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The Presidio Trust

Management’s Discussion and Analysis

OVERVIEW

The Presidio Trust (the Trust) is the federal entity created by Congress to be the guardian of the natural, scenic, recreational and cultural
resources of the Presidio of San Francisco, in partnership with the National Park Service (NPS). The Trust is managing the Presidio’s
transformation from a post of the U.S. Army to a first-of-its-kind sustainable national park serving both a vibrant internal community and

millions of visitors.

The Trust is rehabilitating the historic structures that distinguish the Presidio as a National Historic Landmark District and enhancing the
extraordinary natural environment that led Congress to include the Presidio in the Golden Gate National Recreation Area in 1972. As

mandated by law, the Trust is on a path to achieve financial self-sufficiency by Fiscal Year 2013.

The Trust is directed by the Presidio Trust Act to operate in accordance with the general objectives of the 1994 General Management Plan
Amendment for the Presidio and the Government Corporation Control Act. As an independent federal entity, the Trust has a direct

relationship with the Office of Management and Budget and is required to submit annual reports to Congress.

In July 1998, the Trust submitted to Congtess its Financial Management Program (the Program). The Program outlines how the Trust will
reduce its reliance on appropriated funds and achieve financial self-sufficiency. The Program calls for declining appropriations levels each

successive year and no appropriations in Fiscal Year 2013 and beyond.

Presidio operations are currently financed through a direct appropriation, initiated in Fiscal Year 1999, which will decrease in each of the next
12 years, borrowings from the U.S. Treasury for the renovation of properties, reimbursable agreements with other government agencies, and
rental leases for both residential and non-residential property. Additionally, the Presidio Trust manages service-related entities, including water

treatment, electrical distribution and telecommunications for the Presidio.
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MISSION, ORGANIZATIONAL STRUCTURE AND GOALS

Mission

The mission of the Trust is to preserve and enhance the Presidio as a
national park and National Historic Landmark District in an urban

area. In order to assure its continued preservation as a national park,

Congress has mandated that the Trust achieve financial self-sufficiency
by Fiscal Year 2013.

To achieve its mission, the Trust is creating at the Presidio a model of
sustainability — an innovative approach to park management that
ensures consideration of long-term environmental, community and

economic effects in all Trust decision-making.

In a step unusual for a government agency, the Trust developed in
1998 a 30-year financial model for the Presidio that provides a
blueprint for achieving financial self-sufficiency by Fiscal Year 2013.
The model formed the basis for the Trusts Financial Management
Program (the Program), which was presented to Congress on July 8,
1998. The Program provides for an annual decline in direct
appropriations from Congress resulting in zero appropriations in
Fiscal Year 2013 and details the level of capital investment needed
prior to that break-even year in order to achieve sufficient annual cash

flow to operate and maintain the park indefinitely.

During Fiscal Year 2000, the Trust began a public process to update
the general management plan for lands under its jurisdiction. The
original plan for the Presidio was published by the National Park
Service in 1994, prior to congressional action that established the
Presidio Trust and required it to become financially self-sufficient.
The current effort is designed to review and update the 1994 plan in
light of changed circumstances. As part of this process, the Trust is
also updating the financial projections made in 1998 to reflect two
years of Trust operating experience. The updated plan and financial
projections will form the Trust’s strategic planning, required under the
Government Performance and Results Act (GPRA).

Organizational Structure

The Presidio Trust was established as a wholly-owned government
corporation of the federal government. Authority is vested in a
7-member Board of Directors. The President of the United States
appoints six members of the Board. The Secretary of the Interior or
her designee also serves on the Board. The Trust’s 440-member staff is
directed by an Executive Director and is organized into five divisions,
each managed by a Deputy Director or the General Counsel who

reports to the Executive Director.

In establishing the Presidio Trust as a wholly-owned government
corporation, Congress created an organization that could operate in
the marketplace, make real-time decisions and reinvest revenues
into the park in order to generate sufficient cash flow to eventually

operate the park without federal appropriations.

The Trust Act (Public Law 104-333) provided significant operational
latitude in staffing, contracting, leasing and the retention of revenues.
The Trust manages park operations and leasing functions through a
combination of direct staffing and contracting. By Fiscal Year 2013,
the Trust projects operational savings of at least 20%. Significant

savings have already been achieved in maintenance operations.

Goals

Preserving and Enhancing the Presidio

as a National Park Site in an Urban Area

The Trust was designed specifically to manage the Presidio, a unique
national park site, in a manner that protects its scenic beauty, natural
and historic resources and recreational attributes for future
generations. The Trust, a federal executive agency, must also become
financially self-sustaining by Fiscal Year 2013. These goals reinforce
each other. By creating a park that is sustainable — environmentally,
culturally and financially — the Trust will be better able to ensure the
Presidio’s long-term viability and protection as part of the national

park system.

In Fiscal Year 2000, the Trust took significant steps to enhance the

natural environment of the Presidio. Specifically, action was taken to
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improve the health of the Presidio’s forest, to revitalize the Presidio’s

only freshwater lake and to protect threatened species.

* The Presidio’s forest was planted by the U.S. Army over 100 years
ago, and many of its trees are nearing the end of their natural
lifespans. With proper care, many of these trees can live an
additional 25-30 years, and the Trust is engaged in an aggressive
effort to revitalize key Presidio forest stands. The Trust, working
with the National Park Service, is finalizing a plan that will guide
stewardship of the forest, native plants and landscaped areas of the
park over the next several decades. In Fiscal Year 2001, the Trust
projects $1 million in funding for pilot revegetation projects at the
Presidio.

* Mountain Lake, the Presidio’s only freshwater lake, is threatened
with declining clarity and deteriorating biological health. Using
mitigation funds obtained from the San Francisco International
Airport, the Golden Gate National Parks Association is working
with the Trust and National Park Service to restore the lake’s
ecological health. The project will also ensure improved public
access to the lake.

¢ In Fiscal Year 2000, the Trust took steps to protect one of the last
remaining coveys of California Quail in the area, which live at the
Presidio. The effort involves improving habitat for the quail and is
being undertaken in cooperation with the Audubon Society.

* The Presidio contains nearly 500 historic structures, many of which
are in need of significant attention to maintain their integrity. As
the Trust rehabilitates historic buildings, either directly or through
Presidio tenants, it is using the most advanced “green” sustainable
technology. Trust-developed “green” building guidelines for historic
buildings have been adopted for use nationwide in historic
properties. Using sustainable and recycled materials and employing
energy-saving technologies, the Trust is able to protect historic
resources cost-effectively while reducing impacts on future
generations. The Trust is also performing cyclical preventive
maintenance on Presidio structures to ensure their continued

viability.

* A Trust partnership with the University of California at Berkeley
has allowed the unearthing of 150,000 archeological artifacts at the
Presidio’s historic Main Post, including the intact adobe wall from
the original Spanish El Presidio.

* In the first quarter of Fiscal Year 2000, the Trust and the National
Park Service opened the Presidio section of the Bay Area Ridge
Trail, a White House Millennium Trail, for public use. A plan for
improving and expanding the Presidio’s network of hiking and
biking trails will be completed in Fiscal Year 2002.

Achieving Financial Self-Sufficiency

The Trust Act requires the Trust to reduce its reliance on federal
appropriated dollars each year. Beginning in Fiscal Year 2013, the
Trust will no longer be authorized to receive federal appropriations.
In 1998, the Trust submitted a schedule of annually declining

appropriations resulting ultimately in financial self-sufficiency.

Unlike most other federal agencies, the Presidio Trust is authorized to
retain revenues that it receives and use them to defray costs associated
with park operations, to make capital improvements and to establish

reserves for future capital needs.

In order to develop a sustained stream of revenue to support the park,
the Trust is aggressively leasing the Presidio’s historic and non-historic
buildings. Essential capital improvements to these buildings are
funded either directly by Trust funds and borrowing or indirectly
through the use of third-party capital investment secured by long-

term leases.

In Fiscal Year 2000, the Trust generated $20 million in leasing
revenues, an increase of 82% over Fiscal Year 1999 leasing revenues.
Using some funds borrowed from the U.S. Treasury, the Trust
rehabilitated 211 housing units, bringing the total number of units
under lease to 820. As a result, housing revenues more than doubled

during the fiscal year to over $13 million.

By the end of the fiscal year, the Trust had leased over 142,000 square
feet of non-residential space, with nearly a million additional square

feet the subject of active negotiations.
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During Fiscal Year 2001, the Trust will bring several additional office
buildings and 154 housing units on line for lease. The Trust also
hopes to complete negotiations on a lease that will result in private
investment of nearly $300 million into an abandoned hospital site.
Replacement construction of 900,000 square feet at that site will
result in the creation of a digital arts center that will generate up to

14% of the Trust’s annual operating budget by Fiscal Year 2013.

In order to achieve financial self-sufficiency by Fiscal Year 2013, the
Trust must invest heavily in building rehabilitation and infrastructure
improvements during the early years when federal appropriations are
available to support the park’s operating costs. In Fiscal Year 2000,
the Trust invested over $13 million in capital projects and plans an
investment of $36.6 million in capital projects for Fiscal Year 2001.
Congress has authorized a total of $50 million in Treasury borrowing
for capital investment; however, this level of borrowing will fund
only about 10% of the Presidio’s ultimate capital need. It is therefore
essential that Congress continue to fully fund the Trust’s annual
appropriations requests in order to allow earned income to be used
for needed capital investment. Additional Treasury borrowing or other
sources of credit would also enhance the Trust’s ability to make the

investments necessary for achieving sustained streams of revenue.

Environmental Remediation

Under the terms of a landmark environmental remediation agreement
signed in Fiscal Year 1999 by the Trust, the Department of Defense
and the Department of the Interior, the Trust is now managing the
Presidio’s environmental cleanup. Funding for the cleanup is provided
by the Army. The Trust has currently received $75 million of the
$100 million identified in the agreement (three of four annual
installments). The Trust spent $4.1 million in Fiscal Year 2000 on
environmental cleanup and projects spending $16 million in

Fiscal Year 2001.

As part of the agreement, the Trust also purchased an environmental
insurance policy to cover cost overruns of up to an additional

$100 million. The Army retains responsibility for all unknown

contaminants and has agreed to step back into the process if costs
exceed by $10 million the $100 million received from the Army plus

insurance proceeds.

The Trust considers this landmark agreement to be essential to its
efforts to achieve financial self-sufficiency. Only by controlling the pace,
quality and direction of the cleanup can the Trust be assured that
remediation activities will coincide with leasing and reuse priorities.
The Trust has received strong support for this effort from state and
federal regulatory agencies, the Restoration Advisory Board, and the

general public.

PERFORMANCE MEASURES

As part of its update of the Presidio’s general management plan, the
Trust is developing measures of program and financial performance
that will assure that the Trust achieves its goals of park preservation
and enhancement and financial sustainability. These performance
measures will be incorporated into the Trust’s multi-year performance
plans that will be submitted to the Office of Management and
Budget. Financial performance measures will be consistent with the
statutory requirement that federal appropriations to the Trust decline
each year in accordance with the Trust’s Financial Management
Program and will be adjusted annually to reflect policy changes and

current market conditions.

FINANCIAL RESOURCES AND RESULTS OF OPERATIONS

The accompanying financial statements summarize the Trust’s
financial position, show the net cost of operations and changes in net
position, provide information on budgetary resources and financing,
and present the sources of revenues and expenditures during Fiscal
Year 2000. Highlights of the financial information presented in the

financial statements are shown below:
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Net Cost Of Operations

The net operating cost of $46.5 and $38.2 million, for Fiscal Years
2000 and 1999, respectively, is shown on the Statement of Net Cost.
These costs were reduced by $35.7 and $23.1 million of earned
revenues to arrive at net cost of operations of $10.9 million and
$15.1 million for Fiscal Years 2000 and 1999, respectively.

Financial Position

The Trust’s total assets were $136.2 and $73.3 million at the end

of Fiscal Years 2000 and 1999, respectively. Of the Fiscal Year 2000
amount, $91.1 million consisted of investments in U.S. Treasury bills
through the Bureau of Public Debt. There was also $101.5 million
and $52.0 million in liabilities at the end of Fiscal Years 2000 and
1999, respectively. Fiscal Year 2000 liabilities include $40 million in
debt to the U.S. Treasury and advances of $42.4 million from the
Army for environmental remediation. The Trust’s net position was
$34.7 and $21.3 million at the end of Fiscal Years 2000 and 1999,

respectively.

Budgetary Resources

The Trust’s budgetary resources for the years ended September 30,
2000 and 1999, were $140.0 million and $83.0 million, respectively,
which consisted of $24.2 million and $14.8 million in appropriations,
respectively, $20.0 million in borrowing authority for both years,
and $58.3 million and $46.0 million, respectively, in offsetting
collections. Obligations incurred against these resources were $58.8
million and $45.0 million, respectively. Unobligated balances at the
end of Fiscal Years 2000 and 1999 were $81.2 and $37.9 million,
respectively. This unobligated balance is due primarily to the advance
from the Department of the Army of remediation funds and to
Treasury borrowing that was released to the Trust at the very end

of Fiscal Year 2000.

Financing Sources Other Than Earned Revenues

Financing sources other than earned revenues funded the Trust’s
net cost of operations. The Trust reported $24.6 million of other
financing sources on the Statement of Changes in Net Position.

This consisted of appropriations used.

LIMITATIONS OF THE FINANCIAL STATEMENTS

The Trust has prepared its financial statements to report its financial
position and results of operation. These financial statements have
been prepared from the Trust’s general ledger and subsidiary reports
in accordance with the formats prescribed by the Office of
Management and Budget. These statements are in addition to the
financial reports used to monitor and control budgetary resources,
which are prepared from the same books and records. These
statements should be read with the realization that the Trust is a
component of the U.S. government, a sovereign entity. One
implication of this is that liabilities cannot be liquidated without

authorizing legislation.

The accuracy of the information contained in the principal financial

statement and the quality of internal control rests with management.
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Report of Independent Auditors

- & Ernst & Young LLP & Phone 415 951 3000
i’l ERNST& YOUNG Suite 1700 www.ey.com

555 California Street
San Francisco, CA 94104

Report of Independent Auditors

To the Board of Directors of
The Presidio Trust

We have audited the accompanying balance sheets of the Presidio Trust (the Trust) as of September 30, 2000 and 1999, the related statements of net cost,
budgetary resources, financing, and changes in net position, for the years then ended. These financial statements are the responsibility of the Trust’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

Except as discussed in the following paragraph, we conducted our audits in accordance with auditing standards generally accepted in the United States, the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States; and Office of
Management and Budget (OMB) Bulletin No. 01-02, Audit Requirements for Federal Financial Statements. These standards and requirements require that we
plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

On July 1, 1998, the Trust assumed jurisdiction over approximatcly 1,100 acres of federal land and over 800 buildings from the National Park Service. The
United States Army previously administered the property. Many of the structures are greater than 40 years old and pursuant to Trust depreciation policies were
fully depreciated at the point of transfer. SFFAS #6—Accounting for Property, Plant and Equipment (PPE)— requires PPE to be recognized when title passes
to the entity. Additionally, SFFAS #6 requires that the cost of general PPE transferred from other federal entities be the cost recorded by the transferring entity,
net of accumulated depreciation; if such amounts can not be reasonably ascertained, the cost of the PPE is to be its fair value at the time transferred.

As discussed in Note 5, due to the lack of available information from the National Park Service and the United States Army, the Trust valued buildings less than
40 years old by using appropriate construction industry indices, less an accumulated depreciation adjustment to ascertain net asset value at the date of the
Trust’s formation. However, improvements made to buildings over 40 years old and land improvements have been valued at zero net book value but may still
have a net cost value. Per SFFAS #6, the Trust should record these improvements at fair value. Estimating the values of these improvements would be a process
that the Trust considers to be lengthy, cost prohibitive and which would result in information that is meaningless to the users of the Trust’s financial statements.
In addition, The Letterman Hospital facility, which was constructed within the last 40 years, is also reflected at a net book value of $0 due to limitations in
valuing a hospital facility that is designated for demolition in year 2001. We were unable to satisfy ourselves as to the estimate of the carrying amount for these
assets.
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i’IERNST& YOouNG B Ernst & Young LLP

In our opinion, except for the effects of adjustments to the financial statements, if any, that might have been determined to be necessary had we been able to
examine evidence supporting the recorded balances of certain improvements within the property, plant and equipment accounts, the financial statements
referred to above present fairly, in all material respects, the financial position of the Trust at Septcmber 30, 2000 and 1999, and its net costs, changes in net
position, budgetary resources, and reconciliation of net costs to budgetary obligations for the years then ended, in conformity with accounting principles
generally accepted in the United States.

Our audits were conducted for the purpose of forming an opinion on the financial statements referred to in the first paragraph. The information presented in the
Overview of the Trust and the Supplemental Information of the Trust is not a required part of the financial statements, but is supplementary information
required by Office of Management and Budget Bulletin 97-01, Form and Content of Agency Financial Statements. Such information has not been subjected to
the auditing procedures applied in the audits of the principal financial statements, and accordingly, we express no opinion on it.

In accordance with Government Auditing Standards, we have issued our reports dated December 28, 2000, on our consideration of the Trust’s internal control

and on its compliance with applicable laws and regulations. These reports are an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our audits.

Ganet ¥ LLP

December 28, 2000

[
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BALANCE SHEET
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SEPTEMBER 30,
1999

ASSETS 2000
Intragovernmental Assets:
Fund balance with treasury [NOTE 6] $ 1,286,900 0
Trust fund investments [NOTE 2] 91,085,283 44,576,854
Interest receivable [NOTE 2] 688,958 0
Accounts receivable, net [NOTE 3] 2,287,509 2,712,919
95,348,650 47,289,773
Accounts receivable, net [NOTE 3] 1,332,406 890,107
Cash and other monetary assets [NOTE 4] 93,921 208,280
General property plant and equipment, net [NOTE 5] 38,507,378 24,873,847
Other assets 949,614 37,981
40,883,319 26,010,215
TOTAL ASSETS 136,231,969 73,299,988
LIABILITIES AND NET POSITION
Liabilities covered by budgetary resources
Intragovernmental:
Fund balance due to treasury [NOTE 6] 0 890,880
Accounts payable 6,483,547 2,249,583
Other liabilities [NOTE 7] 1,274,970 0
Advances for environmental cleanup costs [NOTE 8] 42,378,812 21,475,422
50,137,329 24,615,885
Accounts payable 4,409,578 4,575,027
Obligations under capital leases [NOTE 10] 2,895,339 0
Security deposits [NOTE 11] 1,596,664 820,231
Accrued payroll and benefits 1,451,202 1,144,500
Total liabilities covered by budgetary resources 60,490,112 31,155,643
Liabilities Not Covered by Budgetary Resources
Debt [NOTE 9] 40,000,000 20,000,000
Accrued leave 993,022 780,991
Other unfunded liabilities 61,205 50,944
41,054,227 20,831,935
TOTAL LIABILITIES 101,544,339 51,987,578
NET POSITION
Unexpended appropriations [NOTE 13] 186,281 522,246
Cumulative results of operations 34,501,349 20,790,164
TOTAL NET POSITION 34,687,630 21,312,410
TOTAL LIABILITIES AND NET POSITION $ 136,231,969 73,299,988

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF CHANGES
IN NET POSITION
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SEPTEMBER 30,
1999

2000
Program costs [NOTE 14] 46,527,765 $ 38,211,411
Less earned revenues
Intragovernmental 14,116,307 11,420,035
With the public [NOTES 14, 15] 21,555,398 11,705,483
35,671,705 23,125,518
NET COST OF OPERATIONS 10,856,060 $ 15,085,893

SEPTEMBER 30,
1999

2000

Net cost of operations 10,856,060 $ 15,085,893
Financing sources (other than exchange revenues):

Appropriations used 24,567,245 14,280,754

Transfer in at inception — property 0 19,392,558

Transfer in at inception — cash [NOTE 16] 0 2,202,745

Total financing sources 24,567,245 35,876,057
Net results of operations 13,711,185 20,790,164
Net change in cumulative results of operations 13,711,185 20,790,164

Increase (decrease) in unexpended appropriations (335,965) 522,246
Change in net position 13,375,220 21,312,410

Net position, beginning of period 21,312,410 0
NET POSITION, END OF PERIOD 34,687,630 $ 21,312,410

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF
BUDGETARY RESOURCES

A Supplement to the 2000 Year-End Report

BUDGETARY RESOURCES

2000

SEPTEMBER 30,
1999

Budget authority 44,231,280 $ 34,803,000
Unobligated balances—beginning of period 37,917,816 0
Net transfers prior-year balance, actual 0 2,202,745
Spending authority from offsetting collections 57,879,999 45,981,360
TOTAL BUDGETARY RESOURCES 140,029,095 82,987,105
STATUS OF BUDGETARY RESOURCES
Obligations incurred 58,826,453 45,069,289
Unobligated balances—available 81,202,642 37,917,816
TOTAL STATUS OF BUDGETARY RESOURCES 140,029,095 82,987,105
OUTLAYS
Obligations incurred 58,826,453 45,069,289
Less: spending authority from offsetting collections and adjustments (57,879,999) (45,981,360)
Obligated balance, net — beginning of period 5,640,310 0
Less: obligated balance, net — end of period (10,597,189) (5,640,310)
TOTAL OUTLAYS (4,010425) $  (6,552,381)

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF FINANCING

RESOURCES USED TO FINANCE ACTIVITIES

2000

SEPTEMBER 30,
1999

Budgetary
Budgetary resources obligated for orders, delivery of goods and services
to be received, or benefits to be provided to others 58,826,453 $ 45,069,289
Less: offsetting collections, and recoveries of prior year authority (58,342,100) (45,981,360)
Net budgetary resources (used) provided to finance activities 484,353 (912,071)
Non-budgetary
Property received from others without reimbursements 0 19,392,558
Funds received from others without reimbursement 0 2,202,745
Net non-budgetary resources used to finance activities 0 21,595,303
TOTAL RESOURCES USED TO FINANCE ACTIVITIES 484,353 20,683,232
RELATIONSHIP OF TOTAL RESOURCES TO THE NET COST OF OPERATIONS
(Increase) in budgetary resources obligated to order goods and services
not yet received or benefits not yet provided (1,773,059) (2,211,998)
Adjustments other than collections made to compute net budgetary
resources that do not affect net cost of operations
Resources that do not affect net cost of operations 24,158,153 22,295,653
Resources that finance the acquisition of assets or liquidation of liabilities (15,380,446) (26,327,946)
TOTAL RESOURCES (USED) PROVIDED TO FUND ITEMS
NOT PART OF THE NET COST OF OPERATIONS 7,004,648 (6,244,291)
RESOURCES USED TO FINANCE THE NET COST OF OPERATIONS 7,489,001 14,438,941
COMPONENTS NOT REQUIRING OR GENERATING RESOURCES
Expenses or exchange revenue related to the disposition of
assets or liabilities, or allocation of their costs over time
Expenses related to use of assets 1,746,915 1,326,251
Losses from re-evaluation of assets and liabilities 727,050 63,955
Increase in exchange revenue receivable from the public (879,749) (902,358)
Decrease (increase) in cash held by others 114,359 (208,280)
Other 604,256 (464,551)
Expenses that will be financed with budgetary resources
recognized in future periods 1,054,228 831,935
TOTAL COMPONENTS NOT REQUIRING OR GENERATING RESOURCES 3,367,059 646,952
NET COST OF OPERATIONS 10,856,060 $ 15,085,893

The accompanying notes are an integral part of these financial statements.

[
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A Supplement to the 2000 Year-End Report

Notes to Financial Statements
September 30, 2000 and 1999

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Reporting Entity

The Presidio Trust (the Trust), an executive agency, is a wholly-owned
government corporation established by Congress in 1996 through
enactment of the Presidio Trust Act (PL. 104-333). The Trust’s
mission is to:

e preserve and enhance the Presidio as part of the national park system

* achieve financial self-sufficiency by Fiscal Year 2013.

From 1846 to 1994, the Presidio acted in the capacity of a U.S.
military installation. In 1994, the National Park Service (NPS)
assumed full control of the Presidio until 1998 when the Trust assumed

responsibility for approximately 1,100 acres of non-coastal areas.

The Trust is guided by the Presidio Trust Act to operate in accordance
with the general objectives of the 1994 General Management Plan
Amendment for the Presidio and the Government Corporation
Control Act. It currently finances operations through appropriations,
which will decrease each year and end in Fiscal Year 2012, borrowings
from the U.S. Treasury for the renovation of properties, reimbursable
agreements with other government agencies, and rental leases for both
residential and non-residential property. The Trust is overseen by a
seven member board of directors including a designee from the
Department of the Interior (DOI) and six individuals appointed by
the President.

If the Trust fails to achieve self-sufficiency by Fiscal Year 2013, the net
assets would be transferred to the General Services Administration for

disposition.

Basis of Presentation

The financial statements have been prepared to report the financial
position and results of operations of the Trust. The statements were
prepared from the Trust’s accounting records in accordance with
accounting principles generally accepted in the United States (GAAP),
and the form and content specified by the Office of Management and
Budget (OMB) in OMB Bulletin 97-01. GAAP for federal entities

is the standard proscribed by the Federal Accounting Standards
Advisory Board (FASAB), designated by the American Institute of
Certified Public Accountants (AICPA) as the official accounting
standards setting body of the Federal government. Fiscal Year 2000
was the second year of operations for the Trust, and accordingly, these

financial statements are two year comparatives.

Basis of Accounting

The Trust accounts for its assets, liabilities, net position, revenues,
expenses, and other financing sources in accordance with the
requirements of the U.S. Government Standard General Ledger
(SGL). Use of sub-accounts allows transactions to be recorded at a

more detailed level and provides relevant management information.

While the statements are on an accrual basis, transactions are recorded
using both the accrual and cash basis of accounting, and a budgetary
basis of accounting. Under the accrual method, expenses are
recognized when resources are consumed, without regard to the
payment of cash. Under the cash method and the budgetary method,
expenses are recognized when cash is outlayed. Budgetary accounting

facilitates compliance with legal constraints and controls over the use

of federal funds.
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Balance Sheet

The balance sheets present amounts of future economic benefits
owned or managed by the Trust (assets), amounts owed (liabilities),
and amounts which comprise the difference (net position). The major

components are described below.

AsSETs include assets that the Trust holds and has the authority

to use in its operations.

LIABILITIES represent amounts owed by the Trust as the result of
transactions that have occurred. Liabilities funded by available
budgetary resources include: (1) new budget authority, (2) spending
authority from offsetting collections, (3) recoveries of unexpired
budget authority, (4) unobligated balances of budgetary resources
at the beginning of the year, and (5) permanent indefinite

appropriation or borrowing authority.

Liabilities not covered by budgetary resources are incurred when
funding has not yet been made available through Congressional
appropriations or current earnings. The Trust recognizes such

liabilities for employee annual leave earned but not yet taken.

NET POSITION contains the following components:

Unexpended Appropriations include the portion of the Trust’s
appropriations represented by undelivered orders and unobligated

balances.
Cumulative Results of Operations represent the net results of
operations since the inception of the program.

Statement of Net Cost

The Statement of Net Cost shows the components of the net cost

of the Trust’s operations for the periods.

Program/Activity Costs represent the gross costs or expenses

incurred by the Trust for all activities.

Earned Revenues or exchange revenues arise when a Government
entity provides goods and services to the public or to another

Government entity for a fee.

Net Cost of Operations is the difference between the program’s

gross costs and its related exchange revenues.

Statement of Changes in Net Position

The Statement of Changes in Net Position shows the net cost of
operations less financing sources other than exchange revenues, and
the net position at the end of each period. Major components are

described below.

Financing Sources (Other than Exchange Revenues) arise primarily
from exercise of the Government’s power to demand payments
from the public (e.g., taxes, duties, fines, and penalties). These
include appropriations used, transfers of assets from other

Government entities, donations, and imputed financing.

Appropriations Used for financial statement purposes are

recognized as a financing source as expenses are incurred.

Statement of Budgetary Resources

The Statement of Budgetary Resources provides information about
the availability of budgetary resources as well as their status at the

end of the year. Major components are described below.

Budger Authority represents the funds available through
appropriations, direct spending authority, obligation limitations,
unobligated balances at the beginning of the period or transferred
in during the period, spending authority from offsetting

collections, and any adjustments to budgetary authority.

Obligations Incurred consists of expended authority, recoveries of

prior year obligations and the change in undelivered orders.

[ 13 ]
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Statement of Financing

The Statement of Financing is a reconciliation of the preceding
statements. Accrual-based measures used in the Statement of Net
Cost differ from the obligation-based measures used in the Statements
of Budgetary Resources, especially in the treatment of liabilities.

A liability not covered by budgetary resources may not be recorded

as a funded liability in the budgetary accounts of the Trust’s general
ledger, which supports the Report on Budget Execution (SF-133)

and the Statement of Budgetary Resources. Based on appropriation
language, they are considered “funded” liabilities for purposes of the
Balance Sheets, Statement of Net Cost and Statement of Changes

in Net Position.

Use of Estimates in Preparing Financial Statements

Preparation of financial statements in accordance with federal
accounting standards requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results may differ from

those estimates.

Revenue Recognition

Rental revenue is recognized using the straight-line method over the
term of the lease. Any amounts deferred that are not payable until
future years are included in deferred rent receivable. Deferred rent
receivable totaled $75,962 and $37,981 in 2000 and 1999,

respectively, and is included in other assets.

Intragovernmental Relationships and Transactions

In the course of its operations, the Trust has relationships and

financial transactions with numerous federal agencies.

Department of the Interior (DOI)
An interagency agreement exists between the Trust and the DOI for
the DOI to provide payroll services.

Department of the Treasury — Financial Management Service (FMS)
FMS maintains commercial bank accounts for revenues collected.

All banking activities are conducted in accordance with the directives
issued by FMS.

Department of the Army

The Department of the Army (Army) is to provide to the Trust,
each year through Fiscal Year 2002, funds for the development and
implementation of environmental remediation in accordance with
a memorandum of agreement between the parties (see Note 8 for

additional discussion).

National Park Service (NPS)

In accordance with a memorandum of agreement between the Trust

and NPS, the Trust is to provide environmental remediation on NPS
lands in the Presidio using funds received from the Army. The Trust

receives police and fire protection services from NPS and reimburses

NPS accordingly.
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2. TRUST FUND INVESTMENTS

The Trust is required by PL. 104-333 to invest all excess cash into governmental securities with the Bureau of Public Debt (BPD). Investments
as of September 30, 2000:

Intergovernmental securities Unamortized
Maturity Date Interest Rate Par Value Discount Net
Non-marketable/Market Based 10/02/00 6.52% $ 25,500,000 $ 0 $ 25,500,000
Non-marketable/Market Based 11/09/00 6.14% 20,640,000 (140,811) 20,499,189
Non-marketable/Market Based 12/21/00 5.87% 9,275,000 (123,906) 9,151,094
Non-marketable/Market Based 09/30/29 6.12% 35,935,000 0 35,935,000
$ 91,350,000 $  (264,717) $ 91,085,283

The investment with a September 30, 2029, maturity date is an investment of the proceeds from Trust borrowings from the Treasury (see Note |15
9). The BPD invests these proceeds until the Trust needs access to the cash. The Trust was owed $688,958 of interest on the investments as of
September 30, 2000. This amount was paid in full to the Trust by the BPD on October 3, 2000. The Trust currently amortizes the investment

discount using straight-line, which approximates the effective interest method.

Investments as of September 30, 1999:

Intergovernmental securities Unamortized
Maturity Date Interest Rate Par Value Discount Net

Non-marketable/Market Based 10/01/99 5.25% $ 8,450,000 $ 0 $ 8,450,000

Non-marketable/Market Based 12/02/99 4.83% 7,088,000 (59,911) 7,028,089

Non-marketable/Market Based 12/31/99 4.80% 10,000,000 0 10,000,000

Non-marketable/Market Based 12/31/99 4.80% 10,000,000 0 10,000,000

Non-marketable/Market Based 06/22/00 4.74% 9,429,000 (330,235) 9,098,765
$ 44,967,000 $  (390,140) $ 44,576,854
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3. ACCOUNTS RECEIVABLE, NET

Accounts receivable as of September 30, 2000, is comprised of the following:

Government Non-Government Total
Gross accounts receivable $ 2,305,468 $ 1,454,469 $ 3,759,937
Less allowance for losses (17,959) (122,063) (140,022)
Net accounts receivable
at September 30, 2000 $ 2,287,509 $ 1,332,406 $ 3,619,915

Receivables consist of amounts owed from rental properties, security deposits, and service district charges. The Presidio Trust implemented the

following allowance for loss policy in Fiscal Year 2000:

As a federal agency, the Trust has the full force of the United States government to facilitate collecting past due amounts. In addition, the Trust
reviews accounts over 90 days past due; the Trust identifies collectable accounts and does not record any bad debt reserve for these accounts.

For the remaining receivables over 90 days old, the Trust reserves 75% of the balance.

Net accounts receivable

at September 30, 1999 $ 2,712,919 $ 890,107 $ 3,603,026

4. CASH AND OTHER MONETARY ASSETS

The Presidio Trust does not maintain a petty cash fund, nor any bank accounts. The Residential Property Management Firm under contract
with the Trust maintains four bank accounts at West America Bank for the purpose of depositing rental revenues and security deposits, and
paying all related expenses of the property management company. Any excess revenues over $10,000 are transferred monthly to the Trust.
The combined balance in these accounts as of September 30, 2000 and 1999, was $93,921 and $208,280, respectively.



5. GENERAL PROPERTY, PLANT AND EQUIPMENT

The Presidio Trust

Property, Plant and Equipment (PPE) includes fixed assets owned by the Trust as the result of purchases by the Trust and/or transfers from other
governmental entities, primarily the NPS. In general, the Trust capitalizes fixed assets valued in excess of $25,000 and with a useful life of two or

more years. These assets are depreciated over their useful lives in accordance with Trust guidelines.

Specific Trust capitalization and depreciation guidelines are as follows:

Estimated Straight Line Accum. Net Balance Net Balance
Classification Useful Life Depreciation Cost Depreciation at 9/30/00 at 9/30/99
Land and Land Rights N/A $ 0 $ 0 $ 0 $ 0 $ 0
Improvements to Land N/A 0 0 0 0 0
Construction-in-Progress N/A 0 2,540,027 0 2,540,027 774,128
Buildings, Improvements
and Related Renovations 40
and Rehabilitations prior years
to takeover by the Trust O
* Over 40 years old 0 0 0 0 0
* Under 40 years old 714,095 28,563,792 13,807,747 14,756,045 15,470,138
Buildings, Improvements
and Related Renovations 40
and Rehabilitations since years
takeover by the Trust O 220,990 13,129,459 278,085 12,851,374 4,457,699
Assets Under Capital Lease [ 21,954 2,951,173 21,954 2,929,219 0
Other Property, Plant and
Equipment (including
furnishings and equipment) [ 789,876 10,264,796 4,834,083 5,430,713 4,171,882
$ 1,746,915 $57,449,247 $18,941,869 $38,507,378 $24,873,847

O Buildings, Improvements and Related Renovations and Rehabilitations useful life of 40 years or less for improvements and renovations

depending on remaining building life.

O Assets Under Capital Lease are amortized based on the Trust’s depreciation policy. Other Property, Plant and Equipment’s estimated useful

life is also based on the Trust’s capitalization and depreciation policy.

[ 171



[ 18]

A Supplement to the 2000 Year-End Report

Additionally, the Trust capitalizes expenditures for improvements
to infrastructure and buildings based upon the following criteria:
e costs exceed $25,000;

* are not considered to be repairs and maintenance;

* extend the useful life of the building for at least 20 years.

Furnishings and equipment purchased for a unit cost in excess of
$25,000 are also capitalized. Construction-in-Progress may include
not only direct costs, but also an assigned indirect cost component,

including architectural fees and legal expenses.

Land is considered to be general PPE and, in accordance with SFFAS
#6, is to be recorded at cost. The land comprising the Presidio was
acquired as an outcome of the resolution of hostilities between the
United States and the government of Mexico in the mid-19th

century. As such, no cost can be affixed to the land and land rights.

At September 30, 1999, most of the Trust’s PPE was transferred to
the Trust from the NPS. After extensive investigation, the Trust
determined that historical cost information for buildings, building
improvements and land and infrastructure improvements was not

available from the NPS and/or the Army. Therefore:

* any building over 40 years old, and the cost of related renovations
or rehabilitations prior to the Trust’s formation, is considered fully

depreciated and is reflected at a book value of $0.

* any structure less than 40 years old (built in 1959 or later) is
carried at estimated replacement cost reduced for the effects of
inflation by using appropriate construction industry indices, less an
accumulated depreciation adjustment, to ascertain net asset value at
the date of the Trust’s formation. The Letterman Hospital facility,
which was constructed within the last 40 years and is designated
for demolition in Fiscal Year 2001, is reflected at a net book value
of $0 at the date of the Trust’s formation due to the inherent
limitations in the use of a replacement cost analysis for a hospital

facility.

* other PPE transferred to the Trust from the NPS is capitalized at
historical cost less depreciation that would have been taken over

its useful life, based on the Trust’s depreciation guidelines.

* land and infrastructure improvements are reflected at a net book
value of $0.

The Trust determines depreciation and amortization using straight-
line methodology. For financial statement purposes, a pro-rated
share of depreciation expense for the asset is recorded in the year of
acquisition or project completion depending on the month of

acquisition.

6. FUND BALANCE WITH TREASURY

In 1999, the Trust’s Fund Balance with Treasury was a negative
amount as the result of the Trust’s over-investment in overnight
securities with the BPD on September 30, 1999. At September 30,

2000, the Fund Balance with Treasury was a positive amount.

7. OTHER LIABILITIES

Other Liabilities consist of a non-refundable payment by the
Department of the Army (DOA) of $1,274,970. The payment is to
be used by the Trust for maintenance of and rehabilitation to units

either to be occupied or that were vacated by DOA personnel.

8. ADVANCES FOR ENVIRONMENTAL
CLEANUP COSTS

The Army closed its base at the Presidio and, in September 1994,
transferred administrative jurisdiction of the Presidio to the NPS
through the DOI for incorporation into the Golden Gate National

Recreation Area.

Executive Order 12580 delegated the responsibility to conduct the

environmental cleanup of the Presidio to the Army. Under an
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interagency agreement with the DOI, the Army retained this
responsibility as one of the terms of the jurisdictional transfer and
initiated certain actions to address environmental conditions at the

Presidio.

When Congress created the Trust in 1996, it separated the
administrative jurisdiction of the Presidio into two areas: Area A,
over which DOI retained authority, and Area B, which was
transferred to the Trust in July 1998.

Under a Memorandum of Agreement (the Presidio MOA) among
the Trust, the DOI and the Army, the Trust assumed the Army’s
responsibilities as lead agency for the environmental cleanup in both
Area A and Area B. The Army agreed to provide $100 million to the
Trust in equal installments of $25 million over a four-year period
commencing during Fiscal Year 1999 in exchange for the Trust’s
assumption of such responsibilities.! The Trust has received $25
million in Fiscal Year 2000 and $25 million in Fiscal Year 1999
from the Army under the Presidio MOA. An additional $25 million
was received by December 31, 2000. These funds are recorded as
Advances for Environmental Cleanup Costs on the Trust’s financial

statements.

Under a separate memorandum of agreement between the Trust

and the DOI (the Area A MOA), the Trust confirmed its agreement
to take over lead agency responsibility for the cleanup of Area A of
the Presidio. The Area A MOA also set out specific time periods,
priorities and processes for remedy selection for environmental
cleanup of Area A. Cleanup includes enumerated sites where a
potential environmental threat (Substance and Condition) is presently
known or may exist based on past Army studies or records. Cleanup
also includes unknown contamination which is any environmental
threat at or from the Presidio other than an enumerated site that
existed at the Presidio before October 1, 1994 (Presidio base closure)

or was the result of an Army act or omission on or after October 1, 1994.

The Trust assumed the Army’s responsibility as the lead cleanup
agency, and performs all cleanup work at enumerated sites using the
Army’s funds, and is the point of contact for all regulatory agencies
and for the public. The Army retained responsibility to fund and to
perform all environmental cleanup work of unknown contamination
as well as sole responsibility for the cleanup of radioactive materials,
chemical and biological warfare agents, and unexploded ordnance if

discovered at the Presidio.

The Trust must use the funds transferred from the Army to address
environmental cleanup of enumerated sites. If any funds are left

after cleanup of the enumerated sites, the Trust can use the excess

to address other environmental conditions at or emanating from the
Presidio. If cleanup costs for the enumerated sites exceed by $10
million the $100 million from the Army plus insurance proceeds

(see discussion of the Trust’s environmental insurance policies below),
the Army must seek additional appropriated funds for the enumerated
sites. The Army is excused from this requirement if the Trusts

mismanagement or inefficient use of funds causes the cost overrun.

The Presidio MOA may be terminated if the Army fails to provide
the agreed funds to the Trust to perform the environmental cleanup
of the Presidio. If the Presidio MOA is terminated, the status of the
Parties reverts back to the legal rights and obligations as they existed
before the Presidio MOA.

The Trust obtained two policies of environmental insurance: a
Remediation Stop Loss (RSL) policy and a Real Estate Environmental
Liability (REEL) policy. The RSL policy provides the Trust with
insurance against cost overruns in implementing environmental
remedies that have been approved by the appropriate regulatory
agencies. The RSL policy has a liability limit of $100 million. The
Army and the DOI are each named as an additional insured on the
policy. The REEL policy provides the Trust with insurance associated
with the discovery of Unknown Contamination. The REEL policy

! The Trust agreed to accept the amount of $100 million based upon a feasibility study and estimated cost of environmental liability prepared by its environmental consultant,

including an as yet undetermined amount related specifically to the property transferred to the Trust.

[ 1]
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has a limit of $10 million per claim and $50 million in the aggregate.
DOI is a named insured under the REEL policy.

The Trust is also required to set aside a total of $25 million ($6.25

million per year through Fiscal Year 2002) until all environmental

remediation of Area A is completed.

9. DEBT
2000 1999
Debt to the Treasury
Note A
Beginning Balance $ 10,000,000 $ 0
Net Borrowing
(Replaced) (10,000,000) 10,000,000
Total Principal $ 0 $ 10,000,000
Note B
Beginning Balance $ 10,000,000 $ 0
Net Borrowing
(Replaced) (10,000,000) 10,000,000
Total Principal $ 0 $ 10,000,000
Note C
(dated 09/29/00 —
replaces Notes A & B) $ 20,000,000 $ 0
Note C
(dated 09/28/00) 20,000,000 0
Total Principal $ 40,000,000 $ 20,000,000

The Presidio Trust Act granted the Trust the authority to borrow from

the U.S. Treasury. The aggregate amount of outstanding obligations

at any one time is limited to $50 million. These borrowings are

intended to finance building and infrastructure rehabilitation by the

Trust. Borrowing is contingent on the Secretary of the Treasury

determining that the projects to be funded from the proceeds are

creditworthy. In 1999, the Trust and the Secretary of the Treasury
established a written borrowing agreement to advance funds for
capital improvement projects. The Trust must execute a promissory
note for any requested amount to evidence the obligation of the Trust
to repay the Treasury the sum advanced, together with any late

charges that might be incurred.

An advance request for $20 million was made at the end of Fiscal
Year 2000 to the Treasury for capital improvement projects. The
request form was dated September 28, 2000, and the $20 million
advance was transferred to the Trust’s Treasury account on September
29, 2000. In exchange, the Trust provided a promissory note for $20
million to the BPD. In addition, Note C dated September 29, 2000
was executed and delivered by the Trust in substitution for Note A
and Note B, previously executed and delivered by the Trust to
Treasury. From and after the effective date, all amounts outstanding
under Note A and Note B are deemed to be amounts outstanding
under Note C dated September 29, 2000.

1) Note A

Principal amount was $10 million, the amount of the actual request
intended for the capital improvement projects activities in, on, or in
support of the particular Trust assets, specifically the Baker Beach
Apartments. The note included a pledge by the Trust to the Treasury
of all rents, revenues, income, and proceeds arising out the Trust’s
administration, operation, and leasing of the assets that had been

improved.

The Trust represented to the Treasury that the revenues had not been
pledged in favor of any other person and would not as long as Note A
was outstanding. Note A could be modified by amendments,
extensions, and renewals as may be agreed upon time to time by the
Treasury and the Trust. The note had a maturity date of December
31, 1999, and incurred interest at 4.8%.
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2) Note B

Principal amount was $10 million, the difference between the $20
million advance request and the amount of Note A described above.
The Trust was instructed to place this amount in an escrow account.
The note included a pledge, by the Trust to the Treasury, for the
amount in the escrow account and any interest it earned. The escrow
account was used by the BPD to invest into governmental securities
that bear the same rate as the Trust’s interest rate for the borrowed
funds. The Trust also represented that the escrow account had not
been pledged to any person and would not as long as Note B was
outstanding. If the note had not been paid by the maturity date, then
the amount would have been returned to the Treasury. The note had
a maturity date of December 31, 1999, and incurred interest at 4.8%.
The BPD invested the funds of the escrow account into government
securities through their investment department. The interest earned
was recorded in a governmental interest receipt account and used to

pay the interest owed to the Treasury.

3) Note C (dated 09/29/00)
Principal amount is $20 million and replaced Note A and B. The

amount of the request was intended for the capital improvement
project activities in, on, or in support of the particular Trust assets,
specifically the Baker Beach Apartments, Building 220 and Building
36. The note includes a pledge by the Trust to the Treasury of all
rents, revenues, income, and proceeds arising out the Trusts
administration, operation, and leasing of the specific assets (Baker
Beach Apartments, Building 220 and Building 36) that have been
improved. The note carries an interest rate of 6.122% and matures
on September 30, 2029.

4) Note C (dated 09/28/00)

Principal amount is $20 million. The amount of the request is
intended for the capital improvement project activities in, on, or in
support of any Trust assets. The note includes a pledge by the Trust to
the Treasury of all rents, revenues, income, and proceeds arising out

the Trust’s administration, operation, and leasing of the Baker Beach

Apartments, Building 220 and Building 36. The note carries an
interest rate of 6.122% and matures on September 30, 2029.

The BPD invested the unused portion of the account in government
securities through their investment department. The interest earned
was recorded in a governmental interest receipt account and used to

pay the interest owed to the Treasury.

The Trust incurred $1,103,464 and $220,931 in interest cost in 2000

and 1999, respectively, all of which was included in program costs.

10. OBLIGATION UNDER CAPITAL LEASE

Future minimum payments under the Trust’s capital leases are as

follows:

Fiscal Year |21 |
2001 $ 766,106
2002 762,156
2003 762,156
2004 762,156
2005 718,705
Thereafter 59,563

Total minimum lease payments 3,830,842
Less: amounts representing interest 935,933
Present value of minimum lease payments $ 2,895,339

11. SECURITY DEPOSITS

The residential lease management company, the John Stewart
Company, collects security deposits from the residential tenants and
transfers the deposits to the Trust. The Trust also collects security

deposits from certain non-residential leases managed by the Trust.
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12. DIRECT LOANS AND LOAN GUARANTEE,
NON-FEDERAL BORROWERS

The Trust has authority to operate the following direct loan and/or

103['1 guarantee programs:

¢ The Trust is empowered to provide direct loans to non-federal

borrowers. As of September 30, 2000, the Trust had not exercised

this authority.

¢ The Trust is empowered to guarantee loans of non-federal
borrowers for construction and renovation. As of September 30,

2000, the Trust had not exercised this authority.

13. UNEXPENDED APPROPRIATIONS

September 30,
2000 1999
Appropriations $ 0 $ 1,313
Undelivered orders 186,281 520,933
Total Unexpended
Appropriations $ 186,281 $ 522,246

There is an additional $3,795,802 of undelivered orders related to
budgetary resources other than appropriated funds.

14. PROGRAM COSTS BY OBJECT CLASS

September 30,

2000 1999
Personal Services
and Benefits $ 19,084,593 $ 15,714,295
Contractual Services 12,511,727 10,331,282
Travel and
Transportation 248,526 413,822
Rental, Communication,
and Utilities 4,895,161 4,609,540
Printing and
Reproduction 397,890 327,793
Supplies and Materials 2,440,057 2,141,811
Equipment and
Fixed Assets 5,463,421 4,446,034
Other 113,212 226,834
Finance and Insurance 1,373,178 0
Total Program Costs $ 46,527,765 $ 38,211,411

Certain residential lease operating expenses, aggregating

approximately $1,150,000 and $820,000 in 2000 and 1999,
respectively, have been deducted from residential lease operating
income in the Statement of Net Cost.
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15. LEASES

Trust as Lessor

Operating Leases

Description of Lease Arrangements: The Trust’s properties are being
leased under operating leases that expire over the next 50 years. The
Trust expects that these leases will be renewed or replaced by other
leases in the normal course of business. In addition, the lease over the
golf course is operated under a contingent rental agreement wherein
the monthly rental revenue is a percent of the lessee’s monthly

revenue; the Trust recognizes this revenue when payment is received.

Additionally, the Trust has three other lessees that operate under
contingent rental agreements wherein the monthly rent is a percent of
the lessee’s monthly revenue; however, the lessees remit their monthly
rental payments to a separate government improvement account at a
commercial bank. The rental payments are accumulated and can be
used for improvements to the leased buildings. The Trust does not
have signatory authority over the bank accounts and receives no

rental payments related to these leases. All improvements funded from
these accounts must be mutually approved by both the lessee and the
Trust. The Trust recognizes the payments made to the government
improvement account as rental revenues. The balance of the
commercial accounts totals $873,652 and $470,372 in 2000 and
1999, respectively and is included in other assets. The lease terms
expire in 2001 to 2006.

The Trust also provides housing free of charge or at reduced rental
rate to certain employees of the Trust and other governmental

agencies.

Minimum future lease payments to be received under non-cancelable

operating leases are as follows:

Fiscal Year
2001 $ 4,053,339
2002 5,099,608
2003 4,920,869
2004 3,827,638
2005 3,244,685
Thereafter 30,830,186

Total $ 51,976,325

16. TRANSFER IN AT INCEPTION - CASH

| 23 |
Prior to the transfer of the golf course assets to the Trust, Arnold

Palmer Golf Management Company (Arnold Palmer), the golf course
management company, was required by the NPS to place all rental
revenues into a government improvement account (GIA). In 1998,
the NPS transferred funds out of the GIA and, at inception of the
Trust, the NPS transferred $2,202,745 to the Trust. In 1999, Arnold
Palmer closed the GIA and transferred $1,521,391 to the Trust.

Such amount is reflected as earned revenue in the 1999 Statement

of Net Cost.
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‘ Supplemental Information
September 30, 2000

INTRAGOVERNMENTAL ASSETS AND LIABILITIES

Assets
Agency Investments Accounts Fund Balance
Receivable with Treasury
Department of the Treasury $ 91,085,283 $ 0 $ 1,286,900
Department of the Army 0 1,380,652 0
National Park Service 0 589,557 0
Other federal agencies 0 317,300 0
| 24| Total $ 91,085,283 $ 2,287,509 $ 1,286,900
Liabilities
Agency Accounts Advance for Advances for Debt
Payable Capital Environmental
Improvements Cleanup
Department of the Treasury ~ $ 0 $ 0 $ 0 $ 40,000,000
Department of the Army 0 1,274,970 42,378,812 0
National Park Service 6,359,693 0 0 0
Other 123,854 0 0 0
Total $ 6,483,547 $ 1,274,970 $ 42,378,812 $ 40,000,000

DEFERRED MAINTENANCE

The Trust determined that the NPS and the Army had deferred maintenance to many of the buildings that were transferred to the Trust.
Using an Inventory Condition Assessment Program document from the NPS upon receipt of the property and an assessment survey by Trust
personnel, the Trust determined that there is $1 million of deferred maintenance to buildings at the Presidio. There is no deferred maintenance

for any other major class of asset.



The Presidio Trust

Report of Independent Auditors on Internal Control

- M Ernst & Young LLP & Phone 415 951 3000
:-'-—II ERNST& YOUNG Suite 1700 www.ey.com

555 California Street
San Francisco, CA 94104

Report of Independent Auditors on Internal Control

To the Board of Directors of
The Presidio Trust

We have audited the balance sheets of the Presidio Trust (the Trust) as of September 30, 2000 and 1999, and the related statements of net cost, budgetary
resources, financing and changes in net position, for the years then ended, and have issued our report thereon dated December 28, 2000.

Except for the matter discussed in the third paragraph of our report on the financial statements, we conducted our audit in accordance with auditing standards
generally accepted in the United States; the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller | 25 |
General of the United States; and, Office of Management and Budget (OMB) Bulletin No. 01-02, Audit Requirements for Federal Financial Statements.

In planning and performing our audits, we considered the Trust’s internal control over financial reporting by obtaining an understanding of the Trust’s internal
control, determined whether these internal control had been placed in operation, assessed control risk, and performed tests of controls in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements. We limited our internal control testing to those controls necessary to
achieve the objectives described in OMB Bulletin No. 01-02. We did not test all internal control relevant to operating objectives as broadly defined by the
Federal Managers’ Financial Integrity Act of 1982, such as those controls relevant to ensuring efficient operations. The objective of our audits was not to
provide assurance on internal control. Consequently, we do not provide an opinion on internal control.

The management of the Trust is responsible for establishing and maintaining internal control. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and related costs on internal control policies and procedures. The objectives of internal control are to
provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized use or disposition, and that
transactions are executed in accordance with management’s authorization and recorded properly to permit the preparation of financial statements in conformity
with accounting principles generally accepted in the United States; and data that supports reported performance measures are properly recorded and accounted
for to permit preparation of reliable and complete performance information. Because of inherent limitations in any internal control, errors and irregularities may
nevertheless occur and not be detected. Also, projection of any evaluation of internal control to future periods is subject to the risk that procedures may become
inadequate because of changes in conditions or that the effectiveness of the design and operation of policies and procedures may deteriorate.

Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control over financial reporting that
might be reportable conditions. Under standards issued by the American Institute of Certified Public Accountants, reportable conditions are matters coming to
our attention relating to significant deficiencies in the design or operation of the internal control that, in our judgment, could adversely affect the agency’s
ability to record, process, summarize, and report financial data consistent with the assertions by management in the financial statements. Material weaknesses
are reportable conditions in which the design or operation of one or more of the internal control components does not reduce to relatively low levels the risk that
misstatements in amounts that would be material in relation to the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. Because of inherent limitations in internal control, misstatements, losses, or non-
compliance may never the less occur and not be detected. However, we noted certain matters discussed in the following paragraphs involving the internal
control and its operation that we consider to be reportable conditions -- the first matter noted in the following we consider to be a material weakness.
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MATERIAL WEAKNESS
Integrated Financial Management Systems

Management has informed us that the Trust’s Financial Accounting System (GLOWS) was recommended by the Office of Management and Budget (OMB) and
installed during FY1998 by the Treasury Department’s Financial Management Service (FMS). The Trust has determined that improvements are necessary to
provide adequate integrated reporting of financial data from each of the various activity sectors within the Trust. We concur in this assessment. The lack of an
integrated computerized financial accounting system impairs the ability of management to prepare interim and year end financial reports in a timely manner.

Recommendations

We recommend that Trust management implement an integrated software solution that will assist it to cffcctively identify, track and record transactions to
increase the efficiency of its processes and reduce duplicative work steps. We understand that the Trust’s management also recognizes this need.

REPORTABLE CONDITIONS
Real Property

On July 1, 1998, the Trust assumed jurisdiction over approximately 1,100 acres of federal land and over 800 buildings from the National Park Service. The
United States Army previously administered the property. Many of the structures are greater than 40 years old and pursuant to Trust depreciation policies were
fully depreciated at the point of transfer. SFFAS #6—Accounting for Property, Plant and Equipment (PPE)— requires PPE to be recognized when title passes to
the entity. Additionally, SFFAS #6 requires that the cost of general PPE transferred from other federal entities be either the cost recorded by the transferring
entity, net of accumulated depreciation; if such amounts can not be reasonably ascertained, the cost of the PPE is to be its fair value at the time transferred.

Due to the lack of available information from the National Park Service and the United States Army, the Trust valued buildings less than 40 years old by using
appropriate construction industry indices, less an accumulated depreciation adjustment to ascertain net asset value at the date of the Trust’s formation.
However, improvements made to buildings over 40 years old and land improvements have been valued at zero net book value but may still have a net cost value.
Per SFFAS #6, the Trust should record these improvements at fair value. Estimating the values of these improvements would be a process that the Trust
considers to be lengthy, cost prohibitive and which would result in information that is meaningless to the users of the Trust’s financial statements. In addition,
The Letterman Hospital facility, which was constructed within the last 40 years, is also reflected at a net book value of $0 due to limitations in valuing a hospital
facility that is designated for demolition in year 2001. We were unable to satisfy ourselves as to the estimate of the carrying amount for these assets.

Recommendations

We recommend that management explore alternative approaches to valuing building and land improvements.
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Formalized Supervisory Review — Manual Journal Entries Posted to GLOWS

Manual journal entries posted to GLOWS should require supervisory review. We noted during our test of controls that processes in the revenue, budget and
capital projects cycle either need to be implemented and/or strengthened. Accounting transactions requiring a manual entry are entered by the Budget and
Finance Analyst via journal entry forms. We noted a number of journal vouchers that had been posted without the Controller’s approval.

Recommendations

We recommend that the Trust implement policies and procedures to ensure that work performed by staff is reviewed and formally approved by the controller
prior to entry into GLOWS.

Control Environment

Although the Trust management is responsible for establishing a control environment throughout the organization, we noted certain control deficiencies, that if
not addressed, could lead to potential loss, fraud and irregularities that may not be promptly detected.

Control Environment — Comprehensive Set of Accounting Policies

Currently, the Trust’s accounting department is running on a draft set of accounting policies and procedures, which has been submitted to the Trust’s legal
department for review and finalization.

Recommendations

We recommend that management of the Trust finalize the current draft set of accounting policies and procedures. Formal executed documentation of such
procedures supports the activities of Trust personnel by ensuring consistent treatment of transactions and a smooth transition of special activities and
responsibilities in the event of employee turnover or job changes.

Current EDP Environment

Currently, the Trust does not have a business continuity plan or disaster recovery plan, and the Trust does not have a formal schedule to store backup tapes off-
site, exposing the Trust’s information systems to the risk of data loss. Additionally, the weakness of the controls around network passwords and network remote
access make the Trust’s information systems susceptible to unauthorized users gaining access to sensitive data or disabling the system.

Recommendations

We recommend that the Trust evaluate the needs for developing a formal business continuity plan detailing the necessary procedures to ensure a timely recovery
of computer and general business process to minimize potential losses, as well as develop a disaster recovery plan and begin a formal process of storing backup
tapes off-site. Additionally, we recommend that formal password setup standards and policies be established and enforced for all systems and applications, and
that remote access is reserved for users with specific remote access requirements.
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In addition, we also considered the Trust’s internal control over Required Supplementary Stewardship Information by obtaining an understanding of the Trust’s
internal control, determined whether this internal control had been placed in operation, assessed control risk, and performed tests of controls as required by
OMB Bulletin No. 01-02 and not to provide assurance on internal control. Accordingly, we do not provide assurance on such controls.

Finally, with respect to internal control related to performance measures reported in the Overview, we obtained an understanding of the design of significant
internal control relating to the existence and completeness assertions, as required by OMB Bulletin No. 01-02. Our procedures were not designed to provide
assurance on internal control over reported performance measures, and, accordingly, we do not provide an opinion on such controls.

We noted other matters involving the internal control over financial reporting that we have reported to management of the Trust in a separate letter dated
December 28, 2000.

This letter intended solely for the information and use of the management of the Trust, its Board of Directors, OMB and Congress, and is not intended to be and

should not be used by anyone other than these specified parties. ‘

December 28, 2000
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Report of Indcpendent Auditors on Compliance with Laws and Regulations

To the Board of Directors of
The Presidio Trust

We have audited the balance sheets of The Presidio Trust (the Trust) as of September 30, 2000 and 1999, and the related statements of net cost, budgetary
resources, financing and changes in net position for the years then ended, and have issued our report thereon dated December 28, 2000.

Except for the matter discussed in the third paragraph of our report on the financial statements, we conducted our audit in accordance with auditing standards
generally accepted in the United States, the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States and Office of Management and Budget (OMB) Bulletin No. 01-02, Audit Requirements for Federal Financial Statements.

The management of the Trust is responsible for complying with laws and regulations applicable to the Trust. As part of obtaining reasonable assurance about
whether the Trust’s financial statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws and regulations,
noncompliance with which could have a direct and material effect on the determination of financial statement amounts and certain other laws and regulations
specified in OMB Bulletin No. 01-02. We limited our tests of compliance to these provisions and we did not test compliance with all laws and regulations
applicable to the Trust. We caution that noncompliance may occur and not be detected by the tests performed and that such testing may not be sufficient for
other purposes.

The results of our tests of compliance with the laws and regulations described in the preceding paragraph disclosed no instances of non-compliance with other
laws and regulations that are required to be reported under Government Auditing Standards and/or OMB Bulletin No. 01-02.

The Report of Independent Auditors on Internal Control and our separate management letter both dated December 28, 2000, includes information related to the
financial management systems that were found not to comply with the requirements, relevant facts pertaining to the noncompliance, and our recommendations
related to the specific issues presented. It is our understanding that management agrees with the facts as presented, and relevant comments from the Trust’s
management responsible for addressing the noncompliance, including management’s proposed plan, will be provided as an attachment to this report.

Providing an opinion on compliance with certain provisions of laws and regulations was not an objective of our audits and, accordingly, we do not express such
an opinion.

This report is intended solely for the information and use of the management of the Trust, its Board of Directors, OMB and Congress, and is not intended to be

and should not be used by anyone other than these specified parties.

December 28, 2000
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The Trust is pleased to report our accomplishments in the past fiscal year, as indicated in these financial statements and notes, as well as in our

Year-End Report to Congress.

Fiscal Year 2000 was only the second year that the Trust prepared financial statements and managed its own accounting function. Prior to
October 1, 1998, the National Park Service managed the Trust’s accounts. The Trust went live with its first financial accounting system, Orion’s

GLOWS, on October 1, 1998.

As the Trust has grown in size and in complexity, it has become clear that the Orion GLOWS financial accounting system is no longer
adequate to meet our management needs. The Treasury Departments Center for Applied Financial Management installed GLOWS, an OMB-
approved accounting system, in 1998. The system has enabled the Trust to manage its Treasury accounts but is not configured adequately to

capture and assign costs in a manner that we believe effectively informs management decisions.

During Fiscal Year 2000, the Trust conducted a “needs analysis” of all of its business operations to determine what new financial accounting
system would be most appropriate. Based on the outcome of this study, the Trust decided to purchase, and is currently installing, an upgraded
integrated computerized financial system. The Trust will go live with the new core financial and cost accounting system modules by October 1,
2001, the first day of Fiscal Year 2002. The Trust will subsequently install additional modules during Fiscal Year 2002. This activity represents
a decision by management to move toward automation of as many of the Trust’s transactions as possible, an effort we believe will result in
significant operational savings. It also implements a recommendation by the Trust’s auditors to install a fully integrated computerized

accounting system.

We are pleased that our auditors have reported that our financial statements fairly reflect the financial activity of the Trust with the exception
of real estate valuation. We have taken steps to improve our internal controls that are codified in the Trust’s accounting policies and procedures.
The policies and procedures are guiding the current financial activity and will be formally adopted this year. We have also implemented

additional safeguards in the area of supervisory review and EDP password protection.

The Trust’s new Information Systems Manager has taken an active role in upgrading EDP processes. He has implemented more stringent
security measures for our computer systems and resolved the issues raised in the internal control report. We are confident that our internal

controls regarding EDP will be in order by the end of the new fiscal year.
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With respect to valuing improvements made to buildings and infrastructure by the U.S. Army and National Park Service prior to the Trust’s
assumption of jurisdiction over the Presidio, the Trust is unable to determine the value of improvements completed by the other agencies.

The Trust does not have access to auditable documentation supporting this work. Given the concern raised by auditors regarding the valuation
of these items, the Trust will consider alternative methods for determining their value. Regarding valuation of the obsolete and unusable
Letterman hospital and research center, the Trust anticipates deconstruction of the structures by the end of Fiscal Year 2001. Therefore, the

Trust does not consider the hospital to have any monetary value.

Again, we appreciate the recommendations provided in this report and will consider them carefully as we implement our new financial system
during the current fiscal year. We take great pride in the fact that we have been able to manage our financial operations in an exemplary

manner while also building a multi-faceted, fast-growing organization.

Very truly yours,

(IER

..’-77’9—-7

Mr. James Meadows

Executive Director

%{ { ¢
Mr. Craig Middleton

Chief Operations Officer

Francene Gross

Controller



