Budget 503,738 (139,127) 291,491 - - -
Total Actual Budgetary Fund Balance® $2,817,269 $2,781,505 2,803,535 - - -

1 The City’s final budget for FY 2018-19 property tax included $414.7 million of “Excess Educational Revenue Augmentation Fund (ERAF)” revenue,
representing 2 years of Excess ERAF. In FY 2019-20, the City budgeted $185.0 million of “Excess Educational Revenue Augmentation Fund" (ERAF) revenue.
The Budget appropriates Excess ERAF property tax funds in fiscal years 2020-21, 2021-22 , and 2022-23 for ongoing purposes. Please see "Property Tax"
sections for more information about Excess ERAF.

2 Other Local Taxes includes sales, hotel, utility users, parking, sugar sweetened beverage, stadium admissions, access line, cannabis, and executive
compensation taxes.

3 Represents interest that debt service has earned while held by fiscal agent and is returned to the City.

4 Over the past five years, the City has consolidated various departments to achieve operational efficiencies. This has resulted in changes in how
departments were summarized in the service area groupings above for the time periods shown.

° Other Transfers Out is primarily related to transfers to support Charter-mandated spending requirements and hospitals.

® Fiscal year 2018-19 through fiscal year 2020-21 Final Revised Budget reflects prior year actual budgetary fund balance.

7 FY 2019-20 and FY 2020-21 Final Revised Budgets are based on FY 2019-20 and FY 2020-21 ACFR, respectively. Does not reflect material adverse impacts of
the COVID-19 pandemic on the General Fund. See reserve discussion under "CITY BUDGET" section.

& FY 2021-22 amounts represent the Original Budget, adopted July 29, 2021.

° FY 2022-23 and 2023-24 amounts represent the Original Budget, adopted July 27, 2022.
Source: Office of the Controller, City and County of San Francisco.
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Budget Process

The following paragraphs contain a description of the City’s customary budget process. The City’s fiscal
year commences on July 1 and ends on June 30. The City’s budget process for each fiscal year begins in
the middle of the preceding fiscal year as departments prepare their budgets and seek any required
approvals from the applicable City board or commission. Departmental budgets are consolidated by the
City Controller, and then transmitted to the Mayor no later than the first working day of March. By the
first working day of May, the Mayor is required to submit a proposed budget to the Board of Supervisors
for certain specified departments, based on criteria set forth in the Administrative Code. On or before the
first working day of June, the Mayor is required to submit a proposed budget, including all departments,
to the Board of Supervisors.

Under the Charter, following the submission of the Mayor’s Proposed Budget, the City Controller must
provide an opinion to the Board of Supervisors regarding the economic assumptions underlying the
revenue estimates and the reasonableness of such estimates and revisions in the proposed budget (the
City Controller’s “Revenue Letter”). The City Controller may also recommend reserves that are considered
prudent given the proposed resources and expenditures contained in the Mayor’s Proposed Budget. The
Revenue Letter and other information from the Controller’s website are not incorporated herein by
reference. The City’s Capital Planning Committee (composed of other City officials) also reviews the
proposed budget and provides recommendations based on the budget’s conformance with the City’s
adopted ten-year capital plan. For a further discussion of the Capital Planning Committee and the City’s
ten-year capital plan, see “CAPITAL FINANCING AND BONDS — Capital Plan” herein.

The City is required by the Charter to adopt, each year, a budget which is balanced in each fund. During
its budget approval process, the Board of Supervisors has the power to reduce or augment any
appropriation in the proposed budget, provided the total budgeted appropriation amount in each fund is
not greater than the total budgeted appropriation amount for such fund submitted by the Mayor. The
Board of Supervisors approves the budget by adoption of the Budget and Appropriation Ordinance (also
referred to herein as the “Original Budget”) typically by no later than August 1 of each fiscal year.

The Budget and Appropriation Ordinance becomes effective with or without the Mayor’s signature after
10 days; however, the Mayor has line-item veto authority over specific items in the budget. Additionally,
in the event the Mayor were to disapprove the entire Budget and Appropriation Ordinance, the Charter
directs the Mayor to promptly return the ordinance to the Board of Supervisors, accompanied by a
statement indicating the reasons for disapproval and any recommendations which the Mayor may have.
Any Budget and Appropriation Ordinance so disapproved by the Mayor shall become effective only if,
subsequent to its return, it is passed by a two- thirds vote of the Board of Supervisors.

Following the adoption and approval of the Budget and Appropriation Ordinance, the City makes various
revisions throughout the fiscal year (the Original Budget plus any changes made to date are collectively
referred to herein as the “Revised Budget”). A “Final Revised Budget” is prepared at the end of the fiscal year
upon release of the City’s Annual Comprehensive Financial Report (“ACFR”) to reflect the year-end revenue
and expenditure appropriations for that fiscal year.
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Multi-Year Budgeting and Planning

The City’s budget involves multi-year budgeting and financial planning, including:

1.

Fixed two-year budgets are approved by the Board of Supervisors. For fiscal year 2022-23,
departments with previously fixed two-year budgets in the prior two-year planning cycle (MTA, PUC,
SFO, and the Port), were open again for amendments. All other departments prepared balanced,
rolling two-year budgets for Board approval.

Five-year financial plan and update, which forecasts revenues and expenses and summarizes expected
public service levels and funding requirements for that period. A five-year financial plan, including a
forecast of expenditures and revenues and proposed actions to balance them in light of strategic
goals, was issued by the Mayor, the Budget Analyst for the Board of Supervisors and Controller’s Office
on January 15, 2021, for fiscal year 2021-22 through fiscal year 2025-26. The Five-Year Financial Plan
was updated on March 31, 2021, January 12, 2022, and March 31, 2022. The next Five Year Plan, for
fiscal year 2023-24 through fiscal year 2027-28, will likely be issued in January 2023. See “Five Year
Financial Plan and March Update” section below.

The Controller’s Office proposes to the Mayor and Board of Supervisors financial policies addressing
reserves, use of volatile revenues, debt and financial measures in the case of disaster recovery and
the City is required to adopt budgets consistent with these policies once approved. The Controller’s
Office may recommend additional financial policies or amendments to existing policies no later than
October 1. Key financial policies that have been enacted include:

e Non-Recurring Revenue Policy — This policy limits the Mayor’s and Board’s ability to use for operating
expenses the following nonrecurring revenues: extraordinary year-end General Fund balance, the
General Fund share of revenues from prepayments provided under long- term leases, concessions,
or contracts, otherwise unrestricted revenues from legal judgments and settlements, and other
unrestricted revenues from the sale of land or other fixed assets. Under the policy, these
nonrecurring revenues may only be used for nonrecurring expenditures that do not create liability
for or expectation of substantial ongoing costs, including but not limited to: discretionary funding of
reserves, acquisition of capital equipment, capital projects included in the City’s capital plans,
development of affordable housing, and discretionary payment of pension, debt or other long-term
obligations. See “Original Budget for Fiscal Years 2022-23 and 2023-24" section for more details.

e Rainy Day and Budget Stabilization Reserve Policies — These reserves were established to support the
City’s budget in years when revenues decline. These and other reserves are discussed in detail below.
Charter Section 9.113.5 requires deposits into the Rainy Day Reserve if total General Fund revenues
for a fiscal year exceed total General Fund revenues for the prior fiscal year by more than five percent.
Similarly, if budget year revenues exceed current year revenues by more than five percent, the budget
must allocate deposits to the Rainy Day Reserve. The Budget Stabilization Reserve augments the Rainy
Day Reserve and is funded through the dedication of 75% of certain volatile revenues. The fiscal year
2020-21 Original Budget withdrew the maximum permissible amount from the City’s Rainy Day and
Budget Stabilization Reserves, but the original fiscal year 2021-22 budget provided for the withdrawal
of a de minimis amount, preserving the remaining balance of the reserves. FY 2022-23 and FY 2023-
24 budget did not withdraw from the Rainy Day or Budget Stabilization Reserves. These and other
reserves are discussed under Rainy Day Reserve and Budget Stabilization Reserve, as well as in the
“Original Budget for Fiscal Years 2022-23 and 2023-24" section.
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4. The City is required to submit labor agreements to the Board of Supervisors by May 15, so the fiscal
impact of the agreements can be incorporated in the Mayor’s proposed June 1 budget. Miscellaneous
employee labor agreements are closed for fiscal years 2022-23 and 2023-24. In spring 2023, the City
will be negotiating successor agreements with its public safety employee organizations for fiscal years
2023-24 and 2024-25.

Role of Controller in Budgetary Analysis and Projections

As Chief Fiscal Officer and City Services Auditor, the City Controller monitors spending for all officers,
departments and employees charged with receipt, collection or disbursement of City funds. Under the
Charter, no obligation to expend City funds can be incurred without a prior certification by the Controller
that sufficient revenues are or will be available to meet such obligation as it becomes due in the then- current
fiscal year, which ends June 30. The Controller monitors revenues throughout the fiscal year, and if actual
revenues are less than estimated, the City Controller may freeze department appropriations or place
departments on spending “allotments” which will constrain department expenditures until estimated
revenues are realized. If revenues are in excess of what was estimated, or budget surpluses are created, the
Controller can certify these surplus funds as a source for supplemental appropriations that may be adopted
throughout the year upon approval of the Mayor and the Board of Supervisors. The City’s actual
expenditures are often different from the estimated expenditures in the Original Budget due to
supplemental appropriations, continuing appropriations of prior years, and unexpended current-year funds.
If the Controller estimates revenue shortfalls that exceed applicable reserves and any other allowances for
revenue shortfalls in the adopted City budget, upon receipt of such estimates, the Mayor is to inform the
Board of Supervisors of actions to address this shortfall. The Board of Supervisors may adopt an ordinance to
reflect the Mayor’s proposal or alternative proposals in order to balance the budget.

In addition to the five-year planning responsibilities discussed above, Charter Section 3.105 directs the
Controller to issue periodic or special financial reports during the fiscal year. Each year, the Controller
issues six-month and nine-month budget status reports to apprise the City’s policymakers of the current
budgetary status, including projected year-end revenues, expenditures and fund balances. The Controller
issued the first of these reports, the fiscal year 2021-22 Six Month Report (the “Six Month Report”) on
February 15, 2022 and issued the second, the Nine Month Report (“Nine Month Report”), on May 16,
2022. The City Charter also directs the Controller to annually report on the accuracy of economic
assumptions underlying the revenue estimates in the Mayor’s Proposed Budget in the Revenue Letter,
which was issued on June 9, 2022.

General Fund Results: Audited Financial Statements

The City issued the Annual Comprehensive Financial Report (“ACFR”), which includes the City’s audited
financial statements, for fiscal year 2020-21 on February 2, 2022. The ACFR for fiscal year 2021-22 is
anticipated to be issued in December 2022 and final results are still pending. However, based on
preliminary estimates the City estimates that the fiscal year 2021-22 General Fund balance will show a
slight increase from the fiscal year 2020-21 General Fund balance. Thus, unless otherwise noted, actual
amounts reflect results from fiscal year 2020-21 audited financial statements. As of June 30, 2021, the
General Fund fund balance available for appropriation in subsequent years was $902.0 million (see Table
A-4), which represents an $5.8 million increase in available fund balance from the $896.2 million available
as of June 30, 2020. This increase resulted primarily from greater-than-budgeted property tax revenue
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and real property transfer taxes, mostly offset by under-performance in business and other local tax
revenues in fiscal year 2020-21.

The General Fund fund balance as of June 30, 2021 was $2.7 billion (shown in Tables A-3 and A-4) using
Generally Accepted Accounting Principles (“GAAP”), derived from revenues of $5.7 billion. The City
prepares its budget on a modified accrual basis, which is also referred to as “budget basis” in the ACFR.
Accruals for incurred liabilities, such as claims and judgments, workers’ compensation, accrued vacation and
sick leave pay are funded only as payments are required to be made. Table A-3 focuses on a specific portion
of the City’s balance sheet; General Fund fund balances are shown on both a budget basis and a GAAP basis
with comparative financial information for the fiscal years ended June 30, 2017 through June 30, 2021.

[Remainder of Page Intentionally Left Blank]
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TABLE A-3

CITY AND COUNTY OF SAN FRANCISCO
Summary of General Fund Fund Balances
Fiscal Years 2016-17 through 2020-21

(000s)
2016-17 2017-18 2018-19 2019-20 2020-21
Restricted for rainy day (Economic Stabilization account)* $78,336 $89,309 $229,069 $229,069 $114,539
Restricted for rainy day (One-time Spending account)Z 47,353 54,668 95,908 - -
Committed for budget stabilization (citywide)Z 323,204 369,958 396,760 362,607 320,637
Committed for Recreation & Parks savings reserve 4,403 1,740 803 803 -
Assigned, not available for appropriation
Assigned for encumbrances $244,158 $345,596 $351,446 $394,912 $407,137
Assigned for appropriation carryforward 434,223 423,835 496,846 630,759 753,776
Assigned for budget savings incentive program (Citywide) 67,450 73,650 86,979 - -
Assigned for salaries and benefits 3 23,051 23,931 28,965 25,371 5,088
Assigned for Self-Insurance 4 42,454
Assigned for Hotel Tax Loss Contingency 6,000
Total Fund Balance Not Available for Appropriation $1,222,178 $1,382,687 $1,686,776 $1,643,521 $1,649,631
Assigned and unassigned, available for appropriation
Assigned for litigation & contingencies® $136,080 $235,925 $186,913 $160,314 $173,591
Assigned for subsequent year's budget 183,326 188,562 210,638 370,405 173,989
Unassigned for General Reserve > 95,156 106,878 130,894 78,498 78,333
Unassigned - Budgeted for use second budget year 288,185 223,251 285,152 84 -
Unassigned - Contingency for second budget year 60,000 160,000 308,000 510,400 -
Unassigned - COVID-19 Response and Economic Contingency Reserve ° - - - 113,500
Unassigned - Federal & State Emergency Revenue Reserve ° - - - - 100,000
Unassigned - Fiscal Cliff Reserve & - - - - 293,900
Unassigned - Business Tax Stabilization Reserve - - - - 149,000
Unassigned - Gross Receipts Prepayment Reserve - - - - 26,000
Unassigned - Other Reserve - - - - 13,807
Unassigned - Available for future appropriation 14,409 44,779 8,897 18,283 31,784
Total Fund Balance Available for Appropriation $777,156 $959,395 $1,130,494 $1,137,984 $1,153,904
Total Fund Balance, Budget Basis $1,999,334 $2,342,082 $2,817,270 $2,781,505 $2,803,535
Budget Basis to GAAP Basis Reconciliation
Total Fund Balance - Budget Basis $1,999,334 $2,342,082 $2,817,270 $2,781,505 $2,803,535
Unrealized gain or loss on investments (1,197) (20,602) 16,275 36,626 3,978
Nonspendable fund balance 525 1,512 1,259 1,274 2,714
Cumulative Excess Property Tax Revenues Recognized
on Budget Basis (38,469) (25,495) (23,793) (20,655) (31,745)
Cumulative Excess Health, Human Sgrvice, Franchise Tax (83,757) (68,958) (87,794) (139,590) (120,569)
and other Revenues on Budget Basis
Inventories - - - 33,212 17,925
Pre-paid lease revenue (5,733) (6,598) (6,194) (6,450) (5,734)
Total Fund Balance, GAAP Basis $1,870,703 $2,221,941 $2,717,023 $2,685,922 $2,670,104

* Additional information in Rainy Day Reserves section of Appendix A, following this table.

2 Additional information in Budget Stabilization Reserve section of Appendix A, following this table.

3 Additional information in Sala ries, Benefits and Litigation Reserves section of Appendix A, following this table.
The increase in FY18 was largely due to a small number of claims filed against the City with large known or potential settlement stipulations.

* Due to the GASB 84 implementation, the self-insurance and other general City activities from the former Payroll (Agency) Fund became part of the General Fund.
The balance represets a fund collected and restricted for self-insurance purpose.

° Additional information in General Reserves section of Appendix A, following this table.

6 Additional information in the COVID Response and Economic Loss Reserve section of Appendix A, following this table.

Source: Office of the Controller, City and County of San Francisco.
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In addition to the reconciliation of GAAP versus budget-basis fund balance, Table A-3 shows the City’s
various reserve balances as designations of fund balance. Key reserves are described further as follows:

Rainy Day Reserve

The City maintains a Rainy Day Reserve, as shown on the first and second line of Table A-3 above. Charter
Section 9.113.5 requires that if total General Fund revenues for the current year exceed total General
Fund revenues for the prior year by more than five percent, then the City must deposit anticipated General
Fund revenues in excess of that five percent growth into three accounts within the Rainy Day Reserve (see
below) and for other lawful governmental purposes. Similarly, if budgeted revenues exceed current year
revenues by more than five percent, the budget must allocate deposits to the Rainy Day Reserve. Effective
January 1, 2015, Proposition C, passed by the voters in November 2014, divided the existing Rainy Day
Economic Stabilization Account into a City Rainy Day Reserve (“City Reserve”) and a School Rainy Day
Reserve (“School Reserve”) for SFUSD, with each reserve account receiving 50% of the existing balance at
the time. Deposits to the reserve are allocated as follows:

e 37.5 percent of the excess revenues to the City Reserve;

e 12,5 percent of the excess revenues to the School Reserve (not shown in Table A-3 because it is
not part of the General Fund, it is reserved for SFUSD);

e 25 percent of the excess revenues to the Rainy Day One-Time or Capital Expenditures account; and

e 25 percent of the excess revenues to any lawful governmental purpose.

The fiscal year 2020-21 ending balance of the Rainy Day Economic Stabilization City Reserve was $114.5
million, after a budgeted $114.5 million withdrawal, as shown in Table A-3. The Original Budget withdrew
a minimal amount of Rainy Day Reserve in fiscal year 2021-22 and no withdrawals are budgeted in fiscal
years 2022-23 and 2023-24, preserving the balance of $114.5 million in those years.

The combined balances of the Rainy Day Reserve’s Economic Stabilization account and the Budget
Stabilization Reserve are subject to a cap of 10% of actual total General Fund revenues as stated in the
City’s most recent independent annual audit. Amounts in excess of that cap in any year will be placed in
the Budget Stabilization One-Time Reserve, which is eligible to be allocated to capital and other one-time
expenditures. Monies in the City Reserve are available to provide budgetary support in years when
General Fund revenues are projected to decrease from prior-year levels (or, in the case of a multi-year
downturn, the highest of any previous year’s total General Fund revenues). Monies in the Rainy Day One-
Time Reserve are available for capital and other one-time spending initiatives.

Budget Stabilization Reserve

The City maintains a Budget Stabilization Reserve, as shown on the third line of Table A-3 above. The
Budget Stabilization Reserve augments the Rainy Day Reserve and is funded through the dedication of
75% of certain volatile revenues, including Real Property Transfer Tax (“RPTT”) receipts in excess of the
rolling five-year annual average (adjusting for the effect of any rate increases approved by voters), funds
from the sale of assets, and year-end unassigned General Fund balances beyond the amount assumed as
a source in the subsequent year’s budget.

A-14



The combined value of the Budget Stabilization Reserve and the Budget Stabilization One Time Reserve is
$320.6 million at the end of fiscal year 2020-21, with an ending balance of $265.8 million in the Budget
Stabilization Reserve and $54.8 million in the Budget Stabilization One-Time Reserve.

The Budget Stabilization Reserve has the same withdrawal requirements as the Rainy Day Reserve.
Withdrawals are structured to occur over a period of three years: in the first year of a downturn, a
maximum of 30% of the combined value of the Rainy Day Reserve and Budget Stabilization Reserve could
be drawn; in the second year, the maximum withdrawal is 50%; and, in the third year, the entire remaining
balance may be drawn. No deposits are required in years when the City is eligible to withdraw.

In fiscal year 2020-21, the City withdrew $41.9 million from the Budget Stabilization Reserve. The Original
Budgets for fiscal year 2021-22, 2022-23, and 2023-24 make no withdrawal from this reserve, maintaining
the fiscal year 2020-21 $265.8 million balance.

Salaries, Benefits and Litigation Reserves

The City maintains two reserves to offset potential expenses, which are available to City departments
through a Controller’s Office review and approval process. These are shown in the “assigned, not available
for appropriation,” and “assigned and unassigned, available for appropriation” sections of Table A-3
above. These include the Salaries and Benefit Reserve (beginning balance of $47.4 million as of fiscal year
2021-22) and the Litigation Reserve. The Litigation Reserve and Public Health Management Reserve
(beginning balance of $173.6 million in fiscal year 2021-22) are combined for reporting purposes. The
purpose of the latter is to manage patient revenue volatility in the Department of Public Health.

General Reserve

The City maintains a General Reserve, shown as “Unassigned for General Reserve” in the “assigned and
unassigned, available for appropriation” section of Table A-3 above. The General Reserve is to be used for
current-year fiscal pressures not anticipated during the budget process. The policy, originally adopted on
April 13, 2010, set the General Reserve equal to 1% of budgeted regular General Fund revenues in fiscal
year 2012-13 and increasing by 0.25% each year thereafter until reaching 2% of General Fund revenues in
fiscal year 2016-17. On December 16, 2014, the Board of Supervisors adopted financial policies to further
increase the City’s General Reserve from 2% to 3% of General Fund revenues between fiscal year 2017-18
and fiscal year 2020-21 while reducing the required deposit to 1.5% of General Fund revenues in years
when the City appropriates a withdrawal from the Rainy Day reserve. The intent of this policy change was
to increase reserves available during a multi-year downturn. In fiscal year 2020-21 and 2021-22, the City
withdrew from the Rainy Day Reserve and reset its General Fund Reserve deposit requirement to 1.5% of
General Fund revenues in those years. As a result, the fiscal year 2020-21 ending balance of the General
Reserve is $78.5 million. The Original Budget for fiscal years 2021-22, 2022-23, and 2023-24 includes
deposits of $5.3 million, $64.4 million, and $20.6 million, respectively. See “CITY BUDGET — Five-Year
Financial Plan and March Update” and “— Other Budget Updates: Fiscal Year 2021-22 Nine-Month Budget
Status Report” for a summary of the most recent projections.

COVID Response and Economic Loss Reserve

The fiscal year 2020-21 Original Budget consolidated the balances of several City reserves into a single
COVID Response and Economic Loss Reserve of $507.4 million in fiscal year 2019-20, as shown as part of
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“Unassigned Contingency for Second Budget Year” line in Table A-3. The COVID Response and Economic
Loss Reserve was available to offset revenue losses or to assist otherwise with balancing of future fiscal
year budgets. The Controller noted that the $507.4 million total balance would be sufficient to offset
some, but not all, of the budget risks identified in future years.

The Original Budget for fiscal years 2021-22 and 2022-23 draws down $113.5 million of the COVID
Response and Economic Loss Reserve to support the costs of the City’s continuing COVID-19 response. As
of the end of fiscal year 2020-21, the remaining balance was split into two new reserves, $100.0 million
for a “Federal and State Emergency Grant Disallowance Reserve,” and $293.9 million for a “Fiscal Cliff
Reserve.” The Federal and State Emergency Grant Disallowance Reserve was created for the purpose of
managing revenue shortfalls related to reimbursement disallowances from the Federal Emergency
Management Agency (“FEMA”) and other state and federal agencies. The Fiscal Cliff Reserve was created
for the purpose of managing projected budget shortfalls following the spend down of federal and state
stimulus funds and other one-time sources.

The Original Budgets for fiscal year 2021-22, 2022-23 and 2023-24 assume the use of $0 million, $9.3
million and $90.2 million, respectively, of Fiscal Cliff Reserve and $18.7 million, S0 million, and $0 million,
respectively, of Federal and State Emergency Grant Disallowance Reserve. In addition, mid-way through
fiscal year 2021-22, $64.2 million of the Fiscal Cliff Reserve was appropriated through a supplemental
appropriations ordinance by the Mayor and Board of Supervisors to support spending on rent relief and
social housing. As a result, the Fiscal Cliff Reserve and Federal and State Emergency Grant Disallowance
Reserve have anticipated balances of $130.3 million and $81.3 million, respectively, by the end of fiscal
year 2023-24.

Operating Cash Reserve

Not shown in Table A-3, under the City Charter, the Treasurer, upon recommendation of the City
Controller, is authorized to transfer legally available moneys to the City’s operating cash reserve from any
unencumbered funds then held in the City’s pooled investment fund (which contains cash for all pool
participants, including city departments and external agencies such as San Francisco Unified School
District and City College). The operating cash reserve is available to cover cash flow deficits in various City
funds, including the City’s General Fund. From time to time, the Treasurer has transferred unencumbered
moneys in the pooled investment fund to the operating cash reserve to cover temporary cash flow deficits
in the General Fund and other City funds. Any such transfers must be repaid within the same fiscal year
in which the transfer was made, together with interest at the rate earned on the pooled funds at the time
the funds were used. See “INVESTMENT OF CITY FUNDS — Investment Policy” herein.

Table A-4, entitled “Statement of Revenues, Expenditures and Changes in General Fund Balances,” is
extracted from information in the City’s published Annual Comprehensive Financial Report. Audited
financial statements can be obtained from the City Controller’s website https://sfcontroller.org/annual-
comprehensive-financial-report-acfr. Information from the City Controller’s website is not incorporated
herein by reference. Excluded from this Statement of General Fund Revenues and Expenditures in Table
A-4 are fiduciary funds, internal service funds, special revenue funds (which relate to proceeds of specific
revenue sources which are legally restricted to expenditures for specific purposes), and all of the
enterprise fund departments of the City, each of which prepares separate audited financial statements.
See “CITY BUDGET - Five-Year Financial Plan and March Update” for a summary of the most recent
projections.
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TABLE A-4

CITY AND COUNTY OF SAN FRANCISCO

Statement of Revenues, Expenditures and Changes in General Fund Fund Balances®

Fiscal Years 2016-17 through 2020-21

(000s)
2016-17 2017-18 2018-19 2019-20 2020-21
Revenues:
Property Taxes’ $1,478,671 $1,673,950 $2,248,004 $2,075,002 $2,332,864
Business Taxes 700,536 897,076 917,811 822,154 722,642
Other Local Taxes® 1,203,587 1,093,769 1,215,306 996,180 709,018
Licenses, Permits and Franchises 29,336 28,803 27,960 25,318 12,332
Fines, Forfeitures and Penalties 2,734 7,966 4,740 3,705 4,508
Interest and Investment Income 14,439 16,245 88,523 65,459 (1,605)
Rents and Concessions 15,352 14,533 14,460 9,816 5,111
Intergovernmental 932,576 983,809 1,069,349 1,183,341 1,607,803
Charges for Services 220,877 248,926 257,814 229,759 230,048
Other 38,679 24,478 46,254 62,218 46,434
Total Revenues $4,636,787 $4,989,555 $5,890,221 $5,472,952 $5,669,155
Expenditures:
Public Protection $1,257,948 $1,312,582 $1,382,031 $1,479,195 $1,498,514
Public Works, Transportation & Commerce 166,285 223,830 202,988 203,350 204,973
Human Welfare and Neighborhood Development 956,478 999,048 1,071,309 1,252,865 1,562,982
Community Health 600,067 706,322 809,120 909,261 1,056,590
Culture and Recreation 139,368 142,215 152,250 155,164 145,405
General Administration & Finance 238,064 244,773 267,997 304,073 314,298
General City Responsibilities 121,444 110,812 144,808 129,941 113,913
Total Expenditures $3,479,654 $3,739,582 $4,030,503 $4,433,849 $4,896,675
Excess of Revenues over Expenditures $1,157,133 $1,249,973 $1,859,718 $1,039,103 $772,480
Other Financing Sources (Uses):
Transfers In $140,272 $112,228 $104,338 $87,618 $343,498
Transfers Out (857,629)  (1,010,785)  (1,468,971)  (1,157,822) (1,166,855)
Other Financing Sources 1,765 - - - -
Other Financing Uses - (178) (3) - (338)
Total Other Financing Sources (Uses) ($715,592) ($898,735)  ($1,364,636) ($1,070,204) ($823,695)
Excess (Deficiency) of Revenues and Other Sources
Over Expenditures and Other Uses $441,541 $351,238 $495,082 ($31,101) ($51,215)
Total Fund Balance at Beginning of Year $1,429,162 $1,870,703 $2,221,941 $2,717,023 $2,685,922
Cummulative effect of accounting change 35,397
Total Fund Balance at End of Year -- GAAP Basis $1,870,703 $2,221,941 $2,717,023 $2,685,922 $2,670,104
Assigned for Subsequent Year's Appropriations and Unassigned Fund Balance, Year End
-- GAAP Basis $273,827 $286,143 $326,582 $395,776 $179,077
-- Budget Basis $545,920 $616,592 $812,687 $896,172 $901,980

1 Summary of financial information derived from City CAFRs. Fund balances include amounts reserved for rainy day (Economic Stabilization and One-time Spending
accounts), encumbrances, appropriation carryforwards and other purposes (as required by the Charter or appropriate accounting practices) as well as unreserved

designated and undesignated available fund balances (which amounts constitute unrestricted General Fund balances).

2 The City recognized $548.0 million of “Excess Educational Revenue Augmentation Fund (ERAF)” revenue in FY 2018-19, representing FY16-17, FY17-18,

and FY18-19 (3 fiscal years) of ERAF. Please see "GENERAL FUND REVENUES - Property Taxation" for more information about Excess ERAF.
3 Other Local Taxes includes sales, hotel, utility users, parking, sugar sweetened beverage, stadium admissions, access line, and cannabis taxes

Sources: Comprehensive Annual Financial Report; Office of the Controller, City and County of San Francisco
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Five-Year Financial Plan and March Update

The Five-Year Financial Plan (“Plan”) is required under Proposition A, a charter amendment approved by
voters in November 2009. The Charter requires the City to forecast expenditures and revenues for the next
five fiscal years, propose actions to balance revenues and expenditures during each year of the Plan, and
discuss strategic goals and corresponding resources for City departments. Proposition A required that a
Plan be adopted every two years. Charter Section 9.119 requires that by March 1 of each odd-numbered
year, the Mayor submit a Plan to the Board. The City’s Administrative Code requires that by March 1 of
each even-numbered year, the Mayor, Board of Supervisors Budget Analyst, and Controller submit an
updated estimate for the remaining four years of the most recently adopted Plan.

On January 12, 2022, the Mayor, Budget Analyst for the Board of Supervisors, and the Controller’s Office
issued the Plan for fiscal years 2022-23 through 2025-26 (“Joint Report”), which projected cumulative
annual surplus of $26.2 million and $81.9 million for fiscal years 2022-23 and 2023-24, respectively, and
shortfalls of $38.6 million and $148.9 million, for fiscal years 2024-25 and 2025-26, respectively. This
report was updated on March 31, 2022 (the “March Joint Report”) with a lower surplus in the first two
years of the report, and increased deficits in the later years. Since this forecast, the Mayor and Board have
already balanced the FY 2022-23 and FY 2023-24 budgets; however, recession risks have increased
significantly since then. The next Five Year Plan, for fiscal year 2023-24 through fiscal year 2027-28, will
likely be issued in January 2023.

The March Joint Report projects a cumulative annual surplus of $14.7 million and $60.0 million for fiscal
years 2022-23 and 2023-24, respectively, and shortfalls of $44.2 million and $156.2 million for fiscal years
2024-25 and 2025-26, respectively. For fiscal years 2022-23 and 2023-24, this represented a decline of
$33.4 million.

CITY AND COUNTY OF SAN FRANCISCO
Joint Report (Five Year Plan)
Fiscal Years 2022-23 through 2025-26
Projections as of March 31, 2022

($ Millions)
2022-23 2023-24 2024-25 2025-26

Sources - Increase / (Decrease): $111.2 $365.7 $549.6 $743.1
Uses:
Baselines & Reserves (5160.4) ($237.6) ($324.0) ($387.5)
Salaries & Benefits (78.5) (106.3) (144.4) (262.5)
Citywide Operating Budget Costs 124.0 62.4 (59.1) (135.4)
Departmental Costs 18.4 (24.4) (66.3) (113.9)

Total Uses - (Increase) / Decrease: ($96.5) ($305.8) ($593.8) ($899.3)
Projected Cumulative Surplus / (Shortfall): $14.7 $60.0 ($44.2) ($156.2)

On net, the March Joint Report presents modest changes to the January 2022 forecast. Key assumptions
in the March Joint Report compared to the January report are:

e Modest additional growth in General Fund sources over the forecast period due to current
year activity, improvements in property tax, Federal Emergency Management Agency (FEMA)
reimbursements, and interest income, partially offset by weakness in business, hotel, and
transfer taxes. Significantly:
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The property tax forecast has been updated to account for the risk from pandemic-
induced changes in normal operations, and therefore values of, San Francisco real
estate. Projections assume that only those properties that received Proposition 8
temporary reductionsin value in 2021 will be considered for reductions in subsequent
years. For all other properties, the forecast assumes reduction only if an appeal has
been filed with the Assessment Appeals Board, rather than for classes of properties
as a whole. As a result, the direct property tax forecast is increased, as is the excess
Educational Revenue Augmentation Fund (ERAF) forecast.

The City’s business tax revenues are determined in part by the share of a business’
workforce that physically works within the City. As such, the number of workers who
telecommute can dramatically affect revenue. The Joint Report assumed the average
office worker would telecommute 15% of the time. In weeks leading up to the March
Joint Report, more companies have announced specifics for their long-term
telecommuting plans, with many companies returning to the office in March and April
2022. Reflecting these plans, the March projection increases its projection of long-
term telecommuting from 15% to 33%, beginning in the first quarter of fiscal year
2022-23. Considering current levels of available office space and the potential for
more efficient use of existing space, the projection also increases the economic
growth assumption from 4% to 5% in fiscal year 2022-23 and from 3% to 4% in all
other years of the projection.

Hotel tax is anticipated to recover to pre-pandemic levels during calendar year 2026.
Itis projected to grow slightly faster than prior forecast in fiscal year 2022-23, because
of pent-up demand from domestic leisure travelers. However, uncertainty related to
the return of international, business, and convention-related travel results in slightly
lower projections for fiscal years 2023-24, 2024-25, and 2025-26. Revenue per
available room, an industry metric highly correlated with hotel tax revenue, is
projected to be $146 million, $183 million, $218 million, and $237 million in fiscal
years 2022-23, 2023-24, 2024-25, and 2025-26, respectively.

Transfers in commercial real estate are expected to stagnate in the next fiscal year as
buyers wait for prices to drop and sellers hold during an unfavorable market. This
forecast anticipates fiscal year 2022-23 transfer activity to be largely the same as fiscal
year 2021-22, adjusting for two historic transfers that generated nearly $100 million
of transfer tax. In fiscal years 2023-24 and 2024-25, transfer tax is expected to
increase, recovering to its long-run average of $456.2 million by fiscal year 2024-25.

FEMA reimbursements are expected to increase by $45.9 million during the plan
period, fiscal years 2022-23 through 2025-26, versus the January update, largely due
to FEMA's extension of eligible costs through June 30, 2022.

Increases to contributions to Charter-mandated baselines and deposits, largely due to the
City’s requirement to replenish General Reserve funds in the budget year, when they are used
in the current year.

Increases to salary and benefits costs. The projection updates the employer contribution rate
to the San Francisco Employees’ Retirement System (SFERS), which increased from 19.91% in
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the January projections to 21.35% in the March Joint Report. Health costs for active members
are lower compared to prior projections reflecting updated medical enrollments as of March
2022. Health costs for retired City employees are expected to increase at a higher rate than
compared to the January projection.

The March Joint Report notes key factors that could materially impact the City’s financial condition,
including the following:

e Labor negotiations: This projection continues to assume approved wage increases in
collective bargaining agreements for public safety through the end of fiscal year 2022-23, and
applies inflation increases on open contracts in all other years based on the same CPI rates
used in the Joint Report. Other than these costs, this report does not assume any contract
changes due to active labor negotiations. Wage or benefit changes above or below these
assumptions would have a significant impact the projection. See “CITY BUDGET — Other
Budget Updates: Fiscal Year 2021-22 Nine-Month Budget Status Report” for updates.

e Recessionrisk: Since the January forecast, economists have become increasingly concerned about
the potential for a recession in the next twelve months. The war in Ukraine has increased prices
of gasoline, metals, and other raw materials. These increases, along with the excess demand in
the labor market, are increasing pressure on the Federal Reserve to raise interest rates to tamp
down inflation. Aggressive rate hikes would increase the risk of recession.

e Retirement contribution rate: Projections assume the SFERS adopted 7.2% rate of return in fiscal
year 2021-22, however, returns through February 28, 2022, were 2.31%. Global markets remain
volatile due to continued uncertainty about tighter monetary policy, inflation, and the effect of the
war in Ukraine. Final results below the 7.2% assumption will result in higher retirement
contribution costs during the forecast period. As discussed in “EMPLOYMENT COSTS; POST
EMPLOYMENT OBLIGATIONS — San Francisco Employees’ Retirement System (“SFERS” or
“Retirement System”),” Returns in fiscal year 2021-22 were estimated to be -2.78% at June 30,
2022.

e COVID-19 pandemic and public health response: As noted in the Joint Report, the COVID-19
pandemic and its impact on both the local economy and the demands on the City’s public
health system continue to be areas of great uncertainty. The projection only assumes modest
expenses to address COVID-19 that were budgeted in the previous two-year budget process.
Any increase in the level of public health response without subsequent additional revenue
would impact this forecast.

e State and federal budget impacts: In recent years, federal funding has been a significant
source of revenue in this forecast. Other than some improvements in FEMA revenue based
on current year claims, this forecast does not project any major changes in federal revenue
allocations. Further, the Governor introduced changes to the fiscal year 2022-23 State budget
in the May Revise, which were further amended by the State legislature; this projection did
not assume significant new State budget proposals at the time, aside from modest education
funding formula changes noted in the “GENERAL FUND REVENUES — Property Taxation”
section herein.
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e Pending or proposed new programs or legislation: Legislative or voter-approved increases to
existing baselines, set-asides, or other new spending increases without commensurate
revenue increases from new funding sources will impact the projections included in the March
Joint Report.

As noted above, the City expects to issue a new Five-Year Financial Plan in January 2023. Since the release
of the of the March Joint Report in May 2022, several of the key risk factors noted in the March Joint
Report have materialized and based on its preliminary analysis the City expects that the next Five-Year
Financial Plan to project materially higher cumulative deficits in latter years. These factors include but
are not limited to: further recessionary risks affecting the national and local economy caused in part by
interest rates reaching 40 year highs, and remote working continuing at higher levels than projected in
the most recent Five-Year Financial Plan with the corresponding effect on business taxes, commercial
office vacancies and the general economic impact of having fewer workers returning to their offices. These
negative budgetary impacts may be offset in the short-term by performance of certain projected
revenues, including hotel and sales taxes. See “CITY FINANCIAL CHALLENGES” and “BUDGETARY RISKS —
Office Vacancy in San Francisco” for additional detail.

Other Budget Updates: Fiscal Year 2021-22 Nine-Month Budget Status Report; Preliminary Fiscal Year
2021-22 Year End Analysis

The Nine-Month Budget Status Report (the “Nine-Month Report”) was released on May 16, 2022. The Nine-
Month Report indicates a projected General Fund net surplus of $252.5 million in fiscal year 2021-22,
which is a $120.9 million improvement from the March Joint Report. This includes a $149.2 million
improvement in the projected ending balance in the current year offset by a $28.3 million deposit in the
coming fiscal year required to replenish current year reserve draws.

[Remainder of Page Intentionally Left Blank]
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Nine Month Report
FY21-22 Projected General Fund Variances to Budget ($ million)

Change from

March Joint Report Nine-Month Report March Joint Report

vs FY22 Budget vs FY22 Budget to Nine-Month Report
FY2020-21 Ending Fund Balance 205.8 205.8 0.0
FY2021-22 Anticipated ARPA 324.9 324.9 0.0
Appropriation in the FY2021-22 Budget (498.8) (498.8) 0.0
Prior Year Fund Balance Above Budgeted Levels 31.8 31.8 0.0
Citywide Revenues 2.5 40.7 38.2
Baseline Contributions (41.0) (49.3) (8.3)
Departmental Operations 91.5 210.8 119.3
Current Year Revenues and Expenditures 52.9 202.1 149.2
General Reserve Appropriated - Source 9.4 37.6 28.2
Fiscal Cliff Reserve Appropriated - Source 64.2 64.2 0.0
Supplemental Appropriations - Expenditure (73.6) (101.8) (28.2)
FY2021-22 Mid-Year Appropriation of Fund Balance (7.4) (7.4) 0.0
Approved Supplementals + Mid-Year Appropriations (7.4) (7.4) 0.0
Use of Business Tax Prepayment Reserve 26.0 26.0 0.0
Withdrawls from/(Deposits) to Reserves 26.0 26.0 0.0
FY2021-22 Projected Ending Balance 103.3 252.5 149.2
FY2022-23 Required General Reserve Replenishment (9.4) (37.6) (28.2)
Improvement versus Prior Projection 93.9 214.9 120.9

The following is a discussion of certain elements of the revised fiscal year 2020-21 projections in the Nine-

Month Report:

Implications for upcoming fiscal years. This improved balance from the current year will increase
the projected surplus for the coming two-year budget period, should the Mayor and Board choose
to spend it. This improvement is offset by the cost of labor contracts currently pending final
negotiation, ratification, and approval. The cost of these labor contracts is higher than assumed
in the prior projection by approximately $180 million during the two year period. Accounting for
these two significant factors alone — the current year improvement noted in this report and the
cost of pending labor contracts — would result in projected surplus for the upcoming two-year
budget of approximately $15 million.

Primary drivers of this change. The majority of the change versus the last current fiscal year
projection are driven by a $77.1 million improvement in revenues at the Department of Public
Health (DPH). The majority of DPH’s revenue variance is driven by large, one-time grants and audit
settlements, including a $35.7 million threshold change for the Global Payment Program, a $26.4
million improvement resulting from the extension of the Federal Medical Assistance Percentage
emergency rate, and $17.8 million in other one-time grant and audit settlements. Other notable
changes projected in the Nine-Month Report include a $38.2 million improvement in citywide tax
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revenues, predominantly driven by property taxes, and $18.6 million in improvement due to
lower than previously anticipated costs for overtime costs associated with COVID staffing
shortages.

Estimated emergency response costs are reflected in these projections. Emergency appropriations have
increased the COVID response budget by $139.7 million, and the Department of Public Health (DPH) has
transferred $10.9 million of Whole Person Care pilot program budget to COVID response. The Board of
Supervisors has approved the use of $32.3 million of state Project RoomKey revenue for the Shelter in
Place (SIP) hotel program; while this will fund the program through the end of the current fiscal year, it
may not be sufficient for damage repair costs as the City exits hotels. DPH’s Nine-Month Report projection
reflects additional need of $9.8 million for its response activities. For the Tenderloin Drug Overdose
Emergency, emergency appropriations have increased budget by $7.4 million, and the Department of
Emergency Management has repurposed $2.0 million of COVID response budget to the Tenderloin
Emergency.

Preliminary Fiscal Year 2021-22 year end analysis. The ACFR for fiscal year 2021-22 is anticipated to be
issued in December 2022 and final results are still pending. However, based on the City’s preliminary
analysis, the City expects to have ended fiscal year 2021-22 with a slightly larger General Fund balance
then previously projected by the Nine Month Report.

Original Budget for Fiscal Years 2022-23 and 2023-24

On June 1, 2022, the Mayor submitted a proposed, balanced budget for fiscal years 2022-23 and 2023-24
to the Board of Supervisors. On July 26, 2022, the Board of Supervisors adopted an amended final budget,
and the Mayor approved this budget on July 27, 2022.

The Original Budget totals $14.0 billion for fiscal year 2022-23 and $13.9 billion for fiscal year 2023-24.
The General Fund portion is $6.8 billion in fiscal year 2022-23 and $6.9 billion in fiscal year 2023-24. There
are 33,207 funded full-time equivalent positions in fiscal year 2022-23 and 33,629 in fiscal year 2023-24,
representing a year-over-year increase of 1,027 and a year-over-year increase of 422 positions,
respectively.

Other Budget Updates: Fiscal Year 2022-23 and 2023-24 Revenue Letter

OnJune 9, 2022, the Controller’s Office published the Revenue Letter, fulfilling a Charter requirement to
comment on the revenue estimates assumed in the Mayor’s proposed budget. The revenue estimates in
the Mayor’s proposed budget on June 1, 2022 was largely unchanged versus the budget adopted on July
27,2022.

The Revenue Letter found tax revenue assumptions to be reasonable, but cautioned revenues are highly
dependent on the course of economic reopening, will require frequent monitoring, and are subject to
updates as conditions change.
The revenue letter observes the following about Mayor’s proposed budget:

e Tax revenue assumptions are reasonable and based on the expectation that San Francisco’s

economy will recover from the public health emergency over several years, with the help of
recently adopted new sources of revenue. The budget broadly assumes General Fund local tax
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revenue recovers to pre-pandemic levels by fiscal year 2023-24, with significant projected growth
during the two budget years. However, the City’s fiscal recovery is largely driven by tax increases
and new revenue sources that went into effect during the COVID-19 pandemic or are about to be
implemented in the budget years. The impact of the pandemic on the City’s core, economically
sensitive tax revenues — business, hotel, sales, and parking taxes — is expected to linger beyond
the budget years, through fiscal year 2025-26.

In fiscal year 2022-23, the largest increases in General Fund tax revenues are in property, hotel,
and executive compensation taxes, with increases of $263.9 million, $110.4 million, and $60.0
million, respectively, from the fiscal year 2021-22 original budget. This growth is partially offset
by a decrease in business and cannabis tax. In fiscal year 2023-24, General Fund revenue
continues to grow from fiscal year 2022-23, with growth in property, business, and hotel taxes, as
the city continues its economic recovery. The General Fund budget includes the November 2020
Proposition F business tax overhaul, which raises gross receipts tax rates; November 2020
Proposition | transfer tax rate increase, which doubled taxes on transfers $10 million and over;
and November 2020 Proposition L tax on executive compensation, which is effective in the 2022
tax year. The combined impact of these policy changes total $233.0 million and $304.8 million in
fiscal year 2022-23 and fiscal year 2023-24, respectively.

The revenue outlook for the City is closely tied to the recovery of sectors most affected by the
pandemic: tourism, office using industries, and small businesses. The extent to which changes in
these sectors, including the prevalence of telecommuting, patterns of out-migration, resumption
of conventions and international travel, are temporary or permanent will be critically important
to the City’s tax base. The Revenue Letter notes that the Controller’s Office will closely monitor
and report on revenues during the upcoming fiscal year, and active management of the City’s
budget will likely be required by the Mayor and Board of Supervisors.

The budget assumes nearly $1 billion of General Fund one-time sources over the two-years,
comprised of federal disaster relief, fund balance, and reserves. The budget includes $407.5
million of FEMA reimbursements for COVID-19 emergency response costs through June 30, 2022,
given current estimated timelines for FEMA to obligate and remit funds. The budget also uses
$364.0 million of current year fund balance and $177.8 million of reserves.

By fiscal year 2023-24, the City will have used more than $500 million (or about 40%) of its almost
$1.4 billion of reserves, as of fiscal year 2018-19, to support on-going operations. If the City’s tax
revenues do not grow significantly faster than our latest projections, the City’s projected
structural deficit will increase as a result. The Mayor’s proposed budget maintains a balance of
$380.3 million in the combined Rainy Day and Budget Stabilization reserves (also known as
combined “Economic Stabilization Reserves”). General Reserve deposits of $64.4 million and
$20.6 million in fiscal year 2022-23 and fiscal year 2023-24, respectively, are budgeted at required
levels.

Nonrecurring Revenue Policy. The Board of Supervisors has adopted a nonrecurring revenue
policy, codified in Administrative Code Section 10.61, which requires selected nonrecurring
revenues to be used only for nonrecurring expenditures. As defined by this policy, the fiscal year
2022-23 and fiscal year 2023-24 budget relies on $177.8 million of one-time sources (use of
reserves) to support $357.8 million of one-time expenditures.
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The revenue letter observes the following key financial risks:

e Economic risk. The budget assumes an economic recovery will drive tax revenue growth of $557.0
million in fiscal year 2022-23 and $305.9 million in fiscal year 2023-24. While these assumptions
track to the City’s economic and financial projections, they are subject to significant uncertainty.
Key factors to monitor include whether conditions in the City will remain relatively favorable and
continue to permit a growing amount of economic activity to resume; whether return to offices
will play out as expected in the coming two fiscal years; and whether the local hospitality and
convention industries will recover at the pace underpinning these tax revenue projections.
Modest changes in these key factors would drive significant variances in actual financial revenue
performance.

In addition, economists have become increasingly concerned about the potential for a recession
in the next twelve months. The war in Ukraine has increased prices of gasoline, metals, and other
raw materials. These increases, along with the excess demand in the labor market, are increasing
pressure on the Federal Reserve to raise interest rates to tamp down inflation. Aggressive rate
hikes could increase the risk of recession.

e lLaguna Honda Hospital. The City has received notice from the Centers for Medicare and Medicaid
Services (CMS) of termination of eligibility for participation in those federal programs for services
provided at Laguna Honda Hospital. The City is seeking an extension of those revenue sources
during the recertification process, which may take six months or longer to complete. If this request
for continuity of payment is not successful, the City would lose approximately $16 million per
month. The City maintains a Public Health Revenue Reserve that may be utilized to offset these
losses in the current year, should it occur. See “BUDGETARY RISKS — Laguna Honda Hospital
Potential Loss of Federal Funding.”

e Federal revenue risk. The City anticipates $629.5 million of reimbursements from the Federal
Emergency Management Agency (FEMA) for public health emergency response costs incurred
beginning in March 2020, including amounts in the proposed budget of $243.4 million in fiscal
year 2022-23 and $164.4 million in fiscal year 2023-24. To date, FEMA has obligated $222.0 million
of claims and $219.0 million has been paid to the City. The federal reimbursement and auditing
process will likely continue for several fiscal years, leaving a key risk to budgeted revenues.

e Structural budget challenges in future fiscal years. As noted above, the Mayor’s proposed budget
is balanced with a heavy reliance on one-time sources, including FEMA reimbursements, reserves,
and fund balance. As proposed, these funds would be depleted over the two-year budget period,
leaving a structural budget challenge, projected to be $44.2 million in fiscal year 2024-25 and
$156.2 million in fiscal year 2025-26 in the March 2022 update to the Five-Year Financial Plan.

BUDGETARY RISKS
In addition to the budgetary risks described below, see “CITY BUDGET — Other Budget Updates: Fiscal Year

2021-22 Nine-Month Budget Status Report” for the most recent periodic budget status update released
from the Controller’s Office, as required by Section 3.105 of the City Charter.
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Threat of Recession

Geopolitical events and successive interest rate increases by the Federal Reserve to combat inflation have
increased expectations of recession in financial markets. A recession could adversely impact the City's
economy, and the financial condition of the General Fund. During the “Great Recession” that occurred
nationally from December 2007 to June 2009 (according to the U.S. National Bureau of Economic
Research), California real GDP growth slowed for five consecutive quarters from the third quarter of 2008
to the third quarter of 2009 and did not return to pre-recession level of output until three years later in
the third quarter of 2012. The unemployment rate rose steadily from 4.9% in the fourth quarter of 2006
to peak at 12.3% in the fourth quarter of 2010 and did not return to the pre-recession level until the
second quarter of 2017.

Commuting Pattern Changes

An increase in telecommuting creates revenue risk. Approximately half of workers in major tax-paying
sectors such as professional services, financial services, and information live outside of San Francisco.
Continued high levels of telecommuting and work from anywhere policies may affect how much of any
business’s gross receipts are apportionable to the City. San Francisco still lags the state as a whole in time
spent at workplaces, and weekly office attendance has reached approximately 40 percent, below other
peer cities. As of September 2022, BART ridership was slightly over 30% of pre-pandemic levels.
Businesses owe gross receipts tax only on their employees physically working within the City. For certain
categories of businesses, the gross receipts tax is also dependent on their San Francisco payroll. Thus, the
sharp rise in telecommuting has resulted in reduced business taxes and, if the change becomes
permanent, could negatively impact the City for the foreseeable future. Although some City residents who
previously commuted out of the City are now telecommuting from within the City, many of these residents
work for employers who do not have a nexus in the City, and thus are not subject to business taxes.

Office Vacancy in San Francisco

On October 19, 2022, the Chief Economist of the City’s Office of the Controller released a memorandum
regarding the impact of remote work on commercial property and tax revenue in the City. The following
summarizes certain portions of such memorandum.

The City has experienced the largest increase in office vacancy among major urban office markets in the
United States, currently estimated at 24% in the 3rd quarter of 2022, from around 5% before the
pandemic. Because of the prevalence of long-term leases in the commercial real estate industry, sudden
reductions in demand often result in increases in sublease vacancy, instead of direct vacancy. Sublease
vacancy occurs when existing tenants vacate their space and seek to find sub-lessees, but continue to pay
rent under the original lease. A direct vacancy occurs when the original lease has been broken, or has
expired and not been renewed. In this case, the property’s income declines until a new lease is signed. In
San Francisco, sublease vacancies were a very high percentage (80-90%) of office vacancies during 2020
and 2021. In 2022, the sublease vacancy rate has declined, while the direct vacancy rate has continued to
rise.

By mid-2022, direct vacancies accounted for most of the vacant office space in San Francisco , according
to Jones Lang LaSalle IP, Inc. (“JLL”). For example, JLL has developed a series of office vacancy rate
forecasts for the City, through the year 2026. JLL generally show historically high office vacancy rates
persisting throughout the forecast period. JLL forecasts office vacancy in the city to remain between 19.5%
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and 25.3% by 2026, a range which is as high, or higher than any previous peak in office vacancy dating
back to the 1990s. JLL also forecasts rents to rise again by the end of the forecast period, but at a slower
rate than was seen in the 2010s. If vacancy rates remain at this elevated level, and a large share of these
are direct vacancies, then the income, and market value, of office buildings in the city are likely to be
negatively affected. The market value of commercial real estate reflects the current and future income
that the market expects the property to generate. If expectations of future income streams are reduced,
then the market value of office properties will be reduced.

A reduction in demand from tenants is not the only thing that could reduce the market value of San
Francisco office buildings in the near future. Using an income valuation approach, the market value of
properties is commonly estimated as the property’s net operating income, divided by its capitalization
rate (its effective rate of return). Capitalization rates are generally calculated from the sales of comparable
properties, and vary across markets, and over time, according to changes in investors’ perception of risk,
and the risk-free rate of return. When investors perceive greater risk, they require a higher rate of return,
and the spread between that asset’s capitalization rate and the risk-free rate. Widens. When the
capitalization rate rises, for whatever reason, the market value of a property will decline, all other things
being equal.

The market value of a property is important for property tax revenue, because a property’s assessed value
— the basis of its property tax liability — may not exceed its market value. If a property owner believes a
property is assessed above its market value, they can request a reduction in assessment from the
Assessor, and/or appeal a decision to the Assessment Appeals Board.

Under California’s Proposition 13, however, a property’s assessed value may grow by no more than 2%
per year, unless a sale or other assessable event (like new construction) prompts a reassessment. In San
Francisco, for several decades, the average market value of most classes of property has increased by well
more than 2% annually. Proposition 13 has thus created a situation in which most San Francisco
properties, that have not been recently sold, are assessed at levels below their market value. Most
properties would not be over-assessed, and property tax revenue would not be at risk, if their market
values declined by a small amount. In other words, Proposition 13 effectively cushions the City’s property
tax base from downturns in property markets, at the cost of reduced growth in property tax revenue
during periods of strong economic growth.

On November 16, 2022, the Controller’s Office provided a presentation to the Board of Supervisors
concerning potential property tax implications relating to the continuation of significant remote work by
employees of companies located in the City (the “Office Property Tax Presentation”). The presentation
noted that remote work has persisted in the City, and that office vacancy rates have risen and could rise
further. The Office Property Tax Presentation contained projected property tax losses based on three
different market value scenarios provided by JLL relating to continuing remote work and vacancy
rates. The projected losses under scenarios ranged from approximately $80 million to $150 million by
2026, with a potential widening to $100 million to $200 million by 2028, if conditions do not improve. The
City cannot predict the actual level of revenues losses, however the City will continue to account for these
trends in our periodic reports.
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COVID-19 Pandemic

The COVID-19 pandemic is ongoing, and the City will likely incur significant additional costs, depending on
the ultimate duration and severity of the pandemic. The City can give no assurance of the duration or
severity of the COVID-19 pandemic, and there is no assurance that its effects will not impose more
significant financial and operating effects on the City before mitigation measures are successfully
implemented.

Bankruptcy Filing by the Pacific Gas and Electric Company (PG&E)

On January 29, 2019, PG&E filed for Chapter 11 bankruptcy protection to shield itself from potential
wildfire liability that was estimated upwards of $30 billion. Taxes and fees paid by PG&E to the City total
approximately $75 million annually and include property taxes, franchise fees and business taxes, as well
as the utility user taxes it remits on behalf of its customers.

On June 20, 2020, the United States Bankruptcy Court for the Northern District of California confirmed
PG&E’s Plan of Reorganization, and on July 1, 2020 PG&E announced that it had emerged from Chapter
11 bankruptcy. As part of its restructuring, on June 9, PG&E announced that it would be relocating its
business headquarters, currently located at 245 Market Street and 77 Beale Street in San Francisco, to
Oakland. The relocation 