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SUBJECT: Substitution of the Letter of Credit for the Outstanding

Variable Rate Debt

GENERAL MANAGER’'S RECOMMENDATICON:

That the Board adopts Resolution No. 4172 approving the form of
documents required for a substitution of the Letter of Credit
(LOC) for the outstanding varliable rate debt, approve the Bond
Counsel BAgreement, and authorizing the General Manager to
execute the documents.

COMMITTEE ACTION:

See Attachment A.

PURPOSE :

To obtain approval by the Board to amend the Installment Sale
Agreement for the 1596 Variable Rate Demand Certificates of
Participation, to esxecute a Reimbursement Agreement with Union
Bank in connection with substitution of the existing lettexr of
credit securing the Certificates, authorize distribution of a
Reoffering Memorandum xelating to the substitution of the letter
of credit, and approve the Bond Counsel Agreement .

ANALYSIS:
SUMMARY

The District’s 1936 Variable Rate Demand Cerctificates of
Participation (1986 COPs) are secured by a letter of credit
issued by Heleba Landesbank Hessen-Thuringen Girozentrale
(Helaba), which was scheduled to expire on June 10, 2011. Staff




has obtained a replacement letter of credit from Union Bank,
N.A., through a competitive bid process as well as a 30-day
extension of the existing letter of credit to provide for an
orderly substitution on or about June 30, 2011.

The 1996 COPs pay interest at a 7-day wvariable rate and are
subject to tender on a weekly basis. A letter of credit (LOC)
is required for the 1996 COPs to provide liguidity in the event
of such tender, as well as credit support for the issue.

The District’s continued Capital Improvement Program requires
the ongoing financial funding provided by this debt while the
variable rate accomplishes this at a very low cost.

The General Manager has secured the services of Suzanne Harrell,
Harrell & Company Advisors, LLC as the Financial Advisor and the
legal firm of Stradling, Yocca, Carlson & Rauth to serve as Bond
Counsel. Both of these firms were selected due to their
excellent work in the past, reasconable fees, and familiarity of
the District. Due to these factors, the work can be completed
in the short turnaround time required.

Certain documents are required in connection with the
substitution of the letter of credit, including a Reimbursement
Agreement with Union Bank and a Reoffering Memorandum describing
the security for the 1996 COPs for the remarketing of the 1996
COPs on June 30, 2011. The resolutions presented to the
District and the Corporation provide for approval of these
documents, approval to amend the existing Installment Sale
Agreement and to authorize execution of the documents.

BACKGROUND

The District currently has five series of outstanding debt and
one loan from the State of California. Four of the debt
issuances are a fixed rate, and only the 1996 COPs bear interest
at a variable rate.

The 1996 COPs are issued in the par amount of $15,400,000, of
which $11,300,000 is currently outstanding and matures in 2026.
The debt was sold by the District to finance the cost of design,
acquisition, and construction of certain capital improvements.
The debt has a LOC for both credit enhancement and liquidity
guarantee provided by Helaba. The LOC allows the interest cost
to float at a variable rate, based on a short-term seven-day
rate.



Recently, Heleba indicated that they are no longer interested in
providing LOCs for debt of the size of the outstanding 1996 COPs
as well as a desire to reduce their exposure to California debt

in general. As a result, they have opted to discontinue their
services as the LOC Bank. Staff has obtained a replacement
letter of credit from Union Bank, N.A., through a competitive

bid process as well as a 30-day extension of the Heleba letter
of credit to provide for an orderly substitution on or about
June 30, 2011.

Substitutions of LOC’s are a common occurrence and should raise

no concerns. This is a simple substitution with no substantive
changes in the debt (the 1996 COPs will have the same maturity
and repayment schedule). The most significant change is that

Union Bank has a single “A” rating whereas Heleba had a AA
rating. Staff did not receive any proposals from banks with AA
ratings. This was due to the size of the issue as well as the
limited number of AA banks.

The new LOC will enable the 1996 COPs to remain as variable rate
debt. This action is consistent with the strategic goal to
provide for sound financing of District facilities.

OPTIONS

When the Heleba Letter of Credit expires, instead of
substituting the LOC and allowing the debt to remain
outstanding, the District could consider using its existing
reserves to payoff this debt. However, the District’s reserves
would then fall below the target levels and even below the
minimum levels outlined in the Reserve Policy. This would put
the District in the position of borrowing other funds at a
higher cost.

With the termination of the existing LOC, the District could
exercise an option to convert the debt to a fixed rate. Staff,
with the assistance of Suzanne Harrell, have determined that the
variable rate debt remains financially beneficial to the
District. Over the remaining life of the debt, the District is
expected to save approximately $700,000 dollars by retaining the
variable rate as compared to a fixed rate, taking in the cost of
the LOC substitution. This analysis is required by District’s
debt policy relating to any conversion of variable rate debt to
fixed rate debt. The variable rate debt is approximately 10%
of the District’s total debt portfolio, and therefore, the
District’s exposure to fluctuation in interest rates is minimal
and manageable.



Maintaining this variable rate debt will also enhance the
flexibility of the District to pay down debt as this debt can be
prepaid on 30 days notice with no premium. However, based on
the District’'s six-year rate model, the District will need to
retain the debt for at least the next six years.

PARTIES AND COSTS

Unlike a new debt issuance, where all costs to establish the
debt arxe paid from the proceeds of the debt issuance, on this
substitution the costs will be paid from the District's
reserves. The following parties are key in order to complete
the LOC substitution. The list below shows the various parties
and the related costs.

LOC Bank 100 basis points per year, and $5,000
closing costs

LOC Bank Counsel $40, 000

Financial Advisor $25.000 paid only if transaction is
completed

Bond Counsel 340,000 paid only if transaction is

completed, and 52,500 closing costs
Disclosure Counsel $10.000 forxr L0(b)S opinion required by
Remarketing Rgent paid only if transaction
is compleced
Rating Agency $5,000

The Financial Advisor, the Bond Couneel, and the Disclosure
Counsel were selected underxr the General Manager's authority
based on their prior work with the District and the
reasonableness of their fees. This matter is tame sensitive so
their availability and ability to start working on this project
on such shorf notice was a tremendous benefit Lo the District.

The rating agency fees are estimated above and are in line with
other similar transactions.

The LOC Bank Counsel fees and the LOC Bank fee were
competitively bid and were a part of the Union Bank proposal.

FISCAL IMBACT: i

v

The one-time costs to substitute the LOC are expected to be
approximately $127,500. The annual LOC costs are not expected
to be significantly different from the existing LOC, and will be
approximately $110,000 per year. The net result of maintaining



this variable rate debt as compared to a fixed rate borrowing 1s
expected to save the District, after the one-time costs,
approximately $700,000 over the next fifteeen years - most of
which 1s realized during the next seven years.

STRATEGIC GOAL:

Sound financing of District facilities.

LEGAL IMPACT:

None .

A ) J

Eﬁughul Manager

Atcachments:
A) Committee Action Form
B) Resolution No. 4172
C) Reoffering Memorandum
D) First Amendment to Installment Sale Agreement
E) Reimbursement Agreement
F) Bond Counsel Agreement






An RFP was forwarded to six (6) banks and it is expected
that staff will present a recommendation to the board at
the May 16 Special Board meeting along with the required
resolutions for both the Otay Water District and the Otay
Service Corporation to adopt in order to acquire a
replacement LOC for the variable debt issuance.

Ms. Harrell indicated that the wvariable debt (Certificates
of Participation) was issued by the District in 1996 and
was secured by installment payments by the Otay Water
District to the Otay Service Corporation. The agreement
relates to both Otay Water District and the Otay Service
Corporation and is the reason both bodies must take action.

The District and the Otay Service Corporation will also be
asked to approve the form of the Reimbursement Agreement
which will delineate how the bank, providing the LOC, will
be reimbursed if there is ever a draw on the LOC.

It was noted that there will be a minor modification to the
existing Trust Agreement to which the original certificates
were issued to conform with the terms of the new
Reimbursement Agreement. The Installment Sale Agreement
will also be modified to include more contemporary language
to match the 2004, 2007 and 2010 issuances.

Staff will be requesting that the Board authorize the
General Manager of the District and the Chief Financial
Officer of the Service Corporation to execute all the
necessary documents associated to acquire the replacement
LOC.

The RFP deadline is Monday, April 25. On April 26 the
District will review the proposals received and make a
selection. It was noted that the banks who were forwarded
the RFP are ‘AA’' and ‘A’ credit banks. The current bank is
an ‘AA’' credit bank. An ‘A’ credit bank will require that
the District pay a little more interest, however, the
District will look at the overall cost of the various
options and select the option that would provide the least
cost.

It was discussed that the District could convert the debt
to a fixed rate debt. However, after evaluating doing so,
staff determined that it is still less expensive to keep it



a variable rate debt. Also, in six or seven years, the
District may be in a position to pay some debt off. At
that time, this variable rate debt can easily be paid off
or down. It was further discused that the variable rate
debt 1s a small portion of the debt portfolio, so any
volatility in interest rates would not have a dramatic
effect on net portfolio interest expense. Staff also, per
policy, reviews the District’s outstanding debt
periodically to determine if it would be cost effective to
convert the debt to a fixed rate, pay it off, etc. The
current interest rate on the variable debt is approximately
1.5%. The rate on new fixed rate debts would be
approximately 5%.

The committee supported staffs’ recommendation and suggested
that staff present this item at the May 16, 2011 Special Board
Meeting. However, the bond documents were not finalized by the
May 16 board meeting and, Helaba had provided a 30-day extensiocn
on the LOC, which allowed staff to move the presentation of this
item to the June 1, 2011 regularly scheduled meeting.



ATTACHMENT B

RESOLUTION NO. 4172

RESOLUTION OF THE BOARD OF DIRECTORS OF THE OTAY
WATER DISTRICT APPROVING CERTAIN DOCUMENTS AND
AUTHORIZING CERTAIN ACTIONS IN CONNECTION WITH A
CREDIT SUBSTITUTION AND REMARKETING OF THE OTAY
WATER DISTRICT VARIABLE RATE DEMAND
CERTIFICATES OF PARTICIPATION (1996 CAPITAL
PROJECTS)

WHEREAS, the Olay Water District (the “District”) and the Otay Service Corporation (the
“Corporation”) have previously entered into an Installment Sale Agreement dated as of June |, 1996
(the “Installment Sale Agreement”) and that certain Trust Agreement dated as of June I, 1996 (the
“Trust Agreement”) by and among the District, the Corporation and the Bank of New York Mellon
Trust Company, N.A. (as successor trustee to Chemical Trust Company of California) (the
“Trustee”) pursuant to which the Otay Water District Variable Rate Demand Certificates of
Participation (1996 Capital Projects) (the “Certificates’) were executed and delivered; and

WHEREAS, the letter of credit securing the repayment of the Certificates under the Trust
Agreement is expiring and will not be renewed; and

WHEREAS, the District desires to cause a substitute letter of credit (the “Letter of Credit™)
from Union Bank, N.A. (the “Bank™) to be delivered to the Trustee to replace the existing letter of
credit; and

WHEREAS, the substitution of the Letter of Credit from the Bank will result in a mandatory
tender and remarketing of the Certificates under the terms of the Trust Agreement; and

WHEREAS, in order to effectuate the substitution of the Letter of Credit to be provided by
the Bank and the remarketing of the Certificates, there has been presented to the District the forms of
the following documents for approval:

) A Preliminary Reoffering Memorandum;

(2) A Reimbursement Agreement (the “Reimbursement Agreement”) by and between the
District and the Bank;

3) A First Amendment to Installment Sale Agreement (the “First Amendment (o
Installment Sale Agreement”) by and between the District and the Corporation; and

@) Bond Counsel Agreement with Stradling Yocca Carlson & Rauth, a Professional
Corporation.

WHEREAS, the execution and delivery of the foregoing documents are necessary to
effectuate the remarketing of the Certificates which the Board of Directors has determined to be in
the best interests of the District;
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NOW, THEREFORE, the Board of Directors of the Otay Water District does hereby
RESOLVE, DETERMINE and ORDER as follows:

Section 1. Each of the above recitals is true and correct and is adopted by the legislative
body of the District.

Section 2. The forms of the First Amendment to Installment Sale Agreement and the
Reimbursement Agreement (collectively, the “District Agreements”) are hereby approved and each
of the President of the Board of Directors, the Vice President of the Board of Directors, the
Treasurer, the General Manager, the Chief Financial Officer, and their written designees (each an
“Authorized Officer” and collectively the “Authorized Officers”), acting alone, is hereby authorized
and directed to execute and deliver the District Agreements in the name of and on behalf of the
District, in substantially the form and content now before this meeting, but with such changes,
modifications, additions and deletions therein as shall be deemed necessary, desirable or appropriate
by the Authorized Officer or Authorized Officers executing the same, such approval to be
conclusively evidenced by the execution and delivery thereof by one or more of the Authorized
Officers.

Section 3. The form of Preliminary Reoffering Memorandum presented at this meeting
is hereby approved and the Remarketing Agent is hereby authorized to distribute the Preliminary
Reoffering Memorandum to prospective purchasers of the Certificates in the form hereby approved,
together with such additions thereto and changes therein as are determined necessary by the General
Manager or the Chief Financial Officer, or their written designees, to make such Preliminary
Reoffering Memorandum final as of its date for purposes of Rule 15c2-12 of the Securities and
Exchange Commission, including, but not limited to, such additions and changes as are necessary to
make all information set forth therein accurate and not misleading. Each of the Authorized Officers
is hereby authorized to execute, approve, and deliver the final Reoffering Memorandum in the form
of the Preliminary Reoffering Memorandum, together with such changes as are determined necessary
by the General Manager or the Chief Financial Officer, or their written designees, to make such
Reoffering Memorandum complete and accurate as of its date.

Section 4. Pursuant to Governmenl Code Section 5922, the Board hereby determines
that the Letter of Credit to be provided by the Bank and the Reimbursement Agreement are necessary
and appropriate to place the obligations of the District related to the Certificates on a variable rate
basis, and further determines that, the Letter of Credit is designed to reduce the total amount of
interest to be paid by the District and to result in a lower cost of borrowing when used in combination
with the Certificates. The Reimbursement Agreement will be executed in accordance with the
provisions of Government Code Section 5922(c).

Section S. The Authorized Officers are each authorized lo execute a contract with
Stradling Yocca Carlson & Rauth, a Professional Corporation, to act as Bond Counsel to the District
with respect to the remarketing of the Certificates, which contract shall be in substantially the form
on file with the Secretary, together with such changes as must be approved by the Authorized Officer
executing the same.

Section 6. The Authorized Officers are hereby authorized and directed, to do any and all
things and to execute and deliver any and all documents, including amendments to any of the existing
documents and agreements relating to the Certificates, which they may deem necessary or advisable
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in order to consummate the execution and delivery of the Letter of Credit and the remarkeling of the
Certificates and otherwise to effectuate the purposes of this resolution.

Section 7. This resolution shall take effect upon its adoption.

ADOPTED, SIGNED and APPROVED at a regular meeting of the District this |6th day of
May, 2011.

President of the Board of Directors of the Olay Water

District
ATTEST:
Secretary of the
Board of Directors of the
Otay Water District
3
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ATTACHMENT C

REQFFERING — NOT A NEW = K-ENTRY-0ONL, BATING
Slandard & Poor's:
(S5ee “CONCLUDING INFORMATION - Rarlng 00 rhe Coriileaie ™ hereiny

Ot June 18, 1996, Beer Bt & Kvieger LLP. Rivesside, Colifornia, Spreinl Counsef fo the Dlvrict. defivered thelr opinion in conacriion with the execition
ond delivery of the 1998 Certtficates. Stch vphniol staiad thot. bused upon an anidysls of then xiianeg siamies, vegulutions, rufings and judiclal decisions,
nnd wining, omong other maltcry, ownpliance with certpln covenonis ond sequirements. tlre inioes componeai of the fnxiallingr: Payments mode by the
District undur the Inyioliroem Soic Agrecmend and ricelved by the Certificaic Owaels was excluded from grosx income for feder income 1ax purpasdd, wal
agy an jreny gf tax preforence for purposer of fedaral individunl or corporate altermaiive prinimum tav, but such intertst component moay be included in the
cudeviation f corporadion ohienntive minimum tatoble income. In the furiker opinion of Spaciol Cowsel yuch fatarast compongnt was exgmpl finm State of
Cotfornia personal income tores. In connaciion with the detiwery of the Lewrer of Oredlt, Spacia! Counsed will dellvar their oplalow that such detivirv of the
Leiter of Credlt will pot, m snd of uself, resull in the inelusion of compomens gf the Insintiment Poymanis in gross income for purpnyes of fadhevol income
taxpiion, Speciol Counsel hay not tohen and doey mot bntend to toke ony ociion 1o updote sikch opunge or 1o determing {f ihe 1atevest componant of the
Instotiment Poymenis is presenily axcluded fivin grozs income for foderof Mgome tax purponss or examp: from Sigre of Collfprnin personol income taxcy.
Sec "LEGAL MATTERS - Tax Marigyx" horeln,

AN DIE STATE OF CALIFQRNIA

$11,300,000
VARTABLE RATE DEMAND CERTIFICATES OF PARTICIPATION
(1996 CAPTTAL PROJECTS)
Evidencing Direct, Undivided Fractional fnterests in [nstallment Payments to be Made by the
OTAY WATER DISTRICT
As Purchase Price for Certain Property Pursuant to &n Installmenc Sale Agreement

Ouieg:; Date of 1nlHal Detivery CUSIP: ABBEIIAVS Dus: Sepiember i, 2026

This Reaffering Memorandum amands, supplements ond restotes the origingt Offlclal Statcinent dored Jrne 17, 1994

The Vanable Rate Demand Cendlicues of Panticipation (1996 Capital Prgjecis) (the 1996 Cariificares™ were originally exesuied and deliversd puriuzot 1o 2
Trug Agreeroent datzd 3 of Junc 1, 1998, as amerded (the “Trust Agreemend') between the Olay Waer Disider (lhe “Diswier™), the Oy Service
Comorsiion {Ihe “Corporatson™) 3d the Bank of New York Mellon Tros Company, M A, (05 successor Wisice 16 Chemical Trust Company of Califormia)
(ihe “Trumee™) and dre myadle fram installinent Paymesms 1o be mede by the Diswiel 1o the Comporion as payment {or comaim real propedty snd
iMprovtenly pursunnt 19 en Installinent $ole Agreement, ag dexeribzd hirem aud {rom tenain Munds held under the Trust Agncomend and inswiance of
condaimmauan awgrds, The 1994 Cenifignids werg cRotvied and delivered 10 provide funds for cenaln morge, udngmigsion snd Sistribudian facilitics and e
Dusiriars adminiguranivg headgudlicrs,

Paymen of the principsl sad Purchase Prick of and inlermsd componeal with respect 10 1he 1998 Cenilicaics is suppontad by an irrevotable, direci-pay lence
of credi g ba issuad by Usion Baat, N A,

InionBank

The Lotier of Credin will peronir the Teusice (o drow up (0 an amonal sullke1Cnd 10 pay: {1} the principol of rhe 1994 Cartificelct when dug] (i) 1he Purchage
Price of 1996 Cenificares that arg purchased pursvant 10 1endeis and that srg nol rermarketsd: sad ({0 up 10 M days imerest secrued on ihe 1996 Cenificaics,
all a2 deseribed ingre compltrcly inahis Meoligring Memorsadum, The Louer of Credit becomes ciictrive on Tune _, 2017 and expue an June __, 2014,
or on Ihg ¢ochicr gecwrmence of cerlain cvgnts descnbed in this Reoflltring Memoranduin,  See the captioas “THE LETTER OF CREDIT AND THE
REDABURSEMBENT AQREEMENT" sad "THE BANK." On ihe fifth Business Dy pror to 1he cxpiotion o teamiination of the Lener of Credin, the 1996
Cenliigaigs wdll be subject 1o imandaiary tender (or purchane,

On June 30, 1011, the 1996 Cenificates will be remarkeied in s Weekly Rare ong will coninue 10 Desr inicish at o Weekly Rate ynicss and gail g inergsn
Raie Period for the 1994 Cenificascs i convened 1o a Jilferont Intecest Raie Periog pursuant 10 the Trusi Agreemeny, See “APPENDIX A « SUMMARY OF
PRINCIPAL LEGAL DOCUMENTS.” While beoring intercgs g MWoekly Rite Period. increst with respect 16 the 199§ Corillicuics 15 paysble on sthe fint
Businoss Day of cath celendar month,

The Distni&e i required under the Indtatimen; Sale Agrecnwent to moke payminit in ssch Fiseal Year from Tanes and from Nor Revenuas of the Distriens
wai@r syhiem ((ho “Wates Sysiem™ in an omouni sullicicni 10 pay ihe unaudl principol 3nd Interest duc with respect 10 1he Certificact, a8 described herein
(see “SOURCES OF PAYMENT FOR THE CERTIFICATES” ond "RISX FACTORS™ hercin),

The 1996 Ceriificates arc subject 10 optidnol and imundatory sinking fund prepsyiment sad optional and waadaiory iender prior 1o moduhly a5 described
herein, The 1996 Cenifiues e slo subject 0 putchaze on whe demand of Ouwners Under cenain cironmainges, a5 descnbed in dhig Reoffering
Memorandum Sec "THE CERTIFICATES - General,” - Pregayment’” andh * Tender ang Furchase of 1996 Cemificaies™ hergin,

The 1596 Certificater were initially excouted and delivered on June 18, 1996 in donominauons of S100,000 20d any iniegrs]l mylnpie theteol, 3nd will
continug as such while the 1998 Conificaias basr interest in 3 Wezkly Rare Perind,

Tie Disirict's obligatign 1g make the Insialinent Payments is A specisl obligation of thé Dlurict poyadic solety from Toxcs and Nen Revenes of the Waier
Systam, The obligruon of Ihe Dismigs (o make the Ingislimen: PRymenis i3 an irvcvocblo oBligation of it Disidel payable solely (rom Taxes and Net
Revenbes bur doct not constivase an obligalon of the Disisigy for wiich 1he Disiriey is abligated 10 levy o plodge any form of 1axaiion or fuf which he
Digrict hay lovied or plodged any onm of taxetlon aiher tham the Taxes. The gbhigoion of ihe Disteict 10 make (he Ingpllmenr Peymens wnder (he
insiallmenm Bale Agroemend dues nou constitie o debt of ihe Oisrict, dhe Corpornion, the Siate o Califomia dr any polhical subdivision thereof in
coniraveniion of yny consinutional of siatwrory debu limitation o« cestriction,

This ReoiTerlng Memorendom deserldey the 1996 Cerdflicaiea oniy whlle bearlng Intecest [n 2 Weeldy Rare Paripd. Invesiprs should not rely wpon
ihe InformaHen la this Reofferlng Memarandum ln the ¢veni ihat the meihod of deterndning the Ingercat rale wicth régpett to the 1996 Cevililenies ls
changed 10 30 Iniereat Rate Perlo oiher than the Weekly Rale Perfod. Rarher, Invesigrs should rely spon 1he offarlag ducument ueed In coanectlon
with any spth chanpe In Intert Ratr Period.

Thix pover poge comalas cerioin information for gereral refevence ontv It Is noi Infended 1v be o summary of the sanrlly o1 fermy nf the 1906 Cerilfivores,
Inves1ons gre odviced 19 read the endie Rroffaring Memorundum (o obtain informition eixentlul to making o informed iqvestment decivion,

Ceroin legal mater retased 1o this Reolicning Memorandum will be passed npon by Beg Best & Krieger LLF, Riverside, Califomis, Special Coungel,
Cesain legal manem will be passed on for thy Remarkening Ageni by irg counsel, , for \he Bank by its counsel, Musick, Pceled, and Gesreit, LLP
aad for the Distries and the Corporotion by thair counsel, Sz, Antiauo, Shinolf & Holiz. San Diego. Colifomia. ond by Sirngling Yooea Caihon & Rauth, &
Professiond] Corporuon, Mawgon Resch, Colifocnia, 11 is snii¢ipated than (hy rermockeicd Comilleaigs, In Gbok~cmiry faem, will be avaikuble for detlvery
theough the facilivies of The Deposmory Truat Company in Mew York, New York on or aboul Jung 30, 2011.

The dure of the Reoffering MEmorandim i i

LA Morgan Logo



GENERAL INFORMATION ABOUT THIS REOFFERING MEMORANDUM

Use of Reoffering Memorandum. This Reoffering Memorandum is submitted in connection with the
offer and sale of the 1996 Certificates referred to herein and may not be reproduced or used, in whole or
in part, for any other purpose. This Reoffering Memorandum is not to be construed as a contract with the
purchasers of the 1996 Certificates.

Estimates and Forecasts. When used in this Reoffering Memorandum and in any continuing disclosure
by the District in any press release and in any oral statement made with the approval of an authorized
officer of the District or any other entity described or referenced herein, the words or phrases “will likely
result,” “are expected to,” “will continue,” “is anticipated,” “estimate,” “project,” ““forecast,” “expect,”
“intend” and similar expressions identify “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. Such statements are subject to risks and uncertainties that
could cause actual results to differ materially from those contemplated in such forward-looking
statements. Any forecast is subject to such uncertainties. Inevitably, some assumptions used to develop
the forecasts will not be realized and unanticipated events and circumstances may occur. Therefore, there
are likely to be differences between forecasts and actual results, and those differences may be material.
Such forward-looking statements include, but are not limited to, certain statements contained in the
information under the caption “THE WATER SYSTEM.”

ERINYY

Limit of Offering. No dealer, broker, salesperson or other person has been authorized by the District to
give any information or to make any representations in connection with the offer or sale of the
Certificates other than those contained herein and if given or made, such other information or
representation must not be relied upon as having been authorized by the District or the Remarketing
Agent. This Reoffering Memorandum does not constitute an offer to sell or the solicitation of an offer to
buy nor shall there be any sale of the 1996 Certificates by a person in any jurisdiction in which it is
unlawful for such person to make such an offer, solicitation or sale.

Involvement of Remarketing Agent. The Remarketing Agent has provided the following sentence for
inclusion in this Reoffering Memorandum: The Remarketing Agent has reviewed the information in this
Reoffering Memorandum in accordance with, and as part of] its responsibilities to investors under the
federal securities laws as applied to the facts and circumstances of this transaction, but the Remarketing
Agent does not guarantee the accuracy or completeness of such information.

Information Subject to Change. The information and expressions of opinions herein are subject to
change without notice and neither delivery of this Reoffering Memorandum nor any sale made hereunder
shall, under any circumstances, create any implication that there has been no change in the affairs of the
District or any other entity described or referenced herein since the date hereof. All summaries of the
documents referred to in this Reoffering Memorandum are made subject to the provisions of such
documents, respectively, and do not purport to be complete statements of any or all of such provisions.

THE CERTIFICATES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, IN RELIANCE UPON AN EXCEPTION FROM THE REGISTRATION
REQUIREMENTS CONTAINED IN SUCH ACT. THE CERTIFICATES HAVE NOT BEEN
REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY STATE.

The CUSIP number of the 1996 Certificates is provided by Standard & Poor’s CUSIP® Service Bureau
and is set forth herein for convenience of reference only. Neither the District nor the Remarketing Agent
takes any responsibility for the accuracy of such number.
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REOFFERING MEMORANDUM

$11,300,000
VARIABLE RATE DEMAND CERTIFICATES OF PARTICIPATION
(1996 CAPITAL PROJECTS)
Evidencing Direct, Undivided Fractional Interests in Installment Payments to be Made by the
OTAY WATER DISTRICT
As Purchase Price for Certain Property Pursuant to an Installment Sale Agreement

INTRODUCTION

This Reoffering Memorandum dated June __, 2011 amends, supplements and restates the original Official
Statement dated June 17, 1996, with respect to the Variable Rate Demand Certificates of Participation
(1996 Capital Projects) of the Otay Water District (the “1996 Certificates”).

The 1996 Certificates were originally executed and delivered on June 18, 1996 in the original principal
amount of $15,400,000, of which 311,300,000 remains outstanding.

This Introduction is subject in all respects to the more complete information contained and referenced
elsewhere in this Reoffering Memorandum. The offering of the 1996 Certificates to potential investors is
made only by means of the entire Reoffering Memorandum.

Purpose

The purpose of this Reoffering Memorandum, which includes the cover page and appendices hereto, is to
set forth certain information concerning the Otay Water District, located in San Diego County, California
(the “District™), in connection with $15,400,000 aggregate principal amount of the 1996 Certificates. The
1996 Certificates evidence direct, undivided fractional interests of the registered owners thereof in
Installment Payments to be made by the District, as payment for certain property pursuant to an
Installment Sale Agreement dated as of June 1, 1996, as amended (the “Installment Sale Agreement”)
with the Otay Service Corporation (the “Corporation”). The 1996 Certificates were executed and
delivered for the purposes of financing certain capital improvements of the District, and paying the costs
of issuance of the 1996 Certificates. Capitalized terms used hercin and not otherwise defined have the
meanings ascribed to them in “APPENDIX A - SUMMARY OF PRINCIPAL LEGAL DOCUMENTS.”

The District

The District was established in 1956. The District is a municipal water district organized and existing
under and in accordance with Division 20 of the Water Code of the State of California, commencing with
Section 71000, as amended (the “Law”). The District’s boundaries currently encompass an area of
approximately 125 square miles in San Diego County, lying immediately east of the San Diego
metropolitan area and running from the City of El Cajon south to the Mexican border, abutting the cities
of El Cajon and La Mesa and encompassing most of the City of Chula Vista and a small portion of the
City of San Diego. The District currently serves a population of approximately 206,000 and expects the
service area to experience moderate growth in the next ten years (see “OTAY WATER DISTRICT” and
“APPENDIX C - ECONOMIC PROFILE FOR THE COUNTY OF SAN DIEGO” herein).



The Corporation

The Corporation was organized pursuant to the Nonprofit Public Benefit Corporation Law of the State of
California, being Part 2 of Division 2 of Title 1 of the California Corporations Code. It was formed for
the purpose of providing financial assistance to the District by acquiring, constructing, improving and
developing certain real and personal property, together with appurtenances and appurtenant work for the
use, benefit and enjoyment of the public. The District’s Board of Directors sits as the Corporation’s
Board of Directors.

The 1996 Certificates

The 1996 Certificates will bear interest at the Weekly Rate, which will be computed on the basis of a year
of 365 days (366 days in leap years) and the actual days elapsed and will accrue from and including the
first day of each calendar month through the last day of such month (except that the initial interest period
will commence on June 30, 2011). Such interest will be paid on the first Business Day of the following
month, commencing August 1, 201 L. When the 1996 Certificates bear interest at a Weekly Rate, interest
will be determined as described under the caption “THE CERTIFICATES - Interest Rates - Weekly Rate.”

The method of determining the interest rate borne by the 1996 Certificates may be changed at the option
of the District in accordance with the terms of the Trust Agreement, upon notice to the Owners of the
1996 Certificates, to a Daily Rate, a Weekly Rate, a Monthly Rate, a CP Rate, or a Fixed Rate. See the
caption “THE CERTIFICATES - Interest Rates.”

This Reoffering Memorandum describes the 1996 Certificates only while bearing interest at a
Weekly Rate. Investors should not rely upon the information in this Reoffering Memorandum in
the event that the method of determining the interest rate period on the 1996 Certificates is changed
to a period other than the Weekly Rate Period. Rather, investors should rely upon the offering
document used in connection with any such change in Interest Rate Period.

Security for the 1996 Certificates

The 1996 Certificates were originally executed and delivered as variable rate certificates bearing interest
in a Weekly Rate Period on June 18, 1996. On June 30, 2011 (the “Reoffering Date™), the 1996
Certificates will be remarketed in a Weekly Rate Period supported by an irrevocable direct-pay letter of
credit to be issued by Union Bank, N.A. (the “Bank™). See “THE LETTER OF CREDIT AND
REIMBURSEMENT AGREEMENT" herein. The 1996 Certificates presently and will continue to bear
interest at a Weekly Rate unless and until the Interest Rate Period for the 1996 Certificates is converted to
a different Interest Rate Period pursuant to the Trust Agreement.

The 1996 Certificates represent undivided fractional interests in the Installment Payments (the
“Installment Payments”) to be made by the District to the Corporation as the payment for the 1996
Project, as described herein, pursuant to a Installment Sale Agreement, dated as of June [, 1996, between
the Corporation and the District, as amended by a First Supplement to Installment Sale Agreement dated
as of June 1, 201] (as amended the “Installment Sale Agreement”). The lnstallment Payments arc
scheduled to be sufficient to pay, when due, the annual principal and interest represented by the
Certificates. The Corporation has assigned to the Trustee, for the benefit of the Owners of the 1996
Certificates, the right of the Corporation to receive and collect the Installment Payments due from the
District to the Corporation under the Installment Sale Agreement and other amounts payable by the
District to the Corporation thereunder. For a summary of the Trust Agreement, the Installment Sale
Agreement and the Reimbursement Agreement see “APPENDIX A - SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS” herein. Certain capitalized terms used in this Reoffering Memorandum and not otherwise
defined have the meaning given them in “APPENDIX A.”



The Installment Payments are secured by a charge and lien on Taxes and Revenues of the Water System
and are payable from Taxes and Net Revenues, on a parity with:

e the payments required to be made by the District under an installment purchase agreement dated
as of July 1, 2004 (the “2004 Installment Purchase Agreement”) securing the District’s
outstanding Revenue Refunding Certificates of Participation (1993 Water Facilities Project),
Series 2004 (the “2004 Certificates”),

o the payments required to be made by the District under an installment purchase agreement dated
as of March |, 2007 (the “2007 Installment Purchase Agreement”) securing the District’s
outstanding Revenue Certificates of Participation (2007 Water System Project), Series 2007 (the
“2007 Certificates™), and

¢ the payments required to be made by the District under an installment purchase agreement dated
as of March 1, 2010 (the “2010 Installment Purchase Agreement”) securing the Otay Water
District Financing Authority’s outstanding Water Revenue Bonds, Series 2010A and Water
Revenue Bonds, Series 2010B (collectively, the “2010 Bonds™).

See “SOURCES OF PAYMENT FOR THE CERTIFICATES - Installment Payments™ herein.

Collectively, the 2004 Certificates, the 2007 Certificates and the 2010 Bonds are referred to herein as the
“Existing Parity Obligations.” See “THE WATER SYSTEM - Outstanding Indebtedness of the District”
herein.

The District’s obligation to make the Installment Payments is a special obligation of the District
payable solely from Taxes and Net Revenues of the Water System. The obligation of the District to
make the Installment Payments is an irrevocable obligation of the District payable solely from
Taxes and Net Revenues but does not constitute an obligation of the District for which the District is
obligated to levy or pledge any form of taxation or for which the District has levied or pledged any
form of taxation other than the Taxes. The obligation of the District to make the Installment
Payments under the Installment Sale Agreement does not constitute a debt of the District, the
Corporation, the State of California or any political subdivision thereof in contravention of any
constitutional or statutory debt limitation or restriction.

Letter of Credit

On June 30, 2011, an irrevocable direct-pay letter of credit, dated June 30, 2011 (the “Letter of Credit”),
provided by Union Bank, N.A. (the “Bank™), is expected to replace the existing irrevocable, direct-pay
letter of credit issued by Heleba Landesbank Hessen-Thiiringen Girozentrale, to support the payment of
the principal and Purchase Price of, and interest on, the 1996 Certificates. The Letter of Credit will be
issued pursuant to a Reimbursement Agreement, dated as of June 30, 2011 (the “Reimbursement
Agreement”), to be entered into by and between the District and the Bank. The Letter of Credit will
expire on June _ , 2014, or on the earlier occurrence of certain events as described herein. The initial
Letter of Credit may be replaced with another credit facility as described under the caption “THE LETTER
OF CREDIT AND REIMBURSEMENT AGREEMENT.” The initial Letter of Credit, or any qualified
replacement or extension, issued by the Bank, or any other financial institution, is called a *“‘Letter of
Credit.” Any financial institution which at the time is the issuer of a Letter of Credit is called the “Bank.”

The initial Letter of Credit will be issued in the total amount of $11,426,313, which is equal to: (i) the
outstanding aggregate principal amount of the 1996 Certificates ($11,300,000); plus (ii) 34 days’ interest
thereon at an annual rate of 12% ($126,313).



No Continuing Disclosure

The 1996 Certificates are exempt from the rules of the Securities and Exchange Commission relating to
continuing disclosure of annual financial information and certain material events. However, the District
provides continuing disclosure of annual financial information and certain material events with respect to
the Existing Parity Obligations.

Information Concerning this Reoffering Memorandum

This Reoffering Memorandum speaks only as of its date. The information set forth herein has been
obtained by the District from sources which are believed to be accurate and complete, but such
information is not guaranteed as to accuracy or completeness, nor has it been independently verified and
is not to be construed as a representation by the District or the Remarketing Agent. Statements contained
in this Reoffering Memorandum which involve estimates, forecasts or matters of opinion, whether or not
expressly so described herein, are intended as such and are not to be construed as representations of fact.

Availability of Legal Documents. The summaries and references contained herein with respect to the
Trust Agreement, the Installment Sale Agreement, the Reimbursement Agreement, the Certificates and
other statutes or documents do not purport to be comprehensive or definitive and are qualified by
reference to each such document or statute, and references to the 1996 Certificates are qualified in their
entirety by reference to the form thereof included in the Trust Agreement. Definitions of certain terms
used herein are set forth in “APPENDIX A” hereto. Copies of these documents may be obtained at the
corporate trust office of the Trustee, The Bank of New York Mellon Trust Company, N.A_, Los Angeles,
California or from the District, 2554 Sweetwater Springs Blvd., Spring Valley, California 91978.

THE CERTIFICATES
General

This Reoffering Memorandum describes the 1996 Certificates only while bearing interest at a
Weekly Rate. Investors should not rely upon the information in this Reoffering Memorandum in
the event that the method of determining the interest rate period on the 1996 Certificates is changed
to a period other than the Weekly Rate Period. Rather, investors should rely upon the offering
document used in connection with any such change in Interest Rate Period.

The 1996 Certificates were initially executed and delivered in the aggregate principal amount of
$15,400,000, of which $11,300,000 remains outstanding. The 1996 Certificates are dated the date of
initial delivery of the 1996 Certificates, and will bear interest at a Weekly Rate, until converted to another
interest rate Mode as described herein. The 1996 Certificates will mature, subject to prior redemption, on
September 1, 2026. Interest with respect to the 1996 Certificates bearing interest at the Weekly Rate
accruing during any month will be payable on the first Business Day of the following month. Interest
with respect to the 1996 Certificates is also payable on any Mandatory Purchase Date. Interest will be
determined as described herein. While bearing interest at the Weekly Rate, the 1996 Certificates will be
issued in Authorized Denominations of $100,000 and any integral multiple thereof.

The term “Business Day” is defined in the Trust Agreement to mean any day of the year other than
Saturday or Sunday on which banks in New York, New York, and in Los Angeles, California, or any other
city in which the principal office of the Bank may be located are not authorized or required by law or
executive order to close and on which the New York Stock Exchange is not closed. 1f the date for making
any payment on the 1996 Certificates is not a Business Day, the payment will be made on the next
Business Day with the same effect as 1f made on the nominal date and no interest will accrue between the
nominal date and the actual payment date.



The 1996 Certificates will be registered in the name of Cede & Co., as registered owner and nominee of
The Depository Trust Company, New York, New York (“DTC”). So long as DTC, or its nominee Cede &
Co., is the registered owner of all the 1996 Certificates, all payments of principal of and interest with
respect to the 1996 Certificates and the Purchase Price of the 1996 Certificates will be made directly to
DTC. Disbursement of such payments to the DTC Participants (as defined below) will be the
responsibility of DTC. Disbursement of such payments to the Beneficial Owners (as defined below) of
the 1996 Certificates will be the responsibility of the DTC Participants as more fully described herein.
See the caption “Book-Entry Only System” below and “APPENDIX E - DTC AND THE BOOK-ENTRY-
ONLY SYSTEM.”

There are a number of provisions in the Trust Agreement relating to the terms of Bank Certificates (i.e.,
1996 Certificates purchased by the Bank pursuant to the Letter of Credit and Reimbursement Agreement)
that are not described in this Reoffering Memorandum. All references to the terms of the 1996
Certificates in this Reoffering Memorandum describe only 1996 Certificates that are not owned by the
Bank unless expressly indicated herein.

Interest Rates

General. The method of determining the interest rate borne by the 1996 Certificates may be changed at
the option of the District in accordance with the terms of the Trust Agreement, upon notice to the Owners
of the 1996 Certificates, to a Daily Rate, a Weekly Rate, a Monthly Rate (collectively, the *“Variable
Rates”), a CP Rate, or a Fixed Rate.

The Variable Rate is required to be the lowest rate of interest which, in the judgment of the Remarketing
Agent, would cause the 1996 Certificates to have a market value equal to the principal amount thereof,
plus accrued interest, under prevailing market conditions as of the date of determination of the Variable
Rate. In no event may the Variable Rate for any Variable Rate Period exceed 12% (the “Maximum
Rate™).

All determinations of Variable Rates pursuant to the Trust Agreement are conclusive and binding upon the
District, the Corporation, the Trustee, the Tender Agent, the Bank and the Owners of the 1996
Certificates.

Weekly Rate. Commencing June 30, 2011, the 1996 Certificates will bear interest at the Weekly Rate,
which will be computed on the basis of a year of 365 days (366 days in leap years) and the actual days
elapsed and will accrue from and including the first day of each calendar month through the last day of
such month (except that the initial interest period will commence on June 30, 2011). Such interest will be
paid on the first Business Day of the following month, commencing August 1, 2011.

The Weekly Rate for each Weekly Rate Period is required to be determined by the Remarketing Agent not
later than 4:30 p.m. (New York City time) on each Tuesday or, if such Tuesday is not a Business Day, the
last Business Day immediately prior to the commencement date of the Weekly Rate Period to which it
relates. Weekly Rate Periods extend from Wednesday of each week to but excluding Wednesday of the
following week except that in the case of a conversion to a Weekly Rate Period from a different Variable
Rate Period or from CP Rate Periods, the initial Weekly Rate Period for the 1996 Certificates will extend
from the Weekly Rate Conversion Date 1o Wednesday of the following week; in the case of a conversion
of 1996 Certificates from a Weekly Rate Period (o a different Rate Period, the last Weekly Rate Period
will end on the Conversion Date; and, in the case of the first Weekly Rate Period, which shall commence
on the Date of Delivery of the 1996 Certificates and extend to Wednesday of the following week.



Conversion Between Variable Rate Periods and CP Rate Periods

At the option of the District, subject to certain conditions, and upon proper notice to the Trustee, the 1996
Certificates may be converted from one Variable Rale Period to another Variable Rate Period or to or from
CP Rate Pertods in accordance with the provisions therefor in the Trust Agreement.

Upon a conversion of 1996 Certificates to or from one Variable Rate Period to another Variable Rate
Period or to or from CP Rate Periods, such 1996 Certificates will be subject to a mandatory tender, and
the Owners of such 1996 Certificates may not elect to retain their 1996 Certificates.

In the case of conversion between Variable Rate Periods or to CP Rate Periods, the Conversion Date is
required to be an Interest Payment Date for the Variable Rate Period from which the conversion is to be
made. In the case of conversion from CP Rate Periods, the Conversion Date is required to be both (1) the
first Business Day of a calendar month and (2) the last Interest Payment Date on which interest is payable
for any CP Rate Periods previously established for any 1996 Certificate pursuant to the Trust Agreement.

Not less than 30 days nor more than 60 days prior to the Conversion Date, the Trustee is required to mail
or cause the Trustee to mail a written notice of the conversion to the Bank, the District and all of the
Owners of the 1996 Certificates.

Notwithstanding the delivery of notice of conversion pursuant to the Trust Agreement conversion to a
new Rate Period will not take effect if:

(1 The Remarketing Agent fails to determine a Variable Rate or CP Rate for the Rate Period to
which the conversion is to be made;

(2) Any notice of conversion required by the Trust Agreement is not given when required;

3) There is not delivered to the District, the Remarketing Agent and the Trustee an Opinion of
Special Counsel dated as of the Conversion Date; or

4) Such notice of conversion is rescinded by the District by written notice to the Trustee and the
Remarketing Agent delivered prior to the applicable Conversion Date. If the Trustee receives
notice of such rescission prior to the time the Trustee has given notice to the Owners of the 1996
Certificates, then such notice of conversion will be of no force and effect. 1f the Trustee receives
notice of such rescission after the Trustee has given notice to the Owners of the 1996 Certificates,
then the Certificates will automatically adjust to the Weekly Rate Period. Any purchases of 1996
Certificates scheduled or required to take place on the proposed effective date of any Rate Period
will take place on such date. Any election to retain 1996 Certificates which are subject to
mandatory tender, received by the Trustee pursuant to the Trust Agreement will be of no force and
effect and the Trustee will immediately give written notice thereof to such Owners. No Opinion
of Special Counsel is required in connection with any automatic adjustment to a Weekly Rate
Period pursuant to such provision in the Trust Agreement.

Except as provided in (4) above, in any such event, the 1996 Certificates which were to be converted will
automatically be converted to a Weekly Rate Period on the date such conversion was to be made, but any
mandatory or optional tender for purchase on the Conversion Date will be carried out. No cancellation of
a conversion will constitute an Event of Default under the Trust Agreement. Upon the occurrence of any
event described in (1) above, the Weekly Rate will be the per annum rate of interest determined on each
Tuesday (or if such day is not a Business Day, the next prior Business Day) by the Trustee which is 80%
of the certificate equivalent yield for 30-day United States Treasury Bills sold at the last United States
Treasury auction occurring prior to such day, which yield shall be calculated in accordance with standard
practices in the banking industry on the basis of the discount rates at which such bills were sold but not to
exceed the Maximum Rate.



Conversion to Fixed Rates

The 1996 Certificates, in whole but not in part, will be converted to represent interest calculated at Fixed
Rates upon the District’s request. Upon a conversion of 1996 Certificates to represent interest calculated
at Fixed Rates, such 1996 Certificates will be subject to mandatory tender, and the Owners of such 1996
Certificates may not elect to retain their 1996 Certificates. As a condition of any Fixed Rale conversion,
the Trustee, the Bank and the Remarketing Agent must receive an Opinion of Special Counsel. The Fixed
Rate Conversion Date will be (1) in the case of a conversion from a Variable Rate Period, an Interest
Payment Date for the 1996 Certificates for the Variable Rate Period from which the conversion is to be
made, and (2) in the case of a conversion from CP Rate Periods, a day which is both (A) the first Business
Day of a calendar month and (B) the last Interest Payment Date for the 1996 Certificates on which interest
is payable for any and all CP Rate Periods theretofore established for the 1996 Certificates pursuant to the
Trust Agreement.

The Fixed Rate is required to be the lowest rate (not in excess of the maximum rate of interest allowed by
law) which, in the judgment of the Remarketing Agent, as of the date of determination and under
prevailing market conditions, would cause the 1996 Certificates of such maturities to have a market value
equal to the principal amount thereof, plus accrued interest.

The Trustee is required to mail or cause the Trustee to mail a notice of the proposed conversion to the
Owners of all 1996 Certificates to be converted not less than 30 days nor more than 60 days prior to the
proposed Fixed Rate Conversion Date and state that (1) the 1996 Certificates are subject to mandatory
tender for purchase with no right to retain on the Fixed Rate Conversion Date at a Purchase Price of par
plus accrued interest; and (2) on and after the Fixed Rate Conversion Date the Certificate’s shall be
deemed purchased on that date, and thereafter the Owner will have no further rights under the Trust
Agreement except to receive the Purchase Price.

Notwithstanding the delivery of notice of a Fixed Rate conversion pursuant to the Trust Agreement,
conversion of the 1996 Certificates to a Fixed Rate Period will not take effect if (1) the District withdraws
such notice of conversion not later than the Business Day preceding the date on which the Fixed Rate is to
be determined; (2) the Remarketing Agent fails to determine a Fixed Rate; (3) any notice required by the
Trust Agreement is not given when required; or (4) upon conversion any Fixed Rate 1996 Certificates
would be Bank 1996 Certificates unless the Bank consents. In any of such events, the 1996 Certificates
will automatically be converted to a Weekly Rate for a Weekly Rate Period which will commence on the
date the Fixed Rate conversion was to be made, but the mandatory tender for purchase will still be carried
out if notice of the Fixed Rate conversion had been given to the Owners. Withdrawal of a conversion
notice must be given by the District to the Trustee, the Tender Agent, the Remarketing Agent and the
Bank, by telephone, promptly confirmed in writing. No cancellation of a Fixed Rate conversion pursuant
to this paragraph constitutes an Event of Default under the Trust Agreement. If the 1996 Certificates are
converted to represent interest calculated at a Weekly Rate rather than a Fixed Rate, and the Remarketing
Agent fails to set a Weekly Rate, the Weekly Rate shall be the per annum rate of interest determined on
cach Tuesday (or if such day is not a Business Day, the immediately preceding Business Day) by the
Trustee which is 80% of the certificate equivalent yield for 30-day United States Treasury Bills sold at the
last United States Treasury auction occurring prior to such day, which yield shall be caiculated in
accordance with standard practices in the banking industry on the basis of the discount rate at which such
bills were sold but will not exceed the Maximum Rate.

Following the Fixed Rate Conversion Date, the 1996 Certificates will no longer be secured by the Letter
of Credit and will no longer be subject to tender for purchase.



Tender and Purchase of 1996 Certificates
Tenders During Variable Rate Periods

During any Variable Rate Period with respect to the 1996 Certificates, the Owners of 1996 Certificates
(other than Bank 1996 Certificates) may elect to have their 1996 Certificates (or portions thereof in
Authorized Denominations) purchased at the Purchase Price as set forth below:

e 1996 Certificates representing interest at Daily Rates may be tendered for purchase on any
Business Day upon telephonic notice of tender given (promptly confirmed in writing) to the
Tender Agent not later than | 1:00 a.m. (New York City time) on the Purchase Date.

e 1996 Certificates representing interest al Weekly Rates may be tendered for purchase on any
Business Day upon telephonic notice of tender (promptly confirmed in writing) to the Tender
Agent not later than 5:00 p.m. (New York City time) on a Business Day not less than seven days
prior to the Purchase Date.

e 1996 Certificates representing interest at Monthly Rates may be tendered for purchase on any
Interest Payment Date upon delivery of a written notice of tender to the Tender Agent not later
than 4:00 p.m. (New York City time) on a Business Day that is not less than 7 days prior to the
Purchase Date.

Each notice of tender must, in the case of a written nolice, be delivered to the Tender Agent at the address
below, and must be satisfactory to the Tender Agent. Such notice of tender must also slate, whether
delivered in writing or by telephone, promptly confirmed in writing, the principal amount of the 1996
Certificate or portion thereof, that the Owner irrevocably demands purchase of such 1996 Certificate or
portion thereof, the date on which such 1996 Certificate or portion thereof is to be purchased and payment
instructions. Such notice of tender will automatically constitute, whether delivered in writing or by
telephone, (A) an irrevocable offer to sell the 1996 Certificates (or portion thereof) to which the notice
relates on the Purchase Date to any purchaser selected by the Remarketing Agent at the Purchase Price,
(B) an irrevocable authorization and instruction to the Trustee to effect transfer of such 1996 Certificates
(or portion thereof), upon payment of such price to the Trustee on the Purchase Date, (c) an urrevocable
authorization and instruction to the Tender Agent to effect the exchange of the 1996 Certificates to be
purchased in whole or in part for other 1996 Certificates in an equal aggregate principal amount so as to
facilitate the sale of such 1996 Certificates (or portion thereof), and (D) an acknowledgment that such
Owner will have no further rights with respect to such 1996 Certificates (or portion thereof) upon
payment of the Purchase Price thereof by the Trustee on the Purchase Date, except for the right of such
Owner to receive such Purchase Price upon surrender of such 1996 Certificates to the Tender Agent. The
determination of the Tender Agent as to whether a notice of tender has been properly delivered pursuant
to the foregoing will be conclusive and binding upon the Owner.

Notices in respect of optional tenders must be delivered to the Tender Agent as follows:

First Class/Registered/Certified Express Delivery Only

The Bank of New York Mellon Trust Company, The Bank of New York Mellon Trust Company,

N.A. N.A.

Global Corporate Trust Global Corporate Trust

P.O. Box 396 111 Sanders Creek Parkway
East Syracuse, NY 13057 East Syracuse, NY 13057
Telephone: (800) 254-2826 Telephone: (800) 254-2826



Mandatory Tenders Upon Conversion

In the case of any conversion from one Variable Rate Period to another Variable Rate Period or to a CP
Rate Period, the 1996 Certificates to be converted are subject to mandatory tender for purchase on the
Conversion Date at the Purchase Price.

Mandatory Tenders Upon Expiration, Substitution or Termination of Letter of Credit

Prior to the Fixed Rate Conversion Date of the 1996 Certificates, the 1996 Certificates are subject to
mandatory tender for purchase without the right to retain at the Purchase Price on a Business Day that is
at least five days prior to the date on which the Letter of Credit is to be cancelled in connection with
replacement by a Substitute Facility pursuant to the Trust Agreement. The 1996 Certificates are also
subject to mandatory tender for purchase without the right to retain at the Purchase Price on a Business
Day which is at least five days prior to a termination or expiration of the Letter of Credit. In either event,
the Owners of the 1996 Certificates may not elect to retain their 1996 Certificates.

Notice of mandatory tender is required to be given by mail by the Registrar at the direction of the Trustee
to the Bank and the Owners of such 1996 Certificates by first class mail not less than 1S nor more than 60
days prior to the mandatory tender date.

Purchase of Tendered 1996 Certificates

Before 4:.00 p.m. (New York City time) on the Purchase Date and upon receipt by the Trustee of 100% of
the aggregate Purchase Price of the tendered 1996 Certificates, the Trustee is required to pay the Purchase
Price of such 1996 Certificates to the Owners thereof at its principal office or by bank wire transfer.

Payments are required to be made in immediately available funds. All 1996 Certificates to be purchased
on any date are required to be delivered to the principal corporate trust office of the Tender Agent at or
before 11:30 a.m. (New York City time) on the Purchase Date.

If the Owner of any 1996 Certificates (or portion thereof) that is subject to purchase pursuant to the Trust
Agreement fails to surrender such 1996 Certificates to the Tender Agent for purchase on the Purchase
Date, and if the Tender Agent is in receipt of the Purchase Price therefor, such 1996 Certificates (or
portion thereof) will nevertheless be deemed purchased on the Purchase Date and ownership of such 1996
Certificates (or portion thereof) will be transferred to the purchaser thereof as provided in the Trust
Agreement. Any Owner who fails to deliver a 1996 Certificate for purchase as required above will have
no further rights thereunder except the right to receive the Purchase Price thereof upon presentation and
surrender of said 1996 Certificate to the Tender Agent.

Insufficient Funds for Purchases

If as a result of a default by the Bank under the terms of the Letter of Credit the moneys available for
purchase of 1996 Certificates pursuant to the Trust Agreement are inadequate for the purchase of all 1996
Certificates that are tendered on any Purchase Date, all 1996 Certificates will continue to represent
interest at the same rate as in effect on the day prior to the Purchase Date to the date on which the earliest
of the following occurs: (i) the Fixed Rate Conversion Date for the 1996 Certificates, (ii) the date on
which any default by the Bank under the terms of the Letter of Credit has been cured, or (iii) the date on
which a Substitute Facility meeting the requirements of the Trust Agreement has been obtained. If there
are insufficient funds for purchase, the Trustee is required immediately (but no later than the end of the
next succeeding Business Day) to return all tendered 1996 Certificates to the Owners thereof, retumn all
moneys received from the purchase of such 1996 Certificates to the persons who provided such moneys
and notify all Owners of the 1996 Certificates and the Bank in writing of the interest rate to be effective.



Tender of 1996 Certificates in Book-Entry System Are Subject to DTC Procedures

As long as the book-entry system is in effect with respect to the 1996 Certificates, all tenders for purchase
and deliveries of 1996 Certificates optionally tendered for purchase upon election of the Owner or subject
to mandatory tender under the provisions of the Trust Agreement will be made pursuant to DTC’s
procedures as in effect from time to time, and none of the District, the Trustee or the Remarketing Agent
have any responsibility for or liability with respect to the implementation of such procedures. For a
description of the tender procedures through DTC, see “APPENDIX E - DTC AND THE BOOK-ENTRY-
ONLY SYSTEM.”

Prepayment
Optional Prepayment

While the 1996 Certificates bear interest at a Weekly Interest Rate, the 1996 Certificates are subject to
prepayment at the option of the District, in whole or in part on any [nterest Payment Date at a prepayment
price of 100% of the principal amount thereof.

Mandatory Prepayment

Mandatory Sinking Fund Prepayment. The 1996 Certificates are subject to mandatory sinking fund
prepayment on September | in each year on or after September 1, 2011 by lot, at a prepayment price
equal to the principal amount thereof, without premium, together with accrued interest to the date of
prepayment, from the principal component of the lnstallment Payment to be paid by the District pursuant
to the Installment Sale Agreement with respect to each such prepayment date as follows:

Principal Amount

Prepayment Date of 1996 Certificates
(September 1) To Be Prepaid
2011 $ 400,000
2012 500,000
2013 500,000
2014 500,000
2015 600,000
2016 600,000
2017 600,000
2018 700,000
2019 700,000
2020 700,000
2021 800,000
2022 800,000
2023 900,000
2024 900,000
2025 1,000,000
2026 (maturity) 1,100,000

If some but not all of the 1996 Certificates have been otherwise prepaid, the total principal amount of
1996 Certificates to be prepaid pursuant to a mandatory sinking fund prepayment subsequent to such
other prepayment shall be reduced to correspond to the principal components of the Installment Payments
scheduled to be paid in each year thereafter pursuant to the Installment Sale Agreement. If the sinking
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fund prepayment amounts of the final maturity of the 1996 Certificates are converted to serial maturities,
then such 1996 Certificates shall not be subject to mandatory sinking fund prepayment.

Prepayment From Net Proceeds of Insurance and Condemnation. The 1996 Certificates are subject to
mandatory prepayment on the earliest practicable date for which notice of prepayment may be given,
from net proceeds of insurance or condemnation of the 1996 Project (including the proceeds of any self-
insurance), as a whole or in part, in any integral multiple of an authorized denomination, at a prepayment
price equal to the principal amount thereof, together with accrued interest to the date fixed for
prepayment, without premium. Any surplus net proceeds not equal to an authorized denomination shall
be deposited in the Principal Account of the Certificate Payment Fund.

General Prepayment Provisions

Selection of 1996 Certificates for Prepayment. The 1996 Certificates shall be prepaid in the following
order of priority (and, subject to the foregoing. by lot within each priority):

First, any Bank Certificates;

Second, any 1996 Certificates which have been tendered to the Tender Agent on the date fixed for
prepayment, the notice of which tender shall have been given to the Trustee prior to the selection
of 1996 Certificates for such prepayment pursuant to the Trust Agreement; and

Third, the Outstanding 1996 Certificates not previously called for prepayment.

Notice of Prepayment. When prepayment is authorized or required pursuant to the Trust Agreement, the
Trustee shall give notice of the prepayment of the 1996 Certificates. Such notice shall specify: (a) that
the 1996 Certificates or a designated portion thereof are to be prepaid, (b) the date of prepayment, and (c)
the place or places where the prepayment will be made. Such notice shall further state that on the
specified date there shall become due and payable upon each Certificate, the principal, together with
interest accrued to said date, and that from and after such date interest with respect thereto shall cease to,
accrue and be payable.

Notice of the prepayment of 1996 Certificates, other than mandatory sinking fund prepayment and
excepting any notice that refers to 1996 Certificates that are the subject of an advance refunding, shall be
circulated only if sufficient funds have been deposited with the Trustee to pay the prepayment price of the
1996 Certificates to be prepaid.

Notice of such prepayment shall be mailed first class postage prepaid to the Remarketing Agent and
Securities Depositories and the respective Owners designated for prepayment at their addresses appearing
on the Certificate registration books at least thirty (30) days but not more than sixty (60) days (five days
with respect to optional prepayment of 1996 Certificates prior to the prepayment date), which notice shall,
in addition to setting forth the above information, set forth, in the case of each Certificate called only in
part, the portion of the principal thereof which is to be prepaid.

Neither failure to receive such notice nor any immaterial defect in any notice so mailed shall affect the
sufficiency of the proceedings for the prepayment of such 1996 Certificates.

Partial Prepayment of Certificate. Upon surrender of any Certificate prepaid in part only, the Trustee
shall execute and deliver to the Owners, at the expense of the District, a new Certificate or 1996
Certificates of authorized denominations equal in aggregate principal amount to the unprepaid portion of
the Certificate surrendered and of the same interest rate and the same maturity. Such partial prepayment
shall be valid upon payment of the amount thereby required to be paid to such Owner, and the District, the
Corporation and the Trustee shall be released and discharged from all liability to the extent of such
payment.



Effect of Notice of Prepayment. Notice having been given as aforesaid, and the moneys for the
prepayment (including the interest to the applicable date of prepayment), having been set aside in the
Certificate Payment Fund, the 1996 Certificates called for prepayment shall become due and payable on
said date of prepayment, and, upon presentation and surrender thereof at the office or offices specified in
said notice, said 1996 Certificates shall be paid at the unpaid principal amount with respect thereto, plus
premium, if any, and interest accrued and unpaid to said date of prepayment.

If, on said date of prepayment, moneys for the prepayment of all the 1996 Certificates lo be prepaid,
together with interest to said date of prepayment, shall be held by the Trustee so as to be available therefor
on said date of prepayment, and if notice of prepayment thereof shall have been given as aforesaid, then,
from and after said date of prepayment, interest with respect to the 1996 Certificates called for
prepayment shall cease to accrue and become payable. All moneys held by or on behalf of the Trustee for
the prepayment of 1996 Certificates shall be held in trust for the account of the Owners so to be prepaid.

SPECIAL CONSIDERATIONS RELATING TO THE 1996
CERTIFICATES SUBJECT TO OPTIONAL TENDER AND
REMARKETING

The Remarketing Agent is Paid by the District

The Remarketing Agent’s responsibilities include determining the interest rate from time to time and
remarketing 1996 Certificates that are optionally or mandatorily tendered by the owners thereof (subject,
in each case, to the terms of the Remarketing Agreement), as further described in this Reoffering
Memorandum. The Remarketing Agent is appointed by the District and is paid by the District for its
services. As a result, the interests of the Remarketing Agent may differ from those of existing holders and
potential purchasers of 1996 Certificates.

The Remarketing Agent Routinely Purchases 1996 Certificates for Its Own
Account

The Remarketing Agent acts as remarketing agent for a variety of variable rate demand obligations and, in
its sole discretion, routinely purchases such obligations for its own account. The Remarketing Agent is
permitted, but not obligated, to purchase tendered 1996 Certificates for its own account and, in its sole
discretion, routinely acquires such tendered 1996 Certificates in order to achicve a successful remarketing
of the 1996 Certificates (i.e., because there otherwise are not enough buyers to purchase the 1996
Certificates) or for other reasons. However, the Remarketing Agent is not obligated to purchase 1996
Certificates, and may cease doing so at any time without notice. The Remarketing Agent may also make
a market in the 1996 Certificates by routinely purchasing and selling 1996 Certificates other than in
connection with an optional or mandatory tender and remarketing. Such purchases and sales may be at or
below par. However, the Remarketing Agent is not required to make a market in the 1996 Certificates.
The Remarketing Agent may also sell any 1996 Certificates it has purchased to one or more affiliated
investment vehicles for collective ownership or enter into derivative arrangements with affiliates or others
in order to reduce its exposure to the 1996 Certificates. The purchase of 1996 Certificales by the
Remarketing Agent may create the appearance that there is greater third party demand for the 1996
Certificates in the market than is actually the case. The practices described above also may result in
fewer 1996 Certificates being tendered in a remarketing.



1996 Certificates May Be Offered at Different Prices on Any Date Including a
Rate Determination Date

Pursuant to the Remarketing Agreement, the Remarketing Agent is required to determine the applicable
rate of interest that, in its judgment, is the lowest rate that would permit the sale of the 1996 Certificates
bearing interest at the applicable interest rate at par plus accrued interest, if any, on and as of the
commencement of the applicable Weekly Rate Period. The interest rate will reflect, among other factors,
the level of market demand for the 1996 Certificates (including whether the Remarketing Agent is willing
to purchase 1996 Certificates for its own account). There may or may not be 1996 Certificates tendered
and remarketed on the commencement of the applicable Weekly Rate Period, the Remarketing Agent may
or may not be able to remarket any 1996 Certificates tendered for purchase on such date at par and the
Remarketing Agent may sell 1996 Certificates at varying prices to different {nvestors on such date or any
other date, The Remarketing Agent is not obligated to advise purchasers in a remarketing 1f it does not
have third party buyers for all of the 1996 Certificates at the remarketing price. ln the event that the
Remarketing Agent owns any 1996 Certificates for its own account, it may, in its sole discretion in a
secondary market transaction outside the tender process, offer such (996 Certificates on any date,
including the date of the commencement of the applicable Weekly Rate Period, at a discount to par to
some investors.

The Ability to Sell the 1996 Certificates Other Than through Tender Process
May Be Limited

The Remarketing Agent may buy and sell 1996 Certificates other than through the tender process.
However, it is not obligated to do so and may cease doing so at any time without notice and may require
holders that wish to tender their 1996 Certificates to do so through the Tender Agent with appropriate
notice. Thus, investors who purchase the 1996 Certificates, whether in a remarketing or otherwise,
should not assume that they will be able to sell their (996 Certificates other than by tendering the 1996
Certificates in accordance with the tender process.

SOURCES AND USES OF FUNDS

The sources and uses of funds with respect to initial delivery of the 1996 Certificates were as follows:

Sources

Principal Amount of 1996 Cectificates $15.,400,000
Total 154 00

Uses

Deposit to Acquisition Fund $15,192,645

Underwriter’s Discount 22,355

Costs of Issuance " 185,000
Total $15,400,000

™ Tocluded legal, financing and consulting fees, fees associated with the letter of credit, rating agency fees,

printing costs and other miscellaneous expenses.
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Letter of Credit

On June 30, 2011, the Letter of Credit is expected to be replaced the existing irrevocable, direct-pay letter
of credit dated issued by Landesbank Hessen-Thuringen Girozentrale (Helaba). The Letter of Credit is
issued for the benefit of the 1996 Certificates to provide the payment of principal and Purchase Price of,
and interest with respect to, the 1996 Certificates as described under the caption “THE LETTER OF
CREDIT AND THE REIMBURSEMENT AGREEMENT.” Prior to the expiration date of the Letter of Credit,
the 1996 Certificates will be subject to mandatory purchase. See the caption “THE CERTIFICATES -
Mandatory Tenders Upon Expiration, Substitution or Termination of Letter of Credit.”

Alternate Letter of Credit

The Trust Agreement provides that if at any time there has been delivered to the Trustee: (1) a Substitute
Facility in substitution for the Letter of Credit then in effect; (ii) an opinion of counsel stating that the
delivery of such Substitute Facility to the Trustee is authorized under the Trust Agreement and complies
with the terms thereof; (iit)) an Opinion of Bond Counsel that the proposed substitution will not
adversely affect the exclusion of interest on the 1996 Certificates from gross income for federal income
tax purposes; (iv) one or more opinions of counsel addressed to the Trustee, to the effect, singly or
together, that: (A) the Substitute Facility is a legal, valid and binding obligation of the obligor,
enforceable against the obligor in accordance wilh its terms, except as limited by applicable
reorganization, insolvency, liquidation, readjustment of debt, moratorium or other similar laws affecting
the enforcement of the rights of creditors generally as such laws may be applied in the event of a
reorganization, insolvency, liquidation, readjustment of debt or other similar proceeding of or moratorium
applicable to the obligor and by general principles of equity (regardless of whether such enforceability is
considered in a proceeding in equity or at law); and (B) payments made by the obligor under the
Substitute Facility will not be voidable under Section 547 of the United States Bankruptcy Code in the
context of a case or proceeding by or against the District or any Affiliates thereof under the United States
Bankruptcy Code; (v) if a rating or ratings on the Certificates shall be in effect on the date of such
substitution, written evidence from Moody’s and/or Standard & Poor’s, as applicable, to the effect that
such rating agency has reviewed the proposed Substitute Facility and that the substitution of the proposed
Substitute Facility for the existing Facility will not, by itself, result in a reduction or withdrawal of its
rating on the Certificates; and (vi) written evidence that notice of such proposed substitution has been sent
to the Owners prior to such substitution, then the Trustee shall, so long as such Substitute Facility shall
contain administrative procedures which are acceptable to the Trustee in its reasonable discretion, accept
such Substitute Facility and promptly surrender the existing Facility to the issuer thereof, and surrender
the Letter of Credit then in effect to the Bank. The 1996 Certificates will be subject to mandatory tender
for purchase on the substitution date. See the caption “THE CERTIFICATES - Mandatory Tenders Upon
Expiration, Substitution or Termination of Letter of Credit.”

THE LETTER OF CREDIT AND THE REIMBURSEMENT
AGREEMENT

The following information has been provided by the Bank for use in this Reoffering Memorandum. Such
information has not been confirmed or verified by the District or the Remarketing Agent. Neither the
District nor the Remarketing Agent make any representation as to the accuracy or adequacy of such
information or as to the absence of material adverse changes in such information subsequent (o the date
hereof. Further, no representation is made herein that the information contained or incorporated herein
by reference is correct as of any time subsequent (0 the date hereof.

The Irrevocable Letter of Credit (the “Letter of Credit”) will be issued by the Bank pursuant to the
Reimbursement Agreement dated as of June 30, 2011 (the “Reimbursement Agreement”), by and between
the District and the Bank. The following summarizes certain provisions of the Letter of Credit and the
Reimbursement Agreement, to which documents reference is made for the complete provisions thereof.
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The provisions of any substitute letter of credit and related reimbursement agreement may be different
from those summarized below.

Letter of Credit
(to be conformed when draft LOC is received)

The 1996 Certificates are secured by the Letter of Credit issued by the Bank pursuant to the
Reimbursement Agreement. The Letter of Credit will expire on the date that is the earliest of (a) June 30,
2014, provided however, the District may request the Bank to extend the Letter of Credit by making such
a request not less than six months prior to the expiration date, but extension of the expiration date of the
Letter of Credit is solely at the Bank’s discretion; (b) the date on which the Bank honors a payment on the
Letter of Credit in connection with the purchase or redemption of all of the Bonds, the conversion of the
interest rate on the Bonds or a final payment with respect to the Bonds; (c) fifteen (15) days after receipt
by the Trustee of written notice from the Bank directing the Trustee to purchase or redeem all outstanding
Bonds and present a final drawing under the Letter of Credit as a result of the occurrence of an Event of
Default under the Reimbursement Agreement; or (d) the date on which the Letter of Credit is surrendered
by the Trustee to the Bank.

While in effect, the Letter of Credit entitles the Trustee to draw on the Letter of Credit, on such dates and
at such times as are specified in the Letter of Credit. Each drawing honored by the Bank under the Letter
of Credit will immediately reduce the Stated Amount by the amount of such drawing, subject to
reinstatement on the terms set forth in the Letter of Credit. All drawings under the Letter of Credit will be
paid with the Bank’s own funds.

Reimbursement Agreement

(to be conformed when draft Reimbursement Agreement is received)

The Bonds are initially supported by the Initial Letter of Credit which will be issued by the Bank pursuant
to the provisions of the Reimbursement Agreement. The Bank has entered into the Reimbursement
Agreement with the District providing for, among other things, the District’s reimbursement to the Bank
of all amounts drawn upon under the Letter of Credit.

The Reimbursement Agreement provides for commitment fees, drawing fees, transfer fees and other fees
and charges. The District’s obligations under the Reimbursement Agreement are to be secured by the Net
Revenues and Taxes.

The District has made comprehensive representations and warranties about itself and its operations in the
Reimbursement Agreement to induce the Bank to issue the Initial Letter of Credit. These representations

and warranties include, among others, . The Reimbursement Agreement contains
affirmative and negative covenants and reporting requirements. The covenants of the District include,
among others: . Reporting requirements include requirements to furnish

The Reimbursement Agreement also sets out certain Events of Default. These include, among others: (i)
failure to pay any amount due the Bank; (i1) any attachment of Trust Agreement or lnstallment Agreement
funds; (iii) failure of any representation or warranty to have been true in any material respect; (iv) loss of
tax exemption; (v) any default under documents entered into with the Bank or if any event of default
occurs under the Trust Agreement or Installment Agreement; (vi) dissolution or insolvency of the District
or bankruptcy, reorganization or similar proceedings affecting the District, other than involuntary
proceedings dismissed within 60 days; (vii) any execution or similar process in excess of $500,000
remaining outstanding against the District for 10 days; (viii) failure to maintain required permits or
licenses; (ix) failure to comply with governmental regulatory agreements affecting the Project; (x) failure

15



to maintain insurance on the Project, to protect against liens, or failure to perform covenants in the
Reimbursement Agreement within certain cure periods; (xi) default under any other indebtedness of the
District; and (xii) failure to comply with its financial covenants.

Upon the occurrence of an Event of Default under the Reimbursement Agreement, the Bank may: (i) call
all or a portion of the 1996 Certificates for redemption in accordance with the Trust Agreement; (ii)
declare a mandatory tender of the 1996 Certificates in accordance with the Trust Agreement; (iii) request
that all 1996 Certificates be tendered for purchase as 1996 Certificates to be owned by the Bank; (iv)
enforce its rights against the District through legal action; and (v) exercise other remedies under
applicable law or other agreements.

The Bank and the District may, {rom time to time, amend the Reimbursement Agreement without notice
to, or consent of, the Trustee or the Owners.

THE BANK

The following information has been provided by the Bank for use in this Reoffering Memorandum. Such
information has not been confirmed or verified by the District or the Remarketing Agent. Neither the
District nor the Remarketing Agent make any representation as to the accuracy or adequacy of such
information or as to the absence of material adverse changes in such information subsequent (o the date
hereof. Further, no representation is made herein that the information contained or incorporated herein
by reference is correct as of any time subsequent to the date hereof.

Union Bank, N.A.

Union Bank is a full-service commercial bank providing an array of financial services to individuals,
small businesses, middle-market companies, and major corporations. The Bank operates 401 branches
and 617 ATM’s in California, Oregon, Washington, and Texas, as well as two international offices. The
Bank serves corporate clients across the country, and has a retail customer base of approximately |
million households.

Union Bank, N.A. is the primary subsidiary of UnionBanCal Corporation, the second-largest commercial
bank holding company headquartered in California, based on assets of $80.6 billion at March 31, 2011.
UnionBanCal is a wholly owned subsidiary of The Bank of Tokyo-Mitsubishi UFJ, Ltd., and a member of
the Mitsubishi UFJ Financial Group (MUFG, NYSE:MTU), one of the world’s largest financial
organizations.

For the quarter ending March 31, 2011, the Corporation had loans totaling $48.1 billion, total assets of
$80.6 billion and total deposits of $58.7 billion. For fiscal year ended December 31, 2010, a net income
of $573.0 million was reported, compared with a net loss of $65 million for full year 2009. Copies of the
latest annual report and the most recent quarterly report may be obtained at www.unionbank.com or at the
Bank’s Los Angeles office, located at 445 South Figueroa Street, Los Angeles, California 90071.
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SOURCES OF PAYMENT FOR THE CERTIFICATES
General

Each 1996 Certificate represents a direct, undivided fractional interest in the Installment Payments to be
made by the District to the Corporation under the Installment Sale Agreement. The Corporation has
assigned all of its rights under the Installment Sale Agreement, including its rights to receive Installment
Payments from the District and its remedies under the Installment Sale Agreement to the Trustee for the
benefit of the Owners of the 1996 Certificates. The Installment Payments are sufficient to pay, when due,
the annual principal and interest represented by the 1996 Certificates.

Installment Payments

Pursuant to the Installment Sale Agreement, the District is obligated to make Installment Payments solely
from Taxes and Net Revenues. The combined totals of such Installment Payments equals the principal
and interest due with respect to the 1996 Certificates. The obligation of the District to make the
Installment Payments is absolute and unconditional, and until such time as the Purchase Price shall have
been paid in full (or provision for the payment thereof shall have been made pursuant to the Installment
Purchase Agreement), the District will not discontinue or suspend any Installment Payment required to be
made by it under the Installment Sale Agreement when due, whether or not the Water System or any part
thereof is operating or operable or its use is suspended, interfered with, reduced or curtailed or terminated
in whole or in part, and such payments shall not be subject to reduction whether by offset or otherwise
and shall not be conditional upon the performance or nonperformance by any party of any agreement for
any cause whatsoever.

The District’s obligation to make the Installiment Payments is a limited obligation of the District
payable solely from Taxes and Net Revenues of the Water System, and neither the full faith and
credit nor the taxing power of the District, the State of California or any if its political subdivisions
is pledged for the payment of the 1996 Certificates.

Taxes and Net Revenues

The Installment Payments securing the 1996 Certificates are payable from Taxes and Net Revenues on a
parity with installment payments securing the District’s 2004 Certificates and the 2007 Certificates and
the Otay Water District Financing Authority’s 2010 Bonds.

“Taxes” means all taxes, including ad valorem taxes of the District, other than taxes imposed pursuant to
Chapter | of Part 9 of the Law to secure general obligation bonds of the District or any improvement
district thereof.

“Revenues” means (i) all water availability charges imposed pursuant to Chapter 2 of Part 5 of the Law
not exceeding $10 per acre per year; (ii) all income, rents, rates, fees, charges and other moneys derived
by the District from the ownership or operation of the Water System, including, without limiting the
generality of the foregoing, (a) all income, rents, rates, fees, charges or other moneys derived from the
sale, furnishing, and supplying of water and other services, facilities and commodities sold, furnished or
supplied through the facilities of the Water System, including connection fees, (b) the earnings on and
income derived from the investment of such income, rents, rates, fees and charges or other moneys, (c)
the proceeds derived by the District directly or indirectly from the sale, lease or other disposition of a part
of the Water System as permitted under the Installment Purchase Agreement and (d) Interest Subsidy
Payments; provided that the term “Revenues” shall not include customers’ deposits or any other deposits
subject to refund until such deposits have become the property of the District.



“Operation and Maintenance Costs” means (i) costs spent or incurred for maintenance and operation of
the Water System calculated in accordance with generally accepted accounting principles, including
(among other things) the reasonable expenses of management and repair and other expenses necessary to
maintain and preserve the Water System in good repair and working order, and including administrative
costs of the District that are charged directly or apportioned to the Water System, including but not limited
to salaries and wages of employees, payments to the Public Employees Retirement System, overhead,
insurance, taxes (if any), fees of auditors, accountants, attorneys or engineers and insurance premiums,
and including all other reasonable and necessary costs of the District or charges (other than debt service
payments) required to be paid by it to comply with the terms of the Bonds or of the Installment Purchase
Agreement or any Contract or of any resolution or indenture authorizing the issuance of any Bonds or of
such Bonds; and (ii) costs spent or incurred in the purchase of water for the Water System; but excluding
in all cases depreciation, replacement and obsolescence charges or reserves therefor and amortization of
intangibles or other bookkeeping entries of a similar nature and all capital charges.

“Net Revenues” means, for any Fiscal Year or other |2-month period, the Revenues for such Fiscal Year
or other 12-month period less the Operation and Maintenance Costs for such Fiscal Year or other 12-
month period. See “Rate Covenant” and “Parity Debt” herein.

“Interest Subsidy Payment” means cash subsidy payments entitled to be received by the District from the
United States Treasury with respect to the 2010B Bonds and any Parity Bonds issued and Contracts
executed by the District, including but not limited to “Build America Bonds™ issued as contemplated by
the American Recovery and Reinvestment Act of 2009.

The District will timely submit all required documentation to the United States Treasury and take any and
all action necessary to receive and collect the Interest Subsidy Payments.

Allocation of Taxes and Revenues

Pursuant to the Installment Sale Agreement, the 2004 Installment Purchase Agreement, the 2007
Installment Purchase Agreement and the 2010 Installment Purchase Agreement (collectively, the
“Agreements”), the District established separate special funds, the “Revenue Fund” and the “Tax Fund.”
Under the Agreements, the District has agreed to deposit all Revenues in the Revenue Fund and all Taxes
in the Tax Fund. The Revenues and Taxes will not be used for any other purpose while any of the
installment payments due under the Agreements remain unpaid, except as described below. Under the
terms of the Agreements, the District will, from moneys in the Revenue Fund, pay Operation and
Maintenance Costs (including amounts reasonably required to be set aside in contingency reserves for
Operation and Maintenance Costs, the payment of which is not then immediately required) as they
become due and payable.

All moneys in the Tax Fund, and, to the extent such moneys are insufficient, all remaining moneys in the
Revenue Fund, shall be set aside by the District at the following times in the following respective special
funds in the following order of priority and all moneys in each of such funds shall be held in trust and
shall be applied, used and withdrawn only for the purposes described herein:

(a) Certificate Payment Fund. On or before each lnstallment Payment Date, the District shall, from
the moneys in the Tax Fund and, to the extent needed, the Revenue Fund, transfer to the Trustee
for deposit in the Certificate Payment Fund, the Installment Payment due and payable on that
Installment Payment Date. The District shall also, from the moneys in the Tax Fund and, to the
extent needed, the Revenue Fund, transfer to the applicable trustee or payee for deposit in the
applicable payment fund, without preference or priority, and in the event of any insufficiency of
such moneys ratably without any discrimination or preference, payments due under the
Agreements and payments with respect to any additional Contracts.
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No deposit need be made in the Certificates Payment Fund as Installment Payments if the amount
in the Certificates Payment Fund is at least equal to the amount of the Installment Payment due
and payable on the next succeeding Installment Payment Date.

All money in the Certificates Payment Fund shall be used and withdrawn by the Trustee in
accordance with the Trust Agreement.

(b) Reserve Fund. On or before each Installment Payment Date, the District shall, from the
remaining moneys in the Tax Fund and, to the extent needed, the Revenue Fund, thereafter,
without preference or priority, and in the event of any insufficiency of such moneys ratably
without any discrimination or preference, transfer to the applicable trustee for deposit to such
other reserve fund or account for the Existing Parity Obligations and payments with respect to
any additional Contracts an amount equal to the amount required to be deposited therein, and to
transfer to any insurer any amounts due pursuant to any agreement related to the repayment of
draws under a Reserve Policy.

No transfer of moneys for deposit to the Reserve Fund in connection with the [nstallment
Payments need be made if the amount contained therein is at least equal to the Reserve Fund
Requirement.

(c) Surplus. Moneys on deposit in the Tax Fund or Revenue Fund not necessary to make any of the
payments required above or as required under the Agreements or with respect to any additional
Contracts may be expended by the District at any time for any purpose permitted by law.

Event of Default and Acceleration of Maturities

The Installment Payments are payable only from Taxes and Net Revenues and are not secured by, and the
1996 Certificate Owners have no security interest in or mortgage on the property of the Water System or
any other assets of the District. Should the District default, the Trustee, as assignee of the Corporation,
shall have the right at its option and without any further demand or notice, but subject in all respects to
the provisions of the Trust Agreement, declare the entire principal amount of the unpaid Installment
Payments and the accrued interest thereon to be due and payable immediately, and upon any such
declaration the same shall become immediately due and payable, anything contained in the Installment
Sale Agreement to the contrary notwithstanding. See “APPENDIX A - SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS - THE TRUST AGREEMENT - Default and Limitation of Liability” and “SUMMARY OF
CERTAIN PROVISIONS OF THE INSTALLMENT PURCHASE AGREEMENT - Events of Default and
Remedies.”

Rate Covenant

Pursuant to the Agreements, the District will fix, prescribe, revise and collect rates, fees and charges for
the Water Service which will be at least sufficient to yield during each Fiscal Year Taxes and Net
Revenues equal to 125% of the Debt Service (including for purposes of such calculation the obligation of
the District to repay costs related to any surety bond, reserve credit facility or other reserve fund funding
instrument) on the 1996 Certificates, the Existing Parity Obligations and additional Contracts or Parity
Bonds (as defined herein) for such Fiscal Year. The District may make adjustments from time to time in
such rates and charges and may make such classification therecof as it deems necessary, but shall not
reduce the rates and charges then in effect unless the Taxes and Net Revenues from such reduced rates
and charges will at all times be sufficient to meet the requirements of the Agreements.
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For purposes of calculating the ratio required by the rate covenant, when the Existing Parity Obligations
are no longer outstanding, the Interest Subsidy Payments will be deducted from Net Revenues and the
calculation of Debt Service payable by the District on Parity Bonds or Contracts will be reduced by the
amount of the Interest Subsidy Payments the District is entitled to receive during such twelve-month
period.

For the purposes of the calculations described above, the adjustments to Net Revenues and Debt Service
relating to the Interest Subsidy Payments will be made when the Existing Parity Obligations are no longer
outstanding with respect to the 2010B Bonds or with respect to any Parity Bonds or additional Contracts
that are designated as “Build America Bonds.” See “APPENDIX A - SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS.”

Parity Debt

Pursuant to the Agreements, the District may at any time execute any contract or issue any bonds the
payments under or of which are on a parity with the Installment Payments (“Contracts” or “Parity
Bonds”), as the case may be, provided an Independent Financial Consultant or Certitied Public
Accountant shall render to and file with the District and the Trustee a written report certifying that Taxes
and Net Revenues for any twelve (12) consecutive calendar months in the eighteen (18) calendar months
immediately preceding the issuance of the additional Contracts or Parity Bonds adjusted as set forth
below are at least equal to 125% of Debt Service (including for purposes of such calculation the
obligation of the District to repay costs related to any surety bond, reserve credit facility or other reserve
fund funding instrument), assuming such additional Contracts had been executed or Parity Bonds had
been issued at the beginning of such twelve-month period.

For purposes of calculating the ratio required for the issuance of additional Contracts or Parity Bonds,
when the Existing Parity Obligations are no longer outstanding (with the exception of the 2010 Bonds),
the Interest Subsidy Payments will be deducted from Net Revenues and the calculation of Debt Service
payable by the District on Parity Bonds or Contracts will be reduced by the amount of the Interest
Subsidy Payments the District is entitled to receive during such twelve-month period.

For the purposes of the calculations described above, the adjustments to Net Revenues and Debt Service
relating to the Interest Subsidy Payments will be made when the Existing Parity Obligations are no longer
outstanding with respect to the 2010B Bonds or with respect to any Parity Bonds or additional Contracts
that are designated as “Build America Bonds.”

For purposes of calculating Net Revenues as set forth in the preceding paragraph, adjustments to the
computations of Net Revenues may be made for the following:

(N any change in service charges which has been adopted subsequent to the commencement
of the twelve-month period but prior to the date of issuance or execution of the Parity
Bonds or additional Contracts;

(2) customers added to the Water System subsequent to the commencement of the twelve-
month period but prior to the date of issuance or execution of the Parity Bonds or
additional Contracts;

3) the estimated change in Net Revenues which will result from the connection of existing
residences or businesses to the Water System within one year following completion of
any project to be funded or system to be acquired from the proceeds of such Parity Bonds
or additional Contracts; and
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4 the estimated change in Net Revenues which will result from services provided under any
long-term, guaranteed contract that extends for the life of the Parity Bonds or additional
Contracts if entered into subsequent to the commencement of the twelve-month period
but prior 1o the date of issuance or execution of the Parity Bonds or additional Contracts.

Notwithstanding the foregoing, Parity Bonds issued or additional Contracts executed to refund Parity
Bonds or additional Contracts (including refunding of the Existing Parity Obligations or the Bonds), may
be delivered without satisfying the conditions set forth above if Debt Service in each Fiscal Year after the
Fiscal Year in which such Parity Bonds are issued or additional Contracts executed is not greater than
Debt Service would have been in each such Fiscal Year prior to the issuance of such Parity Bonds or
execution of such additional Contracts. Further, for the purpose of calculating Debt Service for any Parity
Bonds or additional Contracts which bear a variable interest rate, the rate of interest used to calculate
Debt Service shall be 110% of the greater of (1) the then current variable interest rate bome by such Parity
Bonds or additional Contracts (which includes outstanding 1996 Certificates) plus 2%, and (ii) the highest
variable rate borne over the preceding 12 months by outstanding variable rate debt issued by the District
or, if no such variable rate debt is at the time outstanding, by variable rate debt of which the interest rate is
computed by reference to an index comparable to that to be utilized in determining the interest rate for the
debt then proposed to be issued. See “APPENDIX A - SUMMARY OF PRINCIPAL LEGAL DOCUMENTS.”

In addition to the foregoing, in the event any amounts that are past due and owing to any insurer of Bonds
or with respect to any Contracts, such insurer must provide written consent to the issuance of any
additional Bonds or the execution of any Contracts.

Property Insurance

The Installment Sale Agreement requires the District to maintain or cause to be maintained with respect to
the properties of the Water System, insurance in such amounts and against such risks (including accident
to or destruction of the Water System which are of an insurable nature) as are usually covered in
connection with facilities similar to the Water System so long as such insurance is available at reasonable
costs (see “APPENDIX A - SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - THE INSTALLMENT SALE
AGREEMENT - Insurance” herein). Any such insurance may be maintained under a self-insurance
program so long as such self-insurance is maintained in the amounts and in the manner usually
maintained in connection with water systems similar to the Water System. All procceds of insurance
against property damage and all proceeds of condemnation awards relating to the Project shall be payable
to the District alone, and the District shall retain and collect such proceeds. All claims under any such
insurance policy or with respect to any condemnation proceeding relating to the Project may be settled by
the District without the consent of the Corporation or the Trustee. Such proceeds shall be applied
promptly to the optional prepayment of Instaliment Payments, or retained by the District and promptly
applied to the repair or rebuilding of the Project or the acquisition or construction of the capital
improvements to the Water System. See “THE CERTIFICATES - Prepayment - Prepayment From Net
Proceeds of Insurance and Condemnation” herein. See also “APPENDIX A - SUMMARY OF PRINCIPAL
LEGAL DOCUMENTS - THE INSTALLMENT SALE AGREEMENT - Insurance” herein.
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OTAY WATER DISTRICT

The District was formed in January 1956 pursuant to Section 71000 et seq., of the California Water Code,
and joined the San Diego County Water Authority (which is a member of the Metropolitan Water District
of Southern California) in September 1956 to acquire the right to purchase and distribute imported water
throughout its service area. The District’s boundaries currently encompass an arca of approximately 125
square miles in San Diego County, lying immediately east of the San Diego metropolitan area and
running from the City of El Cajon south to the Mexican border, abutting the cities of El Cajon and La
Mesa, and encompassing most of the City of Chula Vista and a small portion of the City of San Diego
(the “Service Area”). The District is the sole provider of water in the Service Area. Approximately 39%
of the geographic Service Area is currently developed, and this percentage will continue to increase as the
District’s Service Area continues to develop and grow. The District’s water sales by volume increased by
7.5% per year from 2004 to 2007. Since 2007, new residential construction has declined significantly and
there has been little growth in residential connections. However, the District continues to add connections
to both its potable and recycled water system at a slow rate. As of June 30, 2010, the District had nearly
48,000 potable and 700 recycled service accounts representing a population of approximately 206,000,
with an average daily demand of 30.5 million gallons per day (mgd). Ultimately, the District is projected
to serve 277,000 people, creating an average daily demand of 56.3 mgd.

Most potable water delivered by the District is purchased from the San Diego County Water Authority
(“SDCWA™) who in turn purchases water from the region’s water importer, the Metropolitan Water
District of Southern California and QSA supplies. In Fiscal Year 2007, the District entered into an
agreement with the City of San Diego to treat raw water to potable level before being introduced to the
District’s Water System. A small amount of potable water has also been purchased from the City of San
Diego, and will be purchased in the future on an as needed basis. By taking raw water through SDCWA’s
system at a different connection, there is increased reliability of water supplied to the District. In
addition, the Jamacha Road Pipeline Project provides increased capacity with the connection to SDCWA,
where the District has established an additional delivery point for treated water from the Helix Water
District Levy treatment plant. Water delivered through the new pipeline will be stored in two receatly
constructed 10 million gallon reservoirs. The District is also moving forward with a ground water project
which will provide an additional source of water.

The District owns and operates a recycled water distribution network. Recycled water from the District’s
Ralph W. Chapman Water Recycling Facility (“RWCWRE™) is used to irrigate golf courses, landscaping
at schools, public parks, roadway landscapes, and various other approved uses in eastern Chula Vista.
The RWCWREF is capable of reclaiming wastewater at a rate of approximately 1.2 million gallons per day.
The District 1s also in a partnership with the City of San Diego to beneficially reuse an additional 6
million gallons per day of recycled water from the City of San Diego’s South Bay Reclamation Plant
(since Spring of 2007), which required the District to construct over six miles of connecting pipeline, a
pump station and a 12 million gallon reservoir. Using this new resource to meet recycled water demands
on the Water System has resulted in the District being able to allocate approximately 3,100 acre-feet per
year of potable water lo other uses.

The District also owns and operates a wastewater collection and reclamation system, providing public

sewer service to approximately 4,656 customers within the Jamacha drainage basin. This wastewater
system is not a part of the Water System.
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The District is administered by a Board of Directors consisting of five members who are elected to four-
year alternating terms by the voters residing within the District’s boundaries. The District is divided into
five divisions, with each Director representing a specific division within which he or she must reside.
The current members of the Board and key administrative personnel are:

DIRECTORS

Jaime Bonilla, President - Division 2
Gary D. Croucher, Vice President - Division 3
David Gonzalez, JIr., Treasurer - Division |
Jose Lopez, Division 4
Mark Robak, Division 5

MANAGEMENT TEAM

Mark Watton, General Manager
German Alvarez, 4ssistant General Manager Finance & Administration
Manny Magaiia, Assistant General Manager Engineering & Operations
Joseph R. Beachem, Chief Financial Officer
Rom Sarno, Jr., Chief of Administrative Services
Geoff Stevens, Chief Information Olfficer
Rod Posada, Chief of Engineering
Pedro Porras, Chief of Water Operations

Under direction of the General Manager, the District has 159 employees.

THE WATER SYSTEM

The following information concerning the Water System was obtained from District officials except
where otherwise indicated. The audited financial statements of the District for the Fiscal Year ended June
30, 2010 are attached hereto as “APPENDIX B” and should be read in their entirety.

Existing Facilities

Potable Water Facilities - The principal facilities of the existing potable water system consist of six water
supply connections with SDCWA, onc water supply connection with the City of San Diego, 24 pump
stations, over 709 miles of pipelines, and 40 storage reservoirs.

The District currently receives treated potable water from the SDCWA through four connections to one of
the pipelines owned and operated by the SDCWA. This water is treated by the Metropolitan Water
District of Southern California at its Skinner Water Treatment Plant and SDCWA at its Twin Oaks
Treatment Plant. In addition, the District currently receives treated potable water from the SDCWA
through one connection to the Helix Water District water system. This water is be treated by the Helix
Water District at its R.M. Levy Water Treatment Plant pursuant to an agreement with the SDCWA. The
District may also purchase treated potable water, if available, from the City of San Diego. This water is
sold by the SDCWA to the District in raw form and delivered lo the City of San Diego’s Otay Water
Treatment Plant pursuant to an agreement among the SDCWA, the District and the City of San Diego.
These supply sources and connecting transmission mains deliver water to terminal storage reservoirs that
provide water service to customers within the Service Area.

Recycled Water Facilities - The principal facilities of the existing recycled water system consist of 2
recycled water supply sources, 3 pump stations, 96 miles of pipelines, and 4 storage reservoirs.
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The District currently produces recycled water at the RWCWRE, which is owned and operated by the
District. Recycled water from the RWCWRF and some of the District’s treated potable water supply are
delivered into storage reservoirs that provide recycled water service to recycled water customers.

The District is divided into five geographic areas. These five areas contain five potable water systems
and two recycled water systems. The systems are called Hillsdale, Regulatory, La Presa, Central Area, and
Otay Mesa. The Hillsdale, Regulatory, and La Presa systems are collectively referred to as the North
District, while the Central Area and Otay Mesa systems are collectively referred to as the South District.
Recycled water service is currently limited to the South District. There are multiple pressure zones within
each system, except Otay Mesa.

North District. The Hillsdale system includes the extreme north part of the District’s Service Area. The
Regulatory system is located between the Hillsdale and La Presa systems. The Regulatory system
reservoirs are considered to provide emergency storage for the entire North District as well as some
operational storage for the 640 and 520 Pressure Zones. Two new 10 million gallon reservoirs are located
within the Regulatory system and provide storage for the treated water delivered through the new 36 inch
pipeline, which connects to the Helix Water District system by way of the SDCWA aqueduct. The La
Presa system is generally located north and east of the Sweetwater reservoir and is the southernmost
system of the North District.

South District. The Central Area system is roughly bounded by Interstate 805 on the west, Otay River
on the south, the Lower Otay Reservoir on the east, and the Regulatory System on the north. Three
Central Area system reservoirs provide emergency storage for the entire Central Area system and also
provide operational storage for the 624 Pressure Zone. Additional reservoirs provide operational storage
for other pressure zones throughout the Central Area. The Otay Mesa system includes the extreme south
portion of the District Service Area and is generally located between the Otay River on the north and the
Mexico border on the south. The South District has experienced, and is expected to experience, the most
growth in the District’s Service Area.

Water Storage

The District currently operates 41 potable and 4 recycled reservoirs as shown below with a total capacity
of 263 mg. The District estimates that the reservoirs are between 75% and 80% full on a typical day.

System Reservoirs Capacity (mg)
Hillsdale 6 13.9
Regulatory 13 48.7
La Presa 9 23.7
Central Area 11 85.5
Otay Mesa 2 47.7
Recycled 4 _43.7
Total 45 263.2
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Water Supply

Service Area Water Supply - Potable. The District does not have a local source of surface water, and is
working to complete a modest supply of ground water. The District purchases a significant amount of its
potable water from the SDCWA. Under a contractual arrangement with the SDCWA, the District also
receives potable water from the Helix Water District’s Levy Water Treatment Plant and from the City of
San Diego.

The SDCWA implemented a water rate increase on January 1, 2010, which resulted in an approximate
[1.3% increase for the District’s cost of purchased potable water from SDCWA. SDCWA has provided
preliminary estimates on water cost increase expected to be implemented by SDCWA January 1, 2011.
The overall cost increase is expected to be 7.5%.

Service Area Water Supply - Recycled. The District produces approximately 1.2 mgd of recycled water
at the RWCWREF. The District has contracted with the City of San Diego to purchase up to 6 mgd of
recycled water produced by the City of San Diego’s South Bay Water Reclamation Plant. Construction on
the required pump station, reservoir, and the 6-mile delivery system allowing the District to connect to the
City of San Diego’s recycled water pipeline was completed in 2007.

SDCWA Water Supply. For Fiscal Year 2010, approximately 87% of the region’s water supply came
from imported water, with the remainder coming from member agency’s local supplies. Of the purchased
supply, 71% is from the Metropolitan Water District of Southern California (“MWD”). For the Fiscal
Year ended June 30, 2010, the SDCWA supplied the District 31,168 acre-feet of water (quantities of water
are expressed in terms of acre-feet which is the amount of water which will cover one acre to a depth of
one foot and is equivalent to approximately 326,000 gallons and approximately the average annual water
usage of two households).

As an alternative to purchasing all of its imported water from MWD, the SDCWA has begun to diversify
its purchases through core and spot water transfers with other agencies. Since 2003, the SDCWA has
been receiving a portion of its imported water pursuant to the terms of the Quantification Settlement
Agreement (“QSA”) among the State of California acting by and through the Department of Fish and
Game, the Coachella Valley Water District (“CVWD?”), the Imperial Irrigation District (“11D”) and the
SDCWA, executed on October 10, 2003, the Water Transfer Agreement (defined below) and other QSA
related agreements. Water that the SDCWA receives from 11D is conveyed through the Colorado River
Aqueduct pursuant to an exchange agreement with MWD. The SDCWA began receiving transfer water
from 11D in December 2003. Starting with the initial delivery of 10,000 acre-feet, the amount of water Lo
be delivered is increasing according to an agreed-upon schedule until the maximum transfer yield of
200,000 acre-feet per year is achieved. In addition, the SDCWA will receive approximately 77,000 acre-
feet of imported water per year from water conserved through the lining of the All-American Canal
Lining Project and the Coachella Canal Lining Project. The SDCWA began receiving water from the
Coachella Canal Lining Project in 2007 and in 2010 will receive its full allotment from the All-American
Canal Lining Project. The SDCWA is also pursuing spot water transfers to provide supplemental supplies
to the region during times of supply shortages. Spot transfers are short-term transfers or leases, typically
agreed to and completed within one to three years.

Litigation related to the QSA is described in “APPENDIX F - INFORMATION CONCERNING
METROPOLITAN WATER DISTRICT’S WATER SUPPLY - QSA-Related Litigation.”

The SDCWA continues to pursue supply diversification efforts for itself and the region, including long-

term planning, recycling of local surface water, groundwater, recycled water, local seawater desalination
and conservation efforts.
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Water Storage facilities are also critical to assuring consistent water availability notwithstanding
fluctuation in available supply. The SDCWA has recently entered into agreements to expand available
storage capacity. The SDCWA recently issued over $600 million in water bonds to finance its Capital
Improvement Program. One of the purposes of the Capital Improvement Program is to interconnect a
number of member agency storage facilities. Another purpose is to enhance the SDCWA’s own storage
capacity.

The SDCWA faces various challenges in the continued supply of water to the District and other member
agencies. A description of these challenges as well as a variety of other operating information with
respect to the SDCWA is included in certain disclosure documents prepared by SDCWA. The SDCWA
has entered into certain continuing disclosure agreements pursuant to which SDCWA is contractually
obligated for the benefit of owners of certain of its outstanding obligations, to file certain annual reports,
notices of certain material events as defined under Rule 15¢2-12 of the Exchange Act (“Rule 15¢2-12")
and annual audited financial statements (the “SDCWA Information”) with the Municipal Securities
Rulemaking Board which are available online at www.emma.msrb.org.

SDCWA HAS NOT REVIEWED THIS REOFFERING MEMORANDUM AND HAS MADE NO
REPRESENTATIONS OR WARRANTIES WITH RESPECT TO THE ACCURACY OR COMPLETENESS
OF THE INFORMATION CONTAINED OR INCORPORATED HEREIN, INCLUDING INFORMATION
WITH REGARD TO SDCWA. SDCWA IS NOT CONTRACTUALLY OBLIGATED, AND HAS NOT
UNDERTAKEN, TO UPDATE SUCH SDCWA INFORMATION, FOR THE BENEFIT OF THE DISTRICT
OR THE OWNERS OF THE BONDS UNDER RULE 15¢2-12.

MWD Water Supply. The SDCWA currently purchases all of its imported water from MWD and 1ID.
SDCWA is MWD’s largest member agency, purchasing approximately [24%)] of MWD’s supplies in
Fiscal Year 2009/10. MWD obtains its water supply from two primary sources: the Colorado River, via
MWD’s Colorado River Aqueduct, and the State of California Department of Water Resources’ State
Water Project (“SWP”), via the Edmund G. Brown California Aqueduct.

MWD faces various challenges in the continued supply of imported water to SDCWA and other member
agencies. A description of these challenges as well as a variety of other operating information with
respect to MWD is included in “APPENDIX F” hereto and in certain disclosure documents prepared by
MWD. MWD has entered into certain continuing disclosure agreements pursuant to which MWD is
contractually obligated for the benefit of owners of certain of its outstanding obligations, to file certain
annual reports, notices of certain material events as defined under Rule 15¢2-12 and annual audited
financial statements (the “MWD I[nformation”) with the Municipal Securities Rulemaking Board which
are available online at www.msrb.org.

MWD HAS NOT REVIEWED THIS REOFFERING MEMORANDUM AND HAS MADE NO
REPRESENTATIONS OR WARRANTIES WITH RESPECT TO THE ACCURACY OR COMPLETENESS
OF THE INFORMATION CONTAINED OR INCORPORATED HEREIN, INCLUDING INFORMATION
WITH REGARD TO MWD. MWD IS NOT CONTRACTUALLY OBLIGATED, AND HAS NOT
UNDERTAKEN, TO UPDATE SUCH MWD INFORMATION, FOR THE BENEFIT OF THE DISTRICT
OR THE OWNERS OF THE BONDS UNDER RULE 15¢2-12.

Historic and Projected Water Supply. As noted, the State of California has experienced drought
conditions for several years, which have impacted the SDCWA'’s base allocation of water to the District.
The District’s base allocation of potable water is 43,162 acre feet. In 2009, SDCWA implemented an 8%
reduction in the base allocation to its customers, resulting in an allocation to the District of 39,680.6 acre
feet. On April 28, 2011, SDCWA announced the end of mandatory water use restrictions and that there
will no longer be a reduced water allocation for member agencies
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Water Service

Historical Water Use. Table No. | shows the amount of water usage, connections and revenue generated
from water and recycled water sales in the last five fiscal years, with estimated amounts for 2010/11.
There have been over 1,639 new residential connections between Fiscal Years 2004/05 and 2010/11, an
increase of 3%. Population has increased over 37% during this period from 148,000 to over 206,000,
accounting for the significant increase in the amount of water usage.

Rainfall in Fiscal Year 2010/11 was above average and above recent years’ totals. Together with

conservation efforts by customers, this has caused a reduction in water sales in 2010/11 from amounts
budgeted by the District. Historical rainfall totals are shown below.

HISTORICAL RAINFALL
Year Inches
2006 5.42
2007 3.85
2008 7.49
2009 9.17
2010 [1.01
2011 (estimate) 12.27
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The water rate structure uses both fixed and variable charges. All customer classes are charged the
“monthly fixed charge” based on the meter size as shown in Table No. 3. The commodity or consumption
rates as outlined in Table No. 4 are variable in that they are charges per unit. The District also uses an
inclining block rate structure for the commodity rate. As a result, each class of customer has a range of
rates and for certain classes - commercial, irrigation, and recycled - rates are further differentiated based
on meter size. Residential customers (also called domestic customers) have a range of rates beginning at
$2.10 and up to $4.21 based on the number of units used. The average residential customer uses 15 units
of water. One unit of water is equal to 100 cubic feet of water (one cubic foot of water equals 7.48
gallons). Customers outside the District and tanker trucks are charged two times the commodity rate.

TABLE NO. 3
MONTHLY FIXED CHARGES
As of January 1, 2011

Domestic Service MWD/SDCWA
Monthly Additional Monthly
Meter Size Fixed Charge Fixed Charge

3/4” $ 1458 $11.82

[ 18.52 19.69
1-1/2” 28.37 39.49

2” 40.18 63.07

3" 71.68 126.14

4” 107.13 197.11

6” 205.59 39417

g 323.73 630.71

107 461.57 903.58
Fire 30.11

Source: Otay Water District.
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its accounts receivable. The District continues to be focused on finding new ways to assist customers in
managing their accounts. Some of the improvements currently being implemented are electronic bill
presentation, recurring payments via credit card, and the ability to make water payments at any retailer
using the same electronic network used by the District’s bank.

Other Charges. The District charges an energy charge of $0.044 per 100 feet of elevation for all
connections over a 450 foot elevation. Betterment charges in certain areas ranging from $.08 to $.27 per
unit to pay for reservoirs, pump stations and other infrastructure. The District also applies additional
water development charges in some areas in the North District.

Cuapacity Fees and Meter Fees. The District charges capacity fees to connect to the Water System.
Current capacity fees are $7,697 and the new water supply of $887 for a single family residential
connection, increased quarterly according to the Engineering News-Record index. The District also
charges a meter fee for the materials and installation cost of a meter. The meter fees range from $266 for
a single family residence to $5,507 for a 10” meter.

Availability Fees. The District levies and collects annual standby availability charges. Current legislation
provides that any availability charge in excess of $10 per acre shall be used only for the purpose of the
improvement district for which it was assessed. Therefore, availability fees shown in Table No. 9 and
Table No. 10 include only the first $10 of availability fees. To the extent the availability fees in excess of
$10 per acre are authorized for operational purposes, they are included in Table No. 9 in “Connection and
Other Fees” and in Table No. L0 in “Other Income.”

Annexation Fees. When service is requested outside the boundaries of the District, the land to be
serviced is annexed and an annexation fee is charged by the District. Cuwrrent annexation fees are $1,516
for single family residential connections and are adjusted quarterly according to the Engineering News-
Record index.

Annexation fees are currently charged for new service that may be within the District boundaries, but
outside of an improvement district within the District boundaries. The new annexation fees are expected
to apply only to properties outside the District boundaries.

As a result of the change in fee structure, future capacity fees and annexation fees may not be comparable
to amounts shown in prior years.

Proposition 218. On November 5, 1996, California voters approved Proposition 218, the “Right to Vote
on Taxes Act.” Proposition 218 added Articles XI1IC and XIIID to the State Constitution, which contain a
number of provisions affecting the ability of the District to levy and collect both existing and future taxes,
assessments, fees and charges. Proposition 218 also extends the initiative power to reducing or repealing
any local taxes, assessments, fees and charges. This extension of the initiative power is not limited to
taxes, assessments, fees and charges imposed on or after November 6, 1996, the effective date of
Proposition 218, and could result in retroactive repeal or reduction in any existing taxes, assessments, fees
or charges, except those which are pledged to the repayment of debt. If such provisions were held to
apply to the District’s fees or charges and a repeal or reduction in District fees or charges were to occur,
and it was held that any such taxes, assessments, fees or charges were not pledged to any debt repayment,
the District’s ability to pay debt service on the Bonds could be adversely affected. It is also possible that
the courts would uphold a reduction in rates and charges that reduce the coverage available from Net
Revenues below the levels historically maintained by the District.

Article XTITD conditions the imposition or increase of any “fee” or “charge” upon there being no written
majority protest after a required public hearing and, for fees and charges other than for sewer, water or
refuse collection services, voter approval. Article XI1ID defines “fee” or “charge” to mean levies (other
than ad valorem or special taxes or assessments) imposed by a local government upon a parcel or upon a
person as an incident of the ownership or tenancy of real property, including a user fee or charge for a
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“property-related service.” One of the requirements of Article X111D is that before a property related fee
or charge may be imposed or increased, a public hearing upon the proposed fee or charge must be held
and a mailed notice sent to the record owner of each identified parcel of land upon which the fee or
charge is proposed for imposition. In the public hearing if written protests of the proposed fee or charge
are presented by a majority of the owners of affected identified parcel(s), an agency may not impose the
fee or charge.

Following the enactment of Proposition 218 in 1996, appellate court cases and an Altorney General
opinion initially indicated that fees and charges levied for water and wasiewater services are not property-
related fees and charges and thus are not subject to the above described requirements of Proposition 218
regarding notice, hearing and protests in connection with any increase in the fees and charges being
imposed.

In a decision rendered in February, 2004, the California Supreme Court in Richmond et al. v. Shasta
Community Services District, 32 Cal. 4th 409, upheld a Court of Appeals decision that water and
wastewater connection fees were not property related fees or charges subject to Article X111D, while at the
same lime stating in dicta that fees for ongoing water and wastewater service through an existing
connection were property relaled fees and charges.

On March 23, 2005, the California Fifth District Court of Appeal published Howard Jarvis Taxpayers
Association v. City of Fresno, concluding that in lieu fees charged as a component of water and
wastewater utility service charges are subject to the requirements of Proposition 218. The ruling in the
City of Fresno case relied in part on the Richmond decision’s dicta and appeared to conflict with
Apartment Association of Los Angeles County, Inc. v. City of Los Angeles, 24 Cal. 4th 830 (2001), in
which the California Supreme Court ruled that the property-related fee provisions of Proposition 218
apply only to fees triggered by property ownership alone and not by voluntary conduct of the property
owner, such as consuming utility services. The City of Fresno decision is final, as review has been denied
by the California Supreme Court.

On July 24, 2006, the California Supreme Court stated in Bighorn-Desert View Water Agency v.
Beringson that charges for ongoing water delivery are property related fees and charges within the
meaning of Article XI11D and are further subject to the initiative provisions of Section 3 of Article XI11C.
This decision reversed the July 2004 California Appellale Court decision (Bighorn-Desert View Water
Agency v. Beringson (180 Cal. App 4™ 890)) which opined that the costs of water services are not property
related or incidents of property ownership because they are based on consumption and not on property
ownership. The California Supreme Court held that such water service charges may be reduced or
repealed through a local voter initiative pursuant to Article XIIIC of the California Constitution. The
Supreme Court stated that it was not holding that the initiative power is free of all limitations and was not
determining whether the initiative power is subject to the statutory provision requiring that water service
charges be set at a level that will pay debt service on bonded debt and operating expenses. However, the
Supreme Court stated in its opinion that water providers may determine rates and charges upon proper
action by the governing body and that the legislative body may increase a charge which was not affected
by initiative or impose an entirely new charge.

As a result of this case, there can be no assurance that Proposition 218 will not limit the ability of the
District to impose, levy, charge and collect increased fees and charges for water services.

On August 24, 2009, the District approved rate increases effective for water usage beginning September
1, 2009 following mailing of notice and a public hearing held pursuant to Article XIlID of the
Constitution. This approval includes authorization to raise rates by up to 10% per year for the next five
years for costs other than SDCWA and MWD rate increases. The approval includes authorization to pass
through all such SDCWA and MWD increases without limitation during the five year period. The Board
of Directors will continue to take action each year to set rates, however they are not expected to need to
hold another Proposition 218 hearing for three years.
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Taxes

The County levies a 1% ad valorem tax on behalf of all taxing agencies in the County, including the
District. For Fiscal Year 2010/11, the District’s share of such property tax is projected to be $3.15
million, representing an increase of $56,000 from amounts received in 2009/10. Such taxes are a source
of payment for the Installment Payments. Se¢ “SOURCES OF PAYMENT FOR THE BONDS - Installment
Payments.” All property is assessed using full cash value as defined by Article XIIIA of the State
Constitution. State law provides exemptions from ad valorem property taxation for certain classes of
property such as churches, colleges, non-profit hospitals and charitable institutions.

The taxes collected are allocated to taxing agencies within the County, including the District, on the basis
of a formula established by State law enacted in 1979 and modified from time to time. Under this
formula, the County and all other taxing entities receive a base year allocation plus an allocation on the
basis of “situs” growth in assessed value (due to new construction, change of ownership, or a 2% inflation
allowance allowed under Article X111A of the State Constitution) prorated among the jurisdictions which
serve the tax rate area within which the growth occurs. Tax rate areas are groups of parcels which are
taxed by the same taxing entities. Cities, counties, special districts and school districts share the growth
of “base” revenues from each tax rate area. Assessed valuation growth is cumulative, i.e., each year’s
growth in property value becomes part of each District’s allocation in the following year.

Historical assessed valuations for the District may be found in the District’s Comprehensive Annual
Financial Report, attached hereto as “APPENDIX B.” Over the last 30 months, the severe economic
recession reverberated through the residential housing market in the County, including many portions of
the District and particularly the area in Chula Vista. Between 2008/09 and 2010/i1, the assessed
valuation of property city-wide in Chula Vista declined 10.4%. The County Assessor reports that the
County reduced the value of 225,000 properties throughout the County in 2009, with an average reduction
of $112,000 for a single family home. Foreclosure rates have also increased significantly in the County in
the last 36 months. The District’s estimate of Taxes for 2010/11 reflects these reduced assessed values.

The availability of revenue from growth in the tax base may be affected by the establishment of
redevelopment agencies which, under certain circumstances, may be entitled to revenues resulting from
the increase in certain property values. As of the date of this Reoffering Memorandum, a portion of the
District’s tax base is within a redevelopment plan area.

California law exempts $7,000 of the assessed valuation of an owner-occupied dwelling but this
exemption does not result in any loss of revenue to local agencies since an amount equivalent to the taxes
which would have been payable on such exempt values is made up by the State.

Under AB 454 (Statutes of 1987, Chapter 92 1), the State reports to each county auditor-controller only the
county-wide unitary taxable value of State-assessed utility property, without an indication of the
distribution of the value among tax rate areas. The provisions of AB 454 apply to all State-assessed
property except railroads and non-unitary properties, and do not constitute an elimination of a revision of
the method of assessing utilities by the State Board of Equalization. AB 454 allows generally valuation
growth or decline of State-assessed unitary property to be shared by all jurisdictions within a county.

From time to time, legislation has been considered as part of the State budget to shift the share of the 1%
ad valorem property tax collected by counties from special districts to school districts or other
governmental entities (the “ERAF Shift”). While legislation enacted in connection with the Fiscal Year
1992/93 State budget shifted approximately 35% of many special districts’ shares of the countywide 1%
ad valorem 1ax, the share of the countywide | % ad valorem tax pledged to debt service by special districts
was exempted. None of the State budgets enacted since Fiscal Year 1992/93 have permanently
reallocated additional portions of the special districts’ shares of the countywide 1% ad valorem tax.
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However, the State Budgets for Fiscal Years 2003/04 through 2005/06 reallocated approximately $1.30
billion of the 1% ad valorem property tax from local government to schools. Of that amount,
approximately $350 million was reallocated from special districts. The District estimates that this
resulted in a reduction of approximately 40% in Taxes as a result of the ERAF Shift in those years. On
July 24, 2009, the California legislature approved amendments to the 2009/10 Budget involving 30
separate pieces of legislation to close a $26.3 billion shortfall. The Governor signed the budget plan on
July 28, 2009. Total State general fund spending in Fiscal Year 2009/10 will be more than $84 billion,
down from nearly $91.7 billion in Fiscal Year 2008/09 and nearly $103 billion in Fiscal Year 2007/08.
The budget amendments combined deep spending cuts, borrowing from local governments and
accounting mancuvers,

The approved amendments included borrowing from local governments and various accounting
maneuvers to generate additional revenues in Fiscal Year 2009/10, including (among many others) $2
billion borrowed from cities, counties and special districts’ property tax collections under provisions of
Proposition 1A (approved by the voters in 2004), which the State must repay with interest within three
years.

The declaration by the State of California of a fiscal emergency under Proposition 1A, as a part of the
State’s 2009/10 budget adoption, authorized the State to withhold the equivalent of 8% of fiscal 2009/10
property related tax revenues from cities, counties and special districts. The tax revenues are required to
be repaid by the State with interest within three years. The District’s Proposition 1A receivable was
$267,197. As a part of the budget package, local governments were given the opportunity to sell their
Proposition 1A receivable through financing offered by the California Statewide Communities
Development Authority, a joint powers authority sponsored by the League of California Cities and
California State Association of Counties. California Communities issued bonds in November 2009,
securitizing the future payments by the State and remitting the proceeds of the bonds to the local
governments who opted to participate in the securitization. The District opted to participate in the
securitization program and received all of its Proposition | A receivable.

There can be no assurance that the share of the 1% ad valorem property tax the District currently receives
will not be reduced further or deferred or delayed pursuant to State legislation enacted in the future to
address future State budget deficits. See “Historical and Projected Taxes, Net Revenues and Debt Service
Coverage” herein for historic and projected receipts of Taxes.

Personnel

The District has 156 full-time positions budgeted for Fiscal Year 2011/12. The OWD Employee
Association (the “Union”) represents 115 of these full-time employees as a collective bargaining unit.
The District has not experienced any strikes and continues to have positive labor relations which includes
a negotiated five-year Collective Bargaining Agreement that ends on June 30, 2013.

The District provides retirement benefits for its employees through a contractual agreement with the
California Public Employees’ Retirement System (“CalPERS”). Active members in the District’s benefit
pension plan are required to contribute 8% of their annual covered salary. The District has elected to
contribute 7% on behalf of its employees. The District is required to contribute the actuarially determined
remaining amounts necessary to fund the benefits for its members. The actvarial methods and
assumptions used are those adopted by the CalPERS Board of Administration. The required employer
contribution rate for the Fiscal Year ended June 30, 2010 was 19.815%. The contribution requirements of
the plan members are established by State statute, and the employer contribution rate is established and
may be amended by CalPERS. Due to significant investment losses, CalPERS could significantly
increase contribution rates over the next several years. For the Fiscal Year ended June 30, 2010, the
District’s annual pension costs and actual contribution was $2,240,538, and, for the Fiscal Year ending
June 30, 2011, the District’s annual pension cost and actual contribution is expected to be $2,427,744, an
8.4% increase. An increase of 14.3% is expected for 2011/12 and a 2.4% increase is expected for

39



2012/13. The required contribution for Fiscal Year 2010/11 was determined as part of the June 30, 2008
actuarial valuation, pursuant to which the District had an unfunded actuarial accrued liability of
approximately $15.8 million as of June 30, 2008. As part of the June 30, 2009 actuarial valuation,
CalPERS estimates the District’s unfunded actuarial accrued liability will not change significantly as of
June 30, 2010 or June 30, 2011. Unfunded liabilities are amortized as a level percentage of pay over a
closed 20-year period. Gains and losses that occur in the operation of the plan are amortized over a
rolling period, which results in an amortization of 10% of unamortized gains and losses each year. If the
plan’s accrued liability exceeds the actuarial value of plan assets, then the amortization payment of the
total unfunded liability may not be lower than the paymeunt calculated over a 30-year amortization period.

In addition to the pension benefits described above, it is the District’s practice and policy to provide
certain life insurance and health care benefits (“Other Post Employment Benefits, or OPEB”) for eligible
retired employees, directors and eligible dependents. These benefits vary based on the hire date of the
employee. As of the last actuarial projection, dated June 30, 2009, the District’s Actuarial Accrued
Liability for OPEB benefits was $10,070,000.

The District has chosen to fund this liability by investing funds with the California Employers” Retiree
Benefit Trust Fund (CERBT), an agent multiple-employer plan administered by California Public
Employees’ Retirement System (CalPERS), which acts as a common investment and administrative agent
for participating public employers within the State of California. The District’s annual OPEB cost
(expense) is calculated based on the annual required contribution of the employer (ARC), an amount
actuarially determined in accordance with the parameters of GASB Statement 45. The ARC represents a
level of funding that, if paid on an ongoing basis, is projected to cover the normal annual cost. Any
unfunded actuarial liability (or funding excess) is amortized over a period not to exceed thirty years. The
current ARC rate is 2.3% of the annual covered payroll.

Based on the District’s financial statements at June 30, 2010, the amount actually contributed to the
CERBT and changes in the District’s net OPEB obligation total $6.8 million. In addition, the District’s
Board has designated approximately $3.0 million of its reserves towards the remaining liabilities. In
accordance with GASB Statement 45, and the requirements of the CERBT, the District will periodically
update the actuarial projections and continue to fund the resulting ARC on an annual basis.

[nsurance

General Liability and Property Damage

The District is exposed to various risks of loss related to torts, theft, damage and destruction of assets,
errors and omissions, and natural disasters. Beginning in July 2003, the District began participation in an
insurance pool through Special Districts Risk Management Authority (SDRMA). Coverages through
SDRMA are as follows: property coverage - $1 billion/occurrence with replacement cost for scheduled
property; $100 million for boiler and machinery; $200 million for workers’ comp.; $500,000 for personal
liability coverage for board members; $400,000 for employee dishonesty coverage; $750,000 for
uninsured/underinsured motorists; and $10 million per occurrence for each of the following types of
coverage, auto liability, public officials and employees errors, employment practices liability, employee
benefits liability, and general liability.

Separate financial statements for SDRMA may be obtained at: Special District Risk Management
Authority, 1112 [ Street, Suite 300, Sacramento, California 95814,

Workers’ Compensation

Through SDRMA, the District is insured up to $200 million Statutory Workers” Compensation and $5
million in Employer’s Liability with a Zero Member Deductible. SDRMA currently has a pool of over
340 agencies in the Workers’ Compensation Program.
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Health insurance

Prior to 2008, the District maintained a self-insurance program for health claims. Beginning in January
2008, the District began providing health insurance through SDRMA covering all of its employees,
retirees, and other dependents. Prior estimated accrued claims outstanding at June 30, 2008 amounted to
$137,029, and all remaining claims were paid as of December 31, 2008. SDRMA is a self-funded pooled
medical program administered in conjunction with the California State Association of Counties (CSAC).

District Reserves and Investment Policy

As of June 30, 2010, the District had approximately $115.3 million in cash and investments, of which the
Board had designated $52.2 million for capital projects and $6.6 million for insurance. The District’s
reserves are not pledged to and do not secure the District’s obligation to make Installment Payments.

In accordance with State of California law, the District Board of Directors has approved an investment
policy (the “Investment Policy”) which complies with Sections 53601 through 53630 of the Government
Code of the State of California providing legal authorization for the investment or deposit of funds of
local agencies. All investments of the District conform to the restrictions of those laws. The District’s
investments by category and their respective market value and book value as of March 31, 2011 are set
forth in Table 5 below. For additional information relating to the District’s investments, see “APPENDIX
B - DISTRICT AUDITED FINANCIAL STATEMENTS,” Note 2.

TABLE NO. 6
SUMMARY OF INVESTMENTS
As of March 31, 2011
Investments Market Value Book Value % of Portfolio
Federal Agency Issues — Callable $66,279,429 $66,365,240 66.15
Federal Agency [ssues — Coupon - - -
Certificates of Deposit — Bank 79,108 79,108 0.07
Local Agency Investment Fund (LAIF) 20,271,906 20,246,352 20.18
San Diego County Pool 12,010,000 11,986,744 [1.95

Source: Otay Water District.

The Investment Policy may be changed at any time at the discretion of the District (subject to the State
law provisions relating to authorized investments) and as the California Government Code is amended.
Any exception to the Investment Policy must, however, be formally approved by the Board of Directors
of the District. There can be no assurance the State law or the Investment Policy will not be amended in
the future to allow for investments which are currently not permitted under such State law or the
Investment Policy, or that the objectives of the District with respect to investments will not change.
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QOutstanding Indebtedness of the District

The District had outstanding indebtedness as of June 30, 2010 as shown in Table No. 7.

TABLE NO. 7
OTAY WATER DISTRICT
OUTSTANDING INDEBTEDNESS
As of June 30, 2019

Category of Original Amount Final
Indebtedness [ssue QOutstanding Maturity

(1
(2)
(3)
4
(%)
(6)
(6)

1996 Certificates of Participation $15,400,000 $11,700,000 2026
2004 Refunding Certificates of Participation 12,270,000 9,790,000 2023
2007 Ceruiicates of Participation 42,000,000 40,400,000 2036
2009 General Obligation Refunding Bonds 7,780,000 7,780,000 2023
State Waler Resources Conirol Board Note 5,000,000 359,744 2011
2010 Water Revenue Bonds Series A 13,840,000 13,840,000 2025
2010 Water Revenue Bonds Series B 36,355,000 36,355,000 2041

(1

(2)

(3

{4)

In June 1996, the District issued the 1996 Certificates to provide funds for the design, acquisition,
construction and equipping of various water and water-related facilities and an administration
building for use in connection with the admiaistration of the District. The 1996 Certificates ace
payable from Tnstallment Payments which are secured by a pledge of and lien on Net Revenues
and Taxes on a parity with the Installment Payments securing the 2004 Certificates, the 2007
Certificates, and the 2010 Bonds. Interest is payable at a variable rate of interest, and the interest
rate at April 19, 2011 was 0.26% and was 0.25% at June 30, 2010, At current rates, debt service
is expected to be $400,000 to $450,000 each year for the next several years. However, the annual
installment paymeats are estimated in the projections at approximately $980,000 based on the
current 25-Year Revenuve Bond Index of 4.99%.

In August 2004, the District issued its 2004 Revenue Refunding Certificates of Participation (the
“2004 Certificates”) to defease its outstanding 1993 Certificates of Participation. The 2004
Certificates are payable from Iostallment Payments which are secured by a pledge of and lien on
Net Revenues and Taxes on a parity with the Installment Payments securing the 1996 Certificates.
Annual installment payments are approximately $933,000.

In March 2007, the District issued its 2007 Revenue Certificates of Participation (the “2007
Certificates”) to provide funds for the design, construction and equipping of two 10 million
gallon reservoirs and various water-related facilities. The 2007 Certificates are payable from
Installment Payments which are secured by a pledge of and lien on Net Revenues and Taxes on a
parity with the Installment Payments securing the 1996 Certificates. Annual installment
paywments are approxunately $2,501,000.

Voters within [mprovement District No. 27 of the District anthorized $100 million general
obligation bonds 1n 1989, The District issued $11,500,000 general obligation bonds in 1992 and
refinanced the bonds in 1998 and again in 2009. Annual debt service is approximately $764,000.
The District also has approximately $29 million in general obligation bonds authorized between
1960 and 1978 for various [mprovement Districts throughout the District, but unissued. The
general obligation bonds are payable from ad valorem property tax revenues, which are not a part
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(3)

(6)

of Taxes which secure the Installment Payments. The District has no current plans to issue any of
the authorized but unissued general obligation bonds.

The State Water Resources Control Board Note bears interest at 3.5% and is payable in annual
installments of $366,325. This note has no lien on Net Revenues and Taxes but is payable by the
District from any available source.

In April 2010, Water Revenue Bonds Series 2010A and Water Revenue Bond Series 20/0B
(Taxable Build America Bonds) (collectively, the <2010 Bonds”) were sold by the Otay Water
District Financing Authority to provide funds for the construction of water storage and
transmission facilities. The 2010 Bonds are payable from Installment Payments which are
secured by a pledge of and lien on Net Revenues and Taxes on a parity with the Installment
Payments securing the 1996 Certificates. Annual installment payments are approximately
$3,700,000.

Source: Otay Water District.
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Projected Debt Service Coverage

The projections of Revenues and the corresponding Taxes and Net Revenues shown in Table No. 10 are
based on the assumptions shown below. The District believes the assumptions upon which the projections
are based are reasonable; however, some assumptions may not materialize and unanticipated events and
circumstances may occur (see “RISK FACTORS”). To the extent that the assumptions are not actually
realized, the District’s ability to timely make the Installment Payments may be adversely affected.

Following is a discussion of assumptions used in the projection of Revenues, Net Revenues and Taxes:

(a)

(b)

(c)

(d)

The District hired MarketPointe Realty Advisors, San Diego, California, to project development
of residential and commercial units within the District over the next six years. Based on that
forecast, potable connections in equivalent dwelling units are projected to increase as follows for
an overall 6.3% increase during the next six year period and recycled connections are also
projected to increase 6.7% during the next six year period as follows.

Potable System Recycled System
Number of Meters (EDU) % Increase  Number of Meters (EDU) % Increase
2012 420 0.6% 20 0.5%
2013 605 0.9% 44 1.1%
2014 629 0.9% 47 [.1%
2015 841 [.2% 41 1.0%
2016 896 1.3% 54 1.3%

Water sales volume (in acre feet) i1s projected as follows. The District is projecting a 3.1%
decrease in potable water sales from originally budgeted amounts for 2010/11 due to conservation
efforts, economic conditions and above average rainfall and a 7.7% decrease in recycled water
sales from originally budgeted amounts for 2010/11. The District is also projecting some future
increases as rainfall returns to normal.

Potable System Recycled System Total
2011 28,267 3,816 32,083
2012 28,946 3,960 32,906
2013 29,452 4,041 33,493
2014 29,976 4,126 34,102
2015 30,333 4,156 34,489
2016 30,712 4,196 34,908

The District receives a credit of $185 per acre foot and $200 per acre foot from MWD and
SDCWA, respectively, for each acre foot of recycled water. These credits are included in Water
Sales revenue.

Water rales increased 10.9% on January |, 2011 and are projected to increase 7.7% on January I,
2012. For the years 2013 and 2014 they are projected to increase by 7.7% annually and in 2015,
a 4.9% water rate increase is projected (see “Water Charges — Proposition 218" herein).

Capacity and annexation fee rates are estimated to increase 3% in each year from existing rates

based on the projected Engineering News-Record index increases. Revenue from these fees will
also increase as the number of connections increase as shown in (a) above.
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(e)

®

(h)

()

Water availability charges included in Availability Fees are limited to an amount not exceeding
$10 per acre per year. To the extent the water availability charges exceeding $10 per acre are
authorized for operational purposes, such fees are included in Other Income.

Taxes do not include ad valorem taxes levied for the purpose of paying debt service on the
District’s 1998 General Obligation Refundmg Bonds. Taxes are projected to increase slightly for
2011712 by $133,000 based on an increase in assessed value, and slowly increase by
approximately 2%, annually. No additional ERAF deductions or Proposition [ A borrowings are
assumed (see “Taxes” herein).

Non-operating income is excluded from the projection. Non-operating revenues within
“Miscellaneous Revenues” shown in the District’s financial statements consist of property rental
and golf course income.

Water Supply costs are anticipated to increase annually as a result of increases in cost of
purchased water, effects of changes in weather, and usage by new customers as follows:

2012 8.6%
2013 9.1%
2014 9.6%
2015 8.0%
2016 7.8%

Operating costs shown in Fiscal Year 2010/1] are based on current year estimates. Costs for
subsequent Fiscal Years are based on the 201 1/12 estimates with the annual inflationary factors
shown below.

Utlities 3.5%
Materials and Maintenance 4.0%
Administrative Costs 3.0%
Salaries 5.1%
Medical Benefits 9.5%
Workers Comp 5.0%
Other Benefits 3.0%

Base operating costs are also increased based on the projected growth in District operations, similar to the
growth rates shown for connections in (a) above.

M

The debt service on the 1996 Certificates is calculated based on the existing principal repayment
schedule and the Bond Buyer 25 Year Revenue Bond Index as of January 27, 2010 0f 4.99%. The
current letter of credit expires in June 2011. Further annual letter of credit fees are estimated
beginning at 85 basis points of the outstanding par amount of the 1996 Certificates, declining to
50 basis points by 2012/13.
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RISK FACTORS

The following information should be considered by prospective investors in evaluating the 1996
Certificates. However, the following does not purport to be an exhaustive listing of risks and other
considerations which may be relevant to investing in the 1996 Certificates. In addition, the order in
which the following information is presented is not intended to reflect the relative importance of any such

risks.

System Demand

There can be no assurance that the local demand for service provided by the Water System will increase
to levels described in this Official Statement under the heading “THE WATER SYSTEM.” Reduction in the
level of new connections could require an increase in rates or charges in order to produce Taxes and Net
Revenues sufficient to comply with the District’s rate covenant in the Installment Purchase Agreement.
Such rate increases could increase the likelihood of nonpayment, and could also further decrease demand.
Furthermore, there can be no assurance that any other entity with regulatory authority over the Water
System will not adopt further restrictions on operation of the Water System.

Increased Operation and Maintenance Costs

There can be no assurance that operation and maintenance costs of the Water System will be consistent
with the levels contemplated in this Ofticial Statement. Changes in technology, increases in the cost of
operation, increased water treatment requirements or other costs mandated by regulatory agencies or other
expenses could require increases in rates or charges in order to camply with the rate covenant described
herein and in the Installment Sale Agreement, and could increase the possibility of nonpayment of the
1996 Certificates.

Additional Obligations Payable from Taxes and Net Revenues

The District may issue additional parity obligations or enter into additional Contracts payable from Taxes
and Net Revenues on a parity with its pledge of such Taxes and Net Revenues to the Instaliment
Payments relating to the 1996 Certificates and the Existing Parity Obligations. The ability of the District
to enter into such Parity Debt is subject to certain requirements set forth in the 1996 Installment Sale
Agreement, the 2004 Installment Purchase Agreement, the 2007 Installment Purchase Agreement and the
2010 Installment Purchase Agreement. See “SOURCES OF PAYMENT FOR THE CERTIFICATES - Parity
Debt.”

The District may also enter into obligations payable from Taxes and Net Revenues which are subordinate
to the 1996 Certificates.

Risks Relating to Water Supplies

The District’s current potable water supply primarily comes from purchases from SDCWA, which in turn
currently purchases approximately 87% of its water supply from MWD and 1ID. This source of water
could become limited due to possible events that include prolonged droughts or similar changes in State-
wide weather patterns, earthquakes or other natural disasters, contamination by environmental hazards, or
acts of terrorism or civil unrest. There can be no assurance that currently available water supplies would
be sufficient to meet demand under current conditions in the event of a prolonged drought or other
interruption of the District’s source of water supply, or that the District would be able to secure alternate
sources of water to meet its customer demand. See “THE WATER SYSTEM - Water Supply” herein for a
discussions of the water supply in the region and the District’s sources of water in particular.
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Environmental Regulation

The kind and degree of water treatment effected through the water system is regulated, to a large extent,
by the federal government and the State of California. Treatment standards set forth in federal and state
law control the operations of the water system and mandate the use of water treatment technology. If the
federal government, acting through the Environmental Protection Agency, or the State of California,
acting through the Department of Health Services, or additional federal or state agencies, should impose
stricter water quality standards upon the Water System, the District’s expenses could increase accordingly
and rates and charges would have to be increased to offset those expenses. 1t is not possible to predict the
direction federal or state regulation will take with respect to water quality standards, although it 1s likely
that, over time, both will impose more stringent standards with attendant higher costs.

Proposition 218

On November 5, 1996, California voters approved Proposition 218-Voter Approval for Local Government
Taxes-Limitation on Fees, Assessments, and Charges-Initiative Constitutional Amendment. Proposition
218 added Articles XI1IC and XIIID to the California Constitution, imposing certain vote requirements
and other limitations on the imposition of new or increased taxes, assessments and property-related fees
and charges. See “THE WATER SYSTEM - Water Charges - Proposition 218” for a discussion of specific
issues and risks raised by Proposition 218. The District’s current projections assume future rate increases
which will be subject to the Proposition 2|18 notice process.

Casualty Risk; Earthquakes

Any natural disaster or other physical calamity, including earthquake, may have the effect of reducing
Revenues and Taxes through damage to the Water System and/or adversely affecting the economy of the
surrounding area. The Installment Purchase Agreement requires the District to maintain insurance or self-
insurance, but only if and to the extent available at a reasonable cost from reputable insurers, and the
District is not expressly required to provide earthquake insurance. The District is located in a seismically
active region and structures in the District could be impacted by a major earthquake originating from the
numerous faults in the area. Seismic hazards encompass both potential surface rupture and ground
shaking. In the event of total loss of the Water System, there can be no assurance that insurance proceeds
will be adequate to rebuild the Water System or to redeem all Outstanding 1996 Certificates or that losses
in excess of the insured amount will not occur.

Early Prepayment Risk

Early prepayment of the 1996 Certificates may occur in whole or in part without premium, on any date, if
the District exercises its right to prepay the 1996 Certificates in whole or in part pursuant to the
provisions of the Trust Agreement. Mandatory prepayment of the 1996 Certificates may occur upon the
expiration, substitution or termination of the Letter of Credit (see “THE CERTIFICATES - Prepayment”).

Limited Recourse on Default

If the District defaults on its obligation to pay the Installment Payments when due, the Trustee, subject to
certain rights of the Bank, has the right to accelerate the total unpaid principal amount of the Installment
Payments. However, in the event of a default and such acceleration there can be no assurance that the
District will have sufficient Taxes and Net Revenues to pay the accelerated principal. Default by the
District will not result in loss of the 1996 Project or the Water System or any other assets of the District.

So long as the 1996 Certificates are in book-entry form, DTC (or its nominee) will be the sole registered

owner of the 1996 Certificates, and the rights and remedies of the Certificate Owners will be exercised
through the procedures of DTC.
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Bankruptey Risks

The enforceability of the rights and remedies of the owners of the 1996 Certificates and the obligations of
the District may become subject to the following: the federal bankruptcy code and applicable bankruptey,
insolvency, reorganization, moratorium, or similar laws relating to or affecting the enforcement of
creditors’ rights generally, now or hereafter in effect; usual equitable principles which may limit the
specific enforcement under state law of certain remedies: the exercise by the United States of America of
the powers delegated to it by the federal Constitution; and the reasonable and necessary exercise, in
certain exceptional situations of the police power inherent in the sovereignty of the State of California and
its governmental bodies in the interest of servicing a significant and legitimate public purpose.
Bankruptcy proceedings, or the exercise of powers by the federal or state government, if initiated, could
subject the owners of the 1996 Certificates to judicial discretion and interpretation of their rights in
bankruptcy or otherwise and consequently may entail risks of delay, limitation, or modification of their
rights.

No Obligation to Tax

The obligation of the District to pay Instaliment Payments does not constitute an obligation of the District
for which the District is obligated to levy or pledge any form of taxation or for which the District has
levied or pledged any form of taxation, except the Taxes. The obligation of the District to pay Installment
Payments does not constitute a debt or indebtedness of the District, the State of California or any of its
political subdivisions, within the meaning of any constitutional or statutory debt limitation or restriction.

Change in Law

In addition to the other limitations described herein, the California electorate or Legislature could adopt a
constitutional or legislative initiative with the effect of reducing revenues payable to or collected by the
District. There is no assurance that the California eleclorate or Legislature will not at some future time
approve additional limitations that could have the effect of reducing the Taxes and Net Revenues and
adversely affecting the security of the 1996 Certificates.

Loss of Tax Exemption

[n order to maintain the exclusion from gross income for federal income tax purposes of the interest on
the 1996 Certificates, the District has covenanted in the Installment Sale Agreement to comply with each
applicable requirement of Section 103 and Sections 141 through 150 of the Internal Revenue Code. The
inlerest on the 1996 Certificates could become includable in gross income for purposes of federal income
taxation retroactive to the date of execution and delivery of the 1996 Certificates, as a result of acts or
omissions of the District in violation of this or other covenants in the Instaliment Sale Agreement or the
Trust Agreement. Should such an event of taxability occur, the 1996 Certificates are not subject to
prepayment or any increase in interest rates and will remain outstanding until maturity or until prepaid
under one of the redemption provisions contained in the Trust Agreement. See “LEGAL MATTERS - Tax
Matters™ herein.

Risks Relating to Build America Bonds Interest Subsidy

The District must comply with certain requirements of the Code in order for the 2010B Bonds to be
treated as qualified bonds and to continue to be eligible for the Interest Subsidy Payment. The District
has covenanted to comply with each of these requirements. However, failure by the District to comply
with these requirements may result in a delay or forfeiture of all or a portion of the Interest Subsidy
Payment and may cause the 2010B Bonds to cease to be treated as qualified bonds either prospectively
from the date of determination of a failure to comply with the requirements or retroactively to the date of
execution and delivery of the 2010B Bonds. Should such an event occur, the 2010B Bonds are subject to
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extraordinary prepayment. 1f the District is obligated to provide for the issuance of refunding obligations
in order to redeem the 2010B Bonds prior to their maturity, the District would be subject to the various
risks attendant to issuance of refunding obligations, including higher-than-desired interest rates and
duplicative transaction costs. In addition, it is important to note that Build America Bonds are a new
product introduced by the American Recovery and Reinvestment Act, which was signed into law on
February 17, 2009. The Interest Subsidy Payments do not constitute a full faith and credit guarantee of
the United States government, but are required to be paid by the Treasury under the American Recovery
and Reinvestment Act. As such, the District can provide no assurance that future legislation or
clarifications or amendments to the Code, if enacted into law, or future court decisions will not reduce or
eliminate the Interest Subsidy Payment with respect to the 2010B Bonds. The Treasury may offset any
Interest Subsidy Payments to which the Otay Water District Financing Authority (the “Authority™) is
otherwise entitled against any other tax liability of the Authority payable to the Treasury, such as
withholding or payroll taxes, or other penalties or interest that may be owed at any time to the Treasury.
The District is obligated under the 2010 Installment Purchase Agreement for the 2010 Bonds to make
those installment payments without regard to the receipt or deposit of Interest Subsidy Payments. If the
Interest Subsidy is delayed or forfeited, it will cause a reduction in Net Revenues available to pay
Installment Payments and payments due with respect to the Existing Parity Obligations.

LEGAL MATTERS
Enforceability of Remedies

The remedies available to the Trustee and the Owners of the 1996 Certificates upon an event of default
under the Trust Agreement, the Installment Sale Agreement or any other document described herein are in
many respects dependent upon regulatory and judicial actions which are often subject to discretion and
delay. Under existing law and judicial decisions, the remedies provided for under such documents may
not be readily available or may be limited. The various legal opinions to be delivered concurrently with
the delivery of the 1996 Certificates will be qualified to the extent that the enforceability of certain legal
rights related to the Trust Agreement and Installient Sale Agreement are subject to limitations imposed
by bankruptcy, reorganization, insolvency or other similar laws affecting the rights of creditors generally
and by equitable remedies and proceedings generally.

Approval of Legal Proceedings

Certain legal matters related to this Reoffering Memorandum will be passed upon by Best Best & Krieger
LLP, as Special Counsel, for the District by its General Counsel and by Stradling Yocca Carlson & Rauth,
a Professional Corporation, and for the Bank by its counsel, Musick, Peeler and Garrett, LLP. The Series
1995 Bonds are available for delivery through the DTC book-entry system.

Tax Matters
Original Opinion

On June 18, 1996, Best Best & Krieger LLP, Special Counsel to the District in connection with the
execution and delivery of the 1996 Certificates, delivered their opinion to the effect that, based upon an
analysis of then existing statutes, regulations, rulings and judicial decisions, and assuming, among other
matters, compliance with certain covenants and requirements, the interest component of the Installment
Payments made by the District under the Installment Sale Agreement and received by the Certificate
Owners was excluded from gross income for federal income tax purposes, was not an item of tax
preference for purposes of federal individual or corporate alternative minimum tax, but such interest
component may be included in the calculation f corporation alternative minimum taxable income, and
such interest component is exempt from State of California personal income taxes. A complete copy of
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the opinion of Special Counsel delivered at the original execution and delivery of the 1996 Certificates is
set forth in “APPENDIX D” hereto.

No Updated Special Counsel Opinion

Special Counsel has not taken, and does not intend to take, any action to update their original opinjons or
to determine if the interest component of the Installment Payments is presently excluded from gross
income for federal income tax purposes or exempt from State of California personal income taxes.

General Considerations
Notwithstanding the foregoing, investors should be aware of the following information.

The Code imposes various restrictions, conditions and requirements relating to the exclusion from gross
income for federal income tax purposes of interest on obligations such as the interest component of the
Installment Payments relating to the 1996 Certificates. The District has made certain representations and
covenanted to comply with certain restrictions, conditions and requirements designed to ensure that the
interest component of the Installment Payments relating to the 1996 Certificates will not be included in
federal gross income. Inaccuracy of these representations or failure to comply with these covenants may
result in the interest component of the Installment Payments relating to the 1996 Certificates being
included in gross income for federal income tax purposes, possibly from the date of original issuance of
the 1996 Certificates. The opinion of Special Counsel delivered in connection with the initial execution
and delivery of the 1996 Certificates assumed the accuracy of these representations and compliance with
these covenants. Special Counsel has not undertaken to determine (or to inform any person) whether any
actions taken (or not taken), or events occurring (or not occurring), or any other matters coming to Special
Counsel’s attention after the date of execution and delivery of the 1996 Certificates may adversely affect
the value of, or the tax status of interest with respect to, the 1996 Certificates. Accordingly, the opinion of
Special Counsel delivered in connection with the initial execution and delivery of the 1996 Certificates is
not intended to, and may not, be relied upon in connection with any such actions, events or matters.

Although Special Counsel has rendered an opinion that interest component of the Installment Payments
relating to the 1996 Certificates is excluded from gross income for federal income tax purposes and is
exempt from State of California personal income taxes, the ownership or disposition of, or the accrual or
receipt of interest with respect to, the 1996 Certificatres may otherwise affect a Beneficial Owner’s
federal, state or local tax liability. The nature and extent of these other tax consequences depends upon
the particular tax status of the Beneficial Owner or the Beneficial Owner’s other items of income or
deduction. Special Counsel express no opinion regarding any such other tax consequences.

Future legislative proposals, if enacted into law, clarification of the Code or court decisions may cause
interest component of the Installment Payments relating to the 1996 Certificates to be subject, directly or
indirectly, to federal income taxation or to be subject to or exempted from state income taxation, or
otherwise prevent Beneficial Owners from realizing the full current benefit of the tax status of such
interest. The introduction or enactment of any such future legislative proposals, clarification of the Code
or court decisions may also affect the market price for, or marketability of, the 1996 Certificates.
Prospective purchasers of the remarketed 1996 Certificates should consult their own tax advisors
regarding any pending or proposed federal or state tax legislation, regulations or litigation, as to which
Special Counsel expresses no opinion.

The opinion of Special Counsel delivered in connection with the initial execution and delivery of the 1996
Certificates was based on current legal authority existing as of June 18, 1996, covered certain matters not
directly addressed by such authorities, and represented Special Counsel’s judgment as to the proper
treatment of the 1996 Certificates for federal income tax purposes. It is not binding on the Internal
Revenue Service (“IRS”) or the courts. Furthermore, Special Counsel cannot give and has not given any
opinion or assurance about the future activities of the District, or about the effect of future changes in the
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Code, the applicable regulations, the interpretation thereof or the enforcement thereof by the IRS. The
District has covenanted, however, to comply with the requirements of the Code.

Special Counsel’s engagement with respect to the 1996 Certificates ended on June 18, 1996 with the
original execution and delivery of the 1996 Certificates. Unless separately engaged, Special Counsel is
not obligated to defend the District or the Beneficial Owners regarding the tax-exempt status of the
interest component of the Installment Payments relating to the 1996 Certificates in the event of an audit
examination by the 1RS. Under current procedures, parties other than the District and their appointed
counsel, including the Beneficial Owners, would have little, if any, right to participate in the audit
examination process. Moteover, because achieving judicial review in connection with an audit
examination of tax-exempt bonds is difficult, obtaining an independent review of IRS positions with
which the District legitimately disagrees, may not be practicable. Any action of the IRS, including but not
limited to selection of the 1996 Certificates for audit, or the course or result of such audit, or an audit of
bonds presenting similar tax issues may affect the market price for, or the marketability of, the 1996
Certificates and may cause the District or the Beneficial Owners to incur significant expense.

Litigation

There is no action, suit or proceeding known to be pending or threatened, restraining or enjoining the
District in the execution or delivery of, or in any way contesting or affecting the validity of, the 1996
Certificates. There is no litigation known to be pending, or to the knowledge of the District, threatened,
questioning the existence of the District or the title of the officers of the District to their respective offices.

There exist lawsuits and claims against the District, which are incidental to the ordinary course of
operations of the District’s water system and related activities. In the view of the District’s management
and of the General Counsel to the District, there is no litigation, present or pending, which will
individually or in the aggregate materially impair the District’s ability to service its indebtedness or which
will have a material adverse effect on the business operations of the District.

CONCLUDING INFORMATION
Rating on the Certificates

In connection with this Reoffering Memorandum, it is expected that Standard & Poor’s Ratings Services
(“S&P) will assign the 1996 Certificates the rating of “A-1/A+”, with the understanding that the Letter
of Credit will be issued by the Bank on June 30, 2011. The rating should be evaluated independently of
any other rating of the District. No application has been made to any other rating agency in order to
obtain additional ratings on the 1996 Certificates. The credit enhanced rating on the 1996 Certificates
reflect the S&P’s current assessment of the creditworthiness of the Bank and its ability to pay draws under
the Letter of Credit. Any further explanation as to the significance of the above rating may be obtained
from S&P.

The above described rating is not recommendations to buy, sell or hold the 1996 Certificates, and such
rating may be subject to revision or withdrawal at any time by S&P. Neither the District nor the
Remarketing Agent undertake any responsibility either to bring to the attention of the owners of the 1996
Certificates the downward revision or withdrawal of any rating obtained or to oppose any such revision or
withdrawal. Any downward revision or withdrawal of the rating may have an adverse effect on the
market price of the 1996 Certificates.
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Remarketing Agent

J.P. Morgan Securities LLC serves as Remarketing Agent for the 1996 Certificates. The Remarketing
Agent will carry out the duties and obligations provided for the Remarketing Agent under and in
accordance with the provisions of the Trust Agreemeat and the Remarketing Agreement, by and between
the District and the Remarketing Agent, dated as of June |, 1996. The principal office of the Remarketing
Agent (for purposes of ils responsibilities as Remarketing Ageat) is New York, New York.

Additional Information

The summaries and references contained herein with respect to the Trust Agreement, the Installment Sale
Agreement, the 1996 Certificates, statutes and other documents, do not purport to be comprehensive or
definitive and are qualified by reference to each such document or statute and references to the 1996
Certificates are qualified in their entirety by reference to the form thereof included in the Trust
Agreement. Definitions of certain terms used herein are set forth in “APPENDIX A.” Copies of the Trust
Agreement and the Installment Sale Agreement are available for inspection from the Daistrict, 2554
Sweetwater Springs Blvd., Spring Valley, California 91978.

References
Any statements in this Reoffering Memorandum involving matters of opinion, whether or not expressly
so stated, are intended as such and not as representations of fact. This Reoffering Memorandum is not to

be construed as a contract or agreement between the District and the purchasers or Owners of any of the
1996 Certificates.

Execution

The execution of this Reoffering Memorandum has been duly authorized by the Otay Water District.

OTAY WATER DISTRICT

By:

General Manager
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APPENDIX A
SUMMARY OF PRINCIPAL LEGAL DOCUMENTS

The following is a summary of certain provisions of the Installment Sale Agreement and the Trust
Agreement which are not described elsewhere in the Official Statement. These summaries do not purport
to be comprehensive and reference should be made to the Installment Sale Agreement and the Trust
Agreement for a full and complete statement of their respective provisions. All capitalized terms used
and not defined in the Official Statement have the meanings set forth in the Installment Sale Agreement or
the Trust Agreement.

Unless the context otherwise requires, the terms defined under this caption will for all purposes of
the Official Statement have the meanings herein specified.

“Accountant’s Report” means a report signed by an Independent Certified Public Accountant.

“Additional Costs” shall mean those costs the District is required to pay as more particularly set
forth in the Installment Sale Agreement.

“Agreement” or “Installment Sale Agreement” means the Installment Sale Agreement as originally
executed or as it may be from time to time amended as provided for therein, including as amended by the
First Supplement to Installment Sale Agreement.

“Authorized Denomination” means (i) while the Certificates bear interest at a Daily, Weekly,
Mounthly or CP Rate, $100,000, and (ii) while the Certificates bear interest at a Tender or Fixed Rate,
$5,000, and in all cases, whole multiples thereof; provided that one or more Certificates may be in a
denomination less than $100,000 while the Certificates bear interest of a Daily, Weekly, Monthly or CP rate
in order to match sinking fund installments set forth in the Trust Agreement.

“Bank” means Union Bank, N.A., as issuer of the Facility, until a Substitute Facility is issued and
effective in accordance with the Trust Agreement, and thereafter “Bank™ shall mean the obligor on such
Substitute Facility. 1f the Facility is provided by more than one financial institution or insurance company
as permitted by the Trust Agreement the term “Bank” shall be modified as necessary as permitted by the
Trust Agreement.

“Bank Certificates” means Certificates purchased with amounts drawn on the Facility pursuant to
the Trust Agreement and owned by and registered to the Bank or its nominee or transferee.

“Bank Rate” means the rate or rates per annum payable with respect to each Bank Certificate,
which shall be as provided in the Reimbursement Agreement dated as of June 30, 2011 by and between the
Bank, the Corporation and the District relating to the Letter of Credit, or, in the event that a Substitute
Facility is in effect, as may be provided in such other agreement relating to such Substitute Facility as may
be applicable thereto, provided that such rate shall not exceed the maximum rate permitted by applicable
law.

“Business Day” means any day of the year other than Saturday or Sunday on which banks in New
York, New York, and in Los Angeles, California and any other city in which the principal office of the Bank
may be located are not authorized or required by law or executive order to close and on which the New York
Stock Exchange is not closed.

“Certificate Payment Fund” means the fund by that name established in the Trust Agreement.




“Certificate Year” means the period beginning on the date of execution and delivery of the
Certificates and ending on September |, 1996, and each successive one-year or shorter period thereafter
beginning on September 2 and ending on September | until there are no Outstanding Certificates.

“Code” means the Internal Revenue Code of 1986, as amended, and regulations promulgated
thereunder.

“Debt Service Account” means the account by that name established pursuant to the Trust
Agreement.

“Default Rate” shall have the meaning as set forth in the Reimbursement Agreement.

“District Payments Account” means the accounts by that name established pursuant to the Trust
Agreement.

“Eligible Funds” means:

(a) Certificate proceeds deposited with the Trustee contemporaneously with the delivery and
sale of the Certificates (other than proceeds of sale of Certificates to the District) and which were
continuously thereafter subject to the lien of the Trust Agreement in a separate and segregated fund, account
or subaccount established hereunder in which no moneys which were not Eligible Funds were at any time
held, together with the investment earnings thereon;

(b) Moneys (i) held in any fund, account or subaccount established hereunder in which no,
other moneys which are not Eligible Funds are held, and (ii) which have been on deposit with the Trustee
for at least three hundred sixty-seven (367) consecutive days during which period no Event of Bankruptcy
shall have occurred, together with the investment earnings thereon,

(c) Proceeds of a drawing under the Facility and interest eamed on such proceeds; and

(d) Proceeds from the issuance and sale of refunding bonds or other evidence of indebtedness
and interest earned on such proceeds and any other moneys deposited with the Trustee if there is delivered
to the Trustee at the time of the issuance and sale of such refunding bonds or other evidence of indebtledness
or the deposit of such other moneys with the Trustee a written opinion of counsel acceptable to the Rating
Agency experienced in bankruptcy matters to the effect that payments with such proceeds or other moneys,
as the case may be, of principal of, premium, if any, or interest on the Bonds would not be avoidable as
avoidable transfers under the United States Bankruptcy Code should an Event of Bankruptcy hereafter
occur.

“Event of Bankruptcy” means the filing of a petition in bankruptcy or the commencement of a
proceeding under the United States Bankruptcy Code pursuant to Sections 301 or 303 thereof by or against
the District.

“Event of Default” means an event of defaull under the Installment Sale Agreement, and an event
of default under the Trust Agreement.

“Facility” means the Letter of Credit and any Substitute Facility.
“Federal Securities” means any of the following which are noncallable and which at the time of

investment are legal investments under the laws of the State of California, as shall be certified in writing by
the District to the Trustee, for the moneys proposed to be invested therein:
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(a) direct general obligations of (including obligations issued or held in book entry form on the
books of the Department of the Treasury of the United States of America), or obligations the payment of
principal of and interest on which are directly or indirectly unconditionally guaranteed by, the United States
of America; and

(b) direct obligations of any department, agency or instrumentality of the United States of
America the timely payment of principal of and interest on which are fully guaranteed by the United States
of America.

“First Supplement to [nstallment Sale Agreement” means the First Supplement to Installment Sale
Agreement by and between the Corporation, the District and the Trustee, dated as of June |, 2011.

“Fiscal Year” means the period beginning on July | of each year and ending on the last day of June
of the following calendar year, or any other twelve-month period selected and designated as the official
Fiscal Year of the District.

“Fixed Rate Conversion Date” means a Conversion Date with respect to a Fixed Rate.

“Gross Revenues” means (1) all water availability charges imposed pursuant to Chapter 2 of Part 5
of the Law not exceeding $10 per acre per year; (ii) all income, rents, rates, fees, charges and other moneys
derived by the District from the ownership or operation of the Water System, including, without limiting the
generality of the foregoing, (a) all income, rents, rates, fees, charges or other moneys derived from the sale,
furnishing, and supplying of water and other services, facilities and commodities sold, furnished or
supplied through the facilities of the Water System, including connection fees, (b) the earnings on and
income derived from the investment of such income, rents, rates, fees and charges or other moneys, and (c)
the proceeds derived by the District directly or indirectly from the sale, lease or other disposition of a part of
the Water System as permitted hereunder: provided that the term “Gross Revenues” shall not include
customers’ deposits or any other deposits subject to refund until such deposits have become the property of
the District.

“Independent Certified Public Accountant” means any certified public accountant or firm of such
accountants appointed by the District, who has a favorable reputation in the field in which its opinion or
certified will be given, and:

(a) is in fact independent and not under domination of the District;
(b) does not have any substantial interest, direct or indirect, with the District; and
(c) is not connected with the District as an officer or employee of the District, but who may be

regularly retained to make reports to the District.

*Independent Financial Consultant” means a firm of certified public accountants or a consulting
engineering firm or engineer, of favorable national or regional reputation, which is not an employee of, or
otherwise controlled by, the Corporation, the Trustee or the District.

“Information Services" means the Electronic Municipal Market Access website of the Municipal
Securities Rulemaking Board.

“Installment Payment Date” means (1) each date upon which principal component payments are
due and payable as set forth on in the Installment Sale Agreement, and (2) each Interest Payment Date.

“Installment Payment Fund” means that fund by that name established pursuant to the Installment
Sale Agreement.
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“Installments™ or *‘Installment Payments” means the installment payments payable by District
pursuant to the Installment Sale Agreement during the Term.

“Interest Payment Date” means:

(a) When the Certificates represent interest at the Daily, Weekly or Monthly Rate, the first
Business Day of each calendar month except with respect to the first Interest Payment Date after the
Delivery Date which shall be August 1, 2011;

(b) When the Certificates represent interest at a CP Rate, the first Business day immediately
following the last day of each CP Rate Period applicable thereto;

(c) When the Certificates represent interest at the Fixed Rate, the first day of each March and
September; and

(d) For the Certificates which are subject to mandatory tender pursuant to the Trust
Agreement, the date of the mandatory tender (regardless of whether a Holder elects to retain any such
Certificates on such date).

“Management Consultant” means any Person of national reputation qualified to report on
questions relating to the financial condition of health care facilities, selected by the District, and who (1) is
in fact independent of and not under the control of the District, (ii) does not have any substantial interest
direct or indirect in the District, and (ii1) is not connected with the District as a director, officer or employee
of the District, but who may be regularly retained by the District to make annual or other regular reports to
the District.

“Maximum Interest Rate” means the lesser of 12% or the maximum amount permitted by State of
California law.

“Minimum Permitted Investment Rating” means a rating of “Aa” or better by Moody’s Investors
Service or “AA” or better by Standard & Poor’s Ratings Group or “AA” or better by Fitch Investors
Service. Inc. or “A” or better by A.M. Best and Company, determined without regard to whether such rating
is qualified by a conditional or provisional modifier.

“Moody’s” means Moody’s Investors Service, 99 Church Street, New York, New York 10007, a
corporation organized and existing under the laws of the State of Delaware, except that if such corporation
shall be dissolved or liquidated or shall no longer perform the functions of a securities rating agency, then
the term “Moody’s” shall be deemed to refer to any other nationally recognized securities rating agency
selected by the District upon written notice to the Trustee and the Bank.

“Net Proceeds” means any insurance or condemnation award paid with respect to the Project, or
any proceeds resulting from the sale of any or all portions of the Project remaining after payment therefrom
of all expenses incurred in the collection thereof.

“Net Revenues” means Gross Revenues less Operation and Maintenance Expenses.

“Operation and Maintenance Expenses” means all expenses and costs of management, operation,
maintenance and repair of the Water System, and all incidental costs, fees and expenses properly
chargeable to the Water System and any rebate to the United States Government pursuant to the Code (but
excluding debt service or other similar payments on Parity Debt or other obligations and depreciation and
obsolescence charges or reserves therefor and amortization of intangibles or other bookkeeping entries of a
similar nature), all as determined in accordance with generally accepted accounting practices.
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“Opinion of Bond Counsel” means a written opinion of nationally recognized bond counsel (who
may be counsel for the District) acceptable to the District and the Trustee to the effect that the action
proposed to be taken is authorized or permitted by the laws of the State, the Trust Agreement and the
Installment Sale Agreement and will not adversely affect the validity of the Installment Sale Agreement or
the Certificates under the laws of the State or the exclusion from gross income for federal income tax
purposes of interest with respect to the Certificates.

“Qutstanding,” when used as of any particular time with reference to Certificates or Parity Debt,
means all Certificates and Parity Debt except --

(1 Certificates (or portions of Certificates) or Parity Debt canceled by the Trustee or delivered
to the Trustee for cancellation;

(2) Certificates (or portions of Certificates) or Parity Debt (or portions of Parity Debt) paid or
deemed to have been paid within the meaning defined in the Trust Agreement;

(3) Certificates or Parity Debt in lieu of or in substitution for which other Certificates or Parity
Debt shall have been executed and delivered by the Trustee pursuant to the Trust Agreement; and

(4) Untendered Certificates.

“Owner” or “Holder” or “Certificate Owner” or “Certificate Holder” or “Owner of Certificates” or
“Holder of Certificates” or any similar term, when used with respect to the Certificates, means any person
who shall be the registered owner of any Outstanding Certificate. “Owner” or “‘Holder” or “Certificate
Owner” or “Certificate Holder” or “Owner of Certificates™ or ““Holder of Certificates” shall mean the Bank
or the nominee of the Bank with respect to any Bank Certificates.

“Parity Debl” means the 2004 Certificates, the 2007 Certificates and the 2010 Bonds and
indebtedness or other obligations (including leases and installment sale agreements) issued or incurred by
the District and secured by a pledge of and lien on Taxes and/or Net Revenues equally and ratably with the
[nstallment Payments.

“Permitted Investments” means any of the following which at the time of investment are legal
investments under the laws of the State of California for the moneys proposed to be invested therein:

(1) Federal Securities;

(2) direct obligations of the United States of America and securities fully and unconditionally
guaranteed as to the timely payment of principal and interest by the United States of
America; provided, that the full faith and credit of the United States of America must be
pledged to any such direct obligation or guarantee (“Direct Obligations”);

(3) direct obligations and fully guaranteed certificates of beneficial interest of the
Export-Import Bank of the United States; consolidated debt obligations and letter of
credit-backed issues of the Federal Home Loan Banks; participation certificates and senior
debt obligations of the Federal Home Loan Mortgage Corporation (“FHLMCs”);
debentures of the Federal Housing Administration; mortgage-backed securities (except
stripped mortgage securities which are valued greater than par on the portion of unpaid
principal) and senior debt obligations of the Federal National Mortgage Association
(“FNMAS”); participation certificales of the General Services Administration; guaranteed
mortgage-backed securities and guaranteed participation certificates of the Government
National Mortgage Association (“GNMASs”); guaranteed participation certificates and
guaranteed pool certificates of the Small Business Administration; debt obligations and
letter of credit-backed issues of the Student Loan Marketing Association; local authority
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4)

(3)

(6)

(7)

(8)

(9)

bonds of the U.S. Department of Housing & Urban Development; guaranteed Title XI
financings of the U.S. Maritime Administration; guaranteed transit bonds of the
Washington Metropolitan Area Transit Authority; Resolution Funding Corporation
securities;

direct obligations of any state of the United States of America or any subdivision or agency
thereof whose unsecured, uninsured and unguaranteed general obligation debt is rated, at
the time of purchase, “A” or better by Moody’s and A’ or better by S&P or any obligation
fully and unconditionally guaranteed by any stale, subdivision or agency whose unsecured,
uninsured and unguaranteed general obligation debt is rated, al the time of purchase, “A”
or better by Moody’s and “A” or better by S&P;

commercial paper (having original maturities of not more than 270 days) rated, at the time
of purchase, “P-1” by Moody’s and “A-I" or better by S&P;

federal funds, unsecured certificates of deposit, time deposits or bankers acceptances (in
each case having maturities of not more than 365 days) of any domestic bank including a
branch office of a foreign bank which branch office is located in the United States,
provided legal opinions are received to the effect that full and timely payment of such
deposit or similar obligation is enforceable against the principal office or any branch of
such bank, which, at the time of purchase, has a short-term “Bank Deposit” rating of “P-1”
by Moody’s and a “Short-Term CD” rating of “A-1” or better by S&P;

deposits of any bank or savings and loan association which has combined capital, surplus
and undivided profits of not less than $3,000,000, provided such deposits are continuously
and fully insured by the Bank Insurance Fund or the Savings Association Insurance Fund
of the Federal Deposit Insurance Corporation, including deposits of the Trustee or any of
its affiliates;

investments in money-market funds rated “AAAm” or “AAAmM-G” by S&P and at least
“AA” by Moody’s including any such funds advised by or of the Trustee or an affiliate;

repurchase agreements collateralized by Direct Obligations, GNMAs, FNMAs or
FHLMCs with any registered broker/dealer subject to the Securilies Investors’ Protection
Corporation jurisdiction or any commercial bank insured by the FDIC, if such
broker/dealer or bank has an uninsured, unsecured and unguaranteed obligation rated “P-1”
or “A3” or better by Moody’s and “A-1" or “A-" or better by S&P, provided:

(a) a master repurchase agreement or specific written repurchase agreement governs
the transaction; and

(b) the securities are held free and clear of any lien by the Trustee or an independent
third party acting solely as agent for the Trustee. and such third party is (i) a
Federal Reserve Bank, (ii) a bank which is a member of the Federal Deposit
Insurance Corporation and which has combined capital, surplus and undivided
profits of not less than $50,000.000, or (iii) a bank approved in writing for such
purpose by the Bank and the Trustee shall have received writlen confirmation from
such third party that it holds such securities, free and clear of any lien, as agent for
the Trustee; and

(c) a perfected first security interest under the Uniform Commercial Code, or

book-entry procedures prescribed at 31 C.F.R. 306.1 et seq. or 31 C.F.R. 350.0 et
seq. in such securities is created for the benefit of the Trustee; and
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(d) the repurchase agreement has a term of 180 days or less, and the Trustee or the
Agent will value the collateral securities no less frequently than weekly and will
liquidate the collateral securities if any deficiency in the required collateral
percentage is not restored within two Business Days of such valuation; and

(e) the fair market value of the securities in relation to the amount of the repurchase
obligation, including principal and interest, is equal to at least 103%;

(10)  the Local Agency Investment Fund maintained by the Treasurer of the State of California;

(I1)  any investment agreement or similar investment arrangement with a financial institution,
the long-term unsecured obligations of which are rated “AA” or better by Moody’s and
S&P, by the terms of which the Trustee is required to withdraw all amounts invested therein
if such rating falls below “AA”; and

(12)  pre-refunded municipal obligations defined as follows: Any bonds or other obligations of
any state of the United States of America or of any agency, instrumentality or local
governmental unit of any such state which are not callable at the option of the obligor prior
to maturity or as to which irrevocable instructions have been given by the obligor to call on
the date specified in the notice; and (A) which are rated, based on the escrow, in the highest
rating category of S&P and Moody's or any successors thereto; or (B)(i) which are fully
secured as to principal and interest and prepayment premium, if any, by a fund consisting
only of cash or noncallable Federal Securities, which fund may be applied only to the
payment of such principal of and interest and prepayment premium, if any, on such bonds
or other obligations on the maturity date or dates thereof or the specified prepayment date
or dates pursuant to such irrevocable instructions, as appropriate, and (ii) which fund is
sufficient, as verified by an Independent Certified Public Accountant, to pay principal of
and interest and prepayment premium, if any, on the bonds or other obligations described
in this paragraph on the maturity date or dates thereof or on the prepayment date or dates
specified in the irrevocable instructions referred to above, as appropriate.

“Prepayment Account” means the account by that name established in the Trust Agreement.

“Prepayment Price” means, with respect to any Certificate (or portion thereof), the principal
amount with respect to such Certificate (or portion thereof) plus the applicable premium, if any, payable
upon prepayment thereof pursuant to the provisions of such Certificate and the Trust Agreement.

“Priority Debt” means indebtedness or other obligations (including other leases and installment
sale agreements) issued and incurred by the District and secured by a pledge of and lien on Taxes and/or Net
Revenues which is senior to and has priority over the pledge of and lien on Taxes and/or Net Revenues
securing payment of the Installment Payments.

“Project” means the public improvements acquired and constructed or to be acquired and
constructed by the District with the proceeds of the Certificates, each as more particularly described in the
Installment Sale Agreement, or any property substituted therefor in conformance with the Installment Sale
Agreement.

“Purchase Date” means the date upon which the Tender Agent is obligated to purchase a Certificate
or Certificates pursuant to the Trust Agreement.

“Purchase Price” of any Certificate required to be purchased by the Tender Agent pursuant to the
Trust Agreement means an amount equal to the principal amount of such Certificate plus, if the Purchase
Date is other than an Interest Payment Date, accrued interest thereon, at the rate applicable to the
Certificates from the most recent Interest Payment Date and up to but excluding the Purchase Date.
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“Project Purchase Price” means the amount determined pursuant to the Installment Sale
Agreement.

“Rating Agencies” means Moody’s and S&P.
“Rebate Fund” means the fund by that name established in the Trust Agreement.

“Record Date” means for the interest payable on any Interest Payment Date means (1) the Business
Day immediately prior to the Interest Payment Date in question in the case of the Daily and Weekly Rate
Periods, (ii) the last Business Day at least five (5) days prior to the Interest Payment Date in question in the
case of the Monthly or CP Rate Periods, and (iii) the 15™ day (whether or not a Business Day) of the
calendar month immediately preceding such Interest Payment Date in the case of a Fixed Rate Period.

“Registrar” means the Trustee or such other entity as the Trustee or the District may designate to
act as registrar for the Certificates pursuant to the Trust Agreement.

“Related Documents™ means the Trust Agreement, the Facility, the Installment Sale Agreement,
the Certificates, the Remarketing Agreement, the Official Statement, the Reoffering Memorandum and any
other document or instrument required or stated to be delivered hereunder or thereunder on the Delivery
Date.

“Remarketing Agent” means J.P. Morgan Securities LLC, in its capacity as successor remarketing
agent for the Certificates, or any successor entity appointed by the District and approved by the Bank to
perform the duties of the Remarketing Agent hereunder.

“Remarketing Agreement” means the Remarketing Agreement dated as of June 1, 1996, by and
between the District and the Remarketing Agent as amended.

“Reserve Credit Facility” means a policy of insurance, a surety bond, a letter of credit or other
comparable credit facility, or a combination thereof, which, together with money on deposit in the reserve
fund, if any, provide an aggregate amount equal to the Reserve Requirement, so long as the provider of any
such policy of insurance, surety bond, letter of credit or other comparable credit facility is rated in the
highest rating category by Standard & Poor’s Ratings Group, Moody’s Investors Service or A.M. Best &
Company.

“Responsible Officer” means any officer of the Trustee assigned to administer its duties under the
Trust Agreement.

“Revenue Fund” means the fund by that name established pursuant to the Installment Sale
Agreement.

“Securities Depositories” means: The Depository Trust Company, 711 Stewart Avenue, Garden
City, New York 11530, Fax (516) 227-4039 or 4190: and, in accordance with then current guidelines of
the Securities and Exchange Commission, such other addresses as such depositories may specify and/or
such other securities depositories as the District may designate in a Written Request of the District delivered
1o the Trustee.

“Special Counsel” or “Bond Counsel” means Best Best & Krieger LLP, or a firm of nationally
recognized attorneys experienced in the issuance of obligations the interest on which is excluded from gross
income for purposes of Section 103 of the Code, which firm is selected by the District.
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“S&P” means Standard & Poor’s Ratings Group, a corporation organized and existing under and
pursuant to the laws of the State of New York, and its successors and assigns, except that if such corporation
shall be dissolved or liquidated or shall no longer perform the functions of a securities rating agency, then
the term “S&P” shall be deemed to refer to any other nationally recognized securities rating agency selected
by the District upon written notice to the Trustee and the Bank.

“State” means the State of California.

“Stated Amount” means the maximum aggregate amount available to be drawn under the Facility,
which initially shall be $15,572,142.47 as from time to time decreased and/or increased in accordance with
the term of the Facility.

“Stated Maturity” when used with respect to any Certificate or any installment of interest thereon
means the date specified in such Certificate as the fixed date on which the principal of such Certificate or
such installment of interest is due and payable.

“Statement of the District or the Corporation” means, as applicable, a statement signed by or on
behalf of (i) the Corporation by its President or a Vice President, or (ii) by the District by the Chairman of its
Board of Directors or General Manager or by any other person who is specifically authorized by resolution
of the Board of Directors of the District to sign or execute such a document on its behalf. If and to the
extent required by the provisions of the Trust Agreement, each Statement of the Corporation or District
shall include the statements provided for in the Trust Agreement.

“Substitute Facility” means a facility meeting the requirements set forth in the Trust Agreement.

“Tax Revenue Fund” means the fund by that name established under the Installment Sale
Agreement.

“Taxes” means all taxes, including ad valorem taxes of the District, other than taxes imposed
pursuant to Chapter | of Part 9 of the Law to secure general obligation bonds of the District or any
improvement district thereof;

“Tender Agent” means the Bank of New York Mellon Trust Company, as Tender Agent under the
Tender Agreement or any successor thereto.

“Tender Agreement” means the tender agent agreement dated as of June |, 1996 by and between
the District and the Tender Agent, as amended.

“Term’ means the period commencing upon the effective date of the Installment Sale Agreement
and ending upon the sooner to occur of (i) September 1, 2026; and (ii) the payment by the District of all
amounts due under the Installment Sale Agreement; provided that notwithstanding the foregoing the Term
shall not end prior to payment by District of all amounts due hereunder, including all amounts due to the
Bank.

“Termination Date” means June 30, 2014, the stated expiration date of the Facility as such date
may be extended, or any earlier date on which the Facility or Substitute Facility shall terminate, expire or be
canceled.

“Trust Agreement” means the Trust Agreement by and among the District, the Corporation and the
Trustee, dated as of July 1, 1996, as originally executed or as it may be amended from time to time as
provided therein, including as amended by a First Supplement to Trust Agreement by and among the
District, the Corporation and the Trustee, dated as of May 25, 201 1.
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“Water System” means all properties and assets, real and personal. tangible and intangible, of the
District now or hereafter existing, used or pertaining to the production, treatment, transmission, distribution
and sale of water, including all additions, extensions, expansions, improvements and betterments thereto,
and equippings thereof; provided, however, that to the extent the District is not the sole owner of an asset or

property, only the District’s ownership interest in such asset or property shall be considered a part of its
Water System.

“Written Consent of the Corporation or District,” “Written Order of the Corporation or District,”
“Written Request of the Corporation or District,” and “Written Requisition of the Corporation or District”
mean, respectively, a written consent, order, request or requisition signed by or on behalf of (i) the
Corporation by its President or a Vice President or (ii) the District by the Chairman of its Board of Directors
or General Manager or by any person who is specifically authorized by resolution of the Board of Directors
of the District to sign or execute such a document on its behalf.

TRUST AGREEMENT
CERTIFICATES; TERMS AND PROVISIONS

Transfer of Certificates. Any Certificate may, in accordance with its terms, be transferred upon the
books required to be kept pursuant to the provisions of the Trust Agreement by the person in whose name it
is registered, in person or by his duly authorized attorney, upon surrender of such Certificate for
cancellation, accompanied by delivery of a written instrument of transfer in a form acceptable to the
Trustee, duly executed. Transfer of any Certificate shall not be permitted by the Trustee (i) if the Trustee
has received written notice from the Tender Agent during any Variable Rate Period that it has received
notice from the Owner of such Certificate that such Certificate will be delivered to the Tender Agent for
purchase on or before the next succeeding Interest Payment Date, (i) during the fifteen (15) day period
prior to the date designated by the Trustee for the selection of Certificates for prepayment, or (iii) if such
Certificate has been called for prepayment or is then subject to mandatory tender pursuant to the Trust
Agreement.

Whenever any Certificate shall be surrendered for transfer, the Trustee shall execute and shall
deliver a new Certificate for a like aggregate principal amount of authorized denominations. The Trustee
shall require the Certificate Owner requesting such transfer to pay any tax or other governmental charge
required to be paid with respect to such transfer, and may in addition require the payment of a reasonable
sum to cover expenses incurred by the District or the Trustee in connection with such transfer.

Exchange of any Certificate shall not be permitted by the Trustee (a) if the Trustee has received
written notice from the Tender Agent during any Variable Rate Period that it has received notice from the
Owner of such Certificate that such Certificate will be delivered to the Tender Agent for purchase on or
before the next succeeding Interest Payment Date, (b) during the fifteen (15) day period prior to the date
designated by the Trustee for the selection of Certificates for prepayment, or (c) if such Certificate has been
called for prepayment or is then subject to mandatory tender pursuant to the Trust Agreement.

VALIDITY OF CERTIFICATES

Validity of Certificates. The validity of the execution and delivery of the Certificates is not
dependent on and shall not be affected in any way by any proceedings taken by the District, the Corporation
or the Trustee with respect to or in connection with the Installment Sale Agreement. The recital contained in
the Certificates that all acts, conditions and things required by the Constitution and statutes of the State of
California and the Trust Agreement to exist, to have happened and to have been performed precedent to and
in the delivery thereof do exist, have happened and have been performed in due time, form and manner as
required by law shall be conclusive evidence of their validity and of compliance with the provisions of law
in their delivery.




INSTALLMENT PAYMENTS; FACILITY; SUBSTITUTE FACILITY

Deposit of Installment Payments. All [nstallment Payments to which the Corporation may at any
time be entitled (including income or profit from investments), deposited by the District in the Installment
Payment Fund pursuant to the Instaliment Sale Agreement, shall be paid directly to the Trustee pursuant to
the terms of the Trust Agreement, and if received by the Corporation at any time shall be deposited by the
Corporation with the Trustee within one Business Day after the receipt thereof, and the Trustee shall deposit
all Installment Payments as and when received in the Certificate Payment Fund. All moneys at any time
deposited in the Certificate Payment Fund shall be held by the Trustee in trust for the benefit of the Owners
from time to time of the Certificates, and for the benefit of the Bank as provided in the Trust Agreement, but
shall nevertheless be disbursed, allocated and applied solely for the uses and purposes set forth in the Trust
Agreement.

Certificate Payment Fund. There is established with the Trustee the Certificate Payment Fund
consisting of a District Payments Account and a Debt Service Account, which the Trustee covenants to
maintain and hold in trust separate and apart from other funds held by it so long as any Installment
Payments remain unpaid. The Trustee shall transfer from the Certificate Payment Fund the following
amounts at the times and in the manner hereinafter provided, and shall deposit such amounts in one or more
of the following respective accounts, each of which the Truslee shall establish and maintain and hold in
trust separate and apart {rom other funds held by it, and each of which shall be disbursed and applied only as
authorized in the Trust Agreement. Such amounts shall be so transferred to and deposited in the following
respective Accounts:

1, All amounts paid by the District as Installment Payments shall be deposited in the
District Payments Account. The Trustee shall also deposit to the Certificate Payment Fund all
amounts required to be deposited thereunder in accordance with the Trust Agreement. The
Trustee shall, in accordance with the Trust Agreement, make the necessary drawings under the
Facility to pay the amounts specified in the Trust Agreement and deposit such amounts in the Debt
Service Account. Subject to paragraph (b) below, the amounts on deposit in the Certificate
Payment Fund shall be used solely for the payment of principal, mandatory prepayment, interest or
the Purchase Price of the Certificates. After the Fixed Rate Conversion Date, on each date on
which any payment of principal, mandatory prepayment, or interest is due with respect to the
Certificates, the Trustee shall withdraw from the District Payments Account of the Cerlificale
Payment Fund for application to payment of such debt service an amount equal to the debt service
due on such Certificates on such date.

2. On each day on which the Trustee has received money drawn on the Facility in the
amounlt specified in the Trust Agreement, the Trustee shall, not later than 4:00 p.m., New York City
time, wire transfer to the Bank’s account as specified in writing by the Bank from funds on deposit
in the District Payments Account, if any, an amount equal to the amounts so drawn under the
Facility. Notwithstanding anything to the contrary contained herein, in the event the Bank fails to
honor a draw on the Facility in accordance with its terms, the Trustee shall pay the principal,
prepayment price or interest due with respect to the Certificates from any Installment Payments on
deposit in the District Payments Account regardless of whether such Installment Payments
constitute Eligible Funds.

Surplus. Any surplus remaining in the Certificate Payment Fund, after prepayment and payment
of all Certificates, including premiums (if any) and accrued interest, and payment of any applicable draws,
accrued interest, fees and expenses to the Trustee and the Bank or provision for such prepayment and
payment having been made to the satisfaction of the Trustee and the Bank, shall be withdrawn by the
Trustee and remitted to the District.



Facility. The Trustee shall hold and maintain the Facility for the benefit of the Certificate Owners
until the expiration date thereof. The Trustee shall diligently enforce all terms, covenants and conditions
of the Facility, including paymenl when due of any use of the Facility, and will not consent to or agree to or
permit any amendment or modification of the Facility which would materially adversely affect the rights or
security of the Owners of the Certificates. 1f at any time during the term of the Facility, any successor
Trustee shall be appointed and qualified under the Trust Agreement, the resigning or removed Trustee shall
request that the Bank transfer the Facility to the successor Trustee. If the resigning or removed Trustee
fails to make this request, the successor Trustee shall do so before accepling appointment. When any
Facility expires in accordance with its terms or is replaced by a Substitute Facility, the Trustee shall
immediately surrender such Facility to the issuing Bank.

In accordance with its terms, the Facility may be terminated as herein provided. The original
Facility and any Substitute Facility shall be an obligation of the Bank to pay to the Trustee upon request
made with respect to the Certificates related thereto and in accordance with the terms thereof:

(a) An amount, not exceeding the aggregate principal amounts of the Certificates,
sufficient to pay the principal portion of the Purchase Price of the Certificates delivered or required
to be delivered to the Tender Agent for purchase, or the principal amount of Certificates when due
at their Stated Maturity or upon mandatory redemption or acceleration; and

(b) An amount, not exceeding interest on the Certificates for 34 days computed at the
Maximum Rate, sufficient to pay the interest portion of the Purchase Price of Certificates
delivered to the Tender Agent for purchase, or the interest accrued with respect to Certificates
when due at their Stated Maturity or upon mandatory redemption, optional redemption or
acceleration.

1f a Facility is in effect with respect to the Certificates, the Trustee shall make a drawing under the
Facility (in the manner and (o the extent therein permitted) in an amount sufficient, and by the time
required, to timely pay the principal of, interest on and the Purchase Price of the Certificates to become due
at the Maturity thereof (upon their Stated Maturity, mandatory redemption, optional redemption or
acceleration), or to timely pay the interest with respect to the Certificates to become due on each Interest
Payment Date and Purchase Date, but in every case only in respect of Certificates which are not Bank
Certificates, and the Trustee shall deposit the funds received from such a draw on the Facility in the Debt
Service Account of the Certificate Payment Fund; provided, however, that, in the case of a prepayment of
Certificates pursuant to the Trust Agreement, the Trustee shall not be required to present a draw under the
Facility to the extent that the Trustee holds other Eligible Funds pursuant to the Trust Agreement in an
amount sufficient to pay the Prepayment Price of the Certificates sclected for prepayment on the
prepayment date, and provided further that no draw shall be made under the Facility to pay the premium, if
any, on the Certificates selected for prepayment. Without limiting the generality of the foregoing, at such
time as the duration of the Rate Period is greater than one (1) month in duration, the Trustee is hereby
instructed to draw upon the Facility on the first day of each calendar month during such Rate Period,
commencing with the first day of the second month of such Rate Period (or on the Business Day preceding
the first day of each such month, in the event such day is not a Business Day), an amount equal to the
interest with respect to the Certificates that has accrued (or will accrue) during the month for which the
drawing is being submitted, less, with respect to the final drawing of the Rate Period, investment earnings
(if any) on any previous amounts drawn under the Facility, which investment earnings are on deposit in the
Debt Service Account. All moneys held by the Trustee from draws on the Facility shall be held uninvested
or, upon written direction of the District be, invested in non-callable, non-prepayable Federal Securities
which mature not later than next Business Day. Notwithstanding the deposit of such moneys under the
Trust Agreement and the subsequent reimbursement to the Bank, the District shall have no right, title or
interest in such moneys and such moneys will be held exclusively for the Holders of the Certificates and
paid over in accordance with the provisions of the Trust Agreement.



Payments of the principal of and interest with respect to Certificates representing interest at
Variable Rates or CP Rates, whether at their Stated Maturity or upon their prepayment or acceleration, shall
be made by the Trustee from the following sources in the order of priority indicated:

)] moneys paid to the Trustee from drawings under the Facility;
(2) other Eligible Funds; and
(3) any other moneys deposited by the District pursuant to the Installment Sale Agreement.

Upon and following the conversion of the Certificates to the Fixed Rate, the Certificates shall no
longer be payable from or secured by the Facility or subject to tender for purchase.

Substitute Facility. 1f at any time the District shall deliver to the Trustee (1) a Substitute Facility,
(2) an opinion of counsel stating that the delivery of such Substitute Facility to the Trustee is authorized
under the Trust Agreement and complies with the terms hereof, (3) an Opinion of Bond Counsel that the
proposed substitution will not adversely affect the exclusion of interest on the Certificates from gross
income for federal income tax purposes, (4) one or more opinions of counsel addressed to the Trustee, to the
effect, singly or together, that: (A) the Substitute Facility is a legal, valid and binding obligation of the
obligor, enforceable against the obligor in accordance with its terms, except as limited by applicable
reorganization, insolvency, liquidation, readjustment of debt, moratorium or other similar laws affecting the
enforcement of the rights of creditors generally as such laws may be applied in the event of a
reorganization, insolvency, liquidation, readjustment of debt or other similar proceeding of or moratorium
applicable to the obligor and by general principles of equity (regardless of whether such enforceability is
considered in a proceeding in equity or at law); and (B) payments made by the obligor under the Substitute
Facility will not be voidable under Section 547 of the United States Bankruptcy Code in the context of a
case or proceeding by or against the District or any Affiliates thereof under the United States Bankruptcy
Code; (5) if a rating or ratings on the Certificates shall be in effect on the date of such substitution, written
evidence from Moody’s and/or Standard & Poor’s, as applicable, to the effect that such rating agency has
reviewed the proposed Substitute Facility and that the substitution of the proposed Substitute Facility for
the existing Facility will not, by itself, result in a reduction or withdrawal of its rating on the Certificates,
and (6) written evidence that notice of such proposed substitution has been sent to the Owners prior to such
substitution, then the Trustee shall, so long as such Substitute Facility shall contain administrative
procedures which are acceptable to the Trustee in its reasonable discretion, accept such Substitute Facility
and promptly surrender the existing Facility to the issuer thereof.

Alternatively, if all of the requirements of the preceding paragraph are satisfied other than those set
forth in clause (5) thereof, and the District has given the Trustee at least forty-five (45) days’ written notice
of its intention to substitute such Facility and simultaneously with such written notice the Trustee, the
Remarketing Agent and the Tender Agent receive an Opinion of Bond Counsel to the effect that the
substitution will not adversely affect the exclusion of the interest on the Certificates from gross income for
federal income tax purposes, the Trustee shall accept the Substitute Facility, enforce payment of any
amounts due under the existing Facility to the extent required by the Trust Agreement and thereupon
surrender the existing Facility.

Any Substitute Facility shall be an irrevocable purchase agreement, letter of credit, surety bond,
insurance policy, guaranty or other irrevocable credit facility, or any combination thereof, issued by one or
more commercial banks or savings and loan associations, insurance companies or other financial
institutions, the terms of which shall in all respects material to the interests of the Owners be the same as the
Facility, except that the expiration date of such Substitute Facility may be later than the expiration date for
the existing Facility and such expiration date shall be not less than one (I) year after the date such Substitute
Facility is substituted for the existing Facility.



Investment of Moneys in Special Fund. Any moneys in the Certificate Payment Fund, the Debt
Service Account, the District Payments Account and the Prepayment Account shall be invested by the
Trustee upon the Written Request of the District, in Permitted Investments which will mature on or before
the dates when such moneys are scheduled to be needed for payment from such fund and in accordance
with the limitations set forth in the Trust Agreement, provided that moneys resulting from a draw on the
Facility shall be invested solely in non-callable, non-prepayable Federal Securities maturing not later than
the next business day or remain uninvested. Securities acquired as an investment of moneys in a fund
shall be credited to such fund. Such Written Request of the District shall certify that the investment is a
Permitted Investment.

In the absence of written investment direction from the District, the Trustee shall invest moneys
held by it solely in Permitted Investments specified in clause (8) of the definition thereof unless otherwise
directed in the Trust Agreement.

Such investments shall be valued by the Trustee as frequently as deemed necessary by the Bank,
but not less often than semiannually, as set forth below, at the market value thereof, exclusive of accrued
interest. Deficiencies in the amount on deposit in any fund or account resulting from a decline in market
value shall be restored no later than the succeeding valuation date.

Any interest, profit or other income on such investments shall be deposited in the Certificate
Payment Fund established under the Trust Agreement.

Subject to the further provisions of the Trust Agreement, the Trustee may sell or present for
prepayment any obligations so purchased at the direction of the District whenever it shall be necessary in
order to provide moneys to meet any payment, and the Trustee shall not be liable or responsible for any loss
resulting from such investment. The Trustee and its affiliates may act as sponsor, advisor, depository,
principal or agent in the acquisition or disposition of any investment and receive compensation in
connection therewith. The Trustee may commingle any of the funds or accounts established pursuant to
the Trust Agreement into a separate fund or funds for investment purposes only; provided, however, that all
funds or accounts held by the Trustee hereunder shall be accounted for separately notwithstanding such
commingling.

Pledge of Moneys in Funds. All amounts on deposit in the Certificate Payment Fund, the Debt
Service Account, the District Payments Account and the Prepayment Account are irrevocably pledged to
the Owners of the Certificates and the Bank as provided in the Trust Agreement. This pledge shall
constitute a first and exclusive lien on the Certificate Payment Fund, the Debt Service Account, the District
Payments Account and the Prepayment Account for the benefit of the Owners of the Certificates in
accordance with the terms of the Trust Agreement and of the Installment Sale Agreement.

Corporation and District to Perform Installment Sale Agreement. The Corporation and District
covenant and agree with the Owners of the Certificates to perform all obligations and duties imposed on
them under the Installment Sale Agreement and, together with the Trustee, to enforce such Installment Sale
Agreement against the other party thereto in accordance with its terms.

The Corporation and the District will in all respects promptly and faithfully keep, perform and
comply with all the terms, provisions, covenants, conditions and agreements of the Installment Sale
Agreement to be kept, performed and complied with by it.

The Corporation and the District agree not to do or permit anything to be done, or omit or refrain
from doing anything, in any case where any such act done or permitted to be done, or any such omission of
or refraining from action, would or might be a ground for cancellation or termination of the Installment
Sale Agreement.
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Tax Covenants. The Corporation and the District covenant with the Owners of the Certificates
that, notwithstanding any other provision of the Trust Agreement, they will make no use of the proceeds of
the Certificates that would cause the Certificates to be “arbitrage bonds” within the meaning of Section 148
of the Code.

The District will not make any use of the proceeds of the Certificates or any other funds of the
District, or take or omit to take any other action, that would cause the Certificates to be “private activity
bonds” within the meaning of Section 141 of the Code, or “federally guaranteed” within the meaning of
Section 149(b) of the Code. To that end, so long as any Installment Payments are unpaid, the District, with
respect to such proceeds and such other funds, will comply with all requirements of such Sections and all
regulations of the United States Department of the Treasury issued thereunder and under Section 103 of the
[nternal Revenue Code of 1954, as amended, to the extent such requirements are, at the time, applicable and
in effect.

The District will not use or permit the use of the Project or any portion thereof by any person other
than a governmental unit as such term is used in Section 141 of the Code, in such manner or to such extent
as would result in the loss of exclusion from gross income for federal income tax purposes of the portion of
the Installment Payments constituting interest under Section 103 of the Code.

Accounting Records and Reports. The Trustee shall keep or cause to be kept proper books of
record and account in which complete and correct entries shall be made of all transactions made by it
relating to the receipts, disbursements, allocation and application of the Installment Payments, and such
books shall be available for inspection by the District and by any Owner of Certificates, or his agent or
representative, at reasonable hours and under reasonable conditions. Each month, so long as the
Certificates are Outstanding, the Trustee shall furnish to the District a statement covering receipts,
disbursements, allocation and application of amounts on deposit in the funds and accounts created
hereunder held by it.

Compliance with Trust Agreement. The Trustee will not execute, or permit to be executed, any
Certificates in any manner other than in accordance with the provisions of the Trust Agreement, and the
District will not suffer or permit any default by it to occur under the Trust Agreement, but will faithfully
observe and perform all the covenants, conditions and requirements hereof.

Observance of Laws and Regulations. To the extent necessary to assure their performance
hereunder, the Corporation and the District will well and truly keep, observe and perform all valid and
lawful obligations or regulations now or hereafter imposed on them by contract, or prescribed by any law of
the United States of America, or of the State, or by any officer, board or commission having jurisdiction or
control, as a condition of the continued enjoyment of any and every right, privilege or franchise now owned
or hereafter acquired by the Corporation or the District, respectively, including its right to exist and carry on
its business, to the end that such contracts, rights and franchises shall be maintained and preserved, and
shall not become abandoned, forfeited or in any manner impaired.

Liens. So long as any Certificates are Outstanding, neither the District nor the Trustee, as
assignee of the Corporation, will create or suffer to be created any pledge of or lien on the lnstallment
Payments.

Prosecution and Defense of Suits. The Trustee, as assignee of the Corporation, to the extent
indemnified by the District through the payment of Additional Costs under the Installment Sale
Agreement, will defend against every action, suit or other proceeding at any time brought against the
Trustee or any Owner upon any claim arising out of the receipt, deposit or disbursement of any of the
[nstallment Payments or involving the rights of any Owner hereunder provided that the Trustee shall in no
event be obligated to defend any such action, suit or proceeding if the District fails to indemnify the
Trustee through the payment of Additional Costs under the Installment Sale Agreement or if such payment
of Additional Costs is for any reason not made available to the Trustee; provided, further, that the Trustee
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or any Owner at its or his election and at its or his sole cost and expense may appear in and defend any such
action, suit or other proceeding.

Recordation and Filing. The District (pursuant to the Installment Sale Agreement) shall record,
register, file, renew, refile and rerecord all such documents, including financing statements, as may be
required by law in order to maintain a security interest in the Trust Agreement, the Instaliment Payments
and Net Revenues, all in such manner, at such times and in such places as may be required by, and to the
extent permitted by, law in order fully to preserve, protect and perfect the security of the Certificate
Owners and the rights and security interests of the Trustee. The District shall (subject to the preceding
paragraph) do whatever else may be necessary or be reasonably required in order to perfect and continue
the lien of the Trust Agreement.

Further Assurances. Whenever and so often as requested so to do by the Trustee, Bank or any
Certificate Owner, the Corporation and the District will promptly execute and deliver or cause to be
executed and delivered all such other and further instruments, documents or assurances, and promptly do
or cause to be done all such other and further things, as may be necessary or reasonably required in order to
further and more fully vest in the Trustee and the Certificate Owners all rights, interest, powers, benefits,
privileges and advantages conferred or intended to be conferred upon them by the Trust Agreement.

DEFAULT AND LIMITATION OF LIABILITY

Notice of Non-Payment. [n the event of delinquency in the payment of any Installment Payments
due by the District pursuant to the Installment Sale Agreement, the Trustee shall, after one Business Day
following the date upon which such delinquent Installment Payment was due, immediately give written
notice of the delinquency and the amount of the delinquency to the District, the Corporation and the Bank
and notice of any other Evenl of Default within 30 days of knowledge thereof.

Action on Default or Termination. Upon the occurrence of an Event of Default, which shall also
constitute a default under the Trust Agreement, and in each and every such case during the continuance of
such Event of Default, the Trustee may exercise or shall if indemnified to its satisfaction exercise, as the
case may be, any and all remedies available pursuant to law or granted pursuant to the Installment Sale
Agreement. In determining whether a payment default has occurred or whether a payment on the
Certificates has been made under the Trust Agreement, no effect shall be given to payments made under the
Facility. The Trustee shall not take the Facility into account in determining whether the rights of
Certificate holders are adversely affected by actions taken pursuant to the terms and provisions of the Trust
Agreement or the lnstallment Sale Agreement; provided, however, that the Trustee shall not be able to
require indemnification prior to an acceleration of the Certificates and the Installment Payments resulting
from an Event of Default described in the Installment Sale Agreement the making a draw under the Facility
or making a payment to the Holders of the Certificates.

The Bank shall be included as a party in interest and as a party entitled to (i) notify the Trustee of
the occurrence of an Event of Default, and (ii) request the Trustee to intervene in judicial proceedings that
affect the Certificates or the security therefor. The Trustee shall accept notice of default from the Bank.

Additionally, the Owners of Certificates, the Trustee on behalf of the Owners and the District shall
have the right to bring suit, or exercise any other remedy available pursuant to law against the Bank to
enforce any obligation of the Bank should it fail to perform any of its obligations under the Trust
Agreement or under the Facility.

Anything in the Trust Agreement to the conlrary notwithstanding, upon the occurrence and
continuance of an Event of Default as defined therein, the Bank shall be entitled to control and direct the
enforcement of all rights and remedies granted to the Certificate Owners or the Trustee for the benefit of the
Certificate Owners under the Trust Agreement, including, without limitation: (i) the right to accelerate the
principal of the Certificates (except with respect to an Event of Default which occurs as the result of the

A-16



receipt by the Trustee of written notice from the Bank that it has not reinstated the interest component of the
Facility) as described in the Trust Agreement, and (ii) the right to annul any declaration of acceleration, and
the Bank shall also be entitled to approve all waivers of Events of Default.

Upon the occurrence of an Event of Default, the Trustee may, with the consent of the Bank, and
shall, at the direction of the Bank or 50% of the Certificate Owners with the consent of the Bank, by written
notice to the District and the Bank, declare the principal of the Certificates to be immediately due and
payable, whereupon that portion of the principal of the Certificates thereby coming due and the interest
thereon accrued to the date of payment shall, without further action, become and be immediately due and
payable, anything in the Trust Agreement or in the Certificates to the contrary notwithstanding.

Upon declaration of the entire principal amount of the unpaid Installment Payments and the
accrued interest thereon to be due and payable immediately and provided such declaration is not rescinded
or annulled, all in accordance with the Installment Sale Agreement, the Trustee may apply all moneys
received as Installment Payments and all moneys held in any fund or account hereunder (other than the
Rebate Fund) in the manner provided in the Trust Agreement. Upon declaration of an acceleration,
interest on the Certificates shall cease to accrue.

Application of Moneys Collected by Trustee. Any moneys collected (excluding moneys drawn
under the Facility) by the Trustee pursuant to the Trust Agreement after an Event of Default has occurred
shall be applied in the order following, at the date or dates fixed by the Trustee and, in the case of
distribution of such moneys on account of principal (or premium, if any) or interest, upon presentation of
the Certificates, and stamping thereon the payment, if only partially paid, and upon surrender thereof, if
fully paid:

First:  To the payment of all costs and expenses of collection, just and reasonable com-
pensation to the Trustee for its own services and for the services of counsel, agents and employees
by it properly engaged and employed, and all other expenses and liabilities incurred, pursuant to the
provisions of the Trust Agreement, together with interest on all such amounts advanced by the
Trustee at the highest rate permitted by law.

Second: In case the principal of none of the Certificates shall have become due and
remains unpaid, to the payment of interest in default, such payments to be made ratably and
proportionately to the persons entitled thereto.

Third: In case the principal of the Certificates shall have become due by acceleration or
otherwise and remains unpaid, first to the payment of interest in default and then to the payment of
principal of the Certificates then due and unpaid, in every instance such payment to be made ratably
to the persons entitled thereto.

Fourth: Additional Costs.

If such moneys are invested, they shall be invested only in Permitted Investments having a
maturity of thirty (30) days or less.

Other Remedies of the Trustee. The Trustee, with the consent of the Bank, and upon being
indemnified to its satisfaction therefor, in its discretion may:

l. by mandamus or other action or proceeding or suit at law or in equity to enforce its
rights against the District or any director, officer or employee thereof, and to compel the District or
any such director, officer or employee to perform or carry out its or his duties under law and the
agreements and covenants required to be performed by it or him contained in the Trust Agreement;



2. by suit in equity to enjoin any acts or things which are unlawful or violate the
rights of the Trustee; or

3. by suit in equity upon the happening of any default hereunder to require the
District and its directors, officers and employees to account as the trustee of an express trust.

Trustee to Represent Owners. The Trustee is irrevocably appointed (and the successive respective
Owners of the Certificates by taking and holding the same, shall be conclusively deemed to have so
appointed the Trustee) as trustee and true and lawful attorney in fact of the Owners of the Certificates for the
purpose of exercising and prosecuting on their behalf such rights and remedies as may be available to such
Owners under the provisions of the Certificates, the Trust Agreement, the Installment Sale Agreement and
applicable provisions of law. Upon the occurrence and continuance of an event of default or other
occasion giving rise to a right in the Trustee to represent the Owners, the Trustee in its discretion may, and
upon the written request of the Owners of not less than twenty-five percent (25%) in aggregate principal
amount of the Certificates then Outstanding, and upon being indemnified to its satisfaction therefor, shall,
proceed to protect or enforce its rights or the rights of such Owners by such appropriate action, suit.
mandamus or other proceedings as it shall deem most effectual to protect and enforce any such right, at law
or in equity, either for the specific performance of any covenant or agreement contained herein, or in aid of
the execution of any power herein granted, or for the enforcement of any other appropriate legal or
equitable right or remedy vested in the Trustee or in such Owners under the Trust Agreement, the
Installment Sale Agreement or any law; and upon instituting such proceeding, the Trustee shall be entitled,
as a matter of right, to the appointment of a receiver of the Net Revenues and other assets pledged under the
Trust Agreement pending such proceedings. All rights of action under the Trust Agreement or the
Certificates or otherwise may be prosecuted and enforced by the Trustee without the possession of any of
the Certificates or the production thereof in any proceeding relating thereto, and any such suit, action or
proceeding instituted by the Trustee shall be brought in the name of the Trustee for the benefit and
protection of all the Owners of such Certificates, subject to the provisions of the Trust Agreement.

Owners’ Direction of Proceedings. Subject to the rights of the Bank to control proceeding in the
Trust Agreement, the Owners of a majority in aggregate principal amount of the Certificates then
Outstanding shall have the right, by an instrument or concurrent instruments in writing executed and
delivered to the Trustee, together with indemnity satisfactory to the Trustee, to direct the method of
conducting all remedial proceedings taken by the Trustee under the Trust Agreement, provided that such
direction shall not be otherwise than in accordance with law and the provisions of the Trust Agreement, and
that the Trustee shall have the right to decline to follow any such direction which in the opinion of the
Trustee would be unjustly prejudicial to Owners of Certificates not parties to such direction or may result in
individual liability for the Trustee. The Trustee shall not be liable for any actions performed at the
direction of the Owners of the Certificates given pursuant to the Trust Agreement.

No Owner of any Certificate shall have the right to institute any such action or proceeding at law or
in equity, for the protection or enforcement of any right or remedy under the Trustee Agreement, the
Installment Sale Agreement or any applicable law with respect to such Certificate, unless (1) such Owner
shall have given to the Trustee written notice of the occurrence of an Event of Default; (2) the Owners of not
less than 25% in aggregate principal amount of the Certificates then Outstanding shall have made written
request upon the Trustee to exercise the powers granted or to institute such suit, action or proceeding in its
own name; (3) such Owner or said Owners shall have tendered to the Trustee reasonable indemnity against
the costs, expenses and liabilities to be incurred in compliance with such request; and (4) the Trustee shall
have refused or omitted to comply with such request for a period of sixty (60) days after such written
request shall have been received by, and said tender of indemnity shall have been made to, the Trustee.



Such notification, request, tender of indemnity and refusal or omission are hereby declared, in
every case, to be conditions precedent to the exercise by any Owner of Certificates of any remedy under the
Trust Agreement or under law; it being understood and intended that no one or more Owners of Certificates
shall have any right in any manner whatever by his or their action to affect, disturb or prejudice the security
of the Trust Agreement or the rights of any other Owners of Certificates, or to enforce any right under the
Trust Agreement, the Installment Sale Agreement or other applicable law with respect to the Certificates,
except in the manner therein provided, and that all proceedings at law or in equity to enforce any such right
shall be instituted, had and maintained in the manner herein provided and for the benefit and protection of
all Owners of the Outstanding Certificates, subject to the provisions of the Trust Agreement.

Notwithstanding any other provision in the Trust Agreement, each Owner shall have the right to
receive payment of the principal and the premium, if any, and interest represented by its Certificate at the
respective dates on which the same became due and payable in accordance with the terms, from the source
and in the manner provided in such Certificate and in the Trust Agreement, and to institute suit for the
enforcement of any such payment, and such rights shall not be impaired without the consent of such Owner.

Non-Waiver. A waiver of any default or breach of duty or contract by the Trustee shall not affect
any subsequent default or breach of duty or contracl or impair any rights or remedies on any such
subsequent default or breach of duty or contract. No delay or omission by the Trustee or the Owners of the
Certificates to exercise any right or remedy accruing upon any default or breach of duty or contract shall
impair any such right or remedy or shall be construed to be a waiver of any such default or breach of duty or
contract or an acquiescence therein, and every right or remedy conferred upon the Trustee by law or by this
article may be enforced and exercised from lime to time and as oflen as shall be deemed expedient by the
Trustee.

If any action, proceeding or suit to enforce any right or to exercise any remedy is abandoned or
determined adversely to the Trustee or the Owners of the Certificates, the Trustee, the Owners of the
Certificates and the District shall be restored to their former positions, rights and remedies as if such action,
proceeding or suit had not been brought or taken.

Remedies Not Exclusive. No remedy in the Trust Agreement conferred upon or reserved to the
Trustee or the Owners of the Certificates is intended to be exclusive of any other remedy, and each such
remedy shall be cumulative and shall be in addition to every other remedy given under the Trust Agreement
or now or hereafter existing in law or in equity or by statute or otherwise and may be exercised without
exhausting and without regard to any other remedy conferred by any law.

No Obligation of the District to the Owners. Except for the payment of Installment Payments
when due in accordance with the Instaliment Sale Agreement and the performance of the other covenants
and agreements of the District contained in said Installment Sale Agreement and in the Trust Agreement,
the District shall have no obligation or liability to the Owners of the Certificates with respect to the Trust
Agreement or the execution, delivery or transfer of the Certificates, or the disbursement of Installment
Payments to the Owners by the Trustee; provided however that nothing contained in this paragraph shall
affect the rights, duties or obligations of the Trustee expressly set forth in the Trust Agreement.

No Obligation with Respect to Performance by Trustee. Neither the District nor the Corporation
shall have any obligation or liability to any of the other parties to the Trust Agreement or to the Owners of
the Certificates with respect to the performance by the Trustee of any duly imposed upon it under the Trust
Agreement.




No Liability to Owners for Payment. The Corporation shall not have any obligation or liability to
the Owners of the Certificates with respect to the payment of the Installment Payments by the District
when due, or with respect to the performance by the District of any other covenant made by it in the
Installment Sale Agreement or in the Trust Agreement. Except as provided in the Trust Agreement, the
Trustee shall not have any obligation or liability to the Owners of the Certificates with respect to the
payment of the Installment Payments by the District when due, or with respect to the performance by the
District of any other covenant made by it in the Installment Sale Agreement or in the Trust Agreement.

No Responsibility for Sufficiency. The Trustee shall not be responsible for the sufficiency of the
Trust Agreement, the Installment Sale Agreement, or of the assignment made to it under the Trust
Agreement of rights to receive Installiment Payments pursuant to the Installment Sale Agreement, or the
value of or title to the Project. The Trustee shall not be responsible or liable for any loss suffered in
connection with any investment of funds made by it under the terms of and in accordance with the Trust
Agreement.

AMENDMENT OF TRUST AGREEMENT

Amendments Permitted. The Trust Agreement and the rights and obligations of the District and of
the Owners of the Certificates and of the Trustee may be modified or amended at any time by an amendment
thereto which shall become binding when the written consents of the Bank and the Owners of a majority in
aggregate principal amount of the Certificates then Outstanding, exclusive of Certificates disqualified as
provided in the Trust Agreement, shall have been filed with the Trustee and the Bank. No such
modification or amendment shall (1) extend the stated maturities of the Certificates, or reduce the rate of
interest represented thereby, or extend the time of payment of interest, or reduce the amount of principal
represented thereby, or reduce any premium payable on the prepayment thereof, or impair the right of any
Owner to tender such Owner’s Certificate as provided for in the Trust Agreement, without the consent of
the Owner of each Certificate so affected, or (2) reduce the aforesaid percentage of Owners of Certificates
whose consent is required for the execution of any amendment or modification of the Trust Agreement, or
(3) modify any of the rights or obligations of the Trustee, the Bank or the District without its written consent
thereto.

The Trust Agreement and the rights and obligations of the Corporation, the Trustee, the District and
of the Owners of the Certificates may also be modified or amended at any time by an amendment thereto
which shall become binding upon execution and receipt of the written consent of the Bank but without the
consent of the Owners of any Certificates, but only to the extent permitted by law and only for anyone or
more of the following purposes:

(1) to add to the covenants and agreements of the Corporation or the District contained
in the Trust Agreement other covenants and agreements thereafter to be observed or to surrender
any right or power herein reserved to or conferred upon the Corporation or the District, and which
shall not adversely affect the interests of the Owners of the Certificates;

(2) to cure, correct or supplement any ambiguous or defective provision contained in
the Trust Agreement or in regard to questions arising under the Trust Agreement, as the
Corporation or the District may deem necessary or desirable and which shall not adversely affect
the interests of the Owners of the Certificates;

(3) to provide, if necessary, for more than one financial institytion or insurance
company to be the issuer of the Facility as permitted in the Trust Agreement; and

(4) to make such other amendments or modifications as may be necessary in order to
obtain a rating on the Certificates from Standard & Poor’s Corporation, Moody’s Investors Service
or any other nationally recognized rating services or which otherwise may be in the best interests of
the Owners of the Certificates.
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The Trustee shall have received an opinion of Special Counsel to the effect that such amendment or
modification will not adversely affect the exclusion from gross income, for purposes of Section 103 of the
Cade, of interest on the Certificates.

Endorsement or Replacement of Cenificates After Amendment or Supplement. After the
effective date of any action taken as provided in the Trust Agreement, the Trustee may determine that the
Certificates may bear a notation by endorsement in form approved by the Trustee as to such action, and in
that case upon demand of the Trustee to the Owner of any Qutstanding Certificate and presentation of such
Owner's Certificate for such purpose at the principal corporate trust office of the Trustee a suitable notation
as to such action shall be made on such Certificate. 1{ the Trustee shall so determine, new Certificates so
modified as in the opinion of the Trustee shall be necessary to conform to such action shall be prepared, and
in that case upon demand of the Trustee to the Owner of any Qutstanding Certificates such new Certificates
shall be exchanged at the principal corporate trust office of the Trustee without cost to each Owner for
Certificates then Qutstanding upon surrender of such Oulstanding Certificales.

Amendment of Particular Certificates. The provisions of the Trust Agreement will not prevent
any Owner from accepting any amendments to the particular Certificates held by him, provided that due
notatton thereof is made on such Certificates.

DEFEASANCE

Discharge of Trust Apreement. When the obligations of the District under the Installment Sale
Agreement shall cease pursuant to the Installment Sale Agreement (except for the right of the Trustee and
the obligation of the District to have the Eligible Funds and Permitted Investments mentioned therein
applied to the payment of {nstallment Payments as therein set forth and the obligation to apply moneys on
deposit in the Rebate Fund), then in that case the obligations created by the Trust Agreement shall
thereupon cease, terminate and become void excep! for the obligation of the Disirict to direct the Trustee to
apply money on deposit in the Rebate Fund as provided in the Trust Agreement which shall continue until
such moneys are so applied and the right of the Owners to have applied and the obligation of the Trustee to
apply such Eligible Funds and Permitted Investments to the payment of the Certificates as set forth in the
Trust Agreement and, subject to application of moneys on deposit in the Rebate Fund, the Trustee shall turn
over to the District, after provision for payment of amounts due the Trustee thereunder, as an gverpayment
of [nstallment Payments, any surplus in the Certificate Payment Fund and all balances remaining in any
other funds or accounts other than moneys and Permitted Investments held for the payment of the
Certificates at maturity or on prepayment, which moneys and Permitted Invesiments shall continue to be
held by the Trustee in trust for the benefit of the Owners and shall be applied by the Truslee to the payment,
when due, of the principal and interest and premium, if any, represented by the Certificates, and after such
payment, the Trust Agreement shall become void.

Deposit of Money or Securities with Trustee. During the Fixed Rate Period and whenever in the
Trust Agreement or the Installment Sale Agreement it is provided or permitted that there be deposited with
or held in trust by the Trustee Eligible Funds or securities acquired with Eligible Funds in the necessary
amount to pay or prepay any Cerlificates, the Eligible Funds or securities to be so deposited or held may
include Eligible Funds or securities held by the Trustee in the funds and accounts established pursuant to
the Trust Agreement and shall be:

l. lawful money of the United States of America in an amount equal to the principal
amount represented by such Certificates and all unpaid interest represented thereby to maturity,
except that, in the case of Certificates which are to be prepaid prior to maturity and in respect of
which notice of such prepayment shall have been given or provision satisfactory to the Trustee
shall have been made for the giving of such notice, the amount to be deposited or held shall be the
principal amount or Prepayment Price and all unpaid interest to such date of prepayment if any,
represented by such Certificates; or
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2. non-callable, non-prepayable Federal Securities described in clause (a) of the
definition thereof which will provide money sufficient to pay the principal at maturity or upon
prepayment plus all accrued interest to maturity or to the prepayment date, as the case may be,
represented by the Certificates to be paid or prepaid, as such amounts become due, provided that, in
the case of Certificates which are to be prepaid prior to the maturity thereof, notice of such
prepayment shall have been given or provision satisfactory to the Trustee shall have been made for
the giving of such notice;

together with a certificate of an Independent Certified Public Accountant that such amount on deposit,
together with interest to accrue thereon and moneys on deposit in the funds and accounts provided for in the
Trust Agreement, will be fully sufficient to pay and discharge the obligation to pay the Certificates
(including all principal, interest and prepayment premiums) at or before their respective maturity dates,
together with an Opinion of Bond Counsel that such deposit will not adversely affect the tax-exempt status
of interest on the Certificates; provided, in each case, that the Trustee shall have been irrevocably instructed
(by the terms of the Trust Agreement and the Installment Sale Agreement or by Written Request of the
District) to apply such money or securities to the payment of such principal or Prepayment Price and
interest represented by such Certificates.

Whenever moneys have been deposited with the Trustee pursuant to the Trust Agreement which are
insufficient to pay all Outstanding Certificates, the Trustee, at the direction of the District, shall identify the
Certificates to be deemed defeased and prepaid at the next Prepayment Date.

Notwithstanding anything in the Trust Agreement to the contrary, in the event that the principal
coming due on the Certificates shall be paid by the Bank pursuant to the Facility, the Certificates shall
remain Outstanding for all purposes, not be defeased or otherwise satisfied and not be considered paid by
the District, and the assignment and pledge of the trust created hereunder and all covenants, agreements and
other obligations of the District to the Registered Owners of the Certificates shall continue to exist and shall
run to the benefit of the Bank, and the Bank shall be subrogated to the rights of such Registered Owners of
the Certificates.

Unclaimed Moneys. Anything contained in the Trust Agreement to the contrary notwithstanding,
any moneys held by the Trustee in trust for the payment and discharge of the interest or principal or
Prepayment Price represented by any of the Certificates which remain unclaimed for two years after the
date of deposit of such moneys if deposited with the Trustee after the date when the interest and principal or
Prepayment Price represented by such Certificates have become payable, shall at the Written Request of the
District be repaid by the Trustee to the District as its absolute property free from trust, and the Trustee shall
thereupon be released and discharged with respect thereto and the Owners shall ook only to the District for
the payment of the interest and principal or Prepayment Price represented by such Certificates; provided,
however, that before being required to make any such payment to the District, the Trustee shall first mail a
notice to the Owners of the Certificates so payable, at the address of such Owners as shown on the
certificate registration books maintained by the Trustee, that such moneys remain unclaimed and that after a
date named in such notice, which date shall not be less than thirty (30) days after the date of the mailing of
such notice, the balance of such moneys then unclaimed will be returned to the District.

MISCELLANEOUS

Benefits of Trust Agreement Limited to Parties. Nothing in the Trust Agreement expressed or
implied is intended or shall be construed to confer upon, or to give or grant to, any person or entity, other
than the District, the Trustee, the Bank and the Registered Owners of the Certificates, any right, remedy or
claim under or by reason of the Trust Agreement or any covenant, condition or stipulation hereof, and all
covenants, stipulations, promises and agreements in the Trust Agreement contained by and on behalf of the
District shall be for the sole and exclusive benefit of the District, the Trustee, the Bank and the Registered
Owners of the Certificates.
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Disqualified Certificates. Certificates owned or held by or for the account to the Corporation or
the District (but excluding Certificates held in any pension or retirement fund) shall not be deemed
Outstanding for the purpose of any consent or other action or any calculation of Outstanding Certificates
provided for in the Trust Agreement, and shall not be entitled to consent to or take any other action provided
for in the Trust Agreement.

The Trustee may adopt appropriate regulations to require each Owner of Certificates, before his
consent provided for in the Trust Agreement shall be deemed effective, to reveal if the Certificates as to
which such consent is given are disqualified as provided in the Trust Agreement.

Waiver of Personal Liability. No director, officer or employee of the District or the Corporation
shall be individually or personally liable for the payment of the interest or principal or the prepayment
premiums, if any, represented by the Certificates, but nothing contained in the Trust Agreement shall relieve
any director, officer or employee of the District or Corporation from the performance of any official duty
provided by any applicable provisions of law or by the Installment Sale Agreement or the Trust Agreement.

California Law. The Trust Agreement will be construed and governed in accordance with the laws
of the State of California.

INSTALLMENT SALE AGREEMENT
ACQUISITION AND CONSTRUCTION OF THE PROJECT; ADDITIONAL COSTS
Changes to the Project. The District may substitute other improvements for those listed as

components of the Project in the Installment Sale Agreement, but only if the District first files with the
Corporation and the Trustee a statement of the District:

(a) identifying the improvements to be substituted and the improvements to the
District’s facilities they replace in the Project; and

(b) stating that the estimated costs of construction, acquisition and installation of the
substituted improvements are not less than such costs for the improvements previously planned;
together with an Opinion of Bond Counsel.

Title. All right, title and interest in each component of the Project (as described in the Installment
Sale Agreement) will automatically vest in the District upon completion of such component. Such
automatic vesting shall occur without further action by the Corporation, and the Corporation shall, if
requested by the District or if necessary to assure such automatic vesting of such interests of title, deliver
any and all documents required to assure such vesting.

Additional Costs. After making the Installment Payments, the District shall pay additional costs
hereunder (“Additional Costs”) any amounts required to be rebated to the United States pursuant to Section
148(f) of the Code in order to maintain the exclusion from gross income of interest represented by the
Certificates for purposes of federal income taxation, all costs incurred in connection with the Facility, all
amounts due with respect to Bank Certificates, including principal and all accrued and unpaid interest at the
Bank Rate, and such amounts in each year as shall be required for the payment of all costs and expenses
incurred in connection with the sale to District of the Project, including payment of any fees, costs and
expenses in connection with the administration of the Project, payment of all taxes, assessments and
governmental charges of any nature whatsoever hereafter levied or imposed by any governmental authority
against the Corporation or the Installment Payments and other payments referred to herein, to be made by
District (except for income taxes of the Corporation), and payment of all fees, costs and expenses incurred
by the Corporation with the prior approval of the District.
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COVENANTS OF DISTRICT

Compliance with Installment Sale Agreement and Ancillary Agreements. The District will
punctually pay the Installment Payments and Additional Costs in strict conformity with the terms of the
Installment Sale Agreement, and will faithfully observe and perform all the agreemenis, conditions,
covenants and terms contained therein required to be observed and performed by it, and will not terminate
the Installment Sale Agreement for any cause including, without limiting the generality of the foregoing,
any acts or circumstances that may constitute failure of consideration, destruction of or damage to the
Project, commercial frustration of purpose, any change in the tax or other laws of the United States of
America or of the State of California or any political subdivision of either or any failure of the Corporation
to observe or perform any agreement, condition, covenant or term contained herein required to be observed
and performed by it, whether express or implied, or any duty, liability or obligation arising out of or
connected herewith or the insolvency, or deemed insolvency, or bankruptcy or liquidation of the
Corporation or any force majeure, including acts of God, tempest, storm, earthquake, war, rebellion, riot,
civil disorder, acts of public enemies, blockade or embargo, strikes, industrial disputes, lock outs, lack of
transportation facilities, fire, explosion, or acts or regulations of governmental authorities.

The District will faithfully observe and perform all the agreements, conditions, covenants and
terms contained in the Trust Agreement required to be observed and performed by it, and it is expressly
understood and agreed by and among the parties to the Installment Sale Agreement and the Trust
Agreement that each of the agreements, conditions, covenants and terms contained in each such agreement
is an essential and material term of the purchase of and payment for the Project by the District pursuant to,
and in accordance with, and as authorized under the Law.

Annual Budget. During the Term of the Installment Sale Agreement, the District agrees and
covenants to take such action as may be necessary to include all Installment Payments and Additional
Costs due under the Installment Sale Agreement in its annual budget and to make the necessary annual
appropriations for all such Installment Payments and Additional Costs.

Tax_Covenants. The District covenants that, notwithstanding any other provision of the
[nstallment Purchase Agreement, it will make no use of the proceeds of the Certificates or of any other
amounts, regardless of the source, or of any property or take no action, or refrain from taking any action,
that would cause the Certificates to be “arbitrage bonds’ within the meaning of Section 148 of the Code.
The District will not use or permit the use of the Project or any portion thereof by any person other than a
governmental unit as such term is used in Section 141 of the Code, in such manner or to such extent as
would result in the loss of exclusion from gross income for federal income tax purposes of the portion of the
Installment Payments constituting interest under Section 103 of the Code. The District will not make any
use of the proceeds of the Certificates or any other funds of the District, or take or omit to take any other
action, that would cause the obligation provided herein to be “federally guaranteed” within the meaning of
Section 149(b) of the Code or “private activity bonds” within the meaning of Section 141 of the Code. To
that end, so long as any Installment Payments and Additional Costs are unpaid, the District, with respect to
such proceeds and such other funds, will comply with all requirements of such Sections and all regulations
of the United States Department of the Treasury issued thereunder and under Section 103 of the Internal
Revenue Code of 1954, as amended, to the extent such requirements are, at the time, applicable and in
effect.

Collection of Rates and Charges. The District will fix, prescribe and collect rates, fees and charges
for the services and commodities provided by the Water System which will be sufficient to yield (i) Taxes
and Net Revenues during each Fiscal Year in an amount not less than 120% of the sum of the [nstallment
Payments provided for under the Installment Sale Agreement and on any Parity Debt for such Fiscal Year.
On or before the first day of the eighth month of each Fiscal Year, the District will complete a review of its
financial condition for the purpose of estimating whether the Taxes and Net Revenues for the then current
Fiscal Year will be sufficient to meet the requirements of this section, which review shall be evidenced by a
certificate of an Authorized Officer of the District that shall be filed with the Trustee within ten (10) days of
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the completion of such review. If such certificate shows that such Taxes and Net Revenues may not be
sufficient to meet the requirements of this section, the District will promptly take such action as shall be
necessary and sufficient to comply with these requirements, and will promptly advise the Trustee as to such
action taken. The District may make adjustments from time to time in such rates, fees and charges and
may make such classification thereof as it deems necessary, but shall not reduce the rates, fees and charges
then in effect unless the Net Revenues from such reduced rates, fees and charges will at all times be
sufficient to meet the requirements of this paragraph.

Rules and Regulations. To the extent permitted by law, the District shall have in cffect at all times
rules and regulations requiring each consumer or customer located within the service area of the Water
System to pay the tolls, rates, fees and charges applicable to the service and commodities provided by the
Water System to such premises and providing for the billing thereof and for a due date and a delinquency
date for each bill. The District will not permit any part of the Water System, or any facility thereof, to be
used or taken advantage of free of charge by any person, firm or corporation, or by any public agency
(including the United States of America, the State of California and any public corporation, political
subdivision, city, county, district or agency of any thereof); provided, however, that the District may
without charge use the services and commodities provided by the Water System. Nothing contained in
this paragraph shall prohibit incidental use of Water System facilities by any person, firm, corporation or
public agency where such use does not in any manner impair or adversely affect the rights or security of
the Certificate Owners.

Insurance. The District shall at all times keep or cause to be kept the properties of the Water
System which are of an insurable nature and of the character usually insured by those operating properties
similar to the Water System insured against loss or damage by fire and from other causes customarily
insured against and in such relative amounts as are usually oblained so long as such insurance is obtainable
at reasonable costs. To the extent obtainable at reasonable cost, the District shall at all times use its
reasonable efforts to maintain or cause 1o be maintained insurance or reserves against loss or damage from
such hazards and risks to the person and property of others as are usually insured or reserved against by
those operating properties similar to the properties of the Water System. To the extent obtainable at
reasonable cost, the District shall also use its reasonable efforts to maintain or cause to be maintained any
additional or other insurance which it shall deem necessary or advisable to protect its interests and those of
the Certificate Owners. Any such insurance shall be in the form of policies or contracts for insurance with
insurers of good standing and shall include a loss payable clause making any loss thereunder payable to the
Truslee as its interests appear. The District will procure and maintain with responsible insurers workers’
compensation insurance against liability for compensation under the Workers Compensation Insurance and
Safety Act of California or any act amendatory thereof or supplemental thereto, which insurance shall cover
all persons employed in connection with the Water System; provided that such insurance may be
maintained under a self-insurance program so long as such self-insurance is maintained in the amounts and
manner usually maintained in connection with systems similar to the Water System. Anything in the
Installment Sale Agreement to the contrary notwithstanding, the District may be self-insured for all or any
part of the foregoing requirements.

Net Proceeds of Insurance. All proceeds of insurance against property damage and all proceeds of
condemnation awards relating to the Project shall be payable to the District alone, and the District shall
retain and collect such proceeds. All claims under any such insurance policy or with respect to any
condemnation proceeding relating to the Project may be seltled by Lhe District without the consent of the
Corporation or the Trustee. Such proceeds shall be applied promptly 1o the optional prepayment of
[nstallment Payments, or retained by the District and promptly applied to the repair or rebuilding of the
Project or the acquisition or construction of the capital improvements to the Water System.

Payment of Taxes and Assessments; Compliance With Law. The District will from time to time
duly pay and discharge, or cause to be paid and discharged, all taxes, assessments and other governmental
charges, or required payments in lieu thereof, lawfully imposed upon the properties of the District or upon
the rights, revenues, income, receipts, and other moneys, securities and funds of the District, when the same
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shall become due (including all rights, moneys and other property transferred, assigned or pledged under
the Installment Sale Agreement), and all lawful claims for labor and material and supplies, except those
taxes, assessments, charges or claims which the District shall in good faith contest by proper legal
proceedings if the District shall in all such cases have set aside on its books reserves deemed adequate with
respect thereto. Nothing contained in the Installment Sale Agreement shall require the District to pay any
taxes, assessments and other governmental charges which have accrued but are not yet payable, nor shall
anything in the Installment Sale Agreement require the District to satisfy any claim or lien for labor,
materials or supplies in connection with work performed by for which payment is not yet due.

Financing Statements. The District shall promptly file in accordance with the applicable
provisions of the Act and the Uniform Commercial Code in effect in the State of California, all financing
statements or similar notices required to fully perfect and continue the perfection of the security interest
granted under the Installment Sale Agreement in (i) the proceeds of the sale of the Certificates, (ii) the Taxes
and Net Revenue, and (iii) all Funds and Accounts pledged by the Trust Agreement including the
investments, if any, thereof. On or before February 1 of each year, the District shall deliver to the Trustee a
certificate of an authorized officer of the District to the effect that all filings and other actions then required
to continue the perfection of the security interest granted under the Installment Sale Agreement or under the
Trust Agreement have been accomplished and setting forth all such filings made and actions taken since the
previous such certificate was delivered to the Trustee.

Corporate Existence. The District shall at all times maintain its corporate existence and shall do
and perform or cause to be done and performed all acts and things required to be done or performed by or on
behalf of the District under the Installment Sale Agreement and the provisions of the Trust Agreement.

Senior Debt. The District shall not incur any obligation payable from the Net Revenues senior to
the obligation to make the Instaliment Payments and shall not sell any portion of the Water System which
would impair the ability of the District to make Installment Payments, except that the District may acquire
and sell portions of the Water System in the ordinary course of business.

PREPAYMENT OF INSTALLMENT PAYMENTS AND DISCHARGE OF OBLIGATIONS

Prepayment, The District shall have the right at any time or from time to time to prepay all or any
part of the Installment Payments to the extent that Certificates may be prepaid in accordance with the Trust
Agreement, by paying the applicable prepayment price together with accrued interest to the date of
prepayment and the Corporation agrees that the Trustee shall accept such prepayments when the same are
tendered by the District. Prepayments may be made by payments of Eligible Funds or surrender of
Certificates, as contemplated by the Installment Sale Agreement. All such prepayments (and the
additional payment of any amount necessary to pay the applicable premiums, if any, payable in Eligible
Funds upon the prepayment of Certificates) shall be deposited upon receipt in the Prepayment Account and,
at the Request of the District, credited against Installment Payments in order of their due date or used for the
prepayment or purchase of Outstanding Certificates in the manner and subject to the terms and conditions
set forth in the Trust Agreement. The District shall also have the right to surrender Certificates acquired by
it in any manner whatsoever to the Trustee for cancellation, and such Certificates, upon such surrender and
cancellation, shall be deemed to be paid and retired, and shall be allocated as set forth in the Trust
Agreement. Notwithstanding any such prepayment or surrender of Certificates, as long as any Certificates
remain Outstanding, or any Installment Payments or Additional Costs remain unpaid, the District shall not
be relieved of its obligations hereunder.

[f the District is not in default in the payment of any Additional Costs, the Trustee, at the request of
the District, at any time that there is on deposit with the Trustee Eligible Funds or securities acquired with
Eligible Funds in the amount necessary to pay or redeemn all Certificates Outstanding (as provided in the
Trust Agreement), shall forthwith take all steps necessary to discharge and defease the entire indebtedness
on all Certificates Outstanding and all covenants, agreements and other obligations of the Corporation or
District under the Trust Agreement.
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The District also may prepay all or any part of its obligations hereunder and prepay the Certificates
pursuant to the Trust Agreement by depositing with the Trustee in the Prepayment Fund Net Proceeds from
hazard insurance or condemnation proceeds received with respect to the Water System.

Discharge of Obligations. When:

(a) all lnstallment Payments shall have become due and payable in accordance with
the Installment Sale Agreement or a written notice of the District to prepay all of the Installment
Payments shall have been filed with the Corporation; and

(b) during any period the Certificates represent interest calculated at a Fixed Rate
there shall have been deposited with the Trustee at or prior to the Installment Payment Dates or date
(or dates) specified for prepayment, in trust for the benefit of the Corporation or its assigns and
irrevocably appropriated and set aside to the payment of the Installment Payments, sufficient
Eligible Funds and/or non-callable, non-prepayable Federal Securities described in clause (a) of the
definition thereof acquired with Eligible Funds, the principal of and interest on which when due
will provide money sufficient to pay all principal, prepayment premium, if any, and interest of the
Installment Payments to their respective Payment Dates or prepayment date or dates as the case
may be; and

(c) none of the Installment Payments shall remain unpaid, and provision shall have
been made for the payment of all other Additional Costs (including all fees and expenses of the
Trustee and the Bank),

then and in that event, the right, title and interest of the Corporation therein and the obligations of the
District under the Installment Sale Agreement shall thereupon cease, terminate, become void and be
completely discharged and satisfied (except for the right of the Trustee and the obligation of the District to
have such moneys and such Federal Securities applied to the payment of the Installment Payments and the
covenants of the District as set forth in the Installment Sale Agreement, which shall survive the discharge of
the Installment Sale Agreement). In such event, upon request of the District, the Trustee shall cause an
accounting for such period or periods as may be requested by the District to be prepared and filed with the
District and shall execute and deliver to the District all such instruments as may be necessary or desirable to
evidence such discharge and satisfaction, and the Trustee shall pay over to the District, as an overpayment
of Installment Payments, all such moneys or such Federal Securities held by it pursuant to the Installment
Sale Agreement or pursuant to the Trust Agreement other than such moneys and such Federal Securities as
are required for the payment or prepayment of the Installment Payments, which moneys and Federal
Securities shall continue to be held by the Trustee in trust for the payment of the Installment Payments and
shall be applied by the Trustee to the payment of the Installment Payments of the District.

EVENTS OF DEFAULT AND REMEDIES

Events of Default Defined. The following shall be “events of default” under the Installment Sale
Agreement and the terms “event of default” and “default” shall mean, whenever they are used in the
Installment Sale Agreement, anyone or more of the following events:

(a) Failure by the District to pay any Installment Payment required to be paid under
the Installment Sale Agreement at the time set forth therein;

(b) Failure by the District to observe and perform any covenant, condition or
agreement on its part to be observed or performed, other than as referred to in the foregoing
paragraph (a) for a period of 30 days after written notice by the Corporation, the Trustee, the Bank,
if the Facility shall then be in effect, or the Owners of not less Lhan twenty-five percent (25%) in
aggregate principal amount of Certificates then Outstanding to the District specifying such failure
and requesting that it be remedied; provided, however, if the failure stated in the notice cannot be
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corrected within the applicable period, the Corporation. the Trustee, the Bank and such Owners will
not unreasonably withhold consent to an extension of such time if corrective action is instituted by
the District within the applicable period and diligently pursued until the default is corrected,

(c) Inability of the District to generally pay its debts as such debts become due, or
admission by the District, in writing, of its inability to pay its debts generally, or the making by the
District of a general assignment for the benefit of creditors, or the institution of any proceeding by
or against the District seeking to adjudicate it a bankrupt or insolvent, or seeking liquidation,
winding-up, reorganization, reimbursement, adjustment, protection, relief or composition of it or
its debts under any law relating to bankruptcy, insolvency or reorganization or relief of debtors, or
seeking the entry of an order for relief or for appointment of a receiver, trustee, or other similar
officer of it or any substantial part of its property, or the taking of any action by the District to
authorize any of the actions set forth above in this paragraph; and

(d) Any event of default with respect to Parity Debt; and

(e) Receipt by the Trustee of written notice from the Bank of the occurrence of an
event of default under the Reimbursement Agreement and electing to exercise remedies available
to it under the Reimbursement Agreement, the Trust Agreement and under the Installment Sale
Agreement.

Notwithstanding the foregoing provisions, it by reason of force majeure the District is unable in whole or in
part to carry out its agreement on its part herein contained, other than the obligations on the part of the
District contained in the Installment Sale Agreement, the District shall not be deemed in default during the
continuance of such inability. The term “force majeure” as used means, without limitation, the following:
acts of God; strikes, lockouts or other industrial disturbances; acts of public enemies; orders or restraints of
any kind of the government of the United States of America or of the state wherein the District is located or
any of their departments, agencies or officials, or any civil or military authority; insurrections; riots;
landslides; earthquakes; fires; storms; droughts; floods; explosions; breakage or accident to machinery; or
any other cause or event not reasonably within the control of the District.

Remedies on Default. Whenever any event of default referred to in paragraph (a), (c) or (¢) above
shall have happened and be continuing, the Trustee, as assignee of the Corporation, with the consent of the
Bank and subject to the Installment Sale Agreement, shall proceed, or upon occurrence of an event of
default specified in paragraph (b) or (d) above, may proceed, and upon written direction of the Bank or
written request of the Owners of not less than a majority in aggregate principal amount of then Outstanding
Certificates shall proceed to:

(a) declare the entire amount of Installment Payments then outstanding, including the
Interest Components thereof then accrued and unpaid, immediately due and payable, without
further demand;

(b) take whatever action, at law or in equity, may appear necessary or desirable to
collect the Installment Payments and any other payments then due and thereafter to become due
under the Instaliment Sale Agreement or to enforce the performance and observance of any
obligation, covenant, agreement or provision contained in the [nstallment Sale Agreement to be
observed or performed by the District; and

(c) take whatever other legal action may appear necessary or desirable to enforce its
rights as assignee of the Corporation and the rights of the Owners of the Certificates.
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Any such action by the Trustee, however, is subject to the condition that if, at any time after such
action and before any judgment or decree for the payment of the moneys due shall have been obtained or
entered, there shall be deposited with the Trustee a sum sufficient to pay all Installment Payments the
payment of which is overdue, with interest on such overdue principal component of such overdue
Installment Payments at the rate borne by the respective Certificates, and the reasonable charges and
expenses of the Trustee, and any and all other defaults known to the Trustee (other than in the payment of
the Installment Payments due and payable solely by reason of such action) shall have been made good or
cured to the satisfaction of the Trustee or provision deemed by the Trustee to be adequate shall have been
made therefor, then, and in every such case, the Owners of not less than a majority in aggregate principal
amount with respect to the Certificates then Outstanding, by written notice to the District and the Trustee
may, on behalf of the Owners of all of the Certificates, rescind and annul such action and its consequences
and waive such default; but no such rescission and annulment shall extend to or shall affect any subsequent
default, or shall impair or exhaust any right or power consequent thereon.

No Remedy Exclusive. No remedy conferred in the Installment Sale Agreement or reserved to the
Corporation, the Bank or the Trustee is intended to be exclusive and every such remedy shall be cumulative
and shall be in addition to every other remedy given under the Installment Sale Agreement now or hereafter
existing at law or in equity. No delay or omission to exercise any right or power accruing upon any default
shall impair any such right or power or shall be construed to be a waiver thereof, but any such right and
power may be exercised from time to time and as often as may be deemed expedient. 1n order to entitle the
Corporation or the Trustee to exercise any remedy reserved to it in the Installment Sale Agreement it shall
not be necessary to give any notice, other than such notice as may be required in the Installment Sale
Agreement.

Application of Moneys on Default. In the event of any default under the Installment Sale
Agreement, moneys paid shall be applied as provided in the Trust Agreement.

AMENDMENTS TO INSTALLMENT SALE AGREEMENT

Amendments, Changes and Modifications. The Installment Sale Agreement and the rights and
obligations of the District and the Corporation and of the Owners of the Certificates and of the Trustee may
be modified or amended at any time by an amendment thereto which shall become binding when the written
consents of the Owners of a majority in aggregate principal amount of the Certificates then Outstanding,
exclusive of Certificates disqualified as provided in the Trust Agreement, and the written consent of the
Bank shall have been filed with the Trustee. No such modification or amendment shall (1) extend the
stated maturities of the Certificates, or reduce the rate of interest represented thereby, or extend the time of
payment of interest, or reduce the amount of principal represented thereby, or reduce any premium payable
on the prepayment thereof, without the consent of the Owner of each Certificate so affected, or (2) reduce
the aforesaid percentage of Owners of Certificates whose consent is required for the execution of any
amendment or modification of the Installment Sale Agreement, (3) modify any of the rights or obligations
of the Trustee, the Bank or the Corporation without its written consent thereto, or (4) impair the right to
tender Certificates pursuant to the Trust Agreement.

The Installment Sale Agreement and the rights and obligations of the District and the Corporation
and of the Owners of the Certificates and of the Trustee may also be modified or amended at any time by an
amendment thereto which shall become binding upon execution, without the consent of the Owners of any
Certificates, but only to the extent permitted by law and only for anyone or more of the following
purposes --

(1) to add to the covenants and agreements of the District or the Corporation contained
in the Installment Sale Agreement other covenants and agreements thereafter to be observed or to
surrender any right or power herein reserved to or conferred upon the District or the Corporation,
and which shall not adversely affect the interests of the Owners of the Certificates;
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(2) to cure, correct or supplement any ambiguous or defective provision contained in
the Installment Sale Agreement or in regard to questions arising under the Installment Sale
Agreement, as the District or the Corporation may deem necessary or desirable and which shall not
adversely affect the interests of the Owners of the Certificates;

3) to make such other amendments or modifications as may be necessary in order to
obtain a rating on the Certificales from S&P or any other national rating service; and

4) with the written consent of the Bank, to make such other amendments or
modifications as may be in the best interests of the Owners of the Certificates.

The District shall also obtain an Opinion of Bond Counsel.
Any provision of the Installment Sale Agreement expressly recognizing or granting rights in the
Bank may not be amended in any manner which affects the rights of the Bank thereunder without the prior

written consent of the Bank.

ASSIGNMENT; APPLICABLE LAW

Assignment by Corporation. The Corporation’s right, title and interest in, to and under the
[nstallment Sale Agreement, including all Installment Payments and payments of Additional Costs
thereunder (except for the Corporation’s right to indemnification), are assigned to the Trustee pursuant to
the terms of the Trust Agreement concurrently with the execution and delivery of the Installment Sale
Agreement. Upon assignment by the Corporation of its rights under the Instaliment Sale Agreement to the
Trustee under the Trust Agreement, the Corporation shall be fully relieved of its obligation to perform any
or all of the duties and obligations imposed upon Corporation (except for Corporation’s obligations set forth
in the Installment Sale Agreement).

Applicable Law. The Installment Sale Agreement shall be governed by and construed in
accordance with the laws of the State of California.
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APPENDIX C
ECONOMIC PROFILE FOR COUNTY OF SAN DIEGO

Introduction

The County of San Diego is the southernmost major metropolitan area in the State of California. The
County covers 4,255 square miles, extending 70 miles along the Pacific Coast from the Mexican border to
Orange County, and inland 75 miles to Imperial County. Riverside and Orange Counties form the
northern boundary. The County is approximately the size of the State of Connecticut.

The County is also growing as a major center for culture and education. Over 30 recognized art
organizations including the San Diego Opera, the Old Globe Theater productions, the La Jolla Chamber
Otrchestra, as well as museums and art galleries, are located in the County. Higher education is provided
through five two-year colleges and six four-year colleges and universities.

The San Diego Convention Center contains 361,000 square feet of exhibit space and over 100,000 square
feet of meeting/banquet rooms. The Convention Center can accommodate events for 30,000-40,000
people.

In addition to the City of San Diego, other principal cities in the County include Carlsbad, Chula Vista,
Oceanside, El Cajon, Escondido, La Mesa and National City. Most County residents live within 20 miles
of the coast. Farther inland are agricultural areas, principally planted in avocados and tomatoes, while the
easternmost portion of the County has a dry, desert-like topography.
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Transportation

Excellent surface, sea and air transportation facilities service county residents and businesses. Interstate 5
parallels the coast from Mexico to the Los Angeles area and points north. Interstate 15 runs inland,
leading to Riverside-San Bernardino, Las Vegas and Salt Lake City. Interstate 8 runs eastward through
the southern United States.

San Diego’s International Airport (Lindbergh Field) is located approximately one mile west of the
downtown area at the edge of the San Diego Bay. The facilities are owned and maintained by the San
Diego Unified Port District and are leased to commercial airlines and other tenants. The airport is the
third most active commercial airport in California, served by 18 major airlines. In addition to San Diego
International Airport, there are two naval air stations and seven general aviation airports located in the
county.

San Diego is the terminus of the Santa Fe Railway’s main line from Los Angeles. Amtrak passenger
service is available at San Diego with stops at Del Mar and Oceanside in the north county. San Diego’s
harbor is one of the world’s largest natural harbors. The harbor, a busy commercial port, has also become
an extremely popular destination for cruise ships. The Port of San Diego is administered by the San
Diego Unified Port District, which includes the cities of San Diego, National City, Chula Vista, Imperial
Beach and Coronado.

Research and Development

Research and development activity plays an important role in the area’s economy. The County is a
leading health sciences and biomedical cenler. Approximately 35,000 persons are engaged in life
sciences-related activities in the metropolitan area, with over 28,000 employed directly in health services.
ln addition to the University of California San Diego campus, other established research institutions in the
La Jolla area of the City include the Salk Institute for Biological Studies, the Scripps Clinic and Research
Foundation, and the Scripps [nstitution of Oceanography.

Visitor and Convention Activity
An excellent climate, proximity to Mexico, extensive maritime facilities, and such attractions as the San

Diego Zoo and Wild Animal Park, Sea World, Cabrillo National Monument, and Palomar Observatory
allow San Diego to attract visitor and convention business each year.
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APPENDIX E
DTC AND THE BOOK-ENTRY-ONLY SYSTEM

The following description of the Depository Trust Company (“DTC”), the procedures and record
keeping with respect to beneficial ownership interests in the Certificates, payment of principal, interest
and other payments on the Certificates to DTC Participants or Beneficial Owners, confirmation and
transfer of beneficial ownership interest in the Certificates and other related transactions by and between
DTC, the DTC Participants and the Beneficial Owners is based solely on information provided by DTC.
Accordingly, no representations can be made concerning these matlers and neither the DTC Participants
nor the Beneficial Owners should rely on the foregoing information with respect lo such mallers, but
should instead confirm the same with DTC or the DTC Participants, as the case may be.

Neither the issuer of the Certificates (the “Issuer”) nor the trustee, fiscal agent or paying agent
appointed with respect to the Certificates (the “Agent”) take any responsibility for the information
contained in this Appendix.

No assurances can be given that DTC, DTC Participants or Indirect Participants will distribute
to the Beneficial Owners (a) payments of interest, principal or premium, if any, with respect to the
Certificates, (b) certificates representing ownership inlerest in or other confirmation or ownership
interest in the Certificates, or (c) redemption or other notices sent 1o DTC or Cede & Co., its nominee, as
the registered owner of the Certificates, or that they will so do on a timely basis, or that DTC, DTC
Participants or DTC Indirect Participants will act in the manner described in this Appendix. The current
“Rules” applicable to DTC are on file with the Securities and Exchange Commission and the current
“Procedures” of DTC to be followed in dealing with DTC Participants are on file with DTC.

L. The Depository Trust Company (“DTC™), New York, NY, will act as securities depository
for the securities (the “Securities”). The Securities will be issued as fully-registered securities registered
in the name of Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an
authorized representative of DTC. One fully-registered Security certificate will be issued for each issue
of the Securities, each in the aggregate principal amount of such issue, and will be deposited with DTC.
[f, however, the aggregate principal amount of any issue exceeds $500 million, one certificate will be
issued with respect to each $500 million of principal amount, and an additional certificate will be issued
with respect to any remaining principal amount of such issue.

2. DTC, the world’s largest securities depository, is a limited-purpose trust company
organized under the New York Banking Law, a “banking organization” within the meaning of the New
York Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the
meaning of the New York Uniform Commercial Code, and a “clearing agency” registered pursuant to the
provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds and provides asset
servicing for over 3.5 million issues of U.S. and non-U.S. equity issues, corporate and municipal debt
issues, and money market instruments {(from over 100 countries) that DTC’s participants (“Direct
Participants”) deposit with DTC. DTC also facilitates the post-trade settlement among Direct Participants
of sales and other securities transactions in deposited securities, through electronic computerized book-
entry transfers and pledges between Direct Participants’ accounts. This eliminates the need for physical
movement of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC is a
wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the
holding company for DTC, National Securities Clearing Corporation and Fixed Income Clearing
Corporation, all of which are registered clearing agencies. DTCC is owned by the users of its regulated
subsidiaries. Access to the DTC system is also available to others such as both U.S. and non-U.S.
securities brokers and dealers, banks, trust companies, and clearing corporations that clear through or
maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect
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Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable to its
Participants are on file with the Securities and Exchange Commission. More information about DTC can
be found at www.dtcc.com and www.dtc.org. The information contained on these Internet sites is not
incorporated herein by reference.

3. Purchases of Securities under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Securities on DTC’s records. The ownership interest of
each actual purchaser of cach Security (“Beneficial Owner”) is in tum to be recorded on the Direct and
Indirect Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of
the transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant
through which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the
Securities are to be accomplished by entries made on the books of Direct and [ndirect Participants acting
on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their
ownership interests in Securitics, except in the event that use of the book-entry system for the Securities is
discontinued.

4, To facilitate subsequent transfers, all Securities deposited by Direct Participants with
DTC are registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may
be requested by an authorized representative of DTC. The deposit of Securities with DTC and their
registration in the name of Cede & Co. or such other DTC nominee do not effect any change in beneficial
ownership. DTC has no knowledge of the actual Beneficial Owners of the Securities; DTC’s records
reflect only the identity of the Direct Participants to whose accounts such Securities are credited, which
may or may not be the Beneficial Owners. The Direct and Indirect Participants will remain responsible
for keeping account of their holdings on behalf of their customers.

S. Conveyance of notices and other communications by DTC to Direct Participants, by
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governed by arrangements among them, subject to any statutory or regulatory
requirements as may be in effect from time to time. Beneficial Owners of Securities may wish to take
certain steps to augment the transmission to them of notices of significant events with respect to the
Securities, such as redemptions, tenders, defaults, and proposed amendments to the Security documents.
For example, Beneficial Owners of Securities may wish to ascertain that the nominee holding the
Securities for their benefit has agreed to obtain and transmit notices to Beneficial Owners. In the
alternative, Beneficial Owners may wish to provide their names and addresses to the registrar and request
that copies of notices be provided directly to them.

6. Redemption notices shall be sent to DTC. 1f less than all of the Securities within an issue
are being redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct
Participant in such issue to be redeemed.

7. Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with
respect to Securities unless authorized by a Direct Participant in accordance with DTC’s MMI
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to [ssuer as soon as possible after
the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights (o those Direct
Participants to whose accounts Securities are credited on the record date (identified in a listing attached to
the Omnibus Proxy).

8. Redemption proceeds, distributions, and dividend payments on the Securities will be
made to Cede & Co., or such other nominee as may be requested by an authorized representative of DTC.
DTC’s practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding
detail information from Issuer or Agent, on payable date in accordance with their respective holdings
shown on DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing
instructions and customary practices, as is the case with securities held for the accounts of customers in
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bearer form or registered in “street name,” and will be the responsibility of such Participant and not of
DTC, Agent, or Issuer, subject to any statutory or regulatory requirements as may be in effect from time
to time. Payment of redemption proceeds, distributions, and dividend payments to Cede & Co. (or such
other nominee as may be requested by an authorized representative of DTC) is the responsibility of Issuer
or Agent, disbursement of such payments to Direct Participants will be the responsibility of DTC, and
disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect
Participants.

9. DTC may discontinue providing its services as depository with respect to the Securities at
any time by giving reasonable notice to lssuer or Agent. Under such circumstances, in the event that a
successor depository is not obtained, Security certificates are required to be printed and delivered.

L0. Issuer may decide to discontinue use of the system of book-entry-only transfers through
DTC (or a successor securities depository). [n that event, Security certificates will be printed and
delivered to DTC.

1. The information in this section concerning DTC and DTC’s book-entry system has been
obtained from sources that Issuer believes to be reliable, but Issuer takes no responsibility for the
accuracy thereof.



APPENDIX F

INFORMATION CONCERNING METROPOLITAN WATER
DISTRICT’S WATER SUPPLY

The following information conceming the Metropolitan Water District’s water supply is presented as
general background data. MWD has entered into certain continuing disclosure agreements pursuant to
which MWD is contractually obligated for the benefit of owners of certain of its outstanding obligations,
to file certain annual reports, notices of certain material events as defined under Rule 15¢2-12 and annual
audited financial statements (the “MWD Information”) with the Municipal Securities Rulemaking Board
which are available online at http://emma.msrb.org.

MWD HAS NOT REVIEWED THIS OFFICIAL STATEMENT AND HAS MADE NO
REPRESENTATIONS OR WARRANTIES WITH RESPECT TO THE ACCURACY OR COMPLETENESS
OF THE INFORMATION CONTAINED OR INCORPORATED HEREIN, INCLUDING INFORMATION
WITH REGARD TO MWD. MWD IS NOT CONTRACTUALLY OBLIGATED, AND HAS NOT
UNDERTAKEN, TO UPDATE SUCH MWD INFORMATION, FOR THE BENEFIT OF THE DISTRICT
OR THE OWNERS OF THE BONDS UNDER RULE 15¢2-12.

MWD faces a number of challenges resulting from a combination of population growth, increased
compeltition for low-cost water supplies, variable weather conditions and increased environmental
regulations. MWD’s resources and strategies for meeting these long-terim challenges are set forth in its
Integrated Water Resources Plan, as updated from time to time. See “/ntegrated Water Resources Plan
(“IRP”) and Five-Year Supply Plan” herein.

It is MWD’s declared policy to mect all the supplemental needs of each of its member agencies, including
SDCWA. However, MWD’s Board adopted a shortage allocation method in February 2008 (the “Water
Supply Allocation Plan”). The method allows MWD, in the event of shortages, to allocate water based on
uniform reduction by class of water service, with adjustments made for growth, loss of local supply,
demand hardening due to implementation of water conservation, and the amount a member agency’s
dependence on MWD for its total water supply, as well as other water supply related factors. MWD
implemented the second stage of the shortage allocation method on July 1, 2009 and began allocating
supplies among its member agencies pursuant to the plan. In April 2010, the MWD’s Board adopted a
resolution recognizing the continuing regional water shortage and again setting the shortage at the second
stage of shortfall allocation, which sustained the prior year’s regional water reduction of approximately
10%. Due to cool weather in the summer of 2010, impacts of the economic downturn and increased
conservation, demand is expected to be less that the shortage allocation for 2010/11. Any extended
curtailment could be accompanied by an increase in MWD water charges to its member agencies and
consequently could necessitate an increase in water rates to the SDCWA member agencies, including the
District.

MWD Water Supply
MWD'’s principal sources of water at the Colorado River and the State Water Project (“SWP”).

Colorado River Water.

Under applicable laws, agreements and treaties goveming the use of water from the Colorado River,
California is apportioned the use of 4.4 million acre-feet of Colorado River water each year, plus one-half
of any surplus that may be available for use collectively in Arizona, California and Nevada as declared on
an annual basis by the United States Secretary of the Interior. Under the 1931 priority system that has
formed the basis for the distribution of Colorado River water made available to California, MWD holds
the fourth priority right of 550,000 acre-feet per year and a fifth priority right of 662,000 acre-feet per
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year. MWD’s fourth priority right is the last priority within California’s basic annual apportionment of
4.4 million acre-feet; however, the fifth priority right is outside of this entitlement and therefore is not
considered a firm supply of water. Until 2003, MWD had been able to take full advantage of its fifth
priority right as a result of the availability of surplus water and apportioned but unused water. However,
Arizona and Nevada have increased their use of water from the Colorado River, significantly reducing
unused apportionment available for California since 2002. 1n addition, a severe drought in the Colorado
River Basin reduced storage in system reservoirs, such that MWD stopped taking surplus deliveries in
2003 in an effort to mitigate the effects of the drought. Prior to 2003, MWD could divert over 1.2 million
acre-feet in any year, but since that time, MWD’s net diversions of Colorado River water have been
limited to a low of approximately 633,000 acre-feet in 2006 and a high of approximately 1,105,232 acre-
feet in 2009. Average annual net deliveries for 2003 through 2009 were approximately 813,800 acre-feet,
with annual volumes dependent primarily on availability of unused higher priority agricultural water and
increasing transfers of conserved water. In 2010, MWD’s Colorado River Aqueduct deliveries are
projected to reach 1.1 million acre-feet for the first time since 2002, including diversions from new
programs and transactions under the Five Year Supply Plan and the Quantification Setilement Agreement
(“QSA”) described herein.

Colorado River Aqueduct. The Colorado River Aqueduct is owned and operated by MWD. Work on the
Colorado River Aqueduct commenced in 1933 and water deliveries started in 1941, Additional facilities
were completed by 1961 to meet additional requirements of MWD’s member agencies. The Colorado
River Aqueduct is 242 miles long, starting at Lake Havasu and terminating at Lake Mathews in Riverside
County. After deducting for conveyance losses in transporting and storing the water and considering
maintenance requirements, up to 1.25 million acre-feet per year may be conveyed through the Colorado
River Aqueduct to MWD’s member agencies, subject to the availability of Colorado River water.

Californias Colorado River Water Use Plan. With Arizona’s and Nevada’s increasing use of their
respective apportionments and the uncertainty of continued Colorado River surpluses, in 1997 the
Colorado River Board of California, in consultation with MWD, Imperial [rrigation District (“11D”),
Coachella Valley Water District (“CVWD?”), the Palo Verde lrrigation District (“PVID”), the Los Angeles
Department of Water and Power and the San Diego County Water Authority (“SDCWA?), developed a
plan for reducing California’s use of Colorado River water to its basic annual apportionment of 4.4
million acre-feet when use of that allotment is necessary (the “California Plan”). The May 2000
California Plan proposed to optimize the use of the available Colorado River supply through water
conservation, transfers from higher priority agricultural users to MWD’s service area and storage
programs.

Quantification Seltlement Agreement. Many of the core elements of the California Plan are being put into
effect under the October 2003 Quantification Settlement Agreement (the “QSA”) executed by CVWD,
1D and MWD. The QSA establishes Colorado River water use limits for IID, CVWD and MWD,
provides for specific acquisitions of conserved water and water supply arrangements for up to 75 years,
and restores the opportunity for MWD to receive any “special surplus water” under the Interim Surplus
Guidelines. See “Interim Surplus Guidelines” below. The QSA also allows MWD to enter into other
cooperative Colorado River supply programs. Related agreements modify existing conservation and
cooperative water supply agreements consistent with the QSA, and set aside several disputes among
California’s Colorado River water agencies.

Specific programs under the QSA include lining portions of the All-American and Coachella Canals,
which are projected to conserve 96,000 acre-feet annually. As a result, 80,000 acre-feet of conserved
water is projected to be delivered to SDCWA by exchange with MWD and 16,000 acre-feet is projected to
be delivered for the benefit of the La Jolla, Pala, Pauma, Rincon and San Pasqual Bands of Mission
Indians, the San Luis Rey Indian Water Authority, the City of Escondido and Vista Irrigation District, by
exchange under a water rights settlement annually. An amendment to the IID-MWD 1988 Conservation
Agreement and the associated 1989 Approval Agreement extended the term of the 1988 Conservation
Agreement and limited the amount of water used by CVWD to 20,000 acre-feet. In 2021, the transfer of

F-2



water conserved annually by IID to SDCWA is expected to reach 205,000 acre-feet (see discussion below
under the caption “Sale of Water by the Imperial lrrigation District to San Diego County Water
Authority”). With full implementation of the programs identified in the QSA, at times when California is
limited to its basic apportionment of 4.4 million acre-feet per year, MWD expects to be able to annually
divert to its service area approximately 850,000 acre-feet of Colorado River water plus any unused
agricultural water that may be available. This is further augmented by the PVID program, which provides
up to 129,800 acre-feet of water per year.

A complicating factor in completing the QSA was the fate of the Salton Sea. The Salton Sea is an
important habitat for a wide variety of fish-eating birds as a stopover spot along the Pacific flyway. Some
of these birds are listed as threatened or endangered species under the State and Federal endangered
species acts (“ESAs”). Located at the lowest elevations of an inland basin and fed primarily by
agricultural drainage with no outflows other than evaporation, the Salton Sea is trending towards hyper-
salinity, which has already impacted the Salton Sea’s fishery. This fishery has historically been suitable
habitat for the fish-eating birds. The transfer of water from 11D to SDCWA, one of the core programs
implemented under the QSA, would reduce the volume of agricultural run-off from 1ID into the Salton
Sea, which in turn would accelerate this natural trend of the Salton Sea lo hyper-salinity. See “Sale of
Water by the Imperial [rrigation District to San Diego County Water Authority” below. The appropriate
mitigation for impacts to the Salton Sea from the IID-SDCWA transfer and the larger issue of Salton Sea
restoration was addressed by State legislation facilitating implementation of the QSA. In passing (hat
legislation, the Legislature committed the State to undertake restoration of the Salton Sea ecosystem.
Restoration of the Salton Sea is subject to selection and approval of an alternative by the Legislature and
finding of the associated capital improvements and operating costs. The Secretary for the California
Natural Resources Agency submitted an $8.9-billion preferred alternative for restoration of the Salton Sea
to the Legislature in May 2007. While withholding authorization of the preferred alternative, the
Legislature has appropriated funds from Proposition 84 to undertake demonstration projects and
investigations called for in the Secretary’s recommendation. On September 25, 2010 Governor
Schwarzenegger signed Senate Bill 51 establishing the “Salton Sea Restoration Council” as a state agency
in the National Resources Agency to oversee restoration of the Salton Sea. The newly created Council
was directed to evaluate alternative Sale Sea restoration plans, including those evaluated by the Secretary
for the National Resources Agency, and to report to the Governor and Legislature by June 30, 2013 with a
recommended Salton Sea restoration plan.

The QSA implementing legislation also established the Salton Sea Restoration Fund, which will be
funded in part by payments made by the parties to the QSA and fees on certain water transfers among the
parties to the QSA. Under the QSA agreements MWD will pay $20 per acre-foot into the Salton Sea
Restoration Fund for any special surplus Colorado River water that MWD elects to take under the Interim
Surplus Guidelines. MWD also agreed to acquire up to 1.6 million acre-feet of water conserved by 11D,
excluding water transferred from 11D to SDCWA (see “-Sale of Water by the Imperial Irrigation District
to San Diego County Water Authority” below), if such water can be transferred consistent with plans for
Salton Sea restoration, at an acquisition price of $250 per acre-foot (in 2003 dollars), with net proceeds to
be deposited into the Salton Sea Restoration Fund. No conserved water has been made available to MWD
under this program. MWD may receive credit for the special surplus water payments against future
contributions for the Lower Colorado River Multi-Species Conservation Program (see “Environmental
Considerations” below). In consideration of these agreements, MWD will not have or incur any liability
for restoration of the Salton Sea. As part of an effort to mitigate the effects of the drought in the Colorado
River Basin that began in 2000, MWD elected not to take delivery of special surplus Colorado River
water that was available from October 2003 through 2004 and from 2006 through 2007. No special
surplus water has been available since 2007.

Sale of Water by the Imperial Irrigation District to San Diego County Water Authority. On April 29,
1998, SDCWA and IID executed an agreement (the “Transfer Agreement”) for SDCWA'’s purchase from
[ID of Colorado River water delivered to IID. An amended Transfer Agreement, executed as one of the
QSA agreements, set the maximum transfer amount at 205,000 acre-feet in 2021, with the transfer
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gradually ramping up to that amount over an approximately twenty-year period, stabilizing at 200,000
acre-feet per year beginning in 2023.

No facilities exist to deliver water directly from I[ID to SDCWA. Under the Transfer Agreement,
conserved water from 11D is delivered to SDCWA through existing facilities owned by MWD. MWD and
SDCWA entered into an exchange contract that provides for conserved Colorado River water acquired by
SDCWA from IID and water conserved from lining the All-American and Coachella Canals to be made
available to MWD for diversion at Lake Havasu. By exchange from the sources of water available to
MWD, an equal volume of water is delivered to SDCWA through MWD’s distribution system. The price
payable by SDCWA for these deliveries is calculated using the charges set by MWD’s Board from time to
time that are applicable to the conveyance of water by MWD on behalf of its member agencies.

QS84 Related Litigation. On January 28, 2010, MWD was served with a complaint filed by the County of
Imperial and the Imperial County Air Pollution Control District alleging that the execution and
implementation of the QSA violates the National Environmental Policy Act and federal Clean Air Act.
The compliant names the Department of Interior, Secretary of the Interior, Bureau of Reclamation and
Commissioner of Reclamation as defendants, and MWD, CVWD, 1ID and SDCWA as real parties in
interest. On March 29, 2010, MWD and the other defendants and real parties filed separate answers to
the complaint. On August 23, 2010, MWD and the other real parties intervened as additional defendants.
On September 9, 2010 the administrative record was filed with the court. A status conference was
scheduled for December 9, 2010, at which time it is anticipated that a briefing schedule would be set. The
impact, if any, that the litigation might have on MWD’s water supplies cannot be adequately determined
at this time.

On November 5, 2003, I1D filed a validation action in Imperial County Superior Court, seeking a judicial
determination that thirteen agreements associated with the IID/SDCWA water transfer and the QSA are
valid, legal and binding. Other lawsuits also were filed challenging the execution, approval and
subsequent implementation of the QSA on various grounds. All of the QSA cases were coordinated in
Sacramento Superior Court, Between early 2004 and late 2009, a number of pretrial challenges and
dispositive motions were filed by the parties and ruled on by the court, which reduced the number of
active cases and narrowed the issues for trial, the first phase of which began on November 9, 2009 and
concluded on December 2, 2009. One of the key issues in this first phase was the constitutionality of the
QSA Joint Powers Agreement, pursuant to which 11D, CVWD and SDCWA agreed to commit $163
million toward certain mitigation and restoration costs associated with implementation of the QSA and
related agreements, and the State agreed to be responsible for any costs exceeding this amount. A final
judgment was issued on February 11, 2010, in which the court held that the State’s commitment was
unconditional in nature and, as such, violated the State’s debt limitation under the California Constitution.
The court also invalidated eleven other agreements, including the QSA, because they were inextricably
interrelated with the QSA Joint Powers Agreement. Lastly, the court ruled that all other claims raised by
the parties, including CEQA claims related to the QSA Programmatic EIR and the 11D Transfer Project
EIR, are moot. MWD, 11D, CVWD, SDCWA, the State and others have appealed various aspects of the
court’s ruling, which has been stayed pending outcome of the appeal. 1f the ruling stands, it could delay
the implementation of programs authorized under the QSA or resull in increased costs or other adverse
impacts. The impact, if any, that the ruling might have on MWD’s water supplies cannot be adequately
determined at this time.

The Navajo Nation has filed litigation against the Department of the Interior, specifically the Bureau of
Reclamation and the Bureau of Indian Affairs, alleging that the Bureau of Reclamation has failed to
determine the extent and quantity of the water rights of the Navajo Nation in the Colorado River and that
the Bureau of Indian Affairs has failed to otherwise protect the interests of the Navajo Nation. The
complaint challenges the adequacy of the environmental review for the Interim Surplus Guidelines (as
defined under “Interim Surplus Guidelines” below) and seeks to prohibit the Department of the Interior
from allocating any “surplus” water until such time as a determination of the rights of the Navajo Nation
is completed. MWD has filed a motion to intervene in this action. In October 2004 the court granted the
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motions to intervene and stayed the litigation to allow negotiations among the Navajo Nation, federal
defendants, CAWCD, State of Arizona and Arizona Department of Water Resources. Recently the Navajo
Nation approved the terms of a proposed settlement. Under its terms the Navajo would have specified
rights to water from the Colorado River, the Little Colorado River and groundwater basins under the
reservation. All Colorado River water would come from Arizona’s apportionment. There would be no
financial or water resource impact on MWD. The proposed agreement requires approval of all the
affected bodies and federal implementing legislation. The litigation stay has been extended until April 13,
2011, to permit the parties to finalize the settlement. In the event the settlement is not finalized, the
impact on MWD, if any, cannot be adequately determined at this time.

Other MWD Colorado River Supply Programs. MWD has taken steps to enhance its share of Colorado
River water through agreements with other agencies that have rights to use such water such as 11D, the
PVID and the Central Arizona Water Conservation District.

Interim Surplus Guidelines. In January 2001, the Secretary of the Interior adopted guidelines (the
“Interim Surplus Guidelines”) for use through 2016 in determining if there is surplus Colorado River
water available for use in California, Arizona and Nevada. The purpose of the Interim Surplus Guidelines
is to provide a greater degree of predictability with respect to the availabilily and quantity of surplus
water through 2016. The Interim Surplus Guidelines were later extended through 2026. The Interim
Surplus Guidelines contain a series of benchmarks for reductions in agricultural use of Colorado River
water within California by set dates.

Under the Interim Surplus Guidelines, MWD initially expected to divert up to 1.25 million acre-feet of
Colorado River water annually under foreseeable runoff and reservoir storage scenarios from 2004
through 2016. However, an extended drought in the Colorado River Basin reduced these initial
expectations. From 2000 to 2004, snow pack and runoff in the Colorado River Basin were well below
average. Although runoff was slightly above average in 2005 and 2008, average annual runoff from 2000
through 2010 was 69% of normal, representing the driest eleven-year period on record. As of November
2010, combined storage in Lake Mead and Lake Powell was at SO percent of capacity. Lake Mead’s
elevation had dropped to 1,082 feet above sea level, the loweslt elevation since 1937. Lake Powell was at
63 percent of capacity, with 2010 water year runoff above Lake Powell at 72 percent of average.. MWD’s
initial 2010 diversion approval from the Bureau of Reclamation totaled 935,700 acre-feet plus any unused
Priority 1 through 3 water. MWD anticipates its ultimate 2010 diversion approval from the Bureau of
Reclamation will be approximately 1.1 million acre-feet.

SNWA and MWD entered into an Agreement Relating to [mplementation of Interim Colorado River
Surplus Guidelines on May 16, 2002, in which SNWA and MWD agreed to the allocation of unused
apportionment as provided in the Interim Surplus Guidelines and on the priority of SNWA for interstate
banking of water in Arizona. SNWA and MWD entered into a storage and interstate release agreement on
October 21, 2004. Under this program, Nevada can request that MWD store unused Nevada
apportionment in California. The amount of water stored through 2009 under this agreement was 70,000
acre-feet. In subsequent years, Nevada may request recovery of this stored water. As part of a recently
executed amendment, it is expected that Nevada will not request return of this water until 2022. The
stored water provides flexibility to MWD for blending Colorado River water with State Water Project
water and improves near-term water supply reliability.

Lower Basin Shortage Guidelines and Coordinated Management Strategies for Lake Powell and Lake
Mead. Tn November 2007, the Bureau of Reclamation issued a Final Environmental Impact Statement
(“EIS™) regarding new federal guidelines conceming the operation of the Colorado River system
reservoirs. These new guidelines provide water release criteria from Lake Powell and water storage and
water release criteria from Lake Mead during shortage and surplus conditions in the Lower Basin, provide
a mechanism for the storage and delivery of conserved system and non-system water in Lake Mead and
extend the Interim Surplus Guidelines through 2026. The Secretary of the Interior issued the final
guidelines through a Record of Decision signed in December 2007. The Record of Decision and
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accompanying agreement among the Colorado River Basin States protect reservoir levels by reducing
deliveries during drought periods, encourage agencies to develop conservation programs and allow the
states to develop and store new water supplies. The Colorado River Basin Project Act of 1968 insulates
California from shortages in all but the most extreme hydrologic conditions.

Environmental Considerations. Several fish species and other wildlife species either directly or indirectly
have the potential to affect Colorado River operations, thus changing power operations and the amount of
water deliveries to the Colorado River Aqueduct. A number of species that are on either “endangered” or
“threatened” lists under the federal and/or California ESAs are present in the area of the Lower Colorado
River. To address this issue, a broad-based state/federal/tribal private regional partnership, which
includes water, hydroelectric power and wildlife management agencies in Arizona, California and
Nevada, developed a multi-species conservation plan for the main stem of the Lower Colorado River (the
Lower Colorado River Multi- Species Conservation Program or “MSCP”). The MSCP allows MWD to
obtain federal and state permits for any incidental take of protected species resulting from current and
future water and power operations and to minimize any uncertainty from additional listings of endangered
species. The MSCP also covers operations of federal dams and power plants on the Colorado River.

Seismic Considerations. MWD’s water conveyance and distribution facilities are designed to either
withstand a maximum probable seismic event or to minimize the potential repair time in the event of
damage. The five pumping plants on the Colorado River Aqueduct have been butiressed to better
withstand seismic events. Other components of the Colorado River Aqueduct are monitored for any
necessary rehabilitation and repair. Supplies are dispersed throughout Metropolitan’s service area, and a
six-month reserve supply of water normally held in local storage (including emergency storage in
Diamond Valley Lake) provides reasonable assurance of continuing water supplies during such events.
However, major portions of the California Aqueduct, the Colorado River Aqueduct and MWD’s internal
distribution system are located near major earthquake faults, including the San Andreas Fault. A
significant earthquake could damage project structures and interrupt the supply of water.

State Water Project.

MWD’s other major source of water is the State Water Project (“SWP”). The SWP is owned by the State
of California and operated by the California Department of Water Resources (“DWR”). The SWP
transporls Feather River water stored in and released from Oroville Dam and unregulated flows diverted
directly from the San Francisco Bay/Sacramento-San Joaquin Delta Estuary (“Bay-Delta”) south via the
California Aqueduct to four delivery points near the northern and eastern boundaries of MWD, The total
length of the California Aqueduct is 444 miles.

MWD is one of 29 agencies that have long-term contracts for water service from DWR, and is the largest
agency in terms of the number of people it serves (almost 19 million), the share of SWP water to which it
has contracted to receive (approximately 46%), and the percentage of total annual payments made to
DWR (approximately 58% in 2009). Upon expiration of the State Water Contract term (currently 2035),
MWD has the option to continue service under substantially the same terms and conditions. MWD
presently intends to exercise this option to at least 2052.

The SWP was originally intended to meet demands of 4.2 million acre-feet per year. Initial SWP facilities
were completed in the early 1970’s, and it was envisioned that additional facilities would be constructed
as contractor demands increased. Several factors, including public opposition, increased costs, and
increased non-SWP demands for limited water supplies, combined to delay the construction of additional
facilities. The quantity of SWP water available for delivery each year is controlled by both hydrology and
operational considerations. Under a 100% allocation, the State Water Contract provides MWD with
1,911,500 acre-feet of water. Water received from the SWP by MWD over the eight years from 2002
through 2009, including water from water transfer, groundwater banking and exchange programs varied
from a low of 908,000 acre-feet in calendar year 2009 to a high of 1,800,000 acre-feet in calendar year
2004. For calendar year 2009, DWR’s allocation to SWP contractors was 40% of contracted amounts,
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reflecting low water storage in the State’s major reservoirs, below-normal runoff and regulatory
restrictions on water exports from the Bay-Delta to protect listed fish species. Under the 40% allocation,
MWD received 765,000 acre-feet from its basic allocation, with 908,000 acre-feet of total water delivered
from the SWP in 2009, including supplies from water transfers, exchanges and related Five-Year Supply
Plan actions delivered through the California Aqueduct.

For calendar year 2010, DWR’s initial allocation estimate to SWP contractors was set at five percent of
contracted amounts. The estimate was adjusted upwards during the winter and spring and on June 22,
2010, DWR adjusted its allocation to 50 percent of contracted amounts, reflecting late spring storms, a
return to normal precipitation and reservoir levels and an above normal Sierra snowpack. For MWD, the
revised allocation provides 955,750 acre-feet, or 50 percent of its 1,911,500-acre-foot contractual amount.
The allocation is based on SWP yields under pumping restrictions due to the biological opinions for Delta
smelt and Chinook salmon. For 2010, MWD projected delivery of 1,160,000 acre-feet to its service area
plus approximately 180,000 acre-feet of net deliveries to storage in its Central Valley groundwater storage
programs. This includes SWP supplies from water transfers, exchanges and related Five-Year Supply Plan
actions delivered through the California Aqueduct.

On December 16, 2010, DWR’s initial calendar year 2011 allocation estimate of water from the SWP was
increased from 25 percent to 50 percent of SWP contractors’ contractual amounts. For MWD, the revised
allocation is 955,750 acre-feet, or 50 percent of its 1,911,500 acre-foot contractual amount. This revised
50 percent allocation for 2011, due to fall 2010 storms and improved carryover levels in the state’s major
reservoirs, is much improved from the previous year’s initial five percent allocation and the highest early
scason water supply outlook in four years. DWR stated that its allocation is a conservative estimate of
what DWR expects it can deliver as a percentage of deliveries requested by SWP contractors for 2011.
Actual deliveries and revised allocations for 2011 are expected to increase during the year once actual
hydrologic and water supply conditions are known.

Due to drought conditions and the court-ordered restrictions described under “Endangered Species Act
Considerations” below, California Governor Arnold Schwarzenegger issued a proclamation on February
27, 2009 declaring a statewide drought emergency. The proclamation requested that all urban water users
in California increase water conservation and directed that various state agencies take action to address
impacts of the drought. These actions included expediting approvals for water transfers (provided that
such transfers do not injure other legal users of water or unreasonably affect fish and wildlife); pursuing
short-term efforts, such as installation of temporary barriers in the Bay-Delta, to protect water quality and
water supply; and expediting regulatory consideration of proposed modifications to Bay-Delta water
quality standards. Although cold Pacific storms in April and May 2010 significantly improved water
supply outlook conditions, as of November 1, 2010, DWR has classified the water year as below normal
and the statewide drought emergency was still in effect. [to be updated]Bay-Delta Regulatory and
Planning Activities. The State Water Resources Control Board (“SWRCB?”) is the agency responsible for
selting water quality standards and administering water rights throughout California. Decisions of
SWRCB can affect the availability of water to MWD and other users of SWP water. SWRCB exercises
its regulatory authority over the Bay-Delta by means of public proceedings leading to regulations and
decisions. These include the Bay Delta Water Quality Control Plan (“WQCP”), which establishes the
water quality standards and proposed flow regime of the estuary, and water rights decisions which assign
responsibility for implementing the objectives of the WQCP to users throughout the system by adjusting
their respective water rights. Since 2000, SWRCRB’s Water Rights Decision 1641 has governed the SWP’s
ability to export water from the Bay-Delta for delivery to MWD and other SWP contractors.

The CALFED Bay-Delta Program is a collaborative effort among state and federal agencies to improve
water supplies in California and the health of the Bay-Delta watershed. In August 2000, the federal
government and the State of California issued a Record of Decision (“ROD”) and related documents
approving the final programmatic environmental documentation for the CALFED Bay-Delta Program.



Implementing the CALFED Bay-Delta Program has resulted in investment of $3 billion on a variety of
projects and programs to begin addressing the Bay-Delta’s water supply, water quality, ecosystem, and
levee stability problems. To guide future development of the CALFED Bay-Delta Program and identify a
strategy for managing the Bay-Delta as a sustainable resource, Governor Schwarzenegger in September
2006 established, by Executive Order, a Delta Vision process. The Delta Vision process is tied to
legislation that created a cabinet-level committee tasked with developing a strategic vision for the Delta.
The 41-member Delta Vision Blue Ribbon Task Force issued its Delta Vision Strategic Plan (the
“Strategic Plan”) on October 17, 2008, providing its recommendations for long-term sustainable
management of the Bay-Delta. The Strategic Plan was reviewed by the Delta Vision Committee, chaired
by the State Secretary for Resources. The lmplementation Report summarizing the Delta Vision
Committees recommendations was submitted to Governor Schwarzenegger on December 31, 2008.
These recommendations include completing the BDCP and associated environmental assessments to
permit ecosystem revitalization and conveyance water improvements, identifying and reducing stressors
to the Bay-Delta ecosystem, strengthening levees, increasing emergency preparedness, continuing finding
for the CALFED ecosystem restoration program, updating Bay-Delta regulatory flow and water quality
standards to protect beneficial uses of water and working with the State Legislature on a comprehensive
water bond package to fund Bay-Delta infrastructure projects.

On November 4, 2009, the State Legislature authorized an $11.1 billion water bond measure that includes
over $2 billion for Bay-Delta ecosystem restoration, as well as $3 billion for new water storage and
additional funds for water recycling, drought relief, conservation and watershed projects. The bonds are
subject to voter approval and were scheduled to be included on the November 2010 ballot; however, in
August 2010, the Legislature postponed the bond election to 2012. Related legislation created a new
oversight council for the Bay-Delta and directs that the Bay-Delta be managed with the dual goals of
water supply reliability and ecosystem protection, sels a statewide conservation target for urban per capita
water use of 20% reductions by 2020, provides funding for increase enforcement of illegal water
diversions and establishes a statewide groundwater monitoring program.

Endangered Species Act Considerations. The listing of several fish species as threatened or endangered
under the federal or California Endangered Species Acts (respectively, the “Federal ESA” and the
“California ESA™ and, collectively, the “ESAs”) have adversely impacted SWP operations and limited the
flexibility of the SWP. Currently, five species (the winter-run and spring-run Chinook salmon, Delta
smelt, North American green sturgeon and Central Valley steelhead) are listed under the ESAs. In
addition, on June 25, 2009, the California Fish and Game Commission declared the longfin smelt a
threatened species under the California ESA. The United States Fish and Wildlife Service (“USFWS”)
announced on April 9, 2009, that the Bay-Delta population of longfin smelt does not qualify as a distinct
population segment and cannot be listed under the Federal ESA.

The Federal ESA requires that before any federal agency authorizes finds or carries out an action it must
consult with the appropriate federal fishery agency to determine whether the action would jeopardize the
continued existence of any threatened or endangered species, or adversely modify habitat critical to the
species’ needs. The result of the consultation is known as a “biological opinion.” In the biological
opinion the federal fishery agency determines whether the action would cause jeopardy to a threatened or
endangered species or adverse modification to critical habitat and recommends reasonable and prudent
alternatives or measures that would allow the action to proceed without causing jeopardy or adverse
modification. The biological opinion also includes an “incidental take statement.” The incidental take
stalement allows the action to go forward even though it will result in some level of “take,” including
harming or killing some members of the species, incidental to the agency action, provided that the agency
action does not jeopardize the continued existence of any threatened or endangered species and complies
with reasonable mitigation and minimization measures recommended by the federal fishery agency.

In 2004 and 2005, the USFWS and National Marine Fisheries Service (“NMFS”) issued biological
opinions and incidental take statements that govern operations of the SWP and the federal Central Valley
Project (the “CVP”) with respect to the Delta smelt, the winter-run and spring-run Chinook salmon and
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the Central Valley steelhead. In July 2006, the Bureau of Reclamation reinitiated consultation with the
USFWS and NMFS with respect to the 2004 and 2005 biological opinions (with the addition of the North
American green sturgeon, which was listed in April 2006) following the filing of legal challenges to those
biological opinions and incidental take statements described under —Federal ESA Litigation below. In a
separate action on June 2, 2010, the National Marine Fisheries Service published regulations under the
Federal ESA, applying Federal ESA “take” prohibitions to the North American green sturgeon. Existing
restrictions on project operations for the benefit of other listed species will also protect the North
American green sturgeon and it is unclear whether additional restrictions and impacts on project
operations could result from the rule. Under the Federal ESA, critical habitat must also be designated for
each listed species. Critical habitat has been designated for each of the currently listed species, including
the North American green sturgeon. The NMFS issued critical habitat designation for the North
American green sturgeon on October 9, 2009. The habitat designated as critical for the sturgeon includes
the lower Feather River, which could have an adverse impact on SWP operations. The extent of any such
impacts cannot be determined at this time.

Litigation filed by several environmental interest groups (NRDC v. Kempthorne; and Pacific Coast
Federation of Fishermen's Associations v. Gutierrez) in the United States District Court for the Eastern
District of California alleged that the 2004 and 2005 biological opinions and incidental take statements
inadequately analyzed impacts on listed species under the Federal ESA. On May 25, 2007, Federal
District Judge Wanger issued a decision on summary judgment in NRDC v. Kempthorne, finding the
USFWS biological opinion for Delta smelt to be invalid. On December 14, 2007, Judge Wanger issued
his Interim Remedial Order and Findings of Fact and Conclusions of Law requiring that the State Water
Project and Central Valley Project operate according to certain specified criteria until a new biological
opinion for the Delta smelt is issued. Under the Interim Remedial Order, SWP operations were
constrained in the winter and spring of 2007/08 by prevailing conditions and the status of the Delta smelt.
The USFWS released a new biological opinion on the impacts of the SWP and CVP on Delta smelt on
December 15, 2008. MWD, the San Luis & Delta Mendota Water Authority, Westlands Water District,
Kern County Water Agency, Coalition for a Sustainable Delta and State Water Contractors, a California
nonprofit corporation formed by agencies contracting with DWR for water from the State Water Project
(the “State Water Contractors”), the Family Farm Alliance and the Pacific Legal Foundation on behalf of
several owners of small farms in California’s Central Valley have filed separate lawsuits in federal district
court challenging the biological opinion. MWD’s lawsuit challenging the biological opinion alleges,
among other things, that the biological opinion is unlawful and invalid because it failed to use the best
available scientific data and information and that the “Reasonable and Prudent Alternative” in the
biological opinion, which imposes major water export restrictions, was arbitrary and capricious, and
lacked necessary findings. The federal court has consolidated the six lawsuits challenging the Delta smelt
biological opinion under the caption Delta Smelt Consolidated Cases. The briefings and hearings on
motions in these cases and the Consolidated Salmon Cases are described below.

On April 16, 2008, in Pacific Coast Federation of Fishermen’s Associations v. Gutierrez the court
invalidated the 2004 NMFS’s biological opinion for the salmon and other {ish species that spawn in rivers
flowing into the Bay-Delta. Among other things, the court found that the no jeopardy conclusions in the
biological opinion were inconsistent with some of the factual findings in the biological opinion; that the
biological opinion failed to adequately address the impacts of SWP and CVP operations on critical habitat
and that there was a failure to consider how climate change and global warming might affect the impacts
of the projects on salmonid species. The NMFS released its new biological opinion for salmonid species
on June 4, 2009. The salmonid species biological opinion contains additional restrictions on SWP and
CVP operations. The NMFS calculated that these restrictions will reduce the amount of water the SWP
and CVP combined will be able to export from the Bay-Delta by 5 to 7%. DWR estimated a 10% average
water loss, expected to begin in 2010, under this biological opinion. See “State Water Project
Operational Constraints” below for the estimated impact lo MWD’s water supply. Six lawsuits have
been filed challenging the 2009 salmon biological opinion. These various lawsuits have been brought by
the San Luts & Delta Mendota Water Authority, Westlands Water District, Stockton East Water District,
Oakdale Irrigation District, Kern County Water Agency, the State Water Contractors and MWD. The
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court has consolidated the cases under the caption Consolidated Salmon Cases. On May 25, 2010, the
court granted the plaintiffs’ request for preliminary injunction in the Consolidated Salmon Cases,
restraining enforcement of two requirements under the salmon biological opinion that limit exported
water during the spring months based on San Joaquin River flows into the Bay Delta and reverse flows on
the Old and Middle Rivers. On May 27, 2010, the court ruled in the Delta Smelt Consolidated Cases that
the plaintiffs had established legal and equitable grounds for injunctive relief against enforcement of a
similar limitation of reverse flows on the Old and Middle Rivers during the spring months under the Delta
smelt biological opinion, but could not enjoin the limitation absent a showing that the Delta smelt are not
within imminent risk of entrainment by the projects’ pumps. The court deferred issuance of a preliminary
injunction while the parties negotiated a compromise for June 2010 project operations. Hearings on
motions for summary judgment in the Delta Smelt Consolidated Cases were held on July 8 and 9, 2010.
On December 14, 2010, Judge Wanger issued a decision on summary judgment in the Delta Smelt
Consolidated Cases finding that there were major scientific and legal flaws in the Delta smelt biological
opinion, and remanding the biological opinion to the USFWS for reconsideration. The court’s decision
invalidates some of the restrictions on project operations contained in the Delta smelt biological opinion.
The court scheduled a hearing on January 4, 2011 to determine what additional steps should be taken in
the litigation. [At that time, the court may schedule an interim remedies proceeding to determine how the
projects should be operated while the Delta smelt biological opinion is being reconsidered. update] Any
interim operational restrictions on the projects, and how they may affect MWD’s SWP water supply, are
unknown. Hearings on motions for summary judgment in the Consolidated Salmon Cases commenced on
December 16. 1t is unknown when the court will issue a decision in the Consolidated Salmon Cases. On
November 13, 2009, the Center for Biological Diversity filed separate lawsuits challenging the USFWS’
failure to respond to a petition to change the Delta smelt’s federal status from threatened to endangered
and the USFWS’ denial of federal listing for the longfin smelt. The Delta smelt and longfin smelt cases
were filed in the United States District Court for the Eastern and Northern Districts of California,
respectively.

State Water Project Operational Constraints. DWR has altered the operations of the SWP to
accommodate species of fish listed under the ESAs. These changes in project operations have adversely
affected SWP deliveries. Restrictions on Bay-Delta pumping under the Interim Remedial Order in NRDC
v. Kempthorne reduced deliveries of SWP water to MWD by approximately 250,000 acre-feet in 2008 and
199,000 acre-feet in 2009. The impact on total SWP deliveries attributable to the Delta smelt and
salmonid species biological opinions combined is estimated to be one million acre-feet in an average year,
reducing SWP deliveries from approximately 3.3 million acre-feet to approximately 2.3 million acre-feet
for the year under average hydrology. Reductions to SWP total deliveries from the biological opinions
are estimated to range from 0.3 million acre-feet during critically dry years to 1.3 million acre-feet in
above normal water years. MWD received approximately 908,000 acre-feet of total water deliveries from
the SWP in 2009, including its basic allocation and supplies from water transfers, exchanges and related
Five-Year Supply Plan actions that will be delivered through the California Aqueduct. The initial
allocation to SWP contractors for 2010 was only 5% of their contracted amounts, based on below-average
precipitation and regulatory agency restrictions on water exports from the Bay-Delta to protect listed fish
spectes. DWR revisited this allocation as conditions changed, and on June 22, 2010, announced a final
allocation of 50% (955,750 acre-feet for MWD). The allocation incorporates anticipated impacts of
pumping restrictions due to the biological opinions for Delta smelt and Chinook salmon on SWP yields.
On August 24, 2010, DWR reported that approximately 800,000 acre-feet of water was lost from the SWP
for calendar year 2010 as a result of pumping restrictions, of which about 370,000 acre-feet would have
been made available to MWD.

Operational constraints likely will continue until a long-term solution to the problems in the Bay-Delta is
identified and implemented. The Delta Vision process, established by Governor Schwarzenegger, is
aimed at identifying long-term solutions to the conflicts in the Bay-Delta, including natural resource,
infrastructure, land use and governance issues. In addition, State and federal resource agencies and
various environmental and water user entities are currently engaged in the development of the Bay-Delta
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Conservation Plan, which 15 aimed at addressing ecosystem needs and securing long-term operating
permits for the SWP.

Other issues, such as the recent decline of some fish populations in the Bay-Delta and surrounding
regions and certain operational actions in the Bay-Delta, may significantly reduce MWD’s water supply
from the Bay-Delta. SWP operational requirements may be further modified under new biological
opinions for listed species under the Federal ESA or by the California Department of Fish and Game’s
issuance of incidental take authorizations under the California ESA. Biological opinions or incidental
take authorizations under the Federal ESA and California ESA might further adversely affect SWP and
CVP operations. Additionally, new litigation, listings of additional species or new regulatory
requirements could further adversely affect SWP operations in the future by requiring additional export
reductions, releases of additional water from storage or other operational changes impacting water supply
operations. MWD cannot predict the ultimate outcome of any litigation or regulatory process described
above, but believed they could have a materially adverse impact on the operation of SWP pumps, MWD’s
SWP supplies and MWD’s water resources.

Integrated Water Resources Plan (“IRP”) and Five-Year Supply Plan. MWD, its member agencies, sub-
agencies and groundwater basin managers developed the TRP that was adopted by the MWD Board in
January 1996 as a long- term planning guideline for resources and capital investments. The purpose of
the IRP was the development of a preferred resource mix to meet the water supply reliability and water
quality needs for the region in a cost effective and environmentally sound manner. This plan was updated
in 2004. On October 12, 2010, MWD’s Board adopted an IRP update (the “2010 IRP Update™) as a
strategy to set goals and a framework for water resources development. This strategy enables MWD and
its member agencies to manage future challenges and changes in California’s water conditions and to
balance investments with water reliability benefits. The 2010 IRP Update was formulated with input from
member agencies, retail water agencies, and other stakeholders including water and wastewater managers,
environmental and business interests and the community. The framework places an emphasis on regional
collaboration. The 2010 [RP Update seeks to provide regional flexibility through 2035 by stabilizing
MWD’s traditional imported water supplies and continuing to develop additional local resources. It also
advances long-term planning for potential future contingency resources, such as storm water capture and
large-scale seawater desalination, in close coordination with MWD’s 26 member agencies and other
utilities. The 2010 [RP Update is available on MWD’s website. Specific projects that may be developed
by MWD in connection with the implementation of the IRP will be subject to future Board consideration
and approval, as well as environmental and regulatory documentation and compliance. The information
set forth on MWD’s web site is not incorporated by reference.

In April 2008, MWD staff began working with MWD’s member agencies on a Five-Year Supply Plan to
identify specific resource and conservation actions over a five year period, in order to manage water
deliveries under continued drought conditions and court-ordered restrictions. The Five-Year Supply Plan
focuses on six categories of resource options to improve MWD’s reliability from 2010 through 2014.
These categories are (1) waler conservation, (2) Colorado River transactions, (3) near-term Delta actions,
(4) SWP transactions, (5) groundwater recovery, and (6) local resources. The Water Supply Allocation
Plan was approved by the MWD Board in February 2008. The Water Supply Allocation Plan provides a
formula for equitable distribution of available supplies in case of extreme water shortages within
Metropolitan’s service area. On April 14, 2009, MWD’s Board adopted a resolution declaring a regional
water shortage and implementing the Water Supply Allocation Plan, effective July I, 2009. The Board set
the “Regional Shortage Level” at Water Supply Allocation Plan Level 2, which required reduction of
regional water use by approximately 10% and resulted in the sale of about .89 million acre-feet of MWD
water in fiscal year 2009/10. The final 2009/10 allocation for each member agency was dependent upon
its local production during the allocation year and determined through a formal local supply certification
process with the member agencies. On April 13, 2010, the MWD Board adopted a resolution recognizing
the continuing regional water shortage and again setting the Regional Shortage Level at Water Supply
Allocation Plan Level 2, which sustains the prior year’s regional water use reduction of approximately 10
percent. As of November 2010, the water supply allocation allows for the sale of about 2.12 million acre-
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feet of MWD water in fiscal year 2010/11 for municipal and industrial, Interruptible Agricultural Water
Program and seawater barrier deliveries. Due to cool weather in summer 2010, impacts of the economic
downturn and increased conservation, fiscal year 2010/11 sales are forecasted as of November 2010 to be
below the allocated amount of 2.12 million acre-feet of MWD water. The reduced demands allow for
additional storage and, if current trends continue, will allow MWD to store approximately 650,000 acre-
feet in 2010.

Additional MWD Water Supply Enhancements. MWD is currently pursuing voluntary water transfer and
storage and exchange programs with the State, federal, public and private water districts and individuals.
MWD has entered into groundwater basin storage agreements with the Arvin-Edison Water Storage
District and the Semitropic Water Storage District, an agreement with San Bernardino Valley Municipal
Water District to coordinate the use of facilities and SWP supplies and groundwater banking and
exchange transfer agreements with the Kermn Delta Water District and the Mojave Water Agency. MWD
has also entered into an agreement with DWR to purchase a portion of the water released by the Yuba
County Water Agency, and has been negotiating water purchase, storage and exchange programs with
other agencies in the Sacramento and San Joaquin Valleys. MWD also has an exchange transfer and
delivery agreement with the CYWD and the Desert Water Agency.
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FIRST AMENDMENT TO INSTALLMENT SALE AGREEMENT

THIS FIRST AMENDMENT TO INSTALLMENT SALE AGREEMENT (the “Tirst
Amendment™) is dated as of June 1, 2011, by and between the OTAY WATER DISTRICT, a
municipal water district organized and existing under the laws of the State of California (the
“District”), and the OTAY SERVICE CORPORATION, a nonprofit public benefit corporation
existing under the laws of the State of California (the “Corporation”), and amends, in part, the
Installment Sale Agreement dated as of June [, 1996 by and between the District and the
Corporation (the “Original Installment Sale Agreement”).

WITNESSETH:

WHEREAS, in connection with the execution and delivery of the Original Installment Sale
Agreement, the District, the Corporation and The Bank of New York Mellon Trust Company, N.A.
(as successor trustee to Chemical Trust Company of California) (the “Trustee™) entered into that
certain Trust Agreement dated as of June 1, 1996 pursuant to which the Otay Water District
Variable Rate Demand Certificates of Participation (1996 Capital Projects) (the “Certificates™) were
executed and delivered; and

WHEREAS, the existing Facility securing the repayment ot the Certificates under the Trust
Agreement is expiring and will not be renewed; and

WHEREAS, in accordance with the provisions of Section 5.06 of the Trust Agreement the
District desires to cause a Substitute Facility from Union Bank, N.A. to be delivered to the Trustee to
replace the existing letter of credit; and

WHEREAS, the expiration of the existing Facility will result in a mandatory tender of the
Certificates under the terms of the Trust Agreement on June 3, 2011 (the “Mandatory Tender Date’);
and

WHEREAS, the District and the Corporation have determined that the amendments set forth
herein are desirable and may be made with the consent of the Bank and the Remarketing Agent,
acting in its capacity as the owner of the Certificates on the Mandatory Tender Date ; and

WHEREAS, all acts, conditions and things required by law to exist, to have happened and to
have been performed precedent to and in connection with the execution and delivery of this First
Amendment do exist, have happened and have been performed in regular and due time, form and
manner as required by law, and the parties hereto are now duly authorized to execute and enter into
this First Amendment;

NOW, THEREFORE, in consideration of the covenants and provisions herein set forth and
for other valuable consideration the receipt and sufficiency of which is hereby acknowledged, the
parties hereto do hereby agree as (ollows:

Section 1. Amendment of Section 1.01. Section 1.01 of the Original Installment Sale
Agreement is amended, in part, by deleting the defined terms “Custody Agreement,” “Information
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Services,” “Letter of Credit,” Operation and Maintenance Cxpenses,” “Remarketing Agreement,”
and “Termination Date” and adding the following definitions to Section 1.01 to read as follows:

“Bonds” means all revenue bonds or notes of the District authorized, execuled, issued
and delivered by the District, the payments of which are on a parity with the Installment
Payments and which are secured by a pledge of and lien on the Taxes and Revenues.

“Custody Agreement” means the Custody Agreement dated as of June 1, 2011,
between the Custody Agent and the Bank related to Bank Cerificates and any similar
agreement belween the Custody Agent and a Bank providing a Substitute Facility.

“Contracts” means this Installment Sale Agreement and any amendments and
supplements hereto, and all contracts of the District authorized and executed by the District,
payments under which are on a parity with the Installment Payments and which are secured
by a pledge of and lien on the Taxes and Revenucs.

“Debt Service” means, for any Fiscal Year, the sum of:

(1) the interest accruing during such Fiscal Year on all outstanding
Bonds, assuming that all outstanding serial Bonds are retired as scheduled and that all
outstanding term Bonds are prepaid or paid from sinking fund payments as scheduled (except
to the extent that such interest is capitalized);

(2) that portion of the principal amount of all outstanding serial Bonds
maturing in such Fiscal Year or maturing in the next succeeding Fiscal Year accruing during
such Fiscal Year in each case computed as if such principal amounts were deemed to accrue
daily during such Fiscal Year in equal amounts;

(3) that portion of the principal amount of all outstanding term Bonds
required to be prepaid or paid in such Fiscal Year or during the next succeeding Fiscal Year
in each case computed as if such principal amounts were deemed to accrue daily during such
Fiscal Year in equal amounts; and

4) that portion of the installment payments required to be made during
such Fiscal Year or during the next succeeding Fiscal Year under all Contracts, in each case
computed as if such installment payments were deemed to accrue daily during such Fiscal
Year in equal amounts (except to the extent that the interest portion of such installment
payments is capitalized);

less the earnings derived from investment of moneys on deposit in any debt service reserve
fund, and any construction fund created with respect to any Contracts or Bonds to the extent
such earnings are deposited in a debt service fund;

provided that, as to any such Bonds or installment payments due under any Contracts bearing
or comprising interest at other than a fixed rate, the rate of interest used to calculate Debt
Service shall be one hundred ten percent (1 10%) of the greater of:

Q) the then current variable interest rate borne by such Bonds or
Contracts plus 2%, and
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(i) the highest variable rate borne over the preceding 12 months by
outstanding variable rate debt issued by the District or, if no such variable rate debt is at the
time outstanding, by variable rate debt of which the interest rate is computed by reference to
an index comparable to that to be utilized in determining the interest rate for the debt then
proposed to be issued;

provided further that if any series or issue of such Bonds or installment payments due under
any Contracts have twenty-five percent (25%) or more of the aggregate principal amount of
such series or issue due in any one year, Debt Service shall be determined for the Fiscal Year
of determination as if the principal of and interest on such series or issue of such Bonds or
installment payments were being paid from the date of incurrence thereof in substantially
equal annual amounts over a period of thirty (30) years from the date of calculation; and

provided further that the amount on deposit in a debt service reserve fund on any date of
calculation of Debt Service shall be deducted from the amount of principal due at the final
maturity of the Bonds and Contracts for which such debt service reserve fund was established
and in each preceding year until such amount is exhausted;

provided further that Debt Service shall be reduced by the amount of investment earnings
credited to any debt service fund created with respect to Contracts or Bonds; and

provided further that if the Bonds or Contracts constitute Paired Obligations, the interest rate
on such Bonds or Contracts shall be the resulting linked rate or the effective fixed interest
rate to be paid by the District with respect to such paired obligations.

“Information Services” means the Electronic Municipal Market Access System of the
Municipal Securities Rulemaking Board or such other serviccs as are authorized by the
Securities and Exchange Commission to receive notices of called bonds as the District may
designate in a Written Request of the District delivered to the Trustee.

“QOperation _and Maintenance Expenses” means (i) costs spent or incurred for
maintenance and operation of the Water System calculated in accordance with generally
accepted accounting principles, including (among other things) the reasonable expenses of
management and repair and other expenses necessary to maintain and preserve the Water
System in good repair and working order, and including administrative costs of the District
that are charged directly or apportioned to the Water System, including but not limited to
salaries and wages of employees, payments to the Public Employees Retirement System,
overhead, insurance, taxes (if any), fees of auditors, accountants, attorneys or engineers and
insurance premiums, and including all other reasonable and necessary costs of the District or
charges (other than debt service payments) required to be paid by it to comply with the terms
of the Certificates or of this Agreement or any Contract or of any resolution or indenture
authorizing the issuance of any Bonds or of such Bonds; and (ii) costs spent or incurred in
the purchase of water for the Water System; but excluding in all cascs depreciation,
replacement and obsolescence charges or reserves theretor and amortization of intangibles or
other bookkeeping entries of a similar nature and all capital charges.

“Paircd Obligations” means any Bond or Contract (or portion thereof) designated as
Paired Obligations in the resolution, indenture or other document authorizing the issuance or
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execution and delivery thereof, which are simultaneously issued or executed and delivered
(1) the principal of which is of equal amount maturing and to be redeemed or prepaid (or
cancelled after acquisition thereof) on the same dates and in the same amounts, and (ii) the
interest rates which, taken together, result in an irrevocably fixed interest rate obligation of
the District for the term of such Bond or Contract.

“Remarketing Agreement” means the Remarketing Agreement dated as of June I,
1996, by and between the District and the Remarketing Agent as it may be amended from
time to time.

“Termination Date” means the stated expiration date of the Facility as such date may
be extended from time to time, or any earlier date on which the Facility then in effect shall
terminate, expire or be cancelled.

“Trustee” means The Bank of New York Mellon Trust Company, as successor in
interest to Chemical Trust Company of California, or any other bank or trust company which
may at any time be substituted in its place pursuant to the terms of the Trust Agreement.

Section 2. Amendment of Section 4.13. Section 4.13 of the Original Installment
Agreement is deleted in its entirety and amended to read as follows:

Section 4.13. Limitations on Parity Debt Obligations. The District may at any time
execute any Contract or issue any Bonds, as the case may be, as Parity Debt, in accordance
herewith, provided an Independent Financial Consultant or Certified Public Accountant shall
render to and file with the District and the Trustee a written report certifying that Taxes and
Net Revenues for any twelve (12) consecutive calendar months in the eighteen (18) calendar
months immecdiatcly preceding the issuance of the Parity Debt adjusted as set forth below are
at least equal to 125% of Debt Service, assuming such additional Contracts had been
executed or additional Bonds had been issued at the beginning of such twelve-month period.

For purposes of calculating Net Revenues as set forth in the preceding paragraph,
adjustments to the computations of Net Revenues may be made for the following:

) any change in service charges which has been adopted
subsequent to the commencement of the twelve-month period but prior to the date of
issuance or execution of the additional Bonds or Contracts;

(i0) customers added to the Water System subsequent to the
commencement of the twelve-month period but prior to the date of issuance or execution of
the additional Bonds or Contracts;

(iii)  the estimated change in Net Revenues which will result from
the connection of existing residences or businesses to the Water System within one year
following completion of any project to be funded or system to be acquired trom the proceeds
of such additional Bonds or Contracts; and

(iv)  the estimated change in Net Revenues which will result from
services provided under any long-term, guaranteed contract that extends for the life of the
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additional Bonds or Contracts if cntered into subsequent to the commencement of the twelve-
month period but prior to the date of issuance or execution of the additional Bonds or
Contracts.

Notwithstanding the foregoing, Bonds issued or Contracts executed to refund Bonds
or Contracts may be delivered without satisfying the conditions set forth above if Debt
Service in each Fiscal Year after the Fiscal Year in which such Bonds are issued or Contracts
executed is not greater than Debt Service would have been in each such Fiscal Year prior to
the issuance of such Bonds or execution of such Contracts.

Section 3. Amendment of Section 5.01. Section 5.0l(n) of the Original Installment
Agreement is deleted in its entirety and Section 5.01(h) and (m) of thc Original Installment
Agreement are dcleted in their entirety and amended to read as follows:

(h) The District will prepare and file with the Trustee and the Bank annually
within one hundred eighty (180) days after the close of each Fiscal Year financial statements
of the District for the preceding Fiscal Year prepared in accordance with generally accepted
accounting principles, together with an Accountant’s Report thereon.

(m)  The District shall fix, prescribe, revise and collect rates, fees and charges for
the services and commodities provided by the Water System which will be at least sufficient
to yield during each Fiscal Year Taxes and Net Revenues equal to one hundred twenty-five
percent (125%) of the Debt Service for such Fiscal Year. The District may make
adjustments from time to time in such rates and charges and may make such classification
thereof as it deems necessary, but shall not reduce the rates and charges then in effect unless
the Taxes and Net Revenues from such reduced rates and charges will at all times be
sufficient to meet the requirements of this section.

Section 4. Nature of Amendment. The District and the Corporation each hereby find
and determine that this First Amendment is an amendment made in accordance with Section
12.04(a) of the Original Installment Purchase Agreement which has been consented to by the
Remarketing Agent in its capacity as the owner of all outstanding Certificates on the Mandatory
Tender Date and with the consent of the Bank.

Section 5. Effect of Original Installment Sale Agreement. Except as expressly set
forth herein, all provisions of the Original Installment Sale Agreement remain in full force and
effect.

Section 6. Execution in Counterparts. This [irst Amendment may be executed in

several counterparts, each of which shall be deemed an original, and all of which shall constitute but
one and the same instrument.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK. ]
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ACKNOWLEDGED AND AGREED:

THE BANK OF NEW YORK MELLON TRUST

COMPANY, N.A., as Trustee

By:

Authorized Officer

CONSENTED TO BY:

UNION BANK, N.A.

By:

Authorized Officer
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and
UNION BANK, N.A.

relating to

OTAY WATER DISTRICT
$15,400,000 Variable Rate Demand
Certificates of Participation
(1996 Capital Projects)
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MPG DRAFT
05/26/2011

REIMBURSEMENT AGREEMENT, dated as of June _, 2011, between
OTAY WATER DISTRICT, a water district duly organized and existing under the Constitution
and laws of the State of California (the *“District”), and the UNION BANK, N.A., a national

banking association organized and existing under the laws of the United States (the “Bank”).

RECITALS

A. The District and the Otay Service Corporation, a nonprofit public benefit
corporation duly organized and existing under the laws of the State of California (the
“Corporation”) have entered into an Installment Sale Agreement, dated as of June 1, 1996 (as
from time to time amended, the “Installment Sale Agreement”), whereby the Corporation agreed
to sell to the District the Project (as defined herein), and the District agreed to purchase the
Project from the Corporation.

B. Under the Installment Sale Agreement, the District is obligated to pay to
the Corporation or its assigns Installment Payments and Additional Costs (as both terms are
detined herein) for the purchase of the Project.

C. Pursuant to a Trust Agreement, dated as of June 1, 1996 (as from time to
time amended or supplemented, the “Trust Agreement”), among the District, the Corporation and
The Bank of New York Mellon Trust Company, N.A., as trustee (the “Trustee™), the successor to
Chemical Trust Company of California, as original trustee, the District caused the execution and
delivery of $15,400,000 aggregate principal amount of Valuable Rate Demand Certificates of
Participation (1996 Capital Projects) (the “Certificates”) of which $ principal amount
is currently outstanding.

D. The Corporation assigned the rights to receive the Installment Payments

and Additional Costs, and the Corporation and the District granted a security interest in all
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monies held by the Trustee under the Trust Agreement, to the Trustee for the benefit of the
Owners of the Certificates and the Bank.

E. The District has requested the Bank to substitute and replace Landesbank
Hessen-Thuringen Gironzentrale, acting through its New York bank, as the original Letter of
Credit issuer, and to issue its own irrevocable, transferable, direct draw letter of credit, in
substantially the form of Exhibit A (such letter of credit and any successor letter of credit as

provided in such letter of credit being the “Letter of Credit”), in the amount of up to

$ (the “Commitment”) of which $ shall support the payment with
respect to the remaining principal of the Certificates and $ shall support the
payment of up to () days’ accrued interest with respect to

the Certificates computed at a rate of interest equal to twelve percent (12%) per annum.

AGREEMENTS

NOW, THEREFORE, in consideration of the premises and in order to induce
the Bank to issue the Letter of Credit, the parties hereto agree as follows:

ARTICLE 1
DEFINITIONS

SECTION 1,01 Certain Defined Terms. As used in this Agreement, the

following terms shall have the following meanings (such meanings to be equally applicable to
both the singular and plural forms of the terms defined):

“Acquisition and Construction Costs” has the meaning assigned to that term in the

[nstallment Sale Agreement.

“Additional Costs” has the meaning assigned to that term in the Installment Sale

Agreement.
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“Advance” means any Tender Advance. A drawing under the Letter of Credit
that does not satisfy the conditions set forth in Section 3.03 does not constitute a Tender

Advance and is payable on demand in accordance with Section 2.04.

“Available Amount” in effect at any time, means the maximum amount available
to be drawn at such time under the Letter of Credit, the determination of such maximum amount
to assume compliance with all conditions for drawing and no reduction for any amount drawn by
an Interest Draft referred to in the Letter of Credit (unless such amount is not reinstated under the
Letter of Credit).

“Bank Certificates” means any and all Certificates purchased by the Trustee by

means of a Tender or Payment Draft, which Certificates are then, pursuant to the terms of the
Trust Agreement, registered in the name of and owned by the Bank.

“Bankruptcy Code™ means the Bankruptcy Code of the United States, Title 1 of

the United States Code, as amended.

“Base Rate” means, for any day, the higher of (a) the sum of the Reference Rate
plus 2.50% per annum or (b) the sum of the Federal Funds Rate plus 2.50% per annum or (c)
7.00% per annum.

“Bonds” has the meaning assigned to that term in the Installment Sale Agreement.

“Business Day™ has the meaning assigned to that term in the Installment Sale
Agreement.

“Certificates” has the meaning assigned to that term in Recital C.

“Claim” has the meaning assigned to that term in Section 7.14.

“Closing Date” means the date on which the Letter of Credit is issued.
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“Code” means the Internal Revenue Code of the United States of America, Title
26 of the United States Code, as amended.
“Commitment” has the meaning assigned to that term in Recital E.

“Commitment Termination Date” has the meaning assigned to that term in

Section 2.01.
“Contracts” has the meaning assigned to that term in the Installment Sale
Agreement.

“Conversion Date™ has the meaning assigned to that term in the Installment Sale

Agreement.
“Corporation” has the meaning assigned to that term in Recital A.

“Custody Agreement” means the agreement dated as of June 1, 2011, by and

between the Bank and Tender Agent, in the form of Exhibit B attached hereto.

“Debt” means (i) indebtedness for borrowed money or for the deferred purchase
price of property or services, (ii) obligations as lessee under leases which are or should be, in
accordance with generally accepted accounting principles, recorded as capital leases, and (iii)
obligations under direct or indirect guaranties in respect of, and obligations (contingent or
otherwise) to purchase or otherwise acquire, or otherwise to assure a creditor against loss in
respect of, indebtedness or obligations of others of the kinds referred to in clause (i) or (ii) above.

“Default Rate” means a fluctuating interest rate equal to 3% per annum above the
Base Rate in effect from time to time.

“Delivery Costs™ has the meaning assigned to that term in the Installment Sale

Agreement.

“Draw Date™ has the meaning assigned to that term in Section 2.04.
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“Draw Rate” means a fluctuating interest rate equal to the Base Rate in effect
from time to time for 180 aggregate days and, thereafter, equal to | % per annum above the Base
Rate in effect from time to time.

“Event of Default” has the meaning assigned to that term in Section 6.01.

“Federal Funds Rate” means, for any day, the rate per annum (rounded upwards

to the nearest 1/100 of 1%) equal to the weighted average of the rates on overnight Federal funds
transactions with members of the Federal Reserve System arranged by Federal funds brokers on
such day, as published by the Federal Reserve Bank of New York on the Business Day next
succeeding such day; provided, that (a) if such day is not a Business Day, the Federal Funds Rate
for such day shall be such rate on such transactions on the next preceding Business Day as so
published on the next succeeding Business Day, and (b) if no such rate is so published on such
next succeeding Business Day, the Federal Funds Rate for such day shall be the average rate
charged the Bank on such day on such transactions.
“Final Draft” has the meaning assigned to that term in the Letter ot Credit.

“Financial Statements” means, in the case of the District, its Statement of

Financial Position as at a specific date, and the related Statement ot Activities and Changes in
Net Assets and of Cash Flows for the applicable period ended on such specific date.

“Fiscal Year” has the meaning assigned to that term in the Installment Sale
Agreement.

“Fixed Rate” has the meaning assigned to that term in the Installment Sale
Agreement.

“Fixed Rate Conversion Rate” has the meaning assigned to that term in the

[nstallment Sale Agreement.
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“Gross Revenues” has the meaning assigned to that term in the Installment Sale
Agreement.

“Hazardous Substances” means (a) any oil, flammable substance, explosives,

radioactive materials, hazardous wastes or substances, toxic wastes or substances or other
wastes, materials or pollutants which (i) pose a hazard to the Project or to Persons on or about
the Project or (ii) cause the Project to be in material violation of any applicable law; (b) asbestos
in any form which is or could become friable, urea formaldehyde foam insulation, transformers
or other equipment which contain dielectric fluid containing levels of polychlorinated biphenyls,
or radon gas; (c) any chemical, material or substance defined as or included in the definition of
“waste,” “hazardous substances,” ‘“hazardous wastes,” “hazardous materials,” “extremely

LRI

hazardous waste,” “restricted hazardous waste,” or “toxic substances” or words of similar import
under applicable law including, but not iimited to, the Comprehensive Environmental Response,
Compensation and Liability Act (*CERCLA™), 42 USC §§9601 et seq.; the Resource
Conservation and Recovery Act (“RCRA”), 42 USC.§§9601 et seq.; the Hazardous Materials
Transportation Act, 49 USC §§1801 et seq.; the Federal Water Pollution Control Act, 33 USC
§§1251 et seq.; the California Hazardous Waste Control Law (“HWCL"), Cal. Health & Safety
§825100 et seq.; the Hazardous Substance Account Act (“HSAA”), Cal. Health & Safety
§§25300 et seq.; the Underground Storage of Hazardous Substances Act, Cal. Health & Safety
§§25280 et seq.; the Porter-Cologne Water Quality Control Act (the “Porter-Cologne Act”), Cal
Water Code §§13000 et seq.; the Safe Drinking Water and Toxic Enforcement Act of 1986
(Proposition 65); and Title 22 of the California Code of Regulations, Division 4, Chapter 30; (d)

any other chemical, material or substance, exposure to which is prohibited, limited or regulated

by any governmental authority or agency or may or could pose a hazard to the health and safety
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of the occupants of the Project or the owners and/or occupants of property adjacent to or
surrounding the Project, or any other person coming into the Project or adjacent property; and
(e) any other chemical, materials or substances which may or could pose a hazard to the
environment.

“Independent Certified Public Accountant™ has the meaning assigned to that term

in the Installment Sale Agreement.

“Independent Financial Consultant” has the meaning assigned to that term in the

Installment Sale Agreement.
“Interest Draft” has the meaning assigned to that term in the Letter of Credit.

“Installment Payments” has the meaning assigned to that term in the Installment

Sale Agreement.

“Installment Payment date” has the meaning assigned to that term in the

Installment Sale Agreement.

“Installment Sale Agreement’™ has the meaning assigned to that term in Recital A.

“Letter of Credit” has the meaning assigned to that term in Recital E and is

sometimes referred to as the *“Facility” in the Installment Sale Agreement.

“Margin Stock” means “margin stock™ as such term is defined in Regulation T, U
or X of the Federal Reserve Board.

“Maturity Date” means , 2014, or such later date as may have been
agreed to by the District and the Bank pursuant to Section 2.08 hereof.

[T

“Moody's” has the meaning assigned to that term in the Installment Sale

Agreement.
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“Net Proceeds” has the meaning assigned to that term in the Installment Sale
Agreement.

“Official Statement” means the Official Statement dated June 17, 1996, relating to

the Certificates, together with the documents incorporated therein by reference.

“Operation and Maintenance Expenses” has the meaning assigned to that term in

the Installment Sale Agreement.

“Outstanding” has the meaning assigned to that term in the Installment Sale
Agreement.

“Owner” or “Holder” or “Certificate Owner” or “Owner of a Certificate” or

“Certificate Holder” or “Holder of a Certificate” has the meaning assigned to those terms in the

Installment Sale Agreement.
“Parity Debt” has the meaning assigned to that term in the Installment Sale
Agreement.
“Participant™ means a banking or financial institution participating in the Letter of

Credit and this Agreement pursuant to Section 7.13 hereof.

“Participation Agreement” means the document by which a Participant

participates in the Letter of Credit and this Agreement, as provided in Section 7.13 hereof.

Payment Draft” has the meaning assigned to that term in the Letter of Credit.

“Permitted Encumbrances™ means, as of any particular time: (a) liens for general

ad valorem taxes and assessments, if any, not then delinquent; (b) any right or claim of any
mechanic, laborer, materialman, supplier or vendor filed or perfected in the manner prescribed
by law after the Closing Date and which will be paid in the ordinary course of business or are

being contested in good faith by the District; (c) easements, rights-of-way, mineral rights,
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drilling rights and other rights, reservations, covenants, conditions or restrictions which exist of
record as of the Closing Date; (f) easements, rights-of-way, mineral rights, drilling rights and
other rights, reservations, covenants, conditions or restrictions which do not reduce the value of
the Project and the improvements.

“Person” means any natural person, corporation, firm, association, partnership,
government, governmental agency or any other entity, whether acting in an individual, fiduciary
or other capacity.

“Priority Debt” has the meaning assigned to that term in the Installment Sale
Agreement.

“Project” has the meaning assigned to that term in the Installment Sale

Agreement.

“Rating Agency™ means Moody's, S&P and any other rating agency which, at the

time in question, shall be rating the Certificates, and their successors and assigns.
“Rebate Fund” has the meaning assigned to that term in the Installment Sale
Agreement.

“Reference Rate” means the rate of interest publicly announced from time to time

by the Bank as its “reference rate,” which is a rate set by the Bank based upon various factors
including the Bank's costs and desired return, general economic conditions and other factors, and
is used as a reference point for pricing some loans, which may be priced at, above or below such
announced rate.

“Related Documents’ has the meaning assigned to that term in Section 2.12.

“Remarketing Agent” has the meaning assigned to that term in the Installment

Sale Agreement.

738996.1



“Remarketing Agreement” has the meaning assigned to that term in the

Installment Sale Agreement.
“S&P’ has the meaning assigned to that term in the Installment Sale Agreement.
“State” means the State of California.

“Stated Termination Date” has the meaning assigned to that term in the Letter of

Credit.

“Substitute Facility” has the meaning assigned to that term in the Installment Sale
Agreement.
“Taxes™ has the meaning assigned to that term in the Installment Sale Agreement.

“Tender Advance” has the meaning assigned to that term in Section 2.05.

“Tender Agent” has the meaning assigned to that term in the Installment Sale
Agreement and is sometimes referred to as the “Custody Agent” in the Installment Sale
Agreement when acting in such capacity.

“Tender Draft” has the meaning assigned to that term in the Letter of Credit.

“Trust Agreement” has the meaning assigned to that term in Recital C.

“Trustee” has the meaning assigned to that term in Recital C.
“Water System” has the meaning assigned to that term in the Installment Sale

Agreement.

P02 Computation of Time Periods. In this Agreement, in the

computation of a period of time from a specified date to a later specified date, the word “from”

means “from and including” and the words “to” and “until” each means “to but excluding.

SECTION 1.03 Accounting Terms. All accounting terms not specifically

defined herein shall be construed in accordance with generally accepted accounting principles
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and practices consistent with those principles and practices promulgated or adopted by the
Financial Accounting Standards Board and the Board of the American Institute of Certified

Public Accountants, their respective predecessors and successors.

References to Other Documents. All terms defined

herein by reference to another document shall have the meanings ascribed to such terms in such
other documents existing as of the date hereof without regard to subsequent modification or
amendment unless the Bank shall have consented otherwise in writing.

ARTICLE II
AMOUNT AND TERMS OF THE LETTER OF CREDIT

[ 201 The Letter of Credit. The Bank shall, under the terms and

conditions hereinafter set forth, issue the Letter of Credit to the Trustee at any time during the
period from the date hereof to and including July 29, 2011 (the “Commitment Termination
Date™) in the aggregate amount of the Commitment and expiring on the Maturity Date unless

sooner terminated pursuant to the terms hereof.

& 202 Issuing the Letter of Credit. The Letter of Credit shall be

issued on at least five Business Days' notice from the District to the Bank specifying the date
thereof. On the date specified by the District in such notice and upon fulfillment of the
applicable conditions set forth in Article III, the Bank will issue the Letter of Credit to the

Trustee. Payments made under the Letter of Credit by the Bank will be made from its own

funds.
Commissions.
(a) Closing Fee: The District shall pay, or cause to be paid, to the

Bank, on the Closing Date, a closing fee equal to $5,000.00
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(b) Facility Fee: The District shall pay, or cause to be paid, to the
Bank a facility fee based on the Available Amount in effect, from the date of issuance of the
Letter of Credit until the Stated Termination Date, at a rate of 1.10% per annum. The facility fee
shall be payable in advance, upon the issuance of the Letter of Credit and upon each anniversary

of such issuance. Once paid, the facility fee shall be deemed earned and shall not be refundable.

{c) Early Termination Fee: [f the Letter of Credit shall be terminated

or permanently reduced prior to the second anniversary of the Closing Date for any reason, the
District shall pay, or cause to be paid, to the Bank, at the time of termination or permanent
reduction, an early termination fee based on the original amount of the Commitment for the
period from the date the Letter of Credit was issued to the second anniversary of the Closing
Date, at the rate of 1.10% per annum, less the amount of any facility fees already paid. There
shall be no early termination fee required to be paid to the Bank for any termination of the Letter
of Credit occurring as the result of a downgrade of the Bank’s short-term credit ratings to below

P-1/A-1/F1.

(d) Transfer Fee: The District shall pay, or cause to be paid, to the
Bank, upon each transfer of the Letter of Credit in accordance with its terms, a transfer
commission equal to $2,000. A transfer is deemed to have occurred whenever the Trustee is
replaced, substituted or changed as a result of sale, assignment, merger, consolidation,

reorganization or an act of law.

(e) Draw Fee: The District shall pay, or cause to be paid, to the Bank

upon each draw under the Letter of Credit a sum equal to $250, payable on the Draw Date.
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) Default Fee: The District shall pay, or cause to be paid, to the
Bank during the period of any Event of Default hereunder, regardless of whether the Bank has
exercised any of its remedies as described in Section 6.02 below, a default fee based on the
Available Amount in effect, from the date such Event of Defaull has occurred until the earlier of
the date such Event of Detault is cured or the Stated Termination Date, at the rate of 3.00% per
annum. The default fee shall be payable monthly in arrears, on the last day of each month, and

on the day the Event of Default is cured or, if earlier, the Stated Termination Date.

(g) Cancellation Fee: If the Letter of Credit shall not be issued by

July 29, 2011, for any reason, the District shall pay to the Bank, on such date, a cancellation fee

of $50,000.

Reimbursement On Demand. Subject to the provisions

of Sections 2.05 and 2.06, the District shall pay or cause the Trustee to pay to the Bank on each
date on which the Bank shall pay any amount under the Letter of Credit pursuant to any Payment
Draft (the “Draw Date™), (i) a sum equal to the amount so paid, plus (ii) interest on the
unreimbursed amount from the Draw Date until reimbursement is received by the Bank in full.

Such interest shall be at the Default Rate in effect from time to time.

SELCT Tender Advances. In the event the Bank makes any

payment under the Letter of Credit pursuant to a Tender Draft and the conditions set forth in
Section 3.03 have been fulfilled, such payment shall constitute an Advance made by the Bank to
the District on the date and in the amount of such payment, each such Advance being a “Tender
Advance™ and collectively the “Tender Advances.” The unpaid principal amount of any Tender
Advance and all accrued and unpaid interest thereon shall be repaid in accordance with the terms

of Sections 2.06 and 2.07. Upon payment under the Letter of Credit pursuant to a Tender Dralft,
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the Certificates so purchased shall become Bank Certificates and shall be owned by the Bank but
held by the Tender Agent pursuant to the terms of the Custody Agreement. The Bank shall be
entitled to all rights and remedies of a Certificate Owner so long as any Bank Certificates remain

outstanding.
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Interest on Tender Advances. The District shall pay or

caused to be paid interest on the unpaid principal amount of each Tender Advance from the date
of such Advance until such principal amount of such Tender Advance becomes due, payable
monthly on the last Business Day of each calendar month with respect to the month then ended,
at a fluctuating rate of interest per annum equal to the Draw Rate in effect from time to time;

provided, however, that in the event such interest is not paid on any outstanding Tender Advance

when due and payable, the District shall pay interest on the principal amount of such Tender
Advance and the amount of the unpaid interest, if any, on demand, at the Default Rate in eftect
from time to time, beginning from the date the unpaid interest first started to accrue, which
payment by the District shall be deemed, as of the date hereof, to be a contractual contingent
liability of the District within the Fiscal Year in which the obligation was incurred; provided
further, that any interest paid by the City with respect to Bank Certificates while Bank
Certificates shall be taken into account for purposes of calculating the amounts due and payable
pursuant to this Section 2.06.

SECTION 2.07 Prepavments; Reinstatement of Letter of Credit

Amounts.

(a) The District may on any Business Day, upon at least two Business
Days' notice to the Bank, prepay the outstanding amount of any Tender Advance, in whole or in

part, with accrued interest to the date of such prepayment on the amount prepaid. Such payments
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when accompanied by a certificate completed and signed by the Trustee (with a copy to the
District) in substantially the form of Annex D to the form of Letter of Credit shall be applied by
the Bank in reimbursement of such drawings (and as prepayment of Tender Advances resulting
from such drawings in the manner described above); and the District irrevocably authorizes the

Bank to rely on such certificate and to reinstate the Letter of Credit in accordance therewith.

(b) Prior to or simultaneously with the remarketing of Bank
Certificates acquired by the Tender Agent with the proceeds of one or more Tender Advances,
the District shall cause the Trustee on behalf of the District to repay such Tender Advances (in
the order in which they were made) by paying to the Bank an amount equal to the sum of (i) the
aggregate principal amount of the Bank Certificates being remarketed or to be remarketed plus
(ii) that aggregate amount of accrued and unpaid interest on such principal amount which was
paid by a drawing or drawings under such Tender Draft or Drafts; provided further, that any
interest paid by the District with respect to Bank Certificates while Bank Certificates shall be
taken into account for purposes of calculating the amounts due and payable pursuant to this
Section 2.07(b). Such payments when accompanied by a certificate completed and signed by the
Trustee in substantially the form of Annex D to the form of Letter of Credit shall be applied by
the Bank in reimbursement of such drawings (and as prepayment of Tender Advances resulting
from such drawings in the manner described above); and the District irrevocably authorizes the

Bank to rely on such certificate and to reinstate the Letter of Credit in accordance therewith.

(c) If any change in any law or regulation or in the interpretation
thereof by any court or administrative or governmental authority charged with the administration
thereof shall either (i) impose, modify or deem applicable any reserve, special deposit or similar

requirement against letters of credit issued by, or assets held by, or deposits in or for the account
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of, the Bank or (ii) impose on the Bank any other condition regarding this Agreement, the Letter
of Credit, or the Advances, and the result of any event referred to in clause (i) or (ii) above shall
be (A) to increase the cost to the Bank of issuing or maintaining the Letter of Credit or making or
maintaining any Advance or holding any Bank Certificates or (B) reduce the amount receivable
or to be received with respect to the Letter of Credit or any Advance (which increase in cost or
reduction in amount shall be determined by the Bank's reasonable allocation of the aggregate of
such cost increases or such reduced amounts resulting trom such event), then, within 15 days
after a written demand by the Bank, the District shall pay to the Bank, from time to time as
specified by the Bank, additional amounts which shall be sufficient to compensate the Bank for
such increased cost or such reduced amount. A certificate setting forth such increased cost
incurred by the Bank as a result of any event mentioned in clause (i) or (ii) above and giving a
reasonable explanation thereof, submitted by the Bank to the District, shall constitute such
demand and shall, in the absence of manitest error, be conclusive and binding for all purposes as

to the amount thereof.

(d) In the event that the Bank shall have determined that the adoption
after the date hereof of any law, rule or regulation regarding capital adequacy, or any change
therein or in the interpretation or application thereof or compliance with any request or directive
regarding capital adequacy (whether or not having the force of law) from any central bank or
governmental authority, does or shall have the effect of reducing the rate of return on the Bank's
capital as a consequence of its obligations hereunder to a level below that which the Bank could
have achieved but for such adoption, change or compliance (taking into consideration the Bank's
policies with respect to capital adequacy) by any amount deemed by the Bank to be material,

then from time to time, within 15 days after demand by the Bank, the District shall pay to the

738996.1

-16-



Bank such additional amount or amounts as will compensate the Bank for such reduction, and
the Bank shall provide the District with a statement in reasonable detail setting forth the
calculation of the amount of such compensation. Such statement shall constitute demand for
payment of the amount or amounts set forth therein and shall, in the absence of manifest error, be

conclusive and binding for all purposes as to the amount or amounts thereof.

08 Requests for Extension of Maturitv Date. At least 60 but

not more than 90 days before the second anniversary of the Closing Date, and at least 60 but not
more than 90 days before each subsequent anniversary of the Closing Date, if any, the District
may request the Bank in writing to extend the Maturity Date for a period of at least one year. If
the District shall make such a request, the Bank shall, within 30 days of receipt of such request
from the District, notify the District in writing whether or not the Bank consents to such request
and, if the Bank does so consent, the conditions of such consent. If the Bank shall not so notify
the District, the Bank shall be deemed not to have consented to such request. The District and
the Bank agree, and the District understands, that the granting of each such request is completely
at the discretion of the Bank, and that the granting of any one or more of such requests does not
obligate the Bank to grant any subsequent such request. If the Bank determines to grant any such

request, the Maturity Date shall be extended for the applicable period.

AT gy T

SEOTIODN 209 Pavments and Computations. The District shall make, or

o

-

e

cause to be made, each payment hereunder not later than 1:00 P.M. (Pacific time) on the day
when due without deduction or offset in lawful money of the United States of America to the
Bank at its address referred to in Section 7.03 in same-day funds or in accordance with the wire

instructions in such Section. Computations of the Draw Rate, Default Rate, facility fee, default
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fee, termination fee and all other commissions and fees established herein (as applicable) shall be

made by the Bank on the basis of a year of 360 days for the actual number of days elapsed.

Non-Business Days. Whenever any payment to be made

hereunder shall be stated to be due on a day which is not a Business Day, such payment shall be
made on the next succeeding Business Day, and such extension of time shall in such case be
included in the computation of payment of interest or commission, as the case may be.

OMN 2.1 Evidence of Advances. The Bank shall maintain in

accordance with its usual practice an account or accounts evidencing the indebtedness of the
District resulting from each drawing under the Letter of Credit and from each Advance made
from time to time hereunder and the amounts of principal and interest payable and paid from
time to time hereunder. In any legal action or proceeding in respect of this Agreement, the
entries made in such account or accounts shall be conclusive evidence of the existence and
amounts of the obligations of the District therein recorded; provided, however, that any failure to
make entries or any error in doing so shall not limit or otherwise affect the obligations of the

District under this Agreement.

Obligations Absolute. The payment obligations of the

District under this Agreement shall be unconditional and irrevocable, and shall be paid strictly in
accordance with the terms of this Agreement under all circumstances, including, without
limitation, the following circumstances:

(1) any lack of validity or enforceability of the Letter of Credit,
the Certificates, the Trust Agreement, the Installment Sale Agreement, the Custody Agreement,
the Remarketing Agreement, or any other agreement or instrument relating thereto (collectively

the “Related Documents”);
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(i1) any amendment or waiver of, or any consent to departure
from, all or any of the terms of the Related Documents;

(iii)  the existence of any claim, set-off, defense or other right
which the District may have at any time against the Trustee or any other beneficiary, or any
transferee, of the Letter of Credit (or any persons or entities for whom the Trustee, any such
beneficiary or any such transferee may be acting), the Bank, or any other person or entity,
whether in connection with this Agreement, the transactions contemplated by this Agreement or
the Related Documents, or any unrelated transaction;

(iv)  any statement or any other document presented by or on
behalf of the Trustee under the Letter of Credit proving to be forged, fraudulent, invalid or
insufficient in any respect or any statement therein being untrue or inaccurate in any respect;

(v) payment by the Bank under the Letter of Credit against
presentation of a draft or certificate which does not comply with the terms of the Letter of Credit;
or

(vi)  any non-application or misappropriation by the Trustee, the
Paying Agent or the Tender Agent or otherwise of the proceeds of any drawing or Advance; or

(vit)  the failure by the Bank to honor any drawing under the
Letter of Credit or to make any payment demanded under the Letter of Credit on the grounds that
the demand for such payment does not conform to the terms and conditions of the Letter of
Credit; or

(viii) any other circumstance or happening whatsoever, whether

or not similar to any of the foregoing.
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SRR Security for Draws. To provide for the performance of

the District hereunder and the payment of all amounts due or to become due to the Bank, (i) the
District has caused the Corporation to transfer, assign and set over to the Trustee, for the benefit
of the Owners of the Certificates and the Bank, all of the Corporation's rights under the
Installment Sale Agreement, subject to certain exceptions as set forth therein and (ii) both the
District and the Corporation have granted to the Trustee and the Bank, pursuant to the terms of
the Trust Agreement, a lien on and security interest in all monies in the funds held by the
Trustee, including Installment Payments and Additional Costs on deposit therein, other than
monies held in the Rebate Fund.

ARTICLE IiI
CONDITIONS PRECEDENT

Condition Precedent to Issuance of the Letter of Credit.

The obligation of the Bank to issue the Letter of Credit is subject to the condition precedent that
the Bank shall have received on or before the date of the issuance of the Letter of Credit the
following, each appropriately dated, in form, number and substance satisfactory to the Bank:

() A transcript containing copies of all documentation required at the
time the Certificates were issued or relating to the Certificates and the Trust Agreement,

including but not limited to all opinions issued in connection therewith.

(b) Originals (or copies certified to be true copies by an appropriate
official of the District) of all governmental and regulatory approvals necessary for the District to
have issued the Certificates and to enter into this Agreement and the Related Documents to
which it is a party and to perform its obligations as contemplated hereby and thereby, and of all

other documents evidencing any other necessary District action.
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(C) To the extent not included in (a) above, copies of the resolutions of
the District authorizing the execution, delivery and performance of this Agreement and the
Related Documents to which it is a party, certified by an appropriate official of the District
(which certification shall include a statement to the effect that such resolutions are in full force

and effect on the date of the issuance of the Letter of Credit).

(d) A certificate of the District certifying the names and true signatures
of the officials of the District authorized to sign this Agreement and the Related Documents to

which it is a party and the other documents to be delivered by the District hereunder.

(e) Originals (or copies certified to be true copies by an appropriate
official of the Corporation) of all governmental and regulatory approvals necessary for the
Corporation to have entered into or enter into the Related Documents to which it is a party and to
perform its obligations as contemplated thereby, and of all other documents evidencing any other

necessary Corporation action.

(H) To the extent not included in (d) above, copies of the resolutions of
the Corporation authorizing the execution, delivery and performance of the Related Documents
to which it is a party, certified by an appropriate official of the Corporation (which certification
shall include a statement to the effect that such resolutions are in full force and effect on the date

of the issuance of the Letter of Credit).

(g) A certificate of the Corporation certifying the names and true
signatures of the officials of the Corporation authorized to sign the Related Documents to which

it is a party and the other documents to be delivered by the Corporation hereunder.
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(h) A certificate of the Trustee certifying the names and true signatures
of the officials of the Trustee authorized to sign the Related Docuiments to which it is a party and

the other documents to be delivered by the Trustee hereunder.

(1) A certificate of the Tender Agent certifying the names and true
signatures of the officials of the Tender Agent authorized to sign the Related Documents to
which it is a party, including but not limited to the Custody Agreement, and the other documents

to be delivered by the Tender Agent hereunder.

() An opinion of , special counsel to
the District, in substantially the form of Exhibit C hereto and as to such other matters as the Bank
may reasonably request, including the right to rely on its opinion as rendered at the time the

Certiticates were originally issued.

(k) An opinion of , special counsel to the Corporation,

entitling the Bank to rely on its opinion as rendered at the time the Certificates were originally

issued.

() An opinion of bond counsel, entitling the

Bank to rely on its opinion as rendered at the time the Certificates were originally issued.

(m)  An executed copy of the Trust Agreement.

(n) An executed copy of the Custody Agreement.

(0) An executed copy of this Agreement.

(p) An executed copy of the Installment Sale Agreement.
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(qQ) A copy of the CLTA leasehold title policy to be obtained by the
District, showing the District as the beneficial owner under the Installment Sale Agreement,

evidencing no exceptions to title other than the Permitted Encumbrances.

(r) Copies of the policies of insurance required to be obtained by the
District under the Installment Sale Agreement along with the certifications thereof required
pursuant to the Installment Sale Agreement and any applicable approvals of the Bank required

under Section 5.0! hereof.

(s) A certificate from the Trustee as to the authentication and delivery
of the Certificates.
(t) Executed copies of all other Related Documents.

Additional Conditions Precedent to Issuance of the

IR el
N
AL

Letter of Credit. The obligation of the Bank to issue the Letter of Credit shall be subject to the

further conditions precedent that on the date of the issuance of the Letter of Credit:
(a) the following statements shall be true and the Bank shall have
received a certificate signed by a duly authorized ofticial of the District, dated the date of such

issuance, stating that:

(1) The representations and warranties contained in Section
4.01 of this Agreement are correct on and as of the date of issuance of the Letter of Credit as

though made on and as of such date; and
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(i1) No event has occurred and is continuing, or would result
from the issuance of the Letter of Credit, which constitutes an Event of Default or would
constitute an Event of Default but for the requirement that notice be given or time elapse or both;

(b) the Bank shall have received such other approvals, opinions or

documents as the Bank may reasonably request; and

(c) the District shall have paid or reimbursed the Bank for its costs and

expenses as provided in Section 7.09.

Conditions Precedent to Each Advance. Each payment

made by the Bank under the Letter of Credit pursuant to a Tender Draft shall constitute an
Advance hereunder (i.e., a drawing not payable on demand) only if on the date of such payment
no event has occurred and is continuing, or would result from such payment, which constitutes
an Event of Delault or would constitute an Event of Default but for the requirement that notice
be given or time elapse or both. Unless the District shall have previously advised the Bank in
writing that the above statement is no longer true, the District shall be deemed to have
represented and warranted, on the date of each payment by the Bank under the Letter of Credit
pursuant to a Tender Draft that on the date of such payment the above statement is true. Upon
expiration or sooner termination of the Letter of Credit, any Tender Advances outstanding shall

be repayable by District in accordance with Section 2.05.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES

Representations and Warranties of the District. The

District represents and warrants as follows:
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(a) The District is a municipal water district duly organized and
existing under and by virtue of the Constitution and laws of the State of California and is
possessed of full powers to lease and purchase real and personal property and to eater into
contracts such as this Agreement and each of the Related Documents to which it is a party, which
powers have been validly exercised in connection with the transactions effected by this

Agreement and the Related Documents.

(b) The execution, delivery and performance by the District of this
Agreement and the Related Documents to which it is a party are within the District's powers,
have been duly authorized by all necessary governmental action, and do not and will not
contravene or constitute a default under any provision of applicable law or regulation or of any
law, determination, award, regulation, judgment, injunction, order, decree, rule or writ applicable
to the District, or any indenture, lease, instrument, agreement or other contractual restriction
binding on the District or its property, and do not and will not result in or require the creation or
imposition of any lien, security interest or other charge or encumbrance upon or with respect to
any of its properties, except as contemplated by such Related Documents; the District is not in
violation of or in default under any law, order, rule, regulation, writ, judgment, injunction,
decree, determination or award or any indenture, agreement, lease, instrument or other
contractual restriction binding on or affecting the District which violation or default would
adversely impair the ability of the District to perform its obligations hereunder or under the

Related Documents to which it is a party.

(c) All authorizations, approvals, legally required orders, consents and
other action by, and notice to or filing or registration with, any governmental authority,

regulatory body or other public boards or bodies have been obtained or will be obtained for the
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due execution, delivery and performance by the District of this Agreement and the Related

Documents to which it is a party, and all of the transactions contemplated thereby.

(d) This Agreement has been duly authorized, executed and delivered
by the District and, assuming the due authorization, execution and delivery by the other parties
thereto, constitutes the legal, valid and binding obligation of the District, enforceable against the
District in accordance with its terms. Each of the Related Documents to which the District is a
party has been duly authorized, executed and delivered by the District and, assuming the due
authorization, execution and delivery by the other parties thereto, constitutes the legal, valid and

binding obligation of the District, enforceable against the District in accordance with its terms.

(e) The annual audited Financial Statements of the District for the 20
- 20__ Fiscal Year, approved by the governing board of the District, fairly present, in conformity

with the procedures set forth in , as the same may from time to time be

amended, the financial position of the District as of the date thereof and the results of operations
and changes in financial position for the periods indicated and the budget of the District for the
20_-20_ Fiscal Year delivered to the Bank is the budget adopted by the governing board of the
District for that Fiscal Year. Since the date of the most recent Financial Statements there has
been no material adverse change in the condition or operations of the District not disclosed in
such information and no event has occurred which materially adversely affects the ability of the
District to perform its obligations under this Agreement or any of the Related Documents to

which it is a party.

() There are no actions, suits or proceedings, and no proceedings

before any governmental commission, board, bureau or other administrative agency, pending, or,
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to the knowledge of the District, threatened against or affecting the District which will (to the
extent not covered by insurance) in the opinion of the District have a material adverse effect on
the business, financial condition or results of operations of the District or which in any manner

questions the validity of this Agreement or any of the Related Documents.

(2) The proceeds of the Certificates were expended on the Project

which serves essential governmental functions and public purposes of the District.

(h) The District makes the representations and warranties made by it in
the Related Documents to and for the benefit of the Bank as if the same were set forth at length

in this Agreement.

(1) To the best knowledge of the District, there is no amendment, or
proposed amendment certified for placement on a statewide ballot, to the Constitution of the
State or any published administrative interpretation of the Constitution of the State or any State
law, or any legislation which has passed either house of the State legislature or is under
consideration by any conference or similar committee, or any published judicial decision
interpreting any of the foregoing, the effect of which is to materially adversely affect the ability
of the District to perform its obligations under this Agreement or any of the Related Documents

to which it is a party.

(j) The Trust Agreement creates a valid security interest in the funds
and accounts created under the Trust Agreement and the moneys, including, without limitation,
the Installment Payments and Additional Costs on deposit therein, as security for the punctual
payment of the interest and principal due with respect to the Certificates and the amounts owing
to the Bank. All action necessary to create a first and exclusive lien on such funds and accounts
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and on moneys on deposit therein, including the Installment Payments and Additional Costs, has

been duly and validly taken.

(k) The Corporation has transferred, assigned and set over to the
Trustee, for the benefit of the Owners of the Certificates and the Bank, all ot the Corporation’s
rights under the Installment Sale Agreement, except as set forth therein. All action necessary to
transfer, assign and set over such rights in the Installment Sale Agreement has been duly and

validly taken.

(1) The Official Statement is, and any supplement or amendment to
either shall be, accurate in all material respects for the purpose for which its use is, was or shall
be, authorized; and the Official Statement does not, and any such supplement or amendment will
not, contain any untrue statement of a material fact or omit to state any material fact necessary to
make the statements made therein, in the light of the circumstances under which they are or were

made, not misleading.

(m)  After due investigation, there is not constructed, stored, deposited,
disposed, placed or located on or in the Project any Hazardous Substances except such
Hazardous Substances as may be incident to office uses and uses, all in accordance with
applicable laws. The District has not stored or caused to be stored upon the Project any
Hazardous Substances nor, after due investigation and inquiry, have any of District’s
predecessors in interest stored or caused to be stored any Hazardous Substances on or in the

Project.
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(n) The District does not enjoy any rights of immunity on the grounds
of sovereign immunity in respect of its obligations under this Agreement or any Related

Documents.

(0) The District has not been notified of any listing or proposed listing
by the Internal Revenue Service to the effect that the District is an issuer of obligations whose

arbitrage certifications may not be relied upon.

(p) The District has not taken any action or omitted to take any action,
and knows of no action taken or omitted to be taken by any other Person, which action, if taken
or omitted, would adversely affect the exclusion of interest on the Certificates from gross income
for Federal income tax purposes or the exemption of such interest from State of California

personal income taxes.

Q) The District is not engaged in the business of extending credit for
the purpose of purchasing or carrying Margin Stock, and no proceeds of any Certificates will be

used to extend credit to others for the purpose of purchasing or carrying any Margin Stock.

ARTICLE V
COVENANTS OF THE DISTRICT
SECTION 5.01 Affirmative Covenants. So long as a drawing is available

under the Letter of Credit or the Bank shall have any Commitment hereunder or the District shall
have any obligation to pay any amount to the Bank hereunder, the District will, unless the Bank
shall otherwise consent in writing:

(a) Maintenance of Insurance. Maintain insurance with responsible

and reputable insurance companies or associations in such amounts and covering such risks as 1s
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usually carried by water districts engaged in similar businesses and owning similar properties in
the same general areas in which the District operates; provided, however, in the event the District
elects to purchase insurance which has, as part of its terms, deductibles, the District must first
obtain the Bank's approval as to amount and method of funding of such deductibles. The District
also agrees that in the event of any failure to comply with such insurance requirements as
contained herein, the Bank may purchase such insurance as it shall deem satisfactory, and all
premiums, fees, costs, charges and expenses related thereto shall be paid by the District to the

Bank upon demand.

(b) Preservation of Existence, Etc.  Preserve and maintain its

existence, rights (statutory), and franchises as a water district duly organized and existing under

the Constitution and laws of the State.

(c) Compliance with Laws, Etc. Comply with the requirements of all
applicable laws, rules, regulations and orders of any governmental authority, the non-compliance
with which would materially adversely affect its ability to make Installment Payments or

Additional Costs as required under the Installment Sale Agreement.

(d) Visitation Rights. At any reasonable time and from time to time,

permit the Bank or any agents or representatives thereof to examine and make copies of and
abstracts from the records' and books of account of the District and to discuss the affairs,

finances and accounts of the District.

(e) Keeping of Books. Keep proper books of record and account, in

which full and correct entries shall be made of all financial transactions and the assets and
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business of the District, in accordance with generally accepted accounting principles consistently

applied.

(H Maintenance of Properties Etc. Maintain and preserve all of its

properties which are used or useful in the conduct of the Project in good working order and
condition, making all repairs or replacements as necessary, including but not limited to repairs or
replacements necessitated by the occurrence of fire, flood, earthquake or any other event causing

damage to the Project.

(2) Performance and Compliance with Other Covenants. Perform and

comply with each of the terms, covenants and conditions set forth in this Agreement and the

Related Documents to which the District is a party.

(h) Reporting Requirements. Furnish to the Bank the tollowing:

(1) as soon as available, and in any event on or before
December 31 of each year of the District, the District's audited Financial Statements
accompanied by a certificate of a duly authorized officer of the District stating that as of the date
of the audited Financial Statements there exists no Event of Detault and no event which, with the
passage of time or giving of notice, would constitute an Event of Default;

(i1) within 60 days of the final adoption of the annual budget of
the District, but in no event later than September | of each year, a copy of the District's adopted
budget;

(1) as soon as possible, and in any event within five (5) days
after the occurrence of each Event of Default or each event which, with the giving of notice or

lapse of time, or both, would constitute an Event of Default, continuing on the date of such
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statement, a statement of the chief financial officer of the District setting forth details of such
Event of Default or event and the action which the District proposes to take with respect thereto;

(iv)  at the time the budget is furnished to the Bank pursuant to
clause (ii) above, but in no event later than September 1 of each year, (a) a certificate signed by
the District certifying that the District has made the appropriations required in Section 5.01(1),
(b) a copy of the current investment policy of the District for monies held in all funds and
accounts of the District, and (c) a detailed description of the District's investment portfolio;

(v) within fifteen (15) days of incurring or issuing any
obligations, including but not limited to loans, bonds and agreements with regard to certificates
of participation, payable in whole or in part from the general tund of the District, a copy of any
official statement, private placement or otfering memorandum prepared in connection with such
obligations;

(vi)  promptly after the commencement thereof, notice of all
actions, suits and proceedings before any court or governmental department, commission, board,
bureau, agency or instrumentality, domestic or foreign, which materially affect the ability of the
District to pay Installment Payments or Additional Costs under the terms of the Installment Sale
Agreement; and

(vil)  promptly, upon knowledge thereof, notice of (a) any and all
claims of Hazardous Substances made against the District or the Project; (b) any remedial action
taken by the District in response to any Hazardous Substances on, under or about the Project;
(c) the District’s discovery of any occurrence or condition on the real property adjoining or in the
vicinity of the Project that could cause the Project or any part thereof to be classified as “border-

zone property’ under the provisions of California Health and Safety Code Sections 25220 et seq.
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or any regulation adopted in accordance therewith or to be otherwise subject to any restrictions
on the ownership, occupancy, transferability or use of the Project under any laws regulation or
pertaining to Hazardous Substances; and

(viii) such other information respecting the business, properties
or the condition or operations, financial or otherwise, of the District or the Project as the Bank
may from time to time reasonably request.

(ix)  at the time the budget is furnished to the Bank pursuant to
clause (ii) above, but in no event later than September 1 of each year, a certificate signed by the
District describing the insurance carried by the District with regard to the Project, including the
name of the provider, the type of insurance, the amount of the coverage, the expiration date of
the policy if any, and the amount of the deductibles, if any;

(X) at the time renewal takes place, evidence of renewal of
each policy of insurance described in the certificate furnished pursuant to clause (ix) above;

All dates referred to above assume that the District will maintain its Fiscal Year
end on June 30. If the Fiscal Year is changed, the dates referred to above will be changed
accordingly.

(1) Return of Letter of Credit. Upon the occurrence of the Stated

Termination Date, cause the Trustee to surrender the Letter of Credit to the Bank for

cancellation.

() Emergency Loans. Use its best efforts to seek any additional

sources which are available to it, including existing and any future federal, state or local loan or
funding programs, in order to cure any Event of Default hereunder; to reimburse, in full, the

Bank for any drawings under the Letter of Credit, whether designated as “Advances” or
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otherwise; and to pay, in full, any other amounts owing by the District to the Bank under the

terms of this Agreement.

(k) Annual Appropriations. Make annual appropriations at levels to

make [nstallment Payments as required under the Installment Sale Agreement and to pay all

obligations of the District owing to the Bank hereunder.

(1 Additional Sources. Use its best efforts to seek and utilize

additional sources of funds legally available to it in order to reimburse the Bank, in full, for

drawings under the Letter of Credit and other amounts owing hereunder.

(m)  Net Proceeds. Use Net Proceeds for the reconstruction and
rehabilitation of the Project or, if the Net Proceeds are insufficient for such purpose or the

District elects to do so, use Net Proceeds to redeem Certificates then Outstanding.

(n) Water System Rates, Fees and Charges. Fix, prescribe, revise and

collect rates, fees and charges for the services and commodities provided by the Water System
which will be at least sufficient to yield during each Fiscal Year Taxes and Net Revenues equal
to one hundred twenty-five percent (125%) of the Debt Service for such Fiscal Year. The
District may make adjustments trom time to time in such rates and charges and may make such
classification thereof as it deems necessary, but shall not reduce the rates and charges then in
effect unless the Taxes and Net Revenues from such reduced rates and charges will at all times

be sufficient to meet the requirements of this Section.

Negative_Covenants. So long as a drawing is available

under the Letter of Credit or the Bank shall have any Commitment hereunder or the District shall
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have any obligation to pay any amount to the Bank hereunder, the District will not, without the
written consent of the Bank:

(a) Amendment of Any Related Document. Enter into or consent to

any amendment or modification of the Trust Agreement, Installment Saie Agreement or any

other Related Document,

(b) Encumbrances. Create any encumbrance which either directly or
indirectly creates a lien or an adverse effect on the assets and revenues on which the Bank or the

Owners of the Certificates have a tien pursuant to this Agreement or the Trust Agreement.

(¢) Ranking Obligations. Take any action or actions which would

result in the District's obligations to the Trustee and the Bank hereunder not ranking at least pari

passu in right of payment with all unsecured obligations of the District to the other creditors.

(d) Debt Limitation. Create, incur, assume or otherwise become or

remain obligated in respect of, or permit to be outstanding, or suffer to exist, any Debt other than
Parity Debt except, with respect to any tssuance of Parity Debt proposed by the District, an
Independent Financial Consultant or Certified Public Accountant shall first render to and file
with the District and the Trustee a written report certifying that Taxes and Net Revenues for any
twelve (12) consecutive calendar months in the eighteen (18) calendar months immediately
preceding the issuance of the Parity Debt adjusted as set forth below are at least equal to 125% of
Debt Service, assuming such additional Contracts had been executed or additional Bonds had

been issued at the beginning of such twelve-month period.

For purposes of calculating Net Revenues as set forth in the preceding

paragraph, adjustments to the computations of Net Revenues may be made for the following:
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(1) any change in service charges which has been adopted
subsequent to the commencement of the twelve-month period but prior to the date of issuance or
execution of the additional Bonds or Contracts;

(ii) customers added to the Water System subsequent to the
commencement of the twelve-month period but prior to the date of issuance or execution of the
additional Bonds or Contracts;

(iti)  the estimated change in Net Revenues which will result
from the connection of existing residences or businesses to the Water System within one year
following completion of any project to be funded or system to be acquired from the proceeds of
such additional Bonds or Contracts; and

(iv)  the estimated change in Net Revenues which will result
from services provided under any long-term, guaranteed contract that extends for the life of the
additional Bonds or Contracts if entered into subsequent to the commencement of the twelve-
month period but prior to the date of issuance or execution of the additional Bonds or Contracts.

Notwithstanding the foregoing, Bonds issues or Contracts executed to
refund Bonds or Contracts may be delivered without satistying the conditions set forth above if
Debt Service in each Fiscal Year after the Fiscal Year in which such Bonds are issued or
Contracts executed is not greater than Debt Service would have been in each such Fiscal Year
prior to the issuance of such Bonds or execution of such Contracts.

(e) Investment Limitations. Directly or indirectly, through mutual or

pooled funds or otherwise, invest in instruments whose yield reacts inversely to the market,
including but not limited to so-called inverse floaters, or invest in reverse repurchase agreements

unless with respect to such reverse repurchase agreements (i) the term of the contract relating
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thereto 1s for a period of no more than [20 days and (i1) the monies obtained from investing in a
reverse repurchase agreement is reinvested for a period no longer than the maturity of the reverse

repurchase agreement from which such monies were obtained.

(H Leverage Restrictions. Permit or allow its investment portfolio, or

the portfolio of any funds or pooled funds in which it invests, to be leveraged by more than 25%.

(2) Liquidity. Encumber its cash position nor schedule the interest

payment dates and maturities of its investments in a manner which impedes, hinders or interteres

with the availability of funds to meet the District's expected cash needs.

(h) Margin Stock. Suffer or permit the proceeds from any draw under
the Letter of Credit, directly or indirectly, to be used (1) to purchase or carry Margin Stock, (il) to
repay or otherwise refinance Debt of the District or others incurred to purchase or carry Margin
Stock, (iil) to extend credit for the purpose of purchasing or carrying any Margin Stock, or (iv) to
acquire any security in any transaction that is subject to Section |3 or 14 of the Securities

Exchange Act of 1934 and regulations promulgated under such Act.

ARTICLE VI
EVENTS OF DEFAULT

{31 Events of Default. The occurrence of any ot the following

events shall be an “Event of Default” hereunder:
(a) The District shall fail to pay any amount payable under any

provision of Article II when due; or

(b) Any representation or warranty made, or deemed made, by or on

behalf of the District (or any of its officials) in connection with this Agreement or any of the
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Related Documents shall prove to have been incorrect in any material respect when made or

deemed made: or

(c) The District shall fail to perform or observe any term, covenant or

agreement contained in Section 5.02 hereof on its part to be performed or observed; or

(d) The District shall fail to perform or observe any other term,
covenant or agreement contained in any other section of this Agreement on its part to be
performed or observed and any such failure shall remain unremedied for ten (10) days after

written notice thereof shall have been given to District by the Bank; or

(e) The District shall default in the payment of any Debt (other than
Debt arising under this Agreement), whether such Debt now exists or shall hereafter be created,
and any period of grace with respect thereto shall have expired, or an event of default as defined
in any mortgage, indenture or instrument, under which there may be issued, or by which there
may be secured or evidenced, any Debt, whether such Debt now exists or may be hereafter
created, shall occur, which default in payment or event of default shall result in such Debt
becoming or being declared due and payable prior to the date on which it would otherwise

become due and payable; or

H An order for relief shall have been entered against the District
under the Bankruptcy Code or any other similar applicable Federal or State law, and such decree
or order shall have continued undischarged and unstayed for a period of 90 days; or a decree or
order of a court having jurisdiction in the premises for the appointment of a receiver, trustee,

liquidator or custodian of the District or of its property, or for the winding up or liquidation of its
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affairs, shall have been entered, and such decree or order shall have remained in force

undischarged and unstayed for a period of 90 days; or

(g) The District shall institute a voluntary case, or shall consent to the
institution of an involuntary case against it, or shall file a petition or answer or consent seeking
reorganization or arrangement under the Bankruptcy Code or any other similar applicable
Federal or State law, or shall consent lo the filing of any such petition, or shall consent to the
appointment of a receiver, trustee, liquidator or custodian of it or of its property, or shall make an
assignment for the benefit of creditors, or shall admit in writing its inability to pay its debts
generally as they become due, or corporate action shall be taken by the District in furtherance of

any of the aforesaid purposes; or

(h) Any provision of this Agreement or any of the Related Documents
to which the District is a party shall at any time for any reason cease to be valid and binding on
the District, or shail be declared to be null and void, or the validity or enforceability thereof shall
be contested by the District, or the District shall deny that it has any or further liability or

obligation under this Agreement; or

(1) Any “Event of Default” under and as defined respectively in the
Trust Agreement, the Installment Sale Agreement or any other Related Document shall have
g g y

occurred and be continuing; or

() Any event which materially and adversely affects the financial
condition of the District or the ability of the District to observe and perform the terms of this

Agreement shall have occurred and be continuing.
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TUION 682 Upon an Event of Default. If any Event of Default shall

have occurred and be continuing, the Bank may (but shall not be obligated to) by notice to the
District, declare the obligation of the Bank to issue the Letter of Credit to be terminated,
whereupon the same shall forthwith terminate, or, if the Letter of Credit shall have been issued,
(1) give notice to the Trustee pursuant to Section __ of the Trust Agreement requesting the
Trustee to declare a mandatory tender of all Certiticates then outstanding and all interest accrued
and unpaid thereon to be due and payable, (ii) take such action as may be necessary to cure such
Event of Default on behalf and for the account of the District, (iii) require immediate payment in
full by the District of any payment or amount owed or to be owed by the District to the Bank
hereunder, (iv) exercise any and all of the rights available to it under the Trust Agreement or any
Related Documents, and (v) exercise any other rights and remedies available to it at law or in
equity or under any other agreement.

It is understood that, upon the occurrence of an Event of Default, the Bank may
exercise its rights with respect to remedies available to it under the Trust Agreement or any of
the other Related Documents, all without limiting or restricting the Bank's ability, at a later date,
to exercise its rights with respect to any remaining revenues for payment of any remaining
indebtedness of the District to the Bank.

During the period that an Event of Default has occurred and is continuing, the
District shall pay to the Bank the default fee described in Section 2.03(f) hereof.

ARTICLE VII
MISCELLANEOUS

7.01 USA PATRIOT Act. The Bank is subject to the USA

PATRIOT Act and hereby notifies the District that pursuant to the requirements of that Act, the

Bank is required to obtain, verify and record information that identifies the District, which
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information includes the name and address of the District and other information that will allow

the Bank to identify the District in accordance with the USA PATRIOT Act.

7.02 Amendments, Etc. This Agreement may be amended only

by a written instrument duly executed by each of the parties hereto. The District may take any
action herein prohibited or omit to perform any act herein required to be performed by it, only if
the District shall first obtain the written consent of the Bank thereto. No course of dealing
between the District and the Bank, nor any delay in exercising any rights hereunder, shall operate
as a waiver of any rights of the Bank hereunder. Unless otherwise specified in such waiver or
consent, a waiver or consent given hereunder shall be effective only in the specific instance and

for the specific purpose for which given.

Notices. All notices, requests and other communications
provided for hereunder shall be in electronic, telephonic or written (including bank wire,
telegram, telecopier, telex or similar writing) form and shall be given to the party to whom sent,
addressed to it, at its address or other address or telephone, telecopier or telex number as such
party may hereafter specify for the purpose by notice to the other parties set forth below. Each
such notice, request or communication shall be effective (i) if given by telephone, telex,
telecopier or other electronic means, when such communication is transmitted to the address
specified below and any appropriate answerback is received, (ii) if given by certified or
registered mail, return receipt requested, on the date of receipt appearing on the return postal
receipt for notices given by certified or registered mail, (iil) if given by hand delivery, when

delivered at the address specified below:
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(a)

(b)

(c)

Reimbursement Agreement.”

if to the District:

Otay Water District

2554 Sweetwater Springs Boulevard
Spring Valley, California 91978

Attention: Mark Walton, General Manager
Telephone No.: (619) 670-2280
Telecopier No.:

if to the Bank:

Union Bank, N.A.

Public Finance Unit

445 South Figueroa Street, G08-268
Los Angeles, California 90071

Re: Otay Water District

Telephone No.: (213) 236-6434
Telecopier No.: (213) 236-6450

with all reimbursements of Draws on the Letter of Credit wired to:

Union Bank, N.A.

ABA No. 1220-00496

Ref: Letter of Credit No.

Credit to Account No. 30516196431
Attention: SC-TSO STANDBY LOC

if to the Trustee:

The Bank ot New York Mellon Trust Company, N.A.
700 South Flower Street, Suite 500

Los Angeles, California 90017-4104

Attention: Greg Chenail

Telephone No.: (213) 630-6229

Telecopier No.:

or (iv) in any of the foregoing cases, at such other address or telex, bank wire or telephone
number as the addressee may hereafter specify for the purpose in a notice to the other party

specifically captioned “Notice of Change of Address pursuant to Section 7.03 of the

No Waiver. Any waiver, consent or approva e Ban
/ No Waiver. Any , t pp | by the Bank

of any Event of Default or breach of any provision, condition, or covenant of this Agreement or
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any Related Document must be in writing and shall be effective only to the extent set forth in
writing. No waiver of any breach or default shall be deemed a waiver of any later breach or
default of the same or any other provision of this Agreement or any Related Document. No
failure or delay on the part of the Bank in exercising any power, right, or privilege under this
Agreement or any Related Document shall operate as a waiver thereof, and no single or partial
exercise of any such power, right, or privilege shall preclude any further exercise thereof or the
exercise of any other power, right or privilege. The Bank has the right at its sole option to
continue to accept interest and/or principal payments due under this Agreement or any Related
Documents after default, and such acceptance shall not constitute a waiver of said default or an

extension of the Maturity Date unless the Bank agrees otherwise in writing.

Rights Cumulative. All rights and remedies existing

under this Agreement and the Related Documents are cumulative to, and not exclusive of, any
other rights or remedies available under contract or applicable law.

SECTION 7.06 Right of Set-off.

(a) Upon the occurrence and during the continuance of any Event of
Default, the Bank is hereby authorized at any time and from time to time, to the fullest extent
permitted by law, to set off and apply any and all deposits (general or special, time or demand,
provisional or final) at any time held and other indebtedness at any time owing by the Bank to or
for the credit or the account of the District against any and all of the obligations of the District
now or hereafter existing under this Agreement, irrespective of whether or not the Bank shall
have made any demand hereunder and although such obligations may be contingent or

unmatured.
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(b) The Bank agrees promptly to notify the District after any such
setoff and application referred to in subsection (a) above, provided that the failure to give such
notice shall not affect the validity of such setoff and application. The rights of the Bank under
this Section are in addition to other rights and remedies (including, without limitation, other

rights of setoff) which the Bank may have.

(c) The Bank agrees that any liens and security interests now or
hereafter held by the Bank in property of the District securing the District's obligations hereunder
shall be held by the Trustee for the pro rata benefit of the Bank and the Owners ot the
Certificates, provided, however, that the Bank may exercise its rights with respect to such liens
or security interests for its own benefit if (i) it is determined by a court of competent jurisdiction
that such exercise would not lead to the Bank's being released, prevented or restrained from or
delayed in fulfitling its obligations under the Letter ot Credit or (ii) the exercise of such rights
with respect to such security interests or liens would not constitute a payment to Owners of the
Certiticates deemed a voidable preference payment under the Bankruptcy Code or (iii) the
exercise of such rights with respect to such security interests or liens would not result in the

lowering or suspension by the Rating Agencies of their respective ratings of the Certiticates.

SECTION Indemnification. The District shall indemnify and hold

the Bank (which, for purposes of this Section, includes the Bank's employees, officers, directors,
shareholders, affiliates, correspondents, agents and representatives) harmless from and against
any and all claims, actions, proceedings, damages, losses, liabilities, costs or expenses (including
but not limited to attorneys' fees and costs) which the Bank may incur or which may be claimed

against the Bank by any Person:
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(a) by reason of any inaccuracy or alleged inaccuracy in any material
respect, or any untrue statement or alleged untrue statement of any material fact, contained in the
Official Statement or any amendments or supplements thereto, or by reason of the omission or
alleged omission to state therein a material fact necessary to make such statements, in the light of
the circumstances under which they were made, not misleading (except that this provision shall

not apply to the information contained in the Official Statement describing the Bank); or

(b) by reason of or in connection with the execution, delivery or
performance of the Certificates, the Trust Agreement, or any transaction contemplated by the

Trust Agreement; or

(c) by reason of or in connection with any of the matters contemplated

by this Agreement, any Related Document or the Letter of Credit; or

(d) by reason of or in connection with the execution and delivery or
transfer of, or payment or failure to make payment under, the Letter of Credit; provided,
however, that the District shall not be required to indemnify the Bank pursuant to this Section
7.07 for any claims, actions, proceedings, damages, losses, liabilities, costs or expenses to the
extent caused by the Bank's willful failure to make lawful payment under the Letter of Credit
after the presentation to it by the Trustee or a successor trustee under the Trust Agreement of a
draft and certificate strictly complying with the terms and conditions of the Letter of Credit.
Nothing in this Section 7.07 is intended to limit the District's obligations contained in Article IL
Without prejudice to the survival of any other obligation of the District hereunder, the
indemnities and obligations of the District contained in this Section 7.07 shall survive the

payment in full of amounts payable pursuant to Article Il and termination of the Letter of Credit.
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Liability of the Bank. The District assumes all risks of the

acts or omissions of the Trustee and any other beneficiary or transferee of the Letter of Credit
with respect to its use of the Letter of Credit. Neither the Bank nor any of its officers or directors
shall be liable or responsible for: (a) the use which may be made of the Letter of Credit or any
acts or omissions of the Trustee and any other beneliciary or transferee in connection therewith;
(b) the validity, sufficiency or genuineness of documents, or of any endorsement thereon, even if
such documents should prove to be in any or all respects invalid, insufficient, fraudulent or
forged; (c¢) payment by the Bank against presentation of documents which do not comply with
the terms of the Letter of Credit, including failure of any documents to bear any reference or
adequate reterence to such Letter of Credit; or (d) any other circumstances whatsoever in making
or failing to make payment under the Letter of Credit, except that the District shall have a claim
against the Bank, and the Bank shall be liable to the District to the extent of any direct, as
opposed to consequential, damages suffered by the District which such District proves were
caused by the Bank's willful failure to make lawful payment under the Letter of Credit after the
presentation to it by the Trustee or a transferee to whom the Letter of Credit has been transferred
in accordance with its terms of a draft and certificate strictly complying with the terms and
conditions of the Letter of Credit. In furtherance and not in limitation of the foregoing, the Bank
may accept documents that appear on their face to be in order, without responsibility for further

investigation, regardless of any notice or information to the contrary.

Costs, Expenses and Taxes. In addition to any other

amounts payable by the District under this Agreement, the District agrees to pay on the Closing
Date all costs and expenses of the Bank including, without limitation, the reasonable fees and

expenses of counsel for the Bank in connection with the preparation, issuance, or delivery, as the
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case may be, of the Letter of Credit, this Agreement, the Related Documents and any other
documents that may be delivered in connection with any of the foregoing. In addition, the
District agrees to pay promptly all costs and expenses of the Bank (including reasonable counsel
fees and expenses) in connection with (i) the filing, recording, administration, transfer,
amendment, maintenance, renewal or cancellation of the Letter ot Credit, this Agreement, the
Related Documents or any other document that the Bank or its counsel reasonably determines
that it must review or issue in connection with this Agreement, (ii) any payment by the Bank
under the Letter of Credit (without duplication of any of the District's obligations under Section
2.03 hereof) or (iii) any and all stamp and other taxes and fees payable or determined to be
payable in connection with the execution, delivery, filing and recording ot the Letter of Credit,
this Agreement or the Related Documents, and any other documents which may be delivered in
connection with this Agreement. In addition, the District agrees to pay promptly all costs and
expenses, including without limitation reasonable attorneys' fees and disbursements (and fees
and disbursements of the Bank's in-house counsel) expended or incurred by the Bank in any
arbitration, mediation, judicial reference, legal action or otherwise in connection with (a) the
negotiation, preparation, amendment, interpretation and enforcement of this Agreement and any
Related Documents, including without limitation during any workout, attempted workout, and/or
in connection with the rendering of legal advice as to the Bank's rights, remedies and obligations
under the Related Documents, (b) collecting any sum which becomes due the Bank under this
Agreement or any Related Documents, (c)any proceeding for declaratory relief, any
counterclaim to any proceeding, or appeal, or (d) the protection, preservation or enforcement of
any rights of the Bank. For the purposes of this section, attorneys' fees shall include, without

limitation, fees incurred in connection with the following: (1) contempt proceedings; (2)
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discovery; (3) any motion, proceeding or other activity of any kind in connection with a
bankruptcy proceeding or case arising out of or relating to any petition under Title |1 of the
United States Code, as the same shall be in effect from time to time, or any similar law; (4)
garnishment, levy, and debtor and third party examinations; and (5) post judgment motions and
proceedings of any kind, including without limitation any activity taken to collect or enforce any
judgment. The Bank shall give written notice to the District of any amounts as to which the
Bank is entitled to reimbursement or indemnification under this Section 7.09, and the District
shall pay such amounts to the Bank.

sttt

Security Inferest in Funds: Limits of Security. As

additional security for payment of its obligations under this Agreement, the District hereby
grants a security interest to the Bank in the District's right, title and interest, to the extent thereof,
in all funds now or hereafter on deposit in or otherwise a part of any fund held by the Trustee
under the Trust Agreement and in the proceeds realized from the investment of any such funds;
and the District hereby consents to the Bank's appointment of the Trustee as the Bank's agent to
perfect the Bank's security interest in such funds. Except as may be provided in this Agreement
and in the other Related Documents, the Bank shall take no right, title or interest in any other
funds or property of the District as and for security for the obligations of the District under this
Agreement.

[nE AFals s N 1
VRALAL B IRILY /LR R

Subrogation of the Bank. From and after payment by the

Bank of a draw under the Letter of Credit relating to a payment on the Certificates and until the
Bank is paid in full, the District agrees that the Bank shall succeed to all of the right, title and
interest of the Trustee and the Owners with respect to the Certificates on which payment was

made, despite any discharge and satisfaction of the lien of the Trust Agreement pursuant to the
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terms thereof. Such subrogation of the Bank shall constitute additional security and shall not be

deemed a substitution for the performance by the District of its obligations hereunder.

KN

3 UL
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Survival of Representations and Warranties. All

statements contained in any Related Document or in any certificate, financial statement or other
instrument delivered by or on behalf of the District pursuant to or in connection with this
Agreement (including but not limited to any such statement made in or in connection with any
amendment hereto or thereto) shall constitute representations and warranties made under this
Agreement. All representations and warranties made under this Agreement (i) shall be made and
shall be true at and as of the date of this Agreement, the date the Letter of Credit is issued and the
date of each drawing under the Letter of Credit and (ii) shall survive the execution and delivery

of this Agreement, regardless of any investigation made by the Bank or on its behalf.

Participations. The Bank may participate to other banking

or financial institutions of the Bank's choosing all or any portion of its obligations under the
Letter of Credit and this Agreement (to be evidenced by one or more Participation Agreements
or similar documents). The Bank has no obligation to disclose the participation of such other
institution. [n calculating any amounts owing to the Bank under Section 2.03 hereof, the
Participants shall be entitled, subject to the terms thereof, to the payments set forth in Sections
2.07(c) and 2.07(d) as if they were the Bank, to the extent such Participants are affected by the
provisions of those Sections. The foregoing notwithstanding, no such participation by the Bank
shall in any way affect any of the obligations of the Bank under the Letter of Credit, and the

District shall have no obligation to deal in any manner with any such Participant.

TiOnN 7.4 Dispute Resolution. To the extent permitted by law, in

connection with any claim, cause of action, proceeding or other dispute concerning the loan
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documents (each, a “Claim”), District and the Bank expressly, intentionally and deliberately
waive any right each may otherwise have to trial by jury. In the event that the waiver of jury
trial set forth in the previous sentence is not enforceable under the law applicable to this
Agreement, District and the Bank agree that any Claim, including any question of law or fact
relating thereto, shall, at the written request of District or the Bank, be determined by judicial
reference pursuant to the law applicable to this Agreement. District and the Bank shall select a
single neutral referee, who shall be a retired state or federal judge. In the event that District and
the Bank cannot agree upon a referee, the court shall appoint the referee. The referee shall report
a statement of decision to the court. Nothing in this Section 7.14 shall limit the right of District
or the Bank at any time to exercise self-help remedies, foreclose against collateral or obtain
provisional remedies. District and the Bank shall bear the fees and expenses of the referee
equally, unless the referee orders otherwise. The referee shall also determine all issues relating
to the applicability, interpretation and enforceability of this paragraph. District and the Bank
acknowledge that if a referee is selected to determine the Claims, then the Claims will not be

decided by a jury.

i 7.15 Binding Effect. This Agreement shall become effective

when it shall have been executed by the District and the Bank and thereafter shall be binding
upon and inure to the benefit of the District and the Bank and their respective successors and
assigns, except that the District shall not have the right to assign its rights hereunder or any

interest herein without the prior written consent of the Bank.

Severability. Any provision of this Agreement which is
prohibited, unenforceable or not authorized in any jurisdiction shall, as to such jurisdiction, be

inetfective to the extent of such prohibition, unenforceability or non-authorization without
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invalidating the remaining provisions hereof or affecting the validity, enforceability or legality of

such provision in any other jurisdiction.

7.17 Governing Law. This Agreement shall be governed by,

and construed in accordance with, the laws of the State.

i

Pl

18 Headings.  Section headings in this Agreement are

CFY

included herein for convenience of reference only and shall not constitute a part of this

Agreement for any other purpose.

Execution in Counterparts. It shall not be necessary that

all parties execute and deliver the same counterpart of this Agreement. This Agreement shall
therefore become effective when each party has executed any counterpart hereof and delivered
the same to the other parties. All such counterparts, collectively, shall be deemed a single

agreement.

Electronic Execution of Assigsnment and Certain Other

-

Documents. The words “execution,” “signed.” “signature,” and words of like import in any
amendment or other modification hereof (including waivers and consents) shall be deemed to
include electronic signatures or the keeping of records in electronic form, each of which shall be
of the same legal effect, validity or enforceability as a manually executed signature or the use of
a paper-based recordkeeping system, as the case may be, to the extent and as provided for in any
applicable law, including the Federal Electronic Signatures in Global and National Commerce
Act, the New York State Electronic Signatures and Records Act, or any other similar state laws

based on the Uniform Electronic Transactions Act.

721 Assignment to Federal Reserve Bank. The Bank may

assign and pledge all or any portion of the Obligations owing to it to any Federal Reserve Bank
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or the United States Treasury as collateral security pursuant to Regulation A of the Board of
Governors of the Federal Reserve System and any Operating Circular issued by such Federal
Reserve Bank, provided that any payment in respect of such assigned Obligations made by the
Corporation to the Bank in accordance with the terms of this Agreement shall satisfy the
Corporation’s Obligations hereunder in respect of such assigned Obligation to the extent of such

payment. No such assignment shall release the Bank from its obligations hereunder.

IN WITNESS WHEREOQOF, the parties hereto have caused this Agreement to be
duly executed and delivered by their respective officers thereunto duly authorized as of the date

first above written.

OTAY WATER DISTRICT
By:
Name:
Title:
UNION BANK, N.A.
By:
Name:
Title:
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EXHIBIT A
TO REIMBURSEMENT AGREEMENT

IRREVOCABLE LETTER OF CREDIT
No.

, 2011

The Bank of New York Mellon Trust Company, N.A.
as Trustee

700 South Flower Street, Suite 500

Los Angeles, California 90071-4104

Attention: Greg Chenail

Dear Sirs:

We hereby establish, at the request and for the account of Otay Water District (the
“District”), in your favor, as Trustee under the Trust Agreement, dated as of June 1, 1996 (the
“Trust Agreement”) among the District, Otay Service Corporation and you, pursuant to which
$15,400,000 in aggregate principal amount of the District's Certificates of Participation (the

“Certificates™), were executed and delivered, our Irrevocable Letter of Credit No. , 1n
the amount of $ , effective immediately and expiring at the close of banking
business at our Monterey Park oftice referred to below on , 2014 or on such later

date to which such expiration date may be extended from time to time by amendment of this
Letter of Credit (the “Maturity Date”), unless terminated earlier pursuant to the terms hereof.

We hereby irrevocably authorize you to draw on us, in an aggregate amount not to
exceed the amount of this Letter of Credit as set forth above and in accordance with the terms
and conditions and subject to the reductions in amount as hereinafter set forth,

() in one or more drawings by one or more of your drafts (in the torm of
Exhibit 1 attached hereto), each drawn on us payable at sight on a Banking
Day, and accompanied by your written and completed certificate signed
by you in substantially the form of Annex A attached hereto (such draft
accompanied by such certificate being your “Payment Draft”); and

(2) in one or more drawings by one or more of your drafts (in the form of
Exhibit | attached hereto), each drawn on us payable at sight on a Banking
Day, and accompanied by your written and completed certificate signed
by you in substantially the form of Annex B attached hereto (any such
draft accompanied by such certificate being your “Tender Draft™).
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The Payment Draft accompanied by a certificate in substantially the form of
Annex A attached hereto with the first box in paragraph (2), entitled “Interest Drawing,” checked
shall be hereinafter referred to as Interest Draft; the Payment Draft accompanied by a certificate
in substantially the form of Annex A attached hereto with the second box in paragraph (2),
entitled “Partial Prepayment Drawing,” checked shall be hereinafter referred to as Partial
Prepayment Draft; and the Payment Draft accompanied by a certificate in substantially the form
of Annex A attached hereto with the third box in paragraph (2), entitled “Final Drawing,”
checked shall be hereinafter referred to as Final Draft. The amount of each Interest Draft shall

not exceed $ , the aggregate amount of Partial Prepayment Drafts shall not
exceed $ and the amount of the Final Draft shall not exceed $

REDUCTIONS AND REINSTATEMENTS

[f you shall draw on us by your Interest Draft under clause (1) of the immediately
preceding paragraph and you shall not have received from us, by the close of business on the
fifth Banking Day following the date of such drawing, a notice to the effect that we have not
been reimbursed for such drawing and that accordingly the interest portion of this Letter of
Credit will not be reinstated for the amount of such drawing, your right to draw on us in a single
drawing by your Interest Draft under said clause (1) shall be automatically reinstated along with
the amount drawn on us by your Interest Dralt and, effective the sixth Banking Day from the
date of such drawing, you shall again be authorized to draw on us by your Interest Draft in
accordance with said clause (1) and the other terms and conditions referred to or set forth in the
immediately preceding paragraph; and this automatic reinstatement of your right to draw on us
by your Interest Draft as well as the reinstatement of the amount drawn on us by your Interest
Draft shall be applicable to successive drawings by your Interest Drafts under clause (1) of the
immediately preceding paragraph so long as this Letter of Credit shall not have terminated as set
forth below.

The amount of this Letter of Credit shall be decreased, upon our receipt of your
written and completed certificate signed by you in substantially the form of Annex C attached
hereto (relating to a redemption or defeasance of less than all the Certificates outstanding), by an
amount equal to the amount stated in said certificate, and the amounts available to be drawn by
you by any subsequent Payment Draft or Tender Draft shall be decreased, upon our receipt of
such certificate, to the amounts stated in such certificate.

Upon our honoring any Tender Draft or Partial Prepayment Draft presented by
you hereunder, the amount of this Letter of Credit and the amounts available to be drawn
hereunder by you by any subsequent Tender Draft, Partial Prepayment Draft or Final Draft shall
be automatically decreased by an amount equal to the amount of such Tender Draft or Partial
Prepayment Draft. The amount of this Letter of Credit and the amounts from time to time
available to be drawn by you hereunder by any subsequent Tender Draft, Partial Prepayment
Draft or Final Draft shall be increased when and to the extent, but only when and to the extent,
that we are reimbursed by the District or by you on behalf of the District for any amount drawn
hereunder by any Tender Draft. Any amount received by us from or on behalf of the District in
reimbursement of amounts drawn hereunder shall, if we also receive your certificate completed
and signed by you in substantially the form of Annex D attached hereto, be applied to the extent
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ol the amount indicated therein to reimburse us for amounts drawn hereunder by your Tender
Drafts.

PRESENTMENT

Funds under this Letter of Credit are available to you against (1) your Interest
Draft referring thereon to the number of this Letter of Credit and accompanied by your written
and completed certificate signed by you in substantially the form of Annex A attached hereto
with the first box in paragraph (2), entitled “Interest Drawing,” checked, (2) your Tender Draft
referring thereon to the number of this Letter of Credit and accompanied by your written and
completed certificate signed by you in substantially the form of Annex B attached hereto, (3)
your Partial Prepayment Draft referring thereon to the number of this Letter of Credit and
accompanied by your written and completed certificate signed by you in substantially the form of
Annex A attached hereto with the second box in Paragraph (2), entitled *‘Partial Prepayment
Drawing,” checked, and (4) your Final Draft referring thereon to the number of this Letter of
Credit and accompanied by your written and completed certificate signed by you in substantially
the form of Annex A attached hereto with the third box in paragraph (2), entitled “Final
Drawing,” checked. Each such draft and certificate shall be presented at our office (the “Bank’s
Office”) located at 1980 Saturn Street, Monterey Park, California 91755-7417, Attention: SC-
TSO, Standby Letters of Credit, V02-906 (or at any other office which may be designated by us
by written notice delivered to you) on or before the day (which shall be a Banking Day) of our
making funds available to you hereunder, but in no event, later than 9:00 a.m. (Pacific time) on
the day of our making funds available to you. If we receive any of your drafts and Certificates at
such office, all in strict conformity with the terms and conditions of this Letter of Credit, not
later than 9:00 a.m. (Pacific time) on a Banking Day up to and including the Stated Termination
Date hereof, we will honor the same on the same day (not later than 11:00 a.m. Pacific time). If
we receive any of your drafts and certificates at such office, all in strict conformity with the
terms and conditions of this Letter of Credit, after 9:00 a.m. (Pacific time) on a Banking Day,
but prior to 5:00 p.m. (Pacific time), up to and including the Stated Termination Date hereof, we
will honor the same on the next succeeding Banking Day (not later than 10:00 a.m., Pacific time)
in accordance with your payment instructions. Your certificate may indicate a later date on
which your draft is to be honored in which case, it your drafts and certificates are in strict
conformity with the terms and conditions of this Letter of Credit, we will honor the same not
later than 10:00 a.m. Pacific time on the date you requested in accordance with your payment
instructions, provided that such date is a Banking Day and occurs prior to the Maturity Date.

Drafts to be presented hereunder, including the required Annexes, may be
presented by telecommunications through telefax number (323) 720-2773 and the Bank shall be
entitled to rely thereon as if such Drafts and certificates were presented in person, provided such
Drafts, including the required certificates, are in conformance with the requirements for the same
as set forth herein, but for the requirement of an original signature, with originally executed
Drafts and certificates to follow immediately therealter, via overnight mail or courier service.
The Bank shall have no duty and will not examine original documents contirming presentation
by telecommunications. In the event of presentation by telecommunications, the
telecommunication is considered the sole original presentation.
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All payments made by us under this Letter of Credit will be made in immediately
available funds and will be disbursed from our own funds. If requested by you, payment under
this Letter of Credit may be made by wire transter of Federal Reserve Bank of San Francisco
funds to your account in a bank on the Federal Reserve wire system.

EXPIRATION

Upon the earliest of (i) the date on which we receive written notice from you that
there are no longer any Certificates “Outstanding” within the meaning of the Trust Agreement,
(i1) the date on which we honor a Final Draft and (iii) the Maturity Date, this Letter of Credit
shall automatically terminate (“Stated Termination Date”).

TRANSFER

This Letter of Credit is transferable in its entirety only to any transferee who you
certify to us has succeeded or replaced you as Trustee under the Trust Agreement and,
notwithstanding Article 38 of the UCP, defined below, may be successively transferred.
Transfer of the available balance under this Letter of Credit to such transferee shall be effected
by the presentation to us of this Letter of Credit and any amendments thereto, accompanied by a
completed certificate in the form of Annex E attached hereto. Upon such presentation we shall
issue a letter of credit to your transferee with provisions therein consistent with this Letter of
Credit, excepting only necessary changes as to:

L. Identity and address of your transferee, as beneficiary;
2. The date thereof; and
3. The amount.

GOVERNING LAW

This Letter of Credit is subject to the Uniform Customs and Practice for
Documentary Credits (2007 Revision), International Chamber of Commerce, Publication No.
600), except for Articles 32 and 38. For purposes of Article 6(d), the place of presentation for
payment shall be the Bank's Office. In addition, the Bank agrees, notwithstanding the second
sentence of Article 36, if the Maturity Date occurs upon a Banking Day on which the Bank’s
Office is closed by virtue of an interruption of the nature described in Article 36, the Maturity
Date will be extended to the next Banking Day on which the Bank’s Office is open. As to
matters not governed thereby, this Letter of Credit shall be governed by the laws of the State of
California, including the Uniform Commercial Code as in effect in the State of California.

MISCELLANEOUS

This Letter of Credit sets forth in full our undertaking and such undertaking shall
not in any way be modified, amended, amplified or limited by reference to any document,
instrument or agreement referred to herein (including, without limitation, the Certificates, except
only the certificates and the drafts referred to herein; and any such reference shall not be deemed
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to incorporate herein by reference any document, instrument or agreement except for such
certificates and such drafts.

For all purposes of this Letter of Credit, the term “Banking Day” means any day
other than a Saturday, Sunday or other day on which banks are authorized or required to be
closed in the State of California.

Communications with respect to this Letter of Credit shall be in writing and shall
be addressed to us at 1980 Saturn Street, Monterey Park, Calitornia 91755-7417, Attention: SC-
TSO, Standby Letters of Credit, V02-906 (Phone: (323) 720-7957) with a copy to us at 445
South Figueroa Street, G08-268, Los Angeles, Calitornia 90071, specifically referring to the
number of this Letter of Credit.

Very truly yours,

UNION BANK, N.A.
By:

Name:

Title:
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Exhibit 1

Date:

Amount: §

Drawn under Union Bank, N.A.
Irrevocable Letter of Credit No.

Union Bank, N.A.

Southern California

Trade Service Operations

1980 Satwn Street, V02-906
Monterey Park, California 91755-7417
Attn: Standby Letter of Credit Section

At sight, please pay to the order of the undersigned the amount of [
and no/100 Dollars ($ .00).

, as Trustee

By:

Name:

Title:
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Annex A
PAYMENT DRAWING

To: Union Bank, N.A.
1980 Saturn Street
Monterey Park, California 91755-7417
Attention: SC-TSO, Standby Letters of Credit, V02-906

Re: Irrevocable Letter of Credit No,

The undersigned, a duly authorized officer of the undersigned Trustee (the
“Trustee™), hereby certifies to Union Bank, N.A. (the “Bank™), with reference to Irrevocable
Letter of Credit No. (the “Letter of Credit™), issued by the Bank in favor of the Trustee,
as follows:

(1 The Trustee is the Trustee under the Trust Agreement.

#(2) [ Interest Drawing.

(1) The Trustee is making a drawing under the Letter of Credit with
respect to a payment of interest on the Certificates, which payment is due on the
day on which this certificate and the Interest Draft it accompanies are being
presented to the Bank, if presented not later than 9:00 a.m. (Pacific time), or on
the next Banking Day after such day unless a later date is specified as follows for
payment: . None of such Certificates is a Bank Certificates
and more is held of record by the District or the Corporation or by the
undersigned for the account of the District or the Corporation.

(i1) [ The Interest Draft accompanying this certificate is the first
[nterest Draft presented by the Trustee under the Letter of Credit.]** [The Interest
Draft last presented by the Trustee under the Letter of Credit was honored and
paid by the Bank and the Trustee did not, within five Banking Days, receive a
notice from the Bank that the Bank has not been reimbursed.]**#

Please check a box as appropriate.
To be used in the Draw Certificate relating to the first Interest Draft only.

##%  To be used in each Draw Certificate relating to each Interest Draft other than the first
Interest Draft.
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The amount of the Interest Draft accompanying this certificate is
$ . It was computed in compliance with the terms and
conditions of the Certificates and the Trust Agreement and does not include any
amount of interest which is included in any Tender Draft, Partial Prepayment
Draft or Final Draft presented on or prior to the date of this certificate.

[ Partial Prepayment Drawing.

(1) The Trustee is making a drawing under the Letter of Credit with
respect to the payment, upon redemption or prepayment of less than all ot the
Certificates, of the unpaid principal amount of, and up to __ days’ accrued and
unpaid interest on, Certificates which are Outstanding within the meaning of the
Trust Agreement (other than Bank Certificates or Certificates presently held of
record by the District or the Corporation or by the Trustee for the account of the
District or the Corporation), which payment is due on the day on which this
certificate and the Partial Prepayment Draft it accompanies are being presented to
the Bank, if presented not later than 9:00 a.m. (Pacific time), or on the next
Banking Day after such day unless a later date is specified as follows for
payment:

(i1) The amount of the Partial Prepayment Draft accompanying this
certificate is equal to the sum of (i) $ being drawn in respect of the
payment of unpaid principal of Certificates (other than Bank Certificates or
Certificates presently held of record by the District or the Corporation or by the
Trustee for the account of the District or the Corporation) to be redeemed or
prepaid and (ii) $ being drawn in respect of the payment of accrued
and unpaid interest on such Certificates, and does not include any amount of
interest on the Certificates which is included in any Interest Draft where the
interest was not reinstated or Tender Draft or Partial Prepayment Draft presented
on or prior to the date of this certificate.

(iil)  The amount of the Partial Prepayment Draft accompanying this
certificate was computed in accordance with the terms and conditions of the
Certificates and the Trust Agreement and does not exceed the amount available to
be drawn under the Letter of Credit.

(iv)  The Trustee acknowledges that pursuant to the terms of the Letter
of Credit, upon the Bank's honoring the Partial Prepayment Draft accompanying
this certificate, the amount of the Letter of Credit and the amounts available to be
drawn by the Trustee thereunder by any subsequent Partial Prepayment Draft or
Tender Draft or Final Draft are automatically decreased by an amount equal to the
amount of such Partial Prepayment Draft.

] Final Drawine.

(1) The Trustee is making a drawing under the Letter of Credit with
respect to the payment, either at stated maturity, upon acceleration or as a result of
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certificate as of the day of

a prepayment, redemption or mandatory tender, of the unpaid principal amount of,
andupto__ days'accrued and unpaid interest on, all of the Certificates which
are Outstanding within the meaning of the Trust Agreement (other than Bank
Certificates or Certificates presently held of record by the District or the
Corporation or by the Trustee for the account of the District or the Corporation)
but which are not to be remarketed again with the support of the Letter of Credit,
which payment is due on the day on which this certificate and the Final Draft it
accompanies are being presented to the Bank, if presented not later than 9:00 a.m.
(Pacific time), or on the next Banking Day after such day unless a later date 1s
specified as follows for payment:

(i1) The amount of the Final Draft accompanying this certificate is
equal to the sum of (i) $ being drawn in respect of the payment of
unpaid principal of Certificates (other than Bank Certificates or Certificates
presently held of record by the District or the Corporation or by the Trustee for
the account of the District or the Corporation) and (ii) $ being drawn
in respect of the payment of accrued and unpaid interest on such Certificates, and
does not include any amount of interest on the Certificates which is included in
any Interest Dralt where the interest was not reinstated or Tender Draft or Partial
Prepayment Dratt presented on or prior to the date of this certificate.

(iti)  The amount of the Final Draft accompanying this certificate was
computed in compliance with the terms and conditions of the Certificates and the
Trust Agreement and does not exceed the amount available to be drawn by the
Trustee under the Letter of Credit.

The terins used herein which are not specifically defined herein are

defined in the Letter of Credit.

IN WITNESS WHEREOF, the Trustee has executed and delivered this

as Trustee

By

[Name and Title]



cCl
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Public Finance Unit

445 South Figueroa Street, G0O8-268
Los Angeles, California 90071
(Failure to deliver this copy will
not invalidate the Draft)
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To:

Annex B
TENDER DRAWING

Union Bank, N.A.

1980 Saturn Street

Monterey Park, California 91755-7417

Attention: SC-TSO, Standby Letters of Credit, V02-906

Re: Irrevocable Letter of Credit No.

The undersigned, a duly authorized officer of the Trustee (the “Trustee”), hereby

certifies to Union Bank, N.A. (the “Bank’"), with reference to irrevocable Letter of Credit No.

(the “Letter of Credit”), issued by the Bank in favor of the Trustee, as follows:
(1) The Trustee is the Trustee under the Trust Agreement.

(2) The Trustee is making a drawing under the Letter of Credit with respect to
the payment, upon a tender, of the unpaid principal amount of, and accrued and unpaid
interest on, all or less than all of the Certiticates which are Outstanding within the
meaning of the Trust Agreement to be purchased as a result of such tender (other than
Bank Certificates or Certificates presently held of record by the District or the
Corporation or by the Trustee for the account of the District or the Corporation), which
payment is due on the day on which this certificate and the Tender Draft it accompanies
are being presented to the Bank, if presented not later than 9:00 a.m. (Pacific time), or on
the next Banking Day after such day unless a later date is specified as follows for
payment:

(3) The amount of the Tender Draft accompanying this certificate is equal to
the sum of (i) $ being drawn in respect of the payment of unpaid principal of
Certificates (other than Bank Certificates or Certificates presently held of record by the
District or the Corporation or by the Trustee for the account of the District or the
Corporation) to be purchased as a result of a tender and (i1) $ being drawn in
respect of the payment of accrued and unpaid interest on such Certificates, and does not
include any amount of interest which is included in any Interest Draft where the interest
was not reinstated or Partial Prepayment Draft presented on or prior to the date of this
certificate.

4) The amount of the Tender Draft accompanying this certificate was
computed in compliance with the terms and conditions of the Certificates and the Trust
Agreement and does not exceed the amount available to be drawn under the Letter of
Credit.

The undersigned acknowledges that pursuant to the terms of the Letter of Credit,

upon the Bank's honoring of the Tender Draft accompanying this certificate, the amount of the
Letter of Credit and the amounts available to be drawn thereunder by any subsequent Tender
Draft or Partial Prepayment Draft or Final Draft are automatically decreased by an amount equal
to the amount of such Tender Draft.

738996.1
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The terms used herein which are not specifically defined herein are defined in the
Letter of Credit.

IN WITNESS WHEREOF, the undersigned has executed and delivered this
certificate as of the day of

as Trustee

By

[Name and Title]

cc: Public Finance Unit
445 South Figueroa Street, G08-268
Los Angeles, California 9007 |
(Failure to deliver this copy will
not invalidate the Draft)
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To:

Annex C
CERTIFICATE FOR REDUCTION

Union Bank, N.A.

1980 Saturn Street

Monterey Park, California 91755-7417

Attention: SC-TSO, Standby Letters of Credit, V02-906

Re: Irrevocable Letter of Credit No.

The undersigned, a duly authorized officer of the undersigned Trustee (the

“Trustee”), hereby certifies to Union Bank, N.A. (the “Bank™), with reference to Irrevocable
Letter of Credit No. (the “Letter of Credit™), issued by the Bank in favor of the Trustee,
as follows:

738996.1

() The Trustee is the Trustee under the Trust Agreement.

(2) The Trustee hereby notifies you that on or prior to the date hereof
$ principal amount of the Certificates has been redeemed and paid or
has been defeased pursuant to the Trust Agreement.

(3) Following the redemption, payment or defeasance referred to in
paragraph (2) above, the aggregate principal amount of all of the Certificates
which are “Outstanding” within the meaning of the Trust Agreement is
$

4) The maximum amount of interest, computed in accordance with
the terms and conditions of the Certificates and the Trust Agreement, which could
accrue on the Certificates referred to in paragraph (3) above is $

(5) The amount available to be drawn by the Trustee under the Letter
of Credit by any Interest Draft is reduced to § (such amount being
equal to the amount specified in paragraph (4) above) upon receipt by the Bank of
this certificate.

(6) The amount available to be drawn by the Trustee under the Letter
of Credit by any Tender Draft or Partial Prepayment Draft or Final Draft is
reduced to $ (such amount being equal to the sum of the amounts
specified in paragraphs (3) and (4) above) upon receipt by the Bank of this
certificate.

(7)  The amount of the Letter of Credit is reduced to $
(such amount equal to the sunt of the amounts specified in paragraph (6) above)
upon receipt by the Bank of this certificate.




The terms used herein which are not specifically defined herein are defined in the
Letter of Credit.

IN WITNESS WHEREOF, the Trustee has executed and delivered this certificate
this day of

as Trustee

By

[Name and Title]

cc: Public Finance Unit
445 South Figueroa Street, GO8-268
Los Angeles, California 9007 |
(Failure to deliver this copy will
not invalidate the Draft)

738996.1

-14-



Annex D
CERTIFICATE FOR REINSTATEMENT

To: Union Bank, N.A.
1980 Saturn Street
Monterey Park, California 91755-7417
Attention: SC-TSQO, Standby Letters of Credit, V02-906

Re: Irrevocable Letter of Credit No.

The undersigned, a duly authorized officer of the undersigned Trustee (the
“Trustee™), hereby certifies to Union Bank, N.A. (the “Bank”), with reference to Irrevocable
Letter of Credit No. (the “Letter of Credit™), issued by the Bank in favor of the Trustee,
as follows:

(1) The Trustee is the Trustee under the Trust Agreement.
(2) The amount of $ paid to you today by the or
by the Trustee on behall of the 1s a payment made to reimburse you for

amounts drawn under the Letter of Credit by Tender Drafts and is the amount by
which the Letter of Credit is to be reinstated.

(3) Of the amount referred to in paragraph (2), $
represents the aggregate principal amount of Certificates resold or to be resold on
behalf of the

4) Of the amount referred to in paragraph (2), $
represents accrued and unpaid interest on Certificates calculated in accordance
with the Trust Agreement.

The terms used herein which are not specifically defined herein are defined in the
Letter of Credit.

IN WITNESS WHEREQF, the Trustee has executed and delivered this certificate
this day of

as Trustee

By

[Name and Title]
cc: Public Finance Unit
445 South Figueroa Street, GO8-268
Los Angeles, California 90071
(Failure to deliver this copy
will not invalidate the Draft)
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Annex E

INSTRUCTION TO TRANSFER

To: Union Bank, N.A.
1980 Saturn Street
Monterey Park, California 91755-7417
Attention: SC-IOC, Standby Letters of Credit,V02-906
Re: Irrevocable Letter of Credit No.

Gentlemen:

For value received, the undersigned beneficiary hereby irrevocably transfers to:

[Name of Transferee]

[Address]

all rights of the undersigned beneficiary to draw under the above-captioned Letter
of Credit (the “Letter of Credit™). The transferee has succeeded or replaced the undersigned as
Trustee under the Trust Agreement (as defined in the Letter of Credit).

By this transfer, all rights of the undersigned beneficiary in the Letter of Credit
are transferred to the transferee and the transferee shall hereafter have the sole rights as
beneticiary thereof; provided, however, that no rights shall be deemed to have been transferred to
the transferee until the transfer fee of $2000 is paid to you.

The Letter of Credit is returned herewith and in accordance therewith we ask that
this transfer be effective and that you issue a new irrevocable letter of credit in favor of the
transferee with provisions consistent with the Letter of Credit.

as predecessor Trustee

By
[Name and Title]

738996.1
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Union Bank, N.A.

445 South Figueroa Street, G0O8-268
Los Angeles, California 90071
(Failure to deliver this copy

will not invalidate the Draft)



EXHIBIT B
TO REIMBURSEMENT AGREEMENT

CUSTODY AGREEMENT

This CUSTODY AGREEMENT is made as of June 1, 2011, by and between
UNION BANK, N.A., a national banking association organized and existing under the laws of
the United States (the “Bank”), and THE BANK OF NEW YORK MELLON TRUST
COMPANY, N.A. (the “Custody Agent”).

RECITALS

WHEREAS, pursuant to the terms and conditions set forth in that certain
Reimbursement Agreement, dated as of June 1, 2011 (the “Reimbursement Agreement”) by and
between the Otay Water District (the “District”) and the Bank, the Bank has agreed to issue its
irrevocable Letter of Credit (as defined in the Reimbursement Agreement), for the account of the
District in connection with $15,400,000 in Variable Rate Demand Certificates of Participation
(1996 Capital Projects) (the “Certificates™) executed and delivered under that certain Trust
Agreement dated as of June [, 1996 (the “Trust Agreement”) among the District, Chemical Trust
Company of California as trustee (succeeded by The Bank of New York Mellon Trust Company,
N.A.) (the “Trustee”), and Otay Service Corporation (the “Corporation”) (all other terms used
herein which are defined in the Reimbursement Agreement and not defined herein shall have the
same meanings assigned to them in the Reimbursement Agreement, unless the context otherwise
requires); and

WHEREAS, pursuant to the terms and conditions set forth in the Reimbursement
Agreement, in the event that the Letter of Credit is drawn upon to pay the purchase price of

Certificates tendered in accordance with the Trust Agreement, such Certificates will be delivered
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to, owned by and registered in the name of the Bank (the “Bank Certificates™), until such time as
the Bank Certificates are remarketed or cancelled and the Bank is reimbursed for all amounts due
under the Reimbursement Agreement; and

WHEREAS, the Bank hereby wishes to appoint the Custody Agent as its agent to
take possession of and hold the Bank Certificates on behalf of and for the benefit of the Bank, on
the terms and under the conditions set forth in this Custody Agreement, and the Custody Agent is
willing to do so.

NOW, THEREFORE, in consideration of the mutual covenants recited herein,
and for other good and valuable consideration, the receipt of which is hereby acknowledged, it is
hereby agreed as follows:

l. The Bank hereby appoints the Custody Agent as its agent and bailee for
the purpose of receiving Bank Certificates and holding such Bank Certificates for and on behalf
of the Bank. The Custody Agent hereby agrees to hold the Bank Certificates for such purpose,
as the Bank's agent and bailee.

2. Except at the written direction of the Bank, the Custody Agent shall not
pledge, hypothecate, transfer or release possession of any Bank Certificates held by the Custody
Agent on behalf of the Bank to any person or in any manner not in accordance with this Custody
Agreement, and the Custody Agent shall not enter into any other agreement regarding the
possession of the Bank Certificates without the prior written consent of the Bank. The Custody
Agent shall be entitled to release remarketed Bank Certificates in its custody in accordance with
and as contemplated by the Trust Agreement; provided that it (a) holds for the account of the
Bank (i) the aggregate principal amount of the Certificates resold plus (ii) the aggregate amount

of interest on such principal amount which was paid by the applicable Tender Agent; and (b) the
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Custody Agent, as trustee, delivers to the Bank, as Trustee, a completed and signed certificate
substantially in the form of Annex D to the Letter of Credit.

3. This Custody Agreement cannot be amended or modified except in a
writing signed by the Custody Agent and the Bank.

4. This Custody Agreement shall inure to the benefit of and shall be binding
upon the Custody Agent and the Bank, and their respective successors and assigns.

5. Upon written notice to the Bank, and the release to the Bank or its
designee of any Bank Certificates then held by the Custody Agent pursuant to this Custody
Agreement, the Custody Agent shall have the right to terminate its obligations under this
Custody Agreement.

6. Beyond its duties as to the custody of the Bank Certificates expressly
provided herein, the Custody Agent shall not have any duty to the Bank as to any Bank
Certificates in the Custody Agent's possession or control, or in the possession or control of any
of the Custody Agent's agents or nominees, or as to any income thereon or as to the preservation
of rights against prior parties or any other rights pertaining thereto. In performing its duties under
this Custody Agreement, the Custody Agent shall not be liable to the Bank except for gross
negligence or willful misconduct in the performance of its obligations hereunder.

7. The Bank shall indemnify and hold harmless the Custody Agent against
any and all lability arising out of the Custody Agent's performance of its obligations hereunder,
except due to gross negligence or willful misconduct of the Custody Agent.

8. The Custody Agent may rely and shall be protected in acting or refraining
from acting in good faith upon any written notice, instruction or request furnished to it hereunder

and believed by it to be genuine and to have been signed and presented to it by the proper party.
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9. The Custody Agent agrees to maintain the Custody Agreement without
charge to the Bank, so long as it acts as Tender Agent with respect to the Certificates.

10. This Custody Agreement shall be governed by, and construed in
accordance with, the laws of the State of California.

L1 It shall not be necessary that all parties execute and deliver the same
counterpart of this Agreement. This Agreement shall therefore become effective when each
party has executed any counterpart hereof and delivered the same to the other parties. All such
counterparts, collectively, shall be deemed a single agreement.

12. The Bank acknowledges that the Custody Agent is acting as Trustee under
the Trust Agreement. The Bank agrees that nothing contained in this Custody Agreement shall
be construed to require the Custody Agent to do any act or omit to do any act contrary to the
duties of the Trustee under the Trust Agreement.

IN WITNESS WHEREOF, the parties hereto have hereunto set their hands by

their authorized representatives, all as of the date above first written.

THE BANK OF NEW YORK MELLON
TRUST COMPANY, N.A.

By:

Name:
Title:

UNION BANK, N.A.

By:

Name:
Title:
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EXHIBIT C
TO REIMBURSEMENT AGREEMENT

OPINION OF COUNSEL TO DISTRICT

[Date of Issuance of
Letter of Credit]

Union Bank, N.A.
445 South Figueroa Street, GO8-268
Los Angeles, California 90071

Re:  Reimbursement Agreement between Union Bank
and Otay Water District

Gentlemen:

We have acted as counsel to Otay Water District (the “District”). We are familiar
with the matters relating to the preparation, execution and delivery of a Reimbursement
Agreement, dated as of June 1, 2011 (the “Reimbursement Agreement”), between the District
and you (the “Bank™). Terms defined in the Reimbursement Agreement are used herein as
therein defined. Among other things, we have examined:

() a fully executed counterpart of the Reimbursement Agreement;
(2) the Letter of Credit referred to in the Reimbursement Agreement;
(3) the by-laws of the District as now in effect (the “By-laws™); and

4 the documents delivered by or on behalf of the District pursuant to Section
3.01 of the Reimbursement Agreement.

We have also examined the originals, or copies certified to our satisfaction, of (1)
such other corporate records of the District, certificates of public officials and of officers of the
District, (ii) the agreements, instruments and documents which affect or purport to affect the
obligations of the District under the Reimbursement Agreement, and (iii) such other agreements,
instruments and documents as we have deemed necessary as a basis for the opinions hereinafter
expressed. As to questions of fact material to such opinions, we have, when relevant facts were
not independently established by us, relied upon certificates of the District or its officers or of
public officials. We have assumed the due execution and delivery of the Reimbursement
Agreement by the Bank.

Based upon the foregoing and upon such investigation as we have deemed
necessary, we are of the opinion that:

l. The District is a water district duly organized and existing under
the Constitution and laws of the State ot California.
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2. The execution, delivery and performance by the District of the
Reimbursement Agreement and the Related Documents to which it is a party are
within the District's powers, have been duly authorized by necessary
governmental action, do not contravene (i) applicable law or (ii) any contractual
restriction binding on or affecting the District, and do not result in or require the
creation of any lien, security interest or other charge or encumbrance (except as
provided in or contemplated by the Reimbursement Agreement or the Trust
Agreement) upon or with respect to any of its properties.

3. No authorization or approval or other action by, and no notice to or
filing or registration with, any governmental authority or regulatory body is
required for the due execution, delivery and performance by the District of the
Reimbursement Agreement or any Related Document to which it is a party.

4. The Reimbursement Agreement and the Related Documents to
which the District is a party have been duly executed and delivered by the District
and are the legal, valid and binding obligations of the District enforceable against
the District in accordance with their respective terms.

5. There is no pending or, to the best of our knowledge after due
inquiry, threatened action, investigation or proceeding against or affecting the
District before any court, governmental agency or arbitrator which may materially
adversely affect the financtal condition or operations of the District or the ability
of the District to perform its obligations under the Reimbursement Agreement or
any Related Document or which purports to atfect the legality, validity or
enforceability of the Reimbursement Agreement or any Related Document.

6. The Installment Sale Agreement and the Installment Payments payable
thereunder have been duly assigned and validly pledged to the Trustee as security for the
payment and performance of the District's obligations under the Trust Agreement and the
Retmbursement Agreement and no further action or filings are required of the Bank or
any other person to perfect the interest of the Bank in such Installment Sale Agreement
and such Installment Payments.

7. The Certificate Holders and the Bank have a perfected lien on and
security interest tn all monies in the funds held by the Trustee under the Trust
Agreement and no further action or filings are required of the Bank or any other
person to perfect the interest of the Bank in such monies.
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The opinions set forth above are subject to the following qualifications:

(a) The enforceability of the District's obligations under the Reimbursement
Agreement and the Related Documents is subject to the effect of applicable bunkruptcy,
insolvency, reorganization, moratorium or similar laws affecting creditors' rights generally.

(b) The enforceability of the District's obligations under the Reimbursement
Agreement and the Related Documents may be subject to general principles of equity (regardless
of whether such enforceability is considered in a proceeding in equity or at law).

In addition to the foregoing, we hereby authorize and permit you to rely on our
opinion of June _ , 2011, addressed to and rendered in
connection with the issuance of the Certificates.

Very truly yours,

T38996.1 05/26/1 |
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ATTACHMENT F

BOND COUNSEL AGREEMENT

OTAY WATER DISTRICT

VARIABLE RATE DEMAND CERTIFICATES OF PARTICIPATION
(1996 CAPITAL PROJECTS)

THIS AGREEMENT, made as of this 1** day of June, 2011, by and between the OTAY
WATER DISTRICT, a municipal water district organized and existing under the laws of the State of
California (herein “District”) and STRADLING YOCCA CARLSON & RAUTH, a Professional

39

Corporation (herein “Bond Counsel”):

RECITALS:

A. The District desires to facilitate the substitution of credit enhancement for and the
remarketing of its Otay Water District Variable Rate Demand Certificates of Participation (1996
Capital Projects) (the “Certificates”); and

B. The District desires to retain Bond Counsel to do the necessary legal work hereinafter
outlined, upon the terms and conditions hereinafter set forth, for accomplishing the substitution of
credit enhancement for and the remarketing of the Certificates; and

C. Bond Counsel represents that it is ready, willing and able to perform said legal work;

NOW, THEREFORE, in consideration of the premises, and the mutual covenants, terms and
conditions herein contained, the parties agree as follows:

I SCOPE OF SERVICES

A. BOND COUNSEL SERVICES

The District retains Bond Counsel to provide, and Bond Counsel agrees to provide,
legal services in connection with the substitution of credit enhancement for and the remarketing of
the Certificates. Such services shall include the rendering of a legal opinion pertaining to the
Certificates to the effect that the credit substitution is permitted under the Trust Agreement for the
Certificates and will not adversely affect the exclusion from gross income for federal income tax
purposes of interest due with respect to the Certificates:

Bond Counsel’s services will also include:

1. Researching applicable laws and ordinances relating to the
substitution of the credit enhancement for and remarketing of the Certificates;

1. Attending conferences and consulting with District staff and counsel
regarding laws applicable to the Certificates, and the need for amendments to any of the
existing documentation relating to the Certificates;
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iil. Participating in meetings, conferences or discussions with the
District’s financial advisor, remarketing agent or other experts retained by the District with
respect to the substitution of credit enhancement for and the remarketing of the Certificates;

iv. Supervising and preparing documentation of the steps to be taken to
accomplish the substitution of credit enhancement for and the remarketing of the Certificates,
including:

a. Drafting all resolutions, notices, rules and regulations and

other legal documents required for the substitution of credit enhancement for and the
remarketing of the Certificates;

b. Preparing the record of proceedings for the authorization of
the substitution of credit enhancement for and the remarketing of the Certificates;

C. Assisting in the preparation of the portions of the Reoffering
Memorandum for the remarketing of the Certificates which relate to the terms of the
Certificates and the firm’s legal opinion delivered with respect to the Certificates;

d. Participating in meetings and other conferences scheduled by
the District or the District’s financial advisor:

€. Consulting with prospective purchasers, their legal counsel
and rating agencies;

f. Consulting with the District’s General Counsel concerning
any legislation or litigation which may affect the Certificates or the security for the
Certificates; and

g. Consulting with any trustee or fiscal agent tor the Certificates
and their counsel.

B. DISCLOSURE COUNSEL SERVICES

In addition to the services set forth in Section A above, Bond Counsel agrees to
review the Reoffering Memorandum relating to the remarketing of the Certificates and to provide a
letter addressed to the remarketing agent to the effect that, to the best knowledge of Bond Counsel,
the Reoffering Memorandum does not misstate a material fact or omit a material fact required to be
stated therein; provided that no view will be expressed with respect to financial or statistical data
therein.

C. SPECIAL SERVICES

“Special Services” are defined for purposes of this Agreement as services in addition
to the services outlined in Sections A and B above. Special Services will include, but not be limited
to, any work after the remarketing of the Certificates related to amendments to the financing
documents or agreements and special studies or analyses. Special Services must be authorized in
writing by the District’s General Manager, Chief Financial Officer or their respective designee.
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2. COMPENSATION

The District agrees to pay Bond Counsel the following amounts as compensation for services
rendered by Bond Counsel under this Agreement:

For the services to be rendered under Section 1.A and B above, Bond Counsel will be
paid $50,000. The fee shall be payable on the date that the Certificates are remarketed and payment
is contingent on the remarketing of the Certificates.

A, For performing Special Services as set forth in Section 1.C above, Bond
Counsel will be paid fees at the hourly rates set forth in Exhibit A, or in such other manner as is
mutually acceptable to the District and Bond Counsel. Such fees will be billed monthly and shall be
payable within thirty (30) days following the receipt of each invoice; provided, however, that fees
incurred for Special Services prior to the closing date of the Certificates shall, to the extent available,
be paid out of the proceeds of the Certificates.

B. In addition to the fees set forth in paragraphs A and B above, Bond Counsel
shall be reimbursed for the actual cost of any out-of-pocket expenses reasonably incurred by Bond
Counsel in the course of its employment, such as document reproduction, telecommunications
charges, printing costs, filing fees, long-distance telephone calls, messenger services, overnight
delivery services, travel and similar items of expense. All expenses incurred in connection with
services rendered will be billed upon the execution and delivery of the series of the Certificates to
which they relate, and may include an estimate of costs to be incurred subsequent to the issuance
date.

3. PERSONNEL AND CONTRACT ADMINISTRATION

District agrees to accept and Bond Counsel agrees to provide the aforementioned services
primarily through Robert J. Whalen, Brian Forbath and Carol L. Lew. If any one of the above
attorneys is unable to provide such services due to death, disability or similar event, Bond Counsel
reserves the right to substitute another of its attorneys, upon approval by the General Manager, the
Chief Financial Officer, or their respective designee, to provide such services; and such substitution
shall not alter or affect in any way Bond Counsel’s or the District’s other obligations under this
Agreement.

This Agreement will be administered by the General Manager, the Chief Financial Officer, or
their respective designee.

4. CONFLICTS OF INTEREST

Bond Counsel represents J.P. Morgan on other matters unrelated to the Certificates. The
District hereby provides its informed written consent to Bond Counsel’s representation of J.P.
Morgan on matters unrelated to the Certificates.

5. TERMINATION
A. This Agreement may be terminated without cause by the District or Bond

Counsel upon thirty (30) days’ advance written notice to the other party. Such notification shall state
the effective date of the termination of this Agreement.

DOCSOC/1488552v2/200077-0004



B. Bond Counsel reserves the absolute right to withdraw from representing the
District if, among other things, the District fails to honor the terms of this Agreement, the District
fails to cooperate fully or follow Bond Counsel’s advice on a material matter, or any fact or
circumstance occurs that would, in Bond Counsel’s view, render its continuing representation
unlawful or unethical. If Bond Counsel elects to withdraw, the District will take all steps necessary
to free Bond Counsel of any obligation to perform further services, including the execution of any
documents necessary to complete such withdrawal, and Bond Counsel will be entitled to be paid at
the time of withdrawal for all services rendered and costs and expenses paid or incurred on the
District’s behalf in accordance with the payment terms set forth in Section 2 above. If necessary in
connection with litigation, Bond Counsel would request leave of court to withdraw.

C. Bond Counsel’s representation of the District will be considered terminated at
the earlier of (i) the District’s termination of its representation, (ii) Bond Counsel’s withdrawal from
its representation of the District, or (iii) the substantial completion by Bond Counsel of its
substantive work for the District. Unless Bond Counsel has been specifically engaged to perform
Special Services related to the Certificates after their remarketing, Bond Counsel’s representation of
District as to the Certificates shall terminate on the date of remarketing of the Certificates.

6. ARBITRATION

IN THE EVENT OF A DISPUTE REGARDING FEES, COSTS, OR ANY OTHER
MATTER ARISING OUT OF OR RELATED IN ANY WAY WHATSOEVER TO BOND
COUNSEL’S RELATIONSHIP WITH THE DISTRICT, OR BOND COUNSEL’S OR THE
DISTRICT’S PERFORMANCE OF THIS AGREEMENT, INCLUDING THE QUALITY OF THE
SERVICES WHICH BOND COUNSEL RENDERS, THE DISPUTE SHALL BE DETERMINED,
SETTLED AND RESOLVED BY CONFIDENTIAL ARBITRATION IN THE COUNTY OF SAN
DIEGO, CALIFORNIA. ANY AWARD SHALL BE FINAL, BINDING AND CONCLUSIVE
UPON THE PARTIES, AND A JUDGMENT RENDERED THEREON MAY BE ENTERED IN
ANY COURT HAVING JURISDICTION THEREOF. SHOULD YOU ELECT TO HAVE ANY
FEE DISPUTE ARBITRATED PURSUANT TO NONBINDING ARBITRATION UNDER
STATUTORY OR CASE LAW, THEN SUCH NONBINDING ARBITRATION SHALL
DETERMINE ONLY THE ISSUE OF THE AMOUNT OF FEES PROPERLY CHARGEABLE TO
YOU. ANY OTHER CLAIMS OR DISPUTES BETWEEN US, INCLUDING CLAIMS FOR
PROFESSIONAL NEGLIGENCE, SHALL REMAIN SUBJECT TO BINDING ARBITRATION
PURSUANT TO THIS AGREEMENT.

Arbitration may be demanded by the sending of written notice to the other party. If
arbitration is demanded, within 20 days of the demand the District shall present a list of five qualified
individuals who would be willing to serve that the District would find acceptable to act as arbitrator.
To serve as arbitrator, the individual must be a retired judge having served on any federal court or the
California Superior Court or higher court in the State of California. Within 20 days of receiving the
District’s list, Bond Counsel may at its sole discretion (i) select any individual from that list and that
individual shall serve as the arbitrator, or (ii) propose its own list of five individuals for arbitrator. If
Bond Counsel chooses to present a separate list, the District may within 20 days select any individual
from that list and that person shall serve as an arbitrator. If no arbitrator can be agreed upon at the
end of this process, the District and Bond Counsel each shall select one individual from its own list
and those two persons shall jointly select the arbitrator. The arbitration shall be conducted pursuant
to the procedures set forth in the California Code of Civil Procedure §§ 1280 et seq., and in that
connection you and we agree that § 1283.05 thereof is applicable to any such arbitration. Nothing
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herein shall limit the right of the parties to stipulate and agree to conduct the arbitration pursuant to
the then-current rules of the American Arbitration Association, the Judicial Arbitration & Mediation
Services, or any other agreed-upon arbitration services provider.

7. MISCELLANEOUS

A. Bond Counsel and the employees of Bond Counsel, in performance of the
Agreement, shall act in an independent capacity and not as officers or agents of the District.

B. Without the written consent of the District, this Agreement is not assignable
by Bond Counsel in whole or in part.

C. No alteration or variation of the terms of this Agreement shall be valid unless
in writing and signed by the parties hereto, and no oral understanding or agreement not incorporated
herein shall be binding on any of the parties hereto.

D. In accordance with the requirements of California Business and Professions

Code § 6148, Bond Counsel advises you that the firm maintains professional errors and omissions
insurance coverage applicable to the services to be rendered to the District.

OTAY WATER DISTRICT

By:

General Manager

STRADLING YOCCA CARLSON & RAUTH
a Protessional Corporation

By:
Robert J. Whalen
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EXHIBIT A

Shareholders $525

Associates $295

Paralegals $120
Al
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AGENDA ITEM 12

STAFF REPORT

TYPE MEETING: Otay Service Corporation MEETING DATE:  June 1, 2011

Board Meeting

SUBMITTEDBY: Joseph R. Beachem, W.0./G.F. NO: DIV. NO.

Chief Financial Officer

APPROVED BY:
(Chief)

APPROVED BY: German Alv
(ASSt. GM) \g,%
Administ ]

SUBJECT: Substitution of the Letter of Credit for the Outstanding
Variable Rate Debt

Asgistant General Manager, Finance and

GENERAL MANAGER’S RECOMMENDATION:

That the Board of the Corporation adopts Resolution No. 1006
approving the form of documents required for a substitution of
the Letter of Credit (LOC) for the outstanding variable rate
debt and authorizing the Chief Financial Officer to execute the
documents.

COMMITTEE ACTION:

See Attachment A.
PURPOSE:

To obtain approval by the Board and the Board of Directorsg of
the Otay Service Corporation to amend the Installment Sale
Agreement for the 1996 Variable Rate Demand Certificates of
Participation, and authorize distribution of a Reoffering
Memorandum relating to the substitution of the letter of credit.

ANALYSIS:
SUMMARY

The District’s 1996 Variable Rate Demand Certificates of
Participation (1996 COPs) are secured by a letter of credit
issued by Heleba Landesbank Hegsen-Thuringen Girozentrale
(Helaba), which was scheduled to expire on June 10, 2011. Staff
hag obtained a replacement letter of credit from Union Bank,
N.A., through a competitive bid process as well as a 30-day




extension of the existing letter of credit to provide for an
orderly gubstitution on or about June 30, 2011.

The 1996 COPs pay interegt at a 7-day variable rate and are
subject to tender on a weekly basis. A letter of credit (LOC)
is required for the 1996 COPs to provide liquidity in the event
of such tender, as well as credit support for the issue.

The District’s continued Capital Improvement Program requires
the ongoing financial funding provided by this debt while the
variable rate accomplishes thig at a very low cogt.

The General Manager has secured the gervices of Suzanne Harrell,
Harrell & Company Advisors, LLC as the Financial Advisor and the
legal firm of Stradling, Yocca, Carlson & Rauth to serve as Bond
Counsel. Both of these firms were selected due to their
excellent work in the past, reasonable fees, and familiarity of
the District. Due to these factors, the work can be completed
in the short turnaround time required.

Certain documents are required in connection with the
substitution of the letter of credit, including a Reimbursement
Agreement with Union Bank and a Reoffering Memerandum describing
the security for the 1996 COPs for the remarketing of the 1996
COPgs on June 30, 2011. The resclutions presented to the
District and the Corporation provide for approval of these
documents, approval to amend the existing Installment Sale
Agreement and to authorize execution of the documents.

BACKGROUND

The District currently has five serieg of outstanding debt and
one loan from the State of California. Four of the debt
issuancesg are a fixed rate, and only the 1996 COPs bear interest
at a variable rate.

The 1996 COPg are issued in the par amount of $15,400,000, of
which $11,300,000 is currently outstanding and matures in 2026.
The debt was sold by the District to finance the cost of design,
acquisition, and construction of certain capital improvements.
The debt has a LOC for both credit enhancement and liquidity
guarantee provided by Helaba. The LOC allows the interest cost
to flecat at a variable rate, based on a short-term seven-day
rate.

Recently, Heleba indicated that they are no longer interested in
providing LOCs for debt of the size of the outstanding 1996 COPs



as well as a desire to reduce their exposure to California debt
in general. As a result, they have opted to discontinue their
gervices as the LOC Bank. Staff has obtained a replacement
letter of credit from Union Bank, N.A., through a competitive
bid process as well ag a 30-day extension of the Heleba letter
of credit to provide for an orderly substitution on or about
June 30, 2011.

Substitutions of LOC’s are a common occurrence and should raise

no concerng. This ig a simple substitution with no substantive
changes in the debt (the 1996 COPg will have the same maturity
and repayment schedule). The most significant change is that

Union Bank has a single “A” rating whereas Heleba had a AA
rating. Staff did not receive any proposals from banks with AA
ratings. This was due to the gize of the issue ag well as the
limited number of AA banks.

The new LOC will enable the 1996 COPs to remain as variable rate
debt. This action is consistent with the strategic goal to

provide for sound financing of District facilities.

OPTIONS

When the Heleba Letter of Credit expireg, instead of
gsubstituting the LOC and allowing the debt to remain
outstanding, the District could consider using its existing

reserves to payoff this debt. However, the Digtrict’s reserves
would then fall below the target levels and even below the
minimum levels outlined in the Reserve Policy. This would put

the District in the position of borrowing other funds at a
higher cost.

With the termination of the existing LOC, the District could
exercige an opticon to convert the debt to a fixed rate. Staff,
with the assistance of Suzanne Harrell, have determined that the
variable rate debt remains financially beneficial to the
District. Over the remaining life of the debt, the District is
expected to save approximately $700,000 dollars by retaining the
variable rate as compared to a fixed rate, taking in the cost of
the LOC substitution. This analysis is required by District’s
debt policy relating to any conversion of variable rate debt to
fixed rate debt. The variable rate debt is approximately 10%
of the District’s total debt portfolio, and therefore, the
Digtrict’s exposure to fluctuation in interest rates is minimal
and manageable.



Maintaining this variable rate debt will also enhance the
flexibility of the District to pay down debt as this debt can be
prepaid on 30 days notice with no premium. However, based on
the District’s six-year rate model, the District will need to
retain the debt for at least the next sgsix years.

PARTIES AND COSTS

Unlike a new debt issuance, where all costs to establish the
debt are paid from the proceeds of the debt issuance, on this
substitution the costs will be paid from the District’s
regerves. The following parties are key in order to complete
the LOC substitution. The list below shows the various parties
and the related costs.

LOC Bank 100 basis points per year, and $5,000
closing costs

LOC Bank Counsel 340,000

Financial Advisor $25,000 paid only if transaction is
completed

Bond Counsel $40,000 paid only if transaction is

completed, and $2,500 closing costs
Digclosure Coungel $10,000 for 10(b)5 opinion reguired by
Remarketing Agent paid only if transaction
ig completed
Rating Agency $5,000

The Financial Advisor, the Bond Counsel, and the Disclosure
Counsel were selected under the General Manager’s authority
based on their prior work with the District and the
reasonableness of their fees. This matter is time sensitive so
their availability and ability to start working on this project
on such short notice was a tremendous benefit to the District.

The rating agency fees are estimated above and are in line with
other gimilar transactions.

The LOC Bank Counsel fees and the LOC Bank fee were
competitively bid and were a part of the Union Bank proposal.

FISCAL IMPACT:

The one-time costs to substitute the LOC are expected to be
approximately $127,500. The annual LOC costs are not expected
to be gignificantly different from the existing LOC, and will be
approximately $110,000 per year. The net result of maintaining
this variable rate debt as compared to a fixed rate borrowing is



expected to save the District, after the one-time costs,
approximately $700,000 over the next fifteeen years - mosgst of
which is realized during the next seven years.

STRATEGIC GOAL:

Sound financing of District facilities.

LEGAL IMPACT:

None..

e ;E .
General Manager

iy

Attachments:
A) Committee Action Form
B) Resolution No. 1006
C) Reoffering Memorandum
D) First Amendment to Installment Sale Agreement



ATTACHMENT A

Substitution of the Letter of Credit for the Outstanding
SUBJECT/PROJECT: Variable Rate Debt

COMMITTEE ACTION:

The Finance, Administration and Communicationg Committee
discussed this item at a meeting held on April 21, 2011 and the
following comments were made:

e The District hag five (5) outstanding debt issuances that
total about $120 million. The debt is used to fund the
District’s CIP Program. One (1) of the issuancesg is a
variable rate debt which is a very low cost debt for the
District and thus, the District would like to maintain 1it.

¢ Tt was discussed in order for the wvariable rate debt to be
on the market, it getsg remarketed every week with a new
rate and the structure of the debt requires that another
bank step in with a Letter of Credit (LOC) to guarantee the
funds to the buyer. Without the LOC, the debt cannot be on
the market.

e The current LOC is provided by Helaba and has been in place
for 15 years. Helaba has indicated in the past that they
are looking to limit their exposure to California debt and
that the size of the District’s debt ig smaller than they
wish to work with.

¢ Staff received notice from Helaba two (2) weeks ago that
they will be opting out. Since receiving this
notification, staff has engaged, under the General
Manager’s Authority, Ms. Suzanne Harrell’s and a bond
counsel’s services. They were selected as their fees are
reasonable and they have a wealth of experience with the
District. The selected bond counsel worked with the
District on itsgs last two issuances and was also available
to asseist with short notice.

e The replacement of LOC’s is fairly common and staff,
knowing that Helaba may opt out, made contact with a number
of banks to assure the District had options.
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An RFP was forwarded to six (6) banks and it is expected
that staff will present a recommendation to the board at
the May 16 Special Board meeting along with the regquired
resolutions for both the Otay Water District and the Otay
Service Corporation to adopt in order to acquire a
replacement LOC for the variable debt issuance.

Mg. Harrell indicated that the variable debt (Certificates
of Participation) was issued by the District in 1996 and
was secured by installment payments by the Otay Water
District to the Otay Service Corporation. The agreement
relates to both Otay Water District and the Otay Service
Corporation and is the reason both bodies must take action.

The District and the Otay Service Corporation will also be
asked to approve the form of the Reimbursement Agreement
which will delineate how the bank, providing the LOC, will
be reimbursed if there ig ever a draw on the LOC.

It was noted that there will be a mineor modification to the
existing Trust Agreement to which the original certificates
were issued to conform with the terms of the new
Reimbursement Agreement. The Installment Sale Agreement
will also be modified to include more contemporary language
to match the 2004, 2007 and 2010 issuances.

Staff will be requesting that the Board authorize the
General Manager of the District and the Chief Financial
Officer of the Service Corporation to execute all the
necegsary documents associliated to acquire the replacement
LOC.

The RFP deadline is Monday, April 25. On April 26 the
District will review the proposals received and make a
gselection. It was noted that the banks who were forwarded
the RFP are ‘AA’ and ‘A’ credit banks. The current bank is
an ‘AA’ credit bank. An ‘A’ credit bank will require that
the District pay a little more interest, however, the
District will look at the overall cost of the various
options and select the option that would provide the least
cost.

It was discussed that the District could convert the debt
to a fixed rate debt. However, after evaluating doing so,
staff determined that it is still less expensive to keep it



a variable rate debt. Also, in six or seven years, the
District may be in a position to pay some debt off. At
that time, this variable rate debt can easily be paid off
or down. It was further discused that the variable rate
debt is a small portion of the debt portfolio, so any
volatility in interest rates would not have a dramatic
effect on net portfolio interest expense. Staff also, per
policy, reviews the District’s outstanding debt
periodically to determine if it would be cost effective to
convert the debt to a fixed rate, pay it off, etc. The
current interest rate on the variable debt is approximately
1.5%. The rate on new fixed rate debts would be
approximately 5%.

The committee supported staffs’ recommendation and suggested
that staff present this item at the May 16, 2011 Special Board
Meeting. However, the bond documents were ncot finalized by the
May 16 board meeting and, Helaba had provided a 30-day extension
on the LOC, which allowed staff to move the presentation of this
item to the June 1, 2011 regularly scheduled meeting.



ATTACHMENT B

RESOLUTION NO. 1006

RESOLUTION OF THE BOARD OF DIRECTORS OF THE OTAY
SERVICE CORPORATION APPROVING CERTAIN
DOCUMENTS AND AUTHORIZING CERTAIN ACTIONS IN
CONNECTION WITH A CREDIT SUBSTITUTION AND
REMARKETING OF THE OTAY WATER DISTRICT VARIABLE
RATE DEMAND CERTIFICATES OF PARTICIPATION (1996
CAPITAL PROJECTS)

WHEREAS, the Otay Water District (the “District”) and the Otay Service Corporation (the
“Corporation”) have previously entered into an Installment Sale Agreement dated as of June 1, 1996
(the “Installment Sale Agreement”) and that certain Trust Agreement dated as of June 1, 1996 (the
“Trust Agreement”) by and among the District, the Corporation and the Bank of New York Mellon
Trust Company, N.A. (as successor trustee to Chemical Trust Company of California) (the
“Trustee”) pursuant to which the Otay Water District Variable Rate Demand Certificates of
Participation (1996 Capital Projects) (the “Certificates”) were executed and delivered; and

WHEREAS, the letter of credit securing the repayment of the Certificates under the Trust
Agreement is expiring and will not be renewed; and

WHERIAS, the District desires to cause a substitute letter of credit (the “Letter of Credit”)
from Union Bank, N.A. (the “Bank™) to be delivered to the Trustee to replace the existing letter of
credit; and

WHEREAS, the substitution of the Letter of Credit from the Bank will result in a mandatory
tender and remarketing of the Certificates under the terms of the Trust Agreement; and

WHEREAS, in order to effectuate the substitution of the Letter of Credit to be provided by
the Bank and the remarketing of the Certificates, there has been presented to the Corporation the
forms of the following documents for approval:

(D A Preliminary Reoffering Memorandum; and

(2) A First Amendment to Installment Sale Agreement (the “First Amendment to
Installment Sale Agreement”) by and between the District and the Corporation; and

WHEREAS, the adoption of this resolution is necessary to effectuate the remarketing of the
Certificates which the Board of Directors has determined to be consistent with the stated purposes of
the Corporation to assist the District in its financing needs;
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NOW, THEREFORE, the Board of Directors of the Otay Service Corporation does hereby
RESOLVE, DETERMINE and ORDER as follows:

Section 1. Each of the above recitals 1s true and correct.

Section 2. The First Amendment to Installment Sale Agreement is hereby approved and
each of the President, Vice President, Executive Director, Chief Financial Officer or Assistant Chief
Financial Officer and their written designees (the “Authorized Officers”), acting alone, is hereby
authorized and directed to execute and deliver the First Amendment to Installment Sale Agreement in
the name of and on behalf of the Corporation, in substantially the form now before this meeting, but
with such changes, modification, additions and deletions therein as shall be deemed necessary,
desirable or appropriate by the Authorized Officer or Authorized Officers executing the Corporation
Agreements. Approval of such changes shall be conclusively evidenced by the execution and
delivery of the Corporation Agreements by one or more Authorized Officers.

Section 3. The information regarding the Corporation in the Preliminary Reoffering
Memorandum presented at this meeting is hereby approved and the Corporation consents to having
the Preliminary Reoffering Memorandum used in connection with the remarketing of the Certificates
and each of the Authorized Officers, acting alone, is hereby authorized to execute any certificate
deeming the information in the Preliminary Reoffering Memorandum and in the final Reoffering
Memorandum regarding the Corporation to be true and accurate.

Section 4. The Authorized Officers are hereby authorized and directed, to do any and all
things and to execute and deliver any and all documents, including amendments to any of the existing
documents and agreements relating to the Certificates, which they may deem necessary or advisable
in order to consummate the delivery of the Letter of Credit from the Bank and the remarketing of the
Certificates and otherwise to effectuate the purposes of this resolution.

Section 5. This resolution shall take effect upon its adoption.

ADOPTED, SIGNED and APPROVED at a special meeting of the Corporation this 16th day
of May, 2011.

President

ATTEST:

Secretary
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STATE OF CALIFORNIA )
) ss
COUNTY OF SAN DIEGO )

I, , Secretary of the Otay Service Corporation, do hereby certify that the
foregomg Resolution No. was duly adopted by the Board of Directors of said Corporation
at a regular meeting thereof held on the 16" day of May, 2011, and that it was so adopted by the
following vote:

AYES: DIRECTORS:
NOES: DIRECTORS:
ABSENT: DIRECTORS:
ABSTAIN: DIRECTORS:

Secretary of the
Otay Service Corporation

(SEAL)
STATE OF CALIFORNIA )

) ss
COUNTY OF SAN DIEGO )

L , Secretary of the Otay Service Corporation, do hereby certify that the
above and foregoing is a full, true and correct copy of Resolution No. of said Board, and

that the same has not been amended or repealed.

DATED: ,2011.

Secretary of the
Otay Service Corporation

(SEAL)
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ATTACHMENT C
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GENERAL INFORMATION ABOUT THIS REOFFERING MEMORANDUM

Use of Reoffering Memorandum. This Reoffering Memorandum is submitted in connection with the
offer and sale of the 1996 Certificates referred to herein and may not be reproduced or used, in whole or
in part, for any other purpose. This Reoffering Memorandum is not to be construed as a contract with the
purchasers of the 1996 Certificates.

Estimates and Forecasts. When used in this Reoffering Memorandum and in any continuing disclosure
by the District in any press release and in any oral statement made with the approval of an authorized
officer of the District or any other entity described or referenced herein, the words or phrases “will likely
result,” “are expected to,” “will continue,” “is anticipated,” “estimate,” “project,” “forecast,” “expect,”
“intend” and similar expressions identify “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. Such statements are subject to risks and uncertainties that
could cause actual results to differ materially from those contemplated in such forward-looking
statements. Any forecast is subject to such uncertainties. I[nevitably, some assumptions used to develop
the forecasts will not be realized and unanticipated events and circumstances may occur. Therefore, there
arc likely to be differences between forecasts and actual results, and those differences may be material.
Such forward-looking statements include, but are not limited to, certain statements contained in the
information under the caption “THE WATER SYSTEM.”
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Limit of Offering. No dealer, broker, salesperson or other person has been authorized by the District to
give any information or to make any representations in connection with the offer or sale of the
Certificates other than those contained herein and if given or made, such other information or
representation must not be relied upon as having been authorized by the District or the Remarketing
Agent. This Reoffering Memorandum docs not constitute an offer to sell or the solicitation of an offer to
buy nor shall there be any sale of the 1996 Certificates by a person in any jurisdiction in which it is
unlawful for such person to make such an offer, solicitation or sale.

Involvement of Remarketing Agent. The Remarketing Agent has provided the following sentence for
inclusion in this Reoffering Memorandum: The Remarketing Agent has reviewed the information in this
Reoffering Memorandum in accordance with, and as part of, its responsibilities to investors under the
federal securities laws as applied to the facts and circumstances of this transaction, but the Remarketing
Agent does not guarantee the accuracy or completeness of such information.

Information Subject to Change. The information and expressions of opinions herein are subject to
change without notice and neither delivery of this Reoffering Memorandum nor any sale made hereunder
shall, under any circumstances, create any implication that there has been no change in the affairs of the
District or any other entity described or referenced herein since the date hereof. All summarics of the
documents referred to in this Reoffering Memorandum are made subject to the provisions of such
documents, respectively, and do not purport to be complete statements of any or all of such provisions.

THE CERTIFICATES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, IN RELIANCE UPON AN EXCEPTION FROM THE REGISTRATION
REQUIREMENTS CONTAINED IN SUCH ACT. THE CERTIFICATES HAVE NOT BEEN
REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY STATE.

The CUSIP number of the 1996 Certificates is provided by Standard & Poor’s CUSIP® Service Bureau
and is set forth herein for convenience of reference only. Neither the District nor the Remarketing Agent
takes any responsibility for the accuracy of such number.
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REOFFERING MEMORANDUM

$11,300,000
VARIABLE RATE DEMAND CERTIFICATES OF PARTICIPATION
(1996 CAPITAL PROJECTS)
Evidencing Direct, Undivided Fractional Interests in Installment Payments to be Made by the
OTAY WATER DISTRICT
As Purchase Price for Certain Property Pursuant to an Installment Sale Agreement

INTRODUCTION

This Reoffering Memorandum dated June _, 2011 amends, supplements and restates the original Official
Statement dated June 17, 1996, with respect to the Variable Rate Demand Certificates of Participation
(1996 Capital Projects) of the Otay Water District (the “1996 Certificates”).

The 1996 Certificates were originally executed and delivered on June 18, 1996 in the original principal
amount of $13,400,000, of which 811,300,000 remains outstanding.

This Introduction is subject in all respects to the more complete information contained and referenced
elsewhere in this Reoffering Memorandum. The offering of the 1996 Certificates to potential investors is
made only by means of the entire Reoffering Memorandum.

Purpose

The purpose of this Reoffering Memorandum, which includes the cover page and appendices hereto, is to
set forth certain information concerning the Otay Water District, located in San Diego County, California
{the “District”), in connection with $15,400,000 aggregate principal amount of the 1996 Certificates. The
1996 Certificates evidence dircct, undivided fractional interests of the registered owners thereof in
Installment Payments to be made by the District, as payment for certain property pursuant to an
[nstallment Sale Agreement dated as of June 1, 1996, as amended (the “Installment Sale Agreement”)
with the Otay Service Corporation (the “Corporation™). The 1996 Certificates were executed and
delivered for the purposes of financing certain capital improvements of the District, and paying the costs
of issuance of the 1996 Certificates. Capitalized terms used herein and not otherwise defined have the
meanings ascribed to them in “APPENDIX A - SUMMARY OF PRINCIPAL LEGAL DOCUMENTS.”

The District

The District was established in 1956. The District is a municipal water district organized and existing
under and in accordance with Division 20 of the Water Code of the State of California, commencing with
Section 71000, as amended (the “Law”). The District’s boundaries currently encompass an area of
approximately 125 square miles in San Diego County, lying immediately east of the San Diego
metropolitan arca and running from the City of Ei Cajon south to the Mexican border, abutting the cities
of El Cajon and La Mesa and encompassing most of the City of Chula Vista and a small portion of the
City of San Diego. The District currently serves a population of approximately 206,000 and expects the
service area to experience moderate growth in the next ten years (see “OTAY WATER DISTRICT” and
“APPENDIX C - ECONOMIC PROFILE FOR THE COUNTY OF SAN DIEGO™ herein).



The Corporation

The Corporation was organized pursuant to the Nonprofit Public Benefit Corporation Law of the State of
California, being Part 2 of Division 2 of Title 1 of the California Corporations Code. It was formed for
the purpose of providing financial assistance to the District by acquiring, constructing, improving and
developing certain real and personal property, together with appurtenances and appurtenant work for the
use, benefit and enjoyment of the public. The District’s Board of Directors sits as the Corporation’s
Board of Directors.

The 1996 Certificates

The 1996 Certificates will bear interest at the Weekly Rate, which will be computed on the basis of a year
of 365 days (366 days in leap years) and the actual days elapsed and will accrue from and including the
first day of each calendar month through the last day of such month (except that the initial interest period
will commence on June 30, 2011). Such interest will be paid on the first Business Day of the following
month, commencing August 1, 2011. When the 1996 Certificates bear interest at a Weekly Rate, interest
will be determined as described under the caption “THE CERTIFICATES - Interest Rates - Weekly Rate.”

The method of determining the interest rate borne by the 1996 Certificates may be changed at the option
of the District in accordance with the terms of the Trust Agreement, upon notice to the Owners of the
1996 Certificates, to a Daily Rate, a Weekly Rate, a Monthly Rate, a CP Rate, or a Fixed Rate. See the
caption “THE CERTIFICATES - Interest Rates.”

This Reoffering Memorandum describes the 1996 Certificates only while bearing interest at a
Weekly Rate. Investors should not rely upon the information in this Reoffering Memorandum in
the event that the method of determining the interest rate period on the 1996 Certificates is changed
to a period other than the Weekly Rate Period. Rather, investors should rely upon the offering
document used in connection with any such change in Interest Rate Period.

Security for the 1996 Certificates

The 1996 Certificates were originally executed and delivered as variable rate certificates bearing interest
in a Weekly Rate Period on June 18, 1996. On June 30, 2011 (the “Reoffering Date™), the 1996
Certificates will be remarketed in a Weekly Rate Period supported by an irrevocable direct-pay letter of
credit to be issued by Union Bank, N.A. (the “Bank”). See “THE LETTER OF CREDIT AND
REIMBURSEMENT AGREEMENT"” herein. The 1996 Certificates presently and will continue to bear
interest at a Weekly Rate unless and until the Interest Rate Period for the 1996 Certificates is converted to
a different Interest Rate Period pursuant to the Trust Agreement.

The 1996 Certificates represent undivided fractional interests in the Installment Payments (the
“Installment Payments”) to be made by the District to the Corporation as the payment for the 1996
Project, as described herein, pursuant to a Installment Sale Agreement, dated as of June 1, 1996, between
the Corporation and the District, as amended by a First Supplement to Installment Sale Agreement dated
as of June 1, 2011 (as amended the “Installment Sale Agreement™). The Installment Payments are
scheduled to be sufficient to pay, when due, the annual prmc1pal and interest represented by the
Certificates. The Cuxpmauuu has a551gneu to the Trustee, for the benefit of the Owners of the 1996
Certificates, the right of the Corporation to receive and collect the Installment Payments due from the
District to the Corporation under the Installment Sale Agreement and other amounts payable by the
District to the Corporation thereunder. For a summary of the Trust Agreement, the Installment Sale
Agreement and the Reimbursement Agreement see “APPENDIX A - SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS” herein. Certain capitalized terms used in this Reoffering Memorandum and not otherwise
defined have the meaning given them in “APPENDIX A.”



The Installment Payments are secured by a charge and lien on Taxes and Revenues of the Water System
and are payable from Taxes and Net Revenues, on a parity with:

e the payments required to be made by the District under an installment purchase agreement dated
as of July 1, 2004 (the “2004 Installment Purchase Agreement”) securing the District’s
outstanding Revenue Refunding Certificates of Participation (1993 Water Facilities Project),
Series 2004 (the “2004 Certificates”),

e the payments required to be made by the District under an installment purchase agreement dated
as of March 1, 2007 (the “2007 Installment Purchase Agreement”) securing the District’s
outstanding Revenue Certificates of Participation (2007 Water System Project), Series 2007 (the
“2007 Certificates™), and

e the payments required to be made by the District under an installment purchase agreement dated
as of March 1, 2010 (the “2010 Installment Purchase Agreement”) securing the Otay Water
District Financing Authority’s outstanding Water Revenue Bonds, Series 2010A and Water
Revenue Bonds, Series 2010B (collectively, the “2010 Bonds™).

See “SOURCES OF PAYMENT FOR THE CERTIFICATES - Installment Payments™ herein.

Collectively, the 2004 Certificates, the 2007 Certificates and the 2010 Bonds are referred to herein as the
“Existing Parity Obligations.” See “THE WATER SYSTEM - Outstanding Indebtedness of the District”
herein.

The District’s obligation to make the Installment Payments is a special obligation of the District
payable solely from Taxes and Net Revenues of the Water System. The obligation of the District to
make the Installment Payments is an irrevocable obligation of the District payable solely from
Taxes and Net Revenues but does not constitute an obligation of the District for which the District is
obligated to levy or pledge any form of taxation or for which the District has levied or pledged any
form of taxation other than the Taxes. The obligation of the District to make the Installment
Payments under the Installment Sale Agreement does not constitute a debt of the District, the
Corporation, the State of California or any political subdivision thereof in contravention of any
constitutional or statutory debt limitation or restriction.

Letter of Credit

On June 30, 2011, an irrevocable direct-pay letter of credit, dated June 30, 2011 (the “Letter of Credit”),
provided by Union Bank, N.A. (the “Bank”), is expected to replace the existing irrevocable, direct-pay
letter of credit issued by Heleba Landesbank Hessen-Thiiringen Girozentrale, to support the payment of
the principal and Purchase Price of, and interest on, the 1996 Certificates. The Letter of Credit will be
issued pursuant to a Reimbursement Agreement, dated as of June 30, 2011 (the “Reimbursement
Agreement”), to be entered into by and between the District and the Bank. The Letter of Credit will
expire on June , 2014, or on the earlier occurrence of certain events as described herein. The initial
Letter of Credit may be replaced with another credit facility as described under the caption “THE LETTER
OF CREDIT AND REIMBURSEMENT AGREEMENT.” The initial Letter of Credit, or any qualified
replacement or extension, issued by the Bank, or any other financial institution, is called a “Letter of
Credit.” Any financial institution which at the time is the issuer of a Letter of Credit is called the “Bank.”

The initial Letter of Credit will be issued in the total amount of $11,426,313, which is equal to: (i) the
outstanding aggregate principal amount of the 1996 Certificates ($11,300,000); plus (it) 34 days’ interest
thereon at an annual rate of 12% ($126,313).



No Continuing Disclosure

The 1996 Certificates are exempt from the rules of the Sec