EXHIBIT A

[FORM OF BOND]

No. R-1 | | PRINCIPAL AMOUNT: §,

PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO .
[SUBORDINATED] WATER REVENUE BOND, REFUNDING SERIES 2009A
(PAYABLE SOLELY FROM
[SUBORDINATED] INSTALLMENT PAYMENTS SECURED BY
NET SYSTEM REVENUES OF THE WATER UTILITY FUND)

Maturity Dated _
Date Date Interest Rate CUSIP
August 1,20

REGISTERED OWNER:  CEDE & CO.

PRINCIPAL AMOUNT: MILLION DOLLARS

The PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN
DIEGO, a California joint exercise of powers authority, duly organized and validly existing
under and pursuant to the laws of the State of California (the “Authority™), for value received,
hereby promises to pay (but only out of the Revenues hereinafter referred to) to the registered
owner specified above or registered assigns on the maturity date specified above (subject to any
right of prior redemption provided for) the principal amount specified above, together with
interest thereon at the interest rate specified above in accordance with the Indenture (herein
defined) on each Interest Payment Date. :

Payment of principal of and interest on this Bond shall be made to the Owner by check or
wire transfer, as provided in the Indenture, sent by first class mail by the Trustee to the Owner of
this Bond as of the applicable Record Date at the address shown on the books required to be kept
by the Trustee pursuant to the provisions of the Indenture. The Bonds are subject to optional
redemption as described in the Indenture. '

This Bond is one of a duly authorized issue of the Authority’s “Public Facilities
Financing Authority of the City of San Diego Subordinated Water Revenue Bonds, (Payable
Solely From [Subordinated] Installment Payments Secured by Net System Revenues of the
Water Utility Fund)” further designated Refunding Series 2009A (the “Bonds”) in the aggregate
principal amount of Million Dollars (§ ), all of like tenor and date
(except for such variations, if any, as may be required to designate varying numbers, maturities
and interest rates), and is issued under and pursuant to the provisions of an Indenture, dated as of
January 1, 2009 (the “Indenture”), between the Authority and Wells Fargo Bank, National
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‘Association, as trustee (the “Trustee™) (copies of which are on file at the office of the Secretary
of the Authority and at the Corporate Trust Office of the Trustee). Capitalized terms used in this -
Bond and not defined herein shall have the meaning given those terms in the Indenture.

The Bonds are issued to provide funds to finance the cost of constructing and improving
the Water System of the City and to prepay or redeem certain outstanding obligations of the City.
The Bonds are limited obligations of the Authority and are payable, as to interest thereon and
principal thereof, solely from the revenues derived from 2009A [Subordinated] Installment
Payments made by the City (the “Revenues™) pursuant to an Amended and Restated Master
Installment Purchase Agreement, dated as of January 1, 2009, as supplemented by a 2009A -
Supplement to Master Installment Purchase Agreement, dated as of Januvary 1, 2009
(collectively, the “Agreement”), each entered -into between the San Diego Facilities and
Equipment Leasing Corporation and the City, as amended and supplemented from time to time.
[Such instaliment payments are classified as Subordinated Obligations under the Agreement and
thus are subordinate in right of payment to Parity Obligations of the City under the Agreement
which may be outstanding from time to time and heretofore or hereafter incurred.] All the Bonds
are equally and ratably secured in accordance with the terms and conditions of the Indenture by a
pledge of the Revenues, which Revenues shall be held in trust for the security and payment of
the interest on, principal of and redemption premiums, if any, on the Bonds as provided in the
Indenture. '

The Bonds shall be limited obligations of the Authority and shall be payable solely from
the Revenues and amounts on deposit in the funds and accounts established under the Indenture
- (other than amounts on deposit in the Rebate Fund). The Bonds do not constitute a debt or
liability of the Authority, the City or of the State of California and neither the faith and credit of
the Authority, the City nor of the State of California are pledged to the payment of the prmc1pal
of or interest on the Bonds. The Authority has no taxing power.

Reference. is hereby made to the Agreement and the Indenture and any and all
amendments thereof and supplements thereto for a description of the terms under which the
Bonds are issued, the provisions with regard to the nature and extent of the Revenues, and the
rights of the registered owners of the Bonds. All of the terms of the Indenture are hereby
incorporated herein and constitute a contract between the Authority and the registered owner of
this Bond, to all the provisions of which the registered owner of this Bond, by acceptance hereof,
agrees and consents. The Owner shall have recourse to all of the provisions of the Indenture and
shall be bound by all of the terms and conditions thereof.

Reference is made to the Indenture for a description of the funds pledged and to the
rights, limitations of rights, duties, obligations and immunities of the Authority, the Trustee and -
the Owner of this Bond, including restrictions on the rights of the Owner to bring suit.
Definitions given or referred to in the Indenture are incorporated herein by this reference. The
Indenture may be amended to the extent and in the manner provided therein.

This Bond shall not be entitled to any benefit, protection or security under the Indenture
or become valid or obligatory for any purpose- until the certificate of authentication and
registration hereon endorsed shall have been manually executed and dated by the Trustee.
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It is hereby certified that all acts and proceedings required by law necessary to make this
Bond, when executed by the Authority, authenticated and delivered by the Trustee and duly
issued, the valid, binding and legal limited obligation of the Authority have been done and taken,
and have been in all respects duly authorized. '
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IN WITNESS WHEREOF, the Public Facilities Financing Authority of the City of San
Diego has caused this Bond to be executed in its name and on its behalf by the facsimile
signature of its Chair or Vice-Chair and attested to by the facsimile signature of its Secretary,
and has caused this Bond to be dated as of the Dated Date set forth above.

PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO

By:

Chair or Vice-Chair

Attest:

Secretary

CERTIFICATE OF AUTHENTICATION AND
REGISTRATION

This is one of the Bonds described in the within-mentioned Indenture which has been
authenticated and registered on - , 2009.

WELLS FARGO BANK,
NATIONAL ASSOCIATION, as Trustee

By:

Authorized Qfficer
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EXHIBIT B

FORM OF REQUISITION REQUEST

PAID DATE:
TO: Comptroller, City of San Diego
DATE:
RE: Costs of Issuance Account
' Requisition N°

Pursuant to Section 5.03(a) of the Indenture, dated as of January 1, 2009 (the
“Indenture™), by and between the Public Facilities Financing Authority (the “Authority™) and
Wells Fargo Bank, National Association (the “Trustee™), the City of San Diego (the “City™), on
behalf of the Authority, instructs you to disburse from the Costs of Issuance Account established
within the Acquisition Fund established under the Indenture, for the payment of Costs of
Issuance relating to the issuance of the Public Facilities Financing Authority of the City of San
Diiego [Subordinaied] Water Kevenue Bonds, Refunding Series 2009A (Payable Solely From
[Subordinated] Installment Payments Secured By Net System Revenues of the Water Utility
Fund) in the sum(s) specified in Schedule I attached hereto, for payment made or due to the
individuals, firms or corporations whose names and addresses appear therein, for payment of the
specified costs and specified purposes. In respect to each payment, the City on behalf of the
Authority certifies that: .

(a) the obligations in the stated amounts have been incurred by the City on behalf of
itself or the Authority and each item thereof is a proper charge against the Costs of
Issuance Account and has not been the basis of a previous disbursement; and

(b} a bill or statement of account for each obligation accompanies this Requisition.

Capitalized terms used in this Requisition, and not otherwise defined, shall have the
meanings attributable to them in the Indenture.

THE CITY OF SAN DIEGO

By:

Authorized Officer
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REQUISITION SCHEDULE 1

PURPOSE PAYEE ' AMOUNT
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EXHIBIT C

TRUSTEE’S FEE LETTER

707 Wilshire Blvd S S8
17° Floor FARGO
Los Angeles, CA 90017 i ’
213-614-335) —¢
213-614-3355-f
john.delerayi@wellsfargo.com

May 30; 2008 (Revised 09.15.08)

Ms. Anne Neumayr

Montague, DeRose and Associates
2801 Townsgate Road, Suite 221
Westlake Village, CA 91361
neumayrfmontaguederose.com

Re: City of San Diego Water System
Water Revenue Bond Issue, Series of 2008

Dear Ms. Neumayr:

Thank you for inviting us to propose our services as Trustee and Escrow Agent for the above referenced
financing. Offering the clout of the Nation’s 5* Largest Bank, Wells Fargo Bank, N.A. has the highest
possible credit rating, "Aaa," from Moody's Investors Service and the highest credit rating given to a U.S.
bank, "AAA," from Standard & Poor's Ratings Services.

Since our entrance into the California marketplace in April 1999, Wells Fargo has
redefined the way trust services are viewed by California entities. Once considered just a

commodity, Wells Fargo has proven that trust services are truly about SERVICE. Our

service includes market responsiveness, innovative products and continual investment in
state-of-the-art technology. Wells Fargo delivers a full range of Trustee services including
Master Trustee, Indenture Trustee, Issuing Agent, Paying Agent, Fiscal Agent, Registrar,
Tender Agent, Transfer Agent, Auction Agent and Escrow Agent services.

Attached is our formal response to the City’s RFP. As per Section IV of the RFP, we take no exceptions
to the City’s request for proposals to provide trustee and escrow agent services.
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We are very interested in working with you on this and other financings, as 1 hope our response indicates.
If you have any questions or nced any additional information, please do not hesitate to contact me at (213)
614-3351. Thank you again for considering Wells Fargo Corporate Trust.

Sincerely,
T,

Jghn Deleray
ice President
. Director of CA Sales & Marketing
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Response to Request for Proposal

Minimum Capital Requirement;

Wells Fargo is a quatified Trustee and Escrow Agent as per Section III, Paragraph I of the RFP.

As of March 31, 2008, Wells Fargo reported $595 billion in assets, total shareholder equity of $48.15
billion (capital), surplus (additional pa1d in capital) of $8.25 billion, and retained earnings of $39.86

billion (undivided profits).

:1 Bneﬂy descnbe,your-commihnent t0‘the Calriomla!public finante;markat? iHc:chmg; thave.you: malntamedkoorporatelmunlclpalF
A.mtrustroff ces) In:Caltfomra?,What are,yc'mrdlnstltutlons*plansufor.growth or-contractlonandhe‘co oratelmummpal trust;l;n_usinass?*

% Please 0isciose 2 ‘any vicurrent, plans.tgumerge‘"sell yOUr: Ariist sarvices. 5. QIVISIDNY orxassign frust, aocountslto anomer‘tnstltutuon’%mﬁé

Wells Fargo is very committed to the California public finance marketplace. In 1999 we opened our first
California Corporate Trust office in Los Angeles quickly followed by a second location in San Francisco.
Since that time we have grown to a combined staff of 48 experienced professionals. We currently provide
trustee services for over 2,200 California originated bond issues representing over 141.5 Billion in Par
Value. Of this number we administer 39 City of San Diego issues representing 2.643 Billion in Par Value.
We also administer five County of San Diego issues representing 178.5 Billion in Par Vaiue. '

Above and beyond the public finance marketplace, Wells Fargo Bank believes in being a good corporate
citizen with the communities we serve. We employ 1,306 people in the City of San Diego from 69
different offices. In 2007 the Wells Fargo Foundation made donations to 229 San Diego area charitable
organizations totaling approximately $1.6 million.

Though occasibnally, we evaluate the purchase of an existing book of business from a trustee exiting the
. business, we have chosen to invest our funds in our technology and our people. With this combination,
our clients enjoy a sense of stability, knowing that when they call, they will get questions answered
quickly by individuals that know the history of their accounts. This business model is applied across the
nation and assists in continual growth and maintaining a top three trusiee ranking year after year. At this
time, we are not aware of any plans of growth or contraction that would cause an tmpact on our ability to
provide superior customer service to the City. We are unaware if any merger or sales plans for our
division and have no intention of re-assigning our administrative duties elsewhere.

gg\w_ Rincto ‘If,mumple_ ‘ ‘.;.-.,- _:ed
tée.fetc"f“fﬁ*ﬁﬁ)*f SRR

Zetiie ,pnnc;pal;TrusteeEfuncﬁurgnd Esc
S ihduding office. Ibcations ‘background*exp

Wells Fargo Corporate Trust Services 18 a cornerstone division of Wells Fargo Bank, N.A. We are one of
the nation’s leading corporate trust organizations having served the securities markets since 1934,
Presently, we have 32 Corporate Trust offices throughout the Unites States.

Our model of account team management assigned to specific accounts is the basis, for superior customer
" service. The Primary Relationship Manager has overall responsibility to administer the accounts,

negotiate the financing documents, direct the account set-up, monitor the day-to-day administration of the
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accounts, and assist with customer inquiries. The Secondary Relationship Manager will be available as

a backup to the Primary Relationship Manager.

The Relationship Specialist handles the daily account proeessmg, executes draws, GIC and other

transactions, investment trades, and assures liquid funds are “swept” into an overnight investment sweep
- vehicle. By ensuring that the staff members are well trained to handle a variety of accounts and have

experience executing all types of transactions, at least one of the individuals will always be available as

necessary to review documents associated with your trustee.

Rob Schneider, who has been assigned as Primary Account Manager for the City of San Diego, has over
21 years of Corporate Trust experience. He joined Wells Fargo in 2000. Rob is familiar with essentially
all types of municipal financings and has been charged with maintaining some of our biggest trust
relationships. His customers include the City of Rancho Cucamonga, the City of Oxnard, and the City of
Palm Desert.

Rob is assisted by.Jane Thang (Account Representative) and backed-up by Kathryn Valdivia (Vice
President — over 15 years of Corporate Trust experience). Together, Rob, Jane and Kathy form an
_outstanding Account Team capable of working on any type of bond issue ~ regardless of complexity.

“Primary’ - - 777 7 Relationshipt T T T T ““Secondary T 7T
Relationship Manager Specialist Relationship Manager
Rob Schneider . Jane Thang ' Kathryn Valdivia
707 Wilshire Blvd, 707 WiIshire Blvd, 707 Wilshire Blvd,
17% Floor  17% Floor 17" Floor
Los Angeles, CA Los Angeles, CA Los Angeles, CA
90017 90017 90017
Phone: 213-614-3353 ' Phone:.213-614-5464 Phone: 213-614-3350
Fax: 213-614-3355 Fax: 213-614-3355 - Fax: 213-614-3355
Robert.Schneider@wellsfargo.com | Jane. T. Thang@wellsfargo.com | Kathryne.M.Valdivia@wellsfargo.com

uboestyourinstitution‘offeriany erhancedicommunicationitodisito, prowq.gégvst%ac%ounwnfonnaho pelactronically2:Can; 'a’City%
download;}g’rﬂsmnfannation-vmtouExoe ;

form p hea g&use iicaniatharsCﬂy 6lec atoi,reoe&ffre‘monthl?ﬁstaterr eNiS4s0l Bly-dn*
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The City currently has access to its Trust account information via the internet— Barry Gamboa has such
access via Trust Portfolio Reporting as described below. We commit to being the most technologically
advanced corporate trust provider in the industry. In Corporate Trust alone, we have a staff of over 100
systems and technology professionals. These professionals collaborate with relationship manag:ers to
create new tools for delivery of the best service to our clients. :

Currently Available:

Trust Portfolio Reporting® (TPR} ®: Trust Portfolio Reporting provides you with the ability to access,
via the internet, more than thirty-three standard reports which are available for viewing or exporting in
. standard HTML, PDF (Portable Data Format), Excel™, or comma separated formats. TPR also delivers
real time cash balances and real time settled historical and pending transactions. Several reports contain
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drill down features. Cash and asset reports may be created for the past 30 business days or up to 18 prior
month-ends. " History accumulation begins at the time Trust Portfolio Reporting is implemented.

Transaction reports can be requested for up to 18 months of history. Pending transactions and cash

projections are also among the standard reports.

Ad Hoc Reporting and Custom Data Extract Creation are also available. Client users are able to design
and save report templates to meet their unique requirements and run them against any single account or
account combination. All of the current and historical data available in our standard report offerings are
also available to create new views or data extracts. After selecting the data sources and data fields needed,
users can sort, subtotal, and filter to produce exactly the information required,

Clients are also able to view, customize, and download financial, investment performance, and reports
directly to their desktops. Flexible valuation cycles allow for viewing information on a daily, weekly, or
monthly basis, Various flexible and customizable reporting options are available (o export into Macrosoft
Excel™ for easy integration with our clients’ in-house systems. Specific features include:

s A comprehensive standard and customized suite of reports offering daily valuations and dynamic
reporting periods.

o Asset reporting for any previous valuation cycle, on the account(s) selected. Asset reports include
asset position lists, unreahzed gains and losses, market values, and accrued and earned income per
security.

» Setting account and date parameters to produce customized transaction reports. Reports are available
by account or security, with the level of detail specified by the client.

We have provided a link to demo both online delivery options. Once into the demo, please select Trust
Information Delivery and Trust Portfolio Reporting to view sample reports.
https: //wellsofﬁce wellsfargo. com/ceo public/product_demos/demo_portal/index:jsp

Alsa Available:

Trust Information Delivery (TID): This option provides you with instant web-based access to your
financial and investment performance information. TID is an electronic image of your Wells Fargo
Corporate Trust Statement converted to PDF and retained by Trust Information Delivery in a secure

environment, where statements can be accessed and viewed by your authorized users. An email

notification is sent as soon as new reports are available, generally no later than the second business day of
each month. You can search for a report by account number, report type, or report or processing date.

Currently, up to 3 months of history can be stored online. For longer retention, the entire report, or just a
portion, can be easily downloaded and archived for use within other applications.

Available in the Future:

With regard to our ability to transmit Electronic Bank Statements (EBS) in an MT940 format, we have the
future means to do this. By way of background, we entered into initial discussions with Mike Frattali and
others in January in order 1o determine the City’s systems requirements and how to meet them.
Subsequently we determined that our System Programmers could develop and test a format and delivery
system for the MT940 format. There would be time and expense to accomplish this and we stand ready to
work closely with the City and their external SAP consultant. Any system/format created would also be

70091359.12 : C-5

000210


https://wellsoffice.wellsfargo.com/ceo

applicable to the City of San Diego Bonds already under our (Rob Schneider’s) Administration. The
expenses attached to this project are negotiable.
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Per your request what follows are three (3) public agency references for Rob Schneider:

. City of Rancho . ._..CityofOxnard, . . _Cityof Palm Desert, .
Cucamonga, San Buenaventura County Riverside County
San Bernardino County

Ms. Ingrid Bruce, Mike More, " Thomas Jeffrey
GIS/Special District Financial Services Manager Investment Manag';er
Supervisor 805-385-7480 760-776-6383

809.477.2700 x2567

Please see attached Trustee Bid Forms for Wells Fargo Corporate Trust Services response.

. = = - o = e
SR rowdff state- ang@:it; H: selected u,gvull;belable loicomply with'the oiexpected: mmeschedub outlmed=b:eggw |
eune: B Selet TUSte8, and: EscrowﬂAganL 7 gﬂ e ;

s 5 Py
S Dad 3072008 E strmatad dosina of Bond Tesne el

Wells Fargo Corporate Trust Services affirms our ability to comply with the expected time schedule.

'i"PIease providega marhﬁcatlon by‘thpunstltuhon that alt’lnformatlonrsubmmed ‘as:part ofitie: pmposalus‘itrue and: c'ofrect-and'thagn
e : aut of,mé??ampany A]Irproposa!s must remain;frmith

R ws!%a%‘%ﬁﬁ‘, e e e e T o

Wells Fargo Corporate Trust Services certifies that all information submitted as part of the proposal is
true and correct and that John Deleray as signer of the proposal has full authority to do so on behalf of the
company. This proposal remains firm through December 2008.
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Public Facilities Financing Authority of the City of San Dieg6
[Subordinated] Water Revenue Bonds, Refunding Series 2009A

" Trustee and Escrow Agent Bid Form

[ Firm Information Legal Counsel
Firm Name and Address: Firm Name and Address:
Wells Fargo Bank, N.A. Wells Fargo Bank, N.A.
707 Wilshire Bivd - 17" Floor 90 S 7"" Street, 17th Floor
Los Angeles, CA 90017 ' Minneapolis, MN 55402
Contact Person (Name and Title): Contact Person {(Name and Title):
John Deleray Jim Loushin, Esq.
Vice President Internal Counsel
Telephone Number: Telephone Number:
213.614.3351 612.667.5256
Fax Number: : Fax Number:
213.614.3355 ‘ 612.316.0805
E-Mail; E-Mail: _
John.deleray@wellsfargo.com James.D.Loushin@wellsfargo.com
Upfront Fees ' Annual Fees*
Acceptance Fee: Administrative Fee:
$1,200.00 | $1,800.00
Registration Fee: Transaction Costs (please detail):
Not Applicable : included
Annual Escrow Agent Fee:
$500.0
0
Legal Counsel {not-to-exceed): Other Fees (if any):
$300.00 | INVESTMENT AGREEMENT*"f applicable, there will be an
Annual Fee of $500.00 for the set-up, review and maintenance
of any STANDARD investment agreement or similar instrument.
The investment activities included in this fee assume there will
be no more than one (1) draw on the instrument per month.
Fees for NON-STANDARD  agreements such as
repurchasefswap/hedge agreements or for investment funds
held outside the bank {such as CAMP or LAIF) charges will be
negotiated separately. ' -
FORWARD DELIVERY AGREEMENT
Should a Forward Delivery Agreement be used in connection
with this financing, a minimum Annual charge of $1,000 will be
assessed
Out of Pocket Expenses (not-to-exceed): Estimated Total Annual Fees:
At cost and upon direction ' $1,800.00
Estimated Total Up-Front Fees: - *Note: The City requires that all ongoing fees be
$3,000.00 | sef at a not-to-exceed price for the life of the issue.

Date  May 30, 2008 Name  John Deleray
(Revised 09.15.08)
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Title  Vice President Signature Qﬁ T ﬂ/&ﬁ
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Public Facilities Financing Authority of the City of San Diego

|Subordinated] Water Revenue Bonds, [Refunding] Series 2009B
Trustee and Escrow Agent Bid Form

Firm Information

Legal Counsel

Firm Name and Address:
Wells Fargo Bank, N.A.
707 Wilshire Bivd - 17" Floor
Los Angeles, CA 90017

Firm Name and Address:

Wells Fargo Bank, N.A.
90 S 7' Street, 17th Floor
Minneapolis, MN 55402

Contact Person (Name and Title):
John Deleray
Vice President

Contact Person (Name and Title):
Jim Loushin, Esq.

internal Counsel

Telephone Number: - : Telephone Number:
213.614.335 612.667.5256
Fax Number: Fax Number:
_ 213.614.3355 612.316.0805
| E-Mail: E-Mail:

John.deleray@wellsfargo.com

James.D.Loushin@welisfargo.com

Upfront Fees

Annual Fees*

Acceptance Fee: ‘
$500.00 per additional series

Administrative Fee:

$1,000.00 per additional series

Registration Fee:

Transaction Costs (please detail):

Not Applicable Included
Annual Escrow Agent Fee:
$500.0
0

Legal. Counsel (not-to-exceed):

. $300.00

Other Fees (if any):

INVESTMENT AGREEMENT™™If applicable, there will be an
Annual Fee of $500.00 for the set-up, review and maintenance
of any STANDARD investment agreement or similar instrument,
The investment activities included in this fee assume there will
be no more than one {1) draw on. the instrument per month.
Fees for NON-STANDARD  agreements such as
repurchase/swap/hedge agreements or for investment funds
held outside the bank (such as CAMP or LAIF) charges will be
negotiated separately.

FORWARD DELIVERY AGREEMENT

Should a Forward Delivery Agreement be used in connection
with this financing, a minimum Annual charge of $1,000 will be
assessed

Out of Pocket Expenses (not-to-exceed):’
At cost and upon direction

Estimated Total Annual Fees:
$1,000.00

Estimated Total Up-Front Fees:

*Note: The City requires that all ongoing fees be

$1,500.00 | ser ar a not-to-exceed price for the life of the issue.
Date  May 30, 2008 Name John Deleray
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(Revised 09.15.08)

Title  Vice President
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Public Facilities Financing Authority of the City of San Diego
" [Subordinated] Water Revenue Bonds, Refunding Series 2009A and

[Subordinated] Water Revenue Bonds, Series 2009B

(Payable Solely From [Subordinated] Installment Payments
Secured by Net System Revenues of the Water Utility Fund)

Log of Outstanding Items- 2009B First Supplemental Indenture of Trust

Page Responsible = Expected
Document No.(s) Outstanding Items Party Availability” Completed
2009B First - | - Cover, » Date of document; Par City and Prior to pricing the
Supplemental throughout | Amount Underwriter 2009B Bonds
Indenture of document '
Trust » [Subordinated] versus
[Parity] Obligations

1 s Date of document; Par City and At or prior to
amount and outstanding par | Underwriter to pricing the 2009B
amount (of the 1998 Parity determine whether | Bonds
Obligations); date the Parity | any 1998 Parity ‘

Obligations were executed Obligations will be
and deliverad refunded

2 * Principal Amounts for City and TBD, at or prior to
2009A and 2009B Bonds Underwriter pricing the 2009B

Bonds
* Date of the 2009B
Supplement to MIPA,;

3 » Date for the initial delivery | City and. TBD, at or prior to
of the 2009B Bonds; Underwriter pricing the 2009B
definition for the term Bonds '
Representative

4 » Determination of Reserve | City and TBD, at or prior to
Fund Undewriter pricing the 20098
« Amount of the 2009B Bonds
Reserve Requirement
» Date of the 2009B
Supplement
* Definition of
“Underwriters”

" Refers to pricing, preclosing, etc. of 2009A Bonds, except where otherwise noted.
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2009B First

Supplemental
Indenture of
Trust (cont™d)

* Principal Amount;
Maturity Schedule for 20098
Bonds; Date Bonds will
mature and date of optional
redemption

» Par Amount of 20098

- Bonds

City and
Underwriter

TBD, at or prior to
pricing the 2009B
Bonds

* Date and Par Amount

* Amounts of the Costs of
Issuance, Reserve Account
Deposit (2009B Reserve
Requirement), Transfers for

-| the Refunding of 1998 Parity

Obligations, if applicable;. -

1 Redemption Fund for 2008A

Subordinate Notes and
Prepayment Date, and the
Acquisition Fund Deposit.

Underwriter and

the City

TBD, at or bﬁor to
pricing the 2009B
Bonds

» Signatures of the Authority
Chair or Vice-Chair; Trustee

Authority, Trustee

TBD, 2009B
Preclosing

Exhibit A
Form of the
2009B
Bond

« Number and Amount of
each Bond, Interest Rate,
Maturity Date, Dated date,
CUSIP number, Principal
Amount, Date when Bond is
authenticated, interest
payment dates

City and
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FIRST SUPPLEMENTAL INDENTURE OF TRUST

dated as of
, 2009

" Supplementing that certain

INDENTURE OF TRUST
dated as of January 1, 2009

by and between

PURLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO

and

WELLS FARGO BANK, NATIONAL ASSOCIATION
as Trustee '

respecting

$
Public Facilities Financing Authority of the City of San Diego
[Subordinated] Water Revenue Bonds, Series 2009B
(Payable Solely From [Subordinated] Installment Payments
Secured by Net System Revenues of the Water, Utility Fund)

70379453.6

000218



TABLE OF CONTENTS

Page
S Partl. DefinIONS. ..o ettt s e e nees 2
Part 2. Supplemental ProvisSions........cccoeininiiccrinncieenceenen, et st nne s 4
Part 3. Ratification of Original Indenture.............ccooo e 6
Part 4. Severability of Invalid ProviSions.........cococmeveiineeiiseee e [RR 7
Part 5. Articles and Section Headings and References ................ e e 7
Part 6. Execution in Several Counterparts.........c.c.uc....e. et e et 7
Part 7. GOVEMINE LAW woocovimerocrsersorsirs s e eeeeeeeee e eee et s s 7
25401013 (0) N IR OO 8

. EXHIBIT A (Form of Bond)

70379453.6 1 000220



FIRST SUPPLEMENTAL INDENTURE OF TRUST

THIS FIRST SUPPLEMENTAL INDENTURE OF TRUST (the “First Supplement™),
made and entered into as of ., 2009, by and between the PUBLIC FACILITIES
FINANCING AUTHORITY OF THE CITY OF SAN DIEGO, a joint exercise of powers
authority duly organized and existing under the laws of the State of California (the “Authority™)
and WELLS FARGO BANK, NATIONAL ASSOCIATION, a California banking corporation,
as trustee (the “Trustee™), under that certain Indenture of Trust, dated as of January 1, 2009, by
and between the same parties (the “Original Indenture™ and as amended hereby, the “Indenture™);

WITNESSETH:

WHEREAS, the Indenture provides that the Authority may issue Additional Bonds (as
defined therein) in order to assist the City in the financing and refinancing of improvements to
the Water System (as defined in the Indenture); and

WHEREAS, the City Council of the City has now requested the assistance of the
Authority in the financing of additional components of the Water System (the “2009B
Components™); and

[WHEREAS, the City previoﬁsly authorized the execution and delivery of $

aogoragonta v\ﬂnnn-\q] amount n'F an Nisen Unnw]i-aq nnrl Faninment r.f‘;‘.':'-ﬂG M amaration
RppotEpiihe prealivipie =2t R i S ot =4 halia

" Certificates of Undivided Interest (In Installment Payments Payable from the Net System
Revenues of the Water Utility Fund of the City of San Diego) Series 1998 (the “Parity
Obligations), of which § in aggregate principal amount are still outstanding (the
“Parity Obligations™); and] - ‘

WHEREAS, the Authority has previously issued $150,000,000 aggregate principal
amount of its Subordinated Water Revenue Notes, Series -2008A (Payable Solely from
Subordinated Installment Payments Secured by Net System Revenues of the Water Utility Fund)
(the “2008A Subordinated Notes™), all of which are currently outstanding and eligible for
prepayment [{collectively with the Parity Obligations to be refunded, the “Refunded °
Obligations™)], the proceeds of which were used to finance improvements to the Water System;
and

[WHEREAS, the Parity Obligations were executed and delivered under and pursuant to
that certain Trust Agreement, dated as of August 1, 1998 (the “1998 Trust Agreement™), by and
between the Authority and Wells Fargo Bank, National Association, as successor trustee
thereunder (the “1998 Trustee™); and]

WHEREAS, the 2008A Subordinated Notes were issued under and pursuant to that
certain Indenture of Trust, dated as of January 1, 2008 (the “2008 Indenture™), by and between
the Authority and Wells Fargo Bank, National Association, as trustee (the “2008 Trustee™); and

WHEREAS, the Authority and the City of San Diego (the “City”) and the San Diego
Facilities and Equipment Leasing Corporation, a nonprofit public benefit corporation (the
“Corporation”) have heretofore entered into a 2009A Supplement to the Amended and Restated
Master Installment Purchase Agreement, dated as of January 1, 2009 (the “Existing Master
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Installment Purchase Agreement”), Installment Payments under which were pledged to the
payment of the principal of and interest on the Authority’s [Subordinated] Water Revenue
Bonds, Refunding Series 2009A (Payable Solely From [Subordinated] Installment Payments
Secured by Net System Revenues of the Water Utility Fund) (the “2009A Bonds™), issued in the
aggregate principal amount of $ , under the Original Indenture; and

WHEREAS, the Authority has agreed to provide assistance to the City by the financing
of the 2009B Components, [the refunding of a portion of the Panty Obligations] and the
prepayment of the 2008 A Subordinated Notes;

WHEREAS, in connection therew1th, the City will enter into a 2009B Supplement to the
Agreement with the Authority, dated as of , 2009 (the “2009B Supplement,” and,
collectively with the Existing Master Installment Purchase Agreement, the “Agreement™); and

WHEREAS, the Authority has therefore determined to issue its [Subordinated] Water
Revenue Bonds, Series 20098 (Payable Solely From [Subordinated] Installment Payments
Secured by Net System Revenues of the Water Utility Fund) in the aggregate principal amount
of § (the “2009B Bonds™) for the above purposes; and . '

WHEREAS, in order to establish and declare the terms and conditions upon which the
2009B Bonds are to be issued and secured and to provide for the payment of the principal thereof
and ihe premium {if any) and inierest thereon, the Authority and the Trustee wish (o enier info

this First Supplement; and

NOW, THEREFORE, in consideration of the covenants and provisions herein set forth
and for other valuable consideration, the receipt and sufficiency of which i1s hereby
acknowledged, the parties hereto do hereby agree as follows:

Part 1. Definitions.  Unless the context clearly otherwise requires, all
capitalized terms used in this First Supplement shall have the meanings assigned to such terms in
the Recitals hereof or in the Original Indenture.

(A) The definitions of the following terms in the Ongmal Indenture shall be
modified to read 1 in their entirety as follows:

Bond or Bonds; 2009A Bonds; 2009B Bonds

The terms “Bond or Bonds™ means any of the bonds issued and hereunder by the
Authority, including any Additional Bonds; the term “2009A Bonds™ means the Authority’s
fSubordinated] Water Revenue Bonds, Refunding Series 2009A (Payable Solely From
[Subordinated] Installment Payments Secured by Net System Revenues of the Water Utility
Fund); issued in the original aggregate principal amount of § ; and the term “2009B
Bonds” shall mean the Authority’s [Subordinated] Water Revenue Bonds, Series 2009B (Payable
" Solely From [Subordinated] Installment Payments Secured by Net System Revenues of the
Water Utility Fund).
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Certificate of ‘Completion

The term “Certificate of Completion™ means a Certificate of the City filed with
the Trustee, stating that the 2009B Components being financed with the proceeds of the 2009B
Bonds have been acquired, constructed, installed and tmproved and that all Acqmsmon Costs

" have been paid or provided for.

Subordinated Installment Payments

The term “Subordinated Installment Payments™ means Installment Payments that
are Subordinated Obligations (as defined in the Agreement), scheduled to be paid by the City
under and pursuant to any Supplement that has been assigned to the Trustee (as assignee of the
Authority) to secure any Subordinated Bonds or Notes [, including the 2009A Supplement and
the 2009B Supplement].

(B) In addition, the following terms shall have the followmg meanings, which are
hereby added to Section 1.01 of the Original Indenture

2009B Closing Date

The term “2009B Closing Date™ means ., 2009, the date of initial delivery
nfthe 70093 Bonds. o

2009B Components

The term “2009B Components™ means the components-of the Project for which
the City makes [Subordinated] Installment payments under the 2009B Supplement.

2009B Payment Fund

The term “2009B Payment Fund” means the fund by that name established and
maintained as a special trust fund by the Trustee, to be designated the “City of San Diego Water
System Improvement Project Payment Fund - 2009B [Subordinated] Bonds.” Within the 2009B
Payment Fund, the Trustee shall establish and maintain an Interest Account (the “Interest
Account™), a Principal Account (the “Principal Account™), and a Redemption Account {the
“Redemption Account™).

Representative

The term “Representative™ means , as representative of the
several Underwriters of the 2009B Bonds.

{20098 Reserve Account]

[The term “2009B Reserve Account” means the account established within the
Reserve Fund in which the 2009B Reserve Requirement shall be held and invested.]
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[2009B Reserve Requirement}

[The term “2009B Reserve Requirement™ means, initially, $ , which,
as of any date of calculation, and shall not exceed the least of (i} ten percent (10%) of the
proceeds (within the meaning of section 148 of the Code) of the 2009B Bonds; (ii) 125% of
average annual debt service on the then-Outstanding 2009B Bonds; or (iii) the Maximum Annual
Debt Service for that and any subsequent year upon early redemption of the 2009B Bonds, the
Authority, at the request of the City, may request the Trustee to recalculate and reduce the 2009B
Reserve Requirement, whereupon any excess in the 2009B Reserve Account over and above the
2009B Reserve Requirement shall be transferred to the Payment Fund. ]

2009B Supplement

. The term “2009B Supplement” means the 2009B Supplement to the Agreement,
by and between the City and the Corporation, dated as of -, 2009,

Underwriters

The term “Underwriters” means, collectively, ,

b} b

Part 2. Supplemental Provisions. The following new Article is hereby added
to the Original Indenture: ' '

ARTICLE XIII
ISSUANCE AND DELIVERY OF 2009B BONDS

Section 13.1. 2009B Bonds Authorized. The Authority has reviewed all
proceedings heretofore taken relative to the authorization of the 2009B Bonds and has found, as
result of such review, and hereby finds and determines that, as of the date of issuance of the
2009B Bonds, all things, conditions and acts required by law to exist, happen and be performed
precedent to and in the issuance of the 2009B Bonds do exist, have happened and have been
performed in due time, form and manner as required by law, and the Authority 1s now
authorized, pursuant to the Bond Law and each and every requirement of law, to issue the 2009B
Bonds in the manner and form provided in the Indenture. Accordingly, the Authority hereby
authorizes the issuance of the 2009B Bonds pursuant to the Bond Law, the Original Indenture
and this First Supplement.

Section 13.2. Terms of 20098 Bonds. Unless specifically set forth bel.ow, the
terms and provisions of the Original Indenture applicable to the 2009A Bonds shall apply equally
to the 2009B Bonds.

(A)  Designation of 20098 Bonds. The 2009B Bonds to be issued by the
Authority under and subject to the Bond Law and the terms of this Indenture shall be designated
the “Public Facilities Financing Authority of the City of San Diego [Subordinated] Water
Revenue Bonds, Series 2009B (Payable Solely From [Subordinated] Installment Payments
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Secured by Net System Revenues of the Water Utility Fund),” and shall be issued in the original
aggregate principal amount of $

(BY  Maturity Schedule for 20098 Bonds.  The 2009B Bonds shall be issued in
fully registered form without coupons in denominations of $5,000 or any integral multiple
thereof, provided that no 2009B Bond shall have more than one maturity date. The 2009B
Bonds shail be dated their date of delivery, and shall mature on August 1 in each of the years and
in the amounts and shall bear interest at the rates, as follows: A o

Maturity Date Principal
(Ayggst 1} Amount Interest Rate -

(C)  Optional Redemption of 2009B Bonds. The 2009B Bonds maturing on or
after August 1, 20, shall be subject to redemption prior to their scheduled maturities, on or
after August 1, 20___, at the option of the Authority, exercised at the request of the City, as a
whole or in part on -any date, from funds derived by the Authority from any source, at a
redemption price of par, plus interest accrued thereon to the date fixed for redemption, without
premium.

(D)  Form_of 20098 Bonds. The form of the 2009B Bonds shall be
substantially as set forth in Exhibit A to this First Supplement.

Section 13.3. Execution and Delivery of 2009B Bonds. At any time after the
~ execution and delivery of this First Supplement; the Authority may sell and the Trustee shall
authenticate and deliver, upon the Written Request of the Authority, the 2009B Bonds in the
aggregate principal amount of §
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Section 13.4. Application of Proceeds of 2009B Bonds. The net proceeds
received from the sale of the 2009B Bonds shall be deposited in trust with the Trustee, who shail
forthwith set aside or transfer such proceeds as follows: '

(a) The Trustee shall deposit into that certain Costs of Issuance
Account for the 2009B Bonds the amount of.$ ; '

(b)  [The Trustee shall deposit into the 2009B Reserve Account the
amount of § , being the 2009B Reserve Requirement;]

(c) [The Trustee shall transfer the sum of § to the 1998
Trustee for the current refunding of the Refunded Parity Obligations in accordance with
their terms; ]

- (d)  The Trustee shall transfer the sum of $ to the 2008A
Trustee for deposit into the Redemption Fund established under the 2008 Indenture and
payment of the 2008 A Subordinated Notes in full on , 2009; and

(¢}  The Trustee shall transfer the remainder of the proceeds of sale of
the 2009B Bonds, being the sum of § , to the Treasurer for deposit into the
Acquisition Fund.

The Trustee may, in its discretion, establish a temporary fund or account to account for
and facilitate the foregoing deposits and transfers. :

Section 13.5. [Establishment of 20098 Reserve Account within Reserve Fund.
The Trustee is directed to establish the 2009B Reserve Account within the Reserve Fund and to
maintain separate records as to investments and earnings within such Fund, in order to facilitate
compliance by the City with the Tax Certificate and the Agreement. On the 2009B Closing
Date, the Trustee shall deposit the 2009B Reserve Requirement into the 20098 Reserve Fund.]

Section 13.6. Acquisition of 2009B Components; Completion Date.  The
Authority hereby appoints the City as its agent for the acquisition and construction of the 2009B
Components with moneys on deposit in the Acquisition Fund held by the Treasurer. Upon the
determination by the City that. such acquisition and construction is complete, the City will so
indicate by filing the Certificate of Completion with the Trustee.

Section 13.7. Compliance with Tax Certificate. The Authority covenants and
agrees to comply with the terms of that certain Tax Certificate delivered on the 2009B Closing
Date with respect to the 2009B Bonds, it being acknowledged and agreed that Bond Counsel will
rely upon the same in delivering its opinion respecting the tax status of the 2009B Bonds.

Part 3. Ratification of Original Indenture. Except insofar as herein otherwise
expressly provided, all the definitions, provisions, terms and conditions of the Original Indenture
shall be deemed to be incorporated in and made a part of this First Supplement; and the Original
Indenture, as amended and supplemented including by this First Supplement, is in all respects
ratified and confirmed, and the Onginal Indenture and this First Supplement shall hereafter be
read, taken and considered as one and the same instrument; and the parties agree to conform to
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and comply with all and singular the terms, provisions, covenants and conditions set forth therein
and herein. '

Part 4. Severability of Invalid Provisions. If any one or more of the provisions
contained in this First Supplement or in the 2009B Bonds shall for any reason be held to be
invalid, illegal or unenforceable in any respect, then such provision or provisions shall be
deemed severable from the remaining provisions contained in this First Supplement and such
invalidity, illegality or unenforceability shall not affect any other provision of this First
Supplement, and this First Supplement shall be construed as if such invalid or illegal or
unenforceable provision had never been contained herein. The Authority and the Trustee each
hereby declares that it would have entered into this First Supplement and each and every other
Section, paragraph, sentence, clause or phrase hereof and authorized the execution and delivery
of the 2009B Bonds pursuant hereto irrespective of the fact that any one or more Sections,
paragraphs, sentences, clauses or phrases of this First Supplement may be held illegal, invalid or
unenforceable. -

" Part 5. Articles and Section Headings and References. The headings or titles
of the several Articles and Sections hereof, and the table of contents hereto, shall be solely for
convenience of reference and shall not affect the meaning, construction or effect of this First
Supplement. All references herein to “Articles™ and “Sections™ and other subdivisions are to the
corresponding Articles, Sections or other subdivisions of the Original Indenture as further
modified by this First Suppiement as a whoie. '

Part 6. Execution in Several Counterparts. This First Supplement may be
executed in any number of counterparts and each of such counterparts shall for all purposes be
deemed to be an original; and all such counterparts, or as many of them as the Authority and the
~ Trustee shall preserve undestroyed, shall together constitute but one and the same instrument.

Part 7. Governing Law. This First Supplement shall be governed by the laws
of the State of California applicable to contracts made and performed in such State.
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IN WITNESS WHEREOQF, the Authority and the Trustee have caused this First
Supplement to be executed by their duly authorized officers, all as of the date first above written.

PUBLIC FACILITIES FINANCING
AUTHORITY OF THE CITY OF SAN DIEGO

By:

Chair or Vice-Chair

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Trustee

By:

AutIlorized Officer
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EXHIBIT A
FORM OF 2009B BOND

UNLESS THIS BOND IS PRESENTED BY AN AUTHORIZED REPRESENTATIVE OF THE
DEPOSITORY (AS DEFINED IN THE INDENTURE OF TRUST) TO THE TRUSTEE FOR
REGISTRATION OF TRANSFER, EXCHANGE, OR PAYMENT, AND ANY BOND
ISSUED IS REGISTERED IN THE NAME OF CEDE & CO. OR IN SUCH OTHER NAME
AS IS REQUESTED BY AN AUTHORIZED REPRESENTATIVE OF THE DEPOSITORY
{AND ANY PAYMENT IS MADE TO CEDE & CO. OR TO SUCH OTHER ENTITY AS IS
REQUESTED BY AN AUTHORIZED REPRESENTATIVE OF THE DEPOSITORY), ANY
TRANSFER, PLEDGE, OR OTHER USE HEREOF FOR VALUE OR OTHERWISE BY OR
TO ANY PERSON IS WRONGFUL INASMUCH AS THE REGISTERED OWNER HEREOF,
CEDE & CO., HAS AN INTEREST HEREIN.

No. ’ LLEEN ok

PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO
[SUBORDINATED] WATER REVENUE BOND, SERIES 2009B

(PAYABLE SOLELY FROM [SUBORDINATED] INSTALLMENT PAYMENTS
SECTRED RY NET SYSTEM REVENUES OF THE WATER UTILITY FUND)

INTEREST RATE: | MATURITY DATE: DATED DATE: CUSIP:

% August 1, 2009

REGISTERED OWNER: CEDE & Co.
PRINCIPAL AMOUNT:*** ' _ DOLLARS#***

The Public Facilities Financing Authority of the City of San Diego, a joint exercise of
_powers authority organized and existing under the laws of the State of California (the
“Authority™) for value received, hereby promises to pay (but only out of the Revenues and other
assets pledged therefor as hereinafter mentioned) to the Registered Owner stated above, or
registered assigns, on the Maturity Date stated above (subject to any right of prior redemption
hereinafter mentioned), the Principal Amount stated above, in lawful money of the United States
of America; and to pay interest thereon in like lawful money from the Interest Payment Date next
preceding the date of authentication of this Bond (unless this Bond is authenticated as of a day
during the period commencing after the fifteenth day of the month preceding an Interest Payment
Date and ending on or before such Interest Payment Date, in which event it shall bear interest
from such Interest Payment Date, or unless this Bond is authenticated on or before 15,
2009, in which event it shall bear interest from the Issue Date stated above) until payment of
such principal sum shall be discharged as provided in the Indenture hereinafter mentioned, at the
Interest Rate per annum stated above, payable semiannually on each August | and February 1,
commencing 1, 20 (each, an “Interest Payment Date™). The principal (or
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redemption price) hereof is payable at the principal office of Wells Fargo Bank, National
Association in Los Angeles, California (together with any successor trustee under the Indenture
referred to below, the “Trustee™). Interest hereon is payable by check of the Trustee mailed on
each. Interest Payment Date to the Registered Owner as of the fifteenth (15th) day of the month
preceding each Interest Payment Date at the address shown on the registration books maintained
by the Trustee; provided however, that payment of interest will be made by wire transfer in
immediately available funds to an account in the United States of America to any Owner of
Bonds in the aggregate principal amount of $1,000,000 or more who shall furnish written wire
instructions to the Trustee before the fifteenth day of the month preceding the applicable Interest

Payment Date.

It is hereby certified and recited that any and all things, conditions and acts required to

_ exist, to have happened and to have been performed precedent to and in the issuance of this Bond

do exist, have happened and have been performed in due time, form and manner as required by

the Bond Law and by the laws of the State of California, and that the amount of this Bond,

together with all other indebtedness of the Authority, does not exceed any limit prescribed by the

Bond Law or by the Constitution and laws of the State of California, and is not in excess of the
_amount of Bonds permitted to be issued under the Indenture.

This Bond shall not be entitled to any benefit under the Indenture, or become valid or
obligatory for any purpose, until the certificate of authentication hereon endorsed shall have been
manually signed by the Trustee.

This Bond is one of a duly authorized issue of bonds of the Authority designated as its
“[Subordinated] Water Revenue Bonds, Series 2009B (Payable Solely From {Subordinated]
Installment Payments Secured by Net System Revenues of the Water Utility Fund)” (the
“Bonds™), in the aggregate principal amount of Dollars
($ }, authorized pursuant to the provisions of Article 4 of Chapter 5 of Division.7 of
Title 1 (commencing with Section 6584) of the California Government Code (the “Bond Law”),
and issued pursuant to an Indenture of Trust, dated as of January 1, 2009, and supplemented as of

, 2009 {collectively, the “Indenture™), by and between the Authority and the Trustee.

Reference is hereby made to the Indenture (a copy of which is on file at said Trust Office
of the Trustee) and all indentures supplemental thereto and to the Bond Law for a description of
the rights thereunder of the owners of the Bonds, of the nature and extent of the security, of the
rights, duties and immunities of the Trustee and of the rights and obligations of the Authority
thereunder. The Registered Owner of this Bond, by acceptance hereof, assents and agrees to all
the provisions of the Indenture.

The Bonds have been issued by the Authority to aid in financing [and refinancing] of the
acquisition, construction, installation and improvement of certain facilities (the “Project™)
relating to the Water System of the City of San Diego (the “City™), to be sold to the City by the
Authority pursuant to an Amended and Restated Master Installment Purchase Agreement, dated
as of January 1, 2009, and supplemented as of , 2009, by and between the San Diego’
Facilities and Equipment Leasing Corporation as seller and the City as purchaser (collectively,
the “Installment Purchase Agreement™). '
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The Bonds and the interest thereon are payable from Revenues (as such term is defined in
the Indenture), consisting primarily of Instaliment Payments to be made by the City under the
Instaliment Purchase Agreement as the purchase price for the Project and are secured by a pledge
and assignment of said Revenues and of amounts held in the [Acquisition], the Payment Fund
and the Reserve Fund established pursuant to the Indenture, subject only to the provisions of the
Indenture permitting the application thereof for the purposes and on the terms and conditions set
forth in the Indenture. The Bonds are special obligations of the Authority and are not a lien or
charge upon the funds or property of the Authority, except to the extent of the aforesaid pledge
and assignment.

Thé 2009B Bonds maturing on or after August 1, 20, shall be subject-fo redemption
prior to their scheduled maturities, on or after August 1, 20, at the option of the Authority,
exercised at the request of the City, as a whole or in part on any date, from funds derived by the
Authority from any source, at par, plus interest accrued thereon to the date fixed for redemption,

without premium.

[The Bonds are subject to redemption prior to their stated maturities as a whole or in part
on any date, to the extent of proceeds of disposition of the Water System [or the proceeds of
hazard insurance received with respect to the Water System and not used to repair or replace the
Water System,] at the principal amount thereof and interest accrued thereon to the date fixed for
redemption, without premium.]

" The Trustee on behalf and at the expense of the Authority shall mail (by first class mail)
notice of any redemption to: (1) the respective Owners of any Bonds designated for redemption,
at least thirty (30) but not more than sixty (60) days prior to the redemption date, at their
respective addresses appearing on the Registration Books, and (ii) the Securities Depositories
and to one or more Information Services (as such terms are defined in the Indenture), at least
thirty (30} but not more than sixty (60) days prior to the redemption; provided, however, that
neither failure to receive any such notice so mailed nor any defect therein shall affect the validity
of the proceedings for the redemption of such Bonds or the cessation of the accrual of interest
thereon. Interest on the Bonds called for redemption will not accrue from and after the
redemption date. :

The Bonds are issuable as fully registered Bonds in denominations of $5,000 and any
integral multiple thereof. Subject to the limitations provided in the Indenture, Bonds may be
exchanged, at said corporate trust office of the Trustee, for a like aggregate principal amount of
" Bonds of other authorized denominations of the same maturity.

The Trustee has no obligation or liability to the Registered Owners to make payments of
principal of or interest on the Bonds, except from amounts on deposit for such purposes with the
Trustee. The Trustee’s sole obligations are to administer for the benefit of the Registered
Owners the various funds and accounts established under the Indenture of Trust and, to the
extent provided in the Indenture of Trust, to enforce the rights of the Authority under the
Installment Purchase Agreement.

“ This Bond is transferable by the Registered Owner hereof, in person or by his attorney
duly authorized in writing, at said corporate trust office of the Trustee, but only in the manner,
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subject to the limitations provided in the Indenture, and upon surrender and cancellation of this
Bond. Upon such transfer, a new Bond or Bonds, of authorized denomination or denominations,
of the same maturity and for the same aggregate principal amount, will be issued to the
transferee in exchange herefor.

If an Event of Default, as defined in the Indenture, shall occur, the principal of all-
“outstanding Bonds may be declared due and payable upon the conditions, in the manner and with
the effect provided in the Indenture, but such declaration and its consequences may be rescinded
and annulled as further provided in the Indenture.

The Indenture and the rights and obligations of the Authority and of the owners of the
Bonds and of the Trustee may be modified or amended from time to time and at any time in the
manner, to the extent, and upon the terms provided in the Indenture; provided that no such
modification or amendment shall (2) extend the maturity of or reduce the interest rate on any
Bond or otherwise alter or impair the obligation of the Authority to pay the principal, interest or
- redemption premiums at the time and place and at the rate and in the currency provided therein
of any Bond without the express written consent of the owner of such Bond, (b) reduce the
percentage of Bonds required for the written consent to any such amendment or modification, or
(c) without its written consent thereto, modify any of the rights or obligations of the Trustee, all
as more fully set forth in the Indenture.

The Auiborify and ihe Trusice may ireai ihe Registered Owner hereof as the absojuie
owner hereof for all purposes and the Authority and the Trustee shall not be affected by any
notice to the contrary. .

Neither the faith and credit nor the taxing power of the Authority, the City of San Diego
(the “City™), the State of California nor any of its political subdivisions is pledged to the payment
of the Bonds, which are special obligations of the Authority, payable solely from Revenues.
Neither the payment of the principal of this Bond or any part hereof nor any interest hereon
constitutes a debt, liability or obligation of the City, any officer of the Authority, or any person
executing this Bond. ' : '
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IN WITNESS WHEREOF, the Public Facilities Financing Authority of the City of San
Diego has caused this Bond to be executed in its name and on its behalf by the manual signature
of its Chair or Vice-Chair and attested to by the manual signature of its Secretary, all as of the
Issue Date stated above.

PUBLIC FACILITIES FINANCING
AUTHORITY OF THE CITY OF SAN DIEGO

By‘

, Chair or Vice-Chair
Afttest:

 Secretary
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T_RUSTEE’S CERTIFICATE OF AliTHENTlCATION
- This is one of the Bonds described in the within-mentioned Indentufe.

Dated: - , 2009

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Trustee

By
: Authorized Officer
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ASSIGNMENT

For value received the undersigned hereby sells, assigns and transfers unto

(Name, Address and Tax Identification or Social Security Number)
the within-mentioned Bond and hereby irrevocably constitute(s) and appoint(s)

attorney, to transfer the same on the
registration books of the Trustee with full power of substitution in the premises.

Dated:

Signature Guaranteed:

Note: Signature(s) must be guaranteed by  Note: The signature(s) on this Assignment

a qualified guarantor. must correspond with the name(s) as
written on the face of the within Bond in
every particular without aiteration or
enlargement or any change whatsoever.

n00235
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PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO
[SUBORDINATED] WATER REVENUE BONDS, SERIES 2009B
(Payable Solely From [Subordinated] Installment Payments
Secured by Net System Revenues of the Water Utility Fund).

Log of Outstanding Items as of October 3, 2008

Continuing Disclosure Certificate
for the Series 2009B Bonds

Responsible |
Page Outstanding Items Party Expected Availability
Form of Continuing As of Dates of Bond - City; FA, UW  To be completed at Priéing of
Disclosure Certificate/] Documents Series 2009B Bonds; based on
anticipated closing date for the
Series 2009B Bonds.
Form of Continuing Principal Amount . City; FA; UW  To be completed at Pricing of
Disclosure Certificate/1 Series 2009B Bonds.
Form of Continuing Datc of Gificial Swtement City; FA; UW  Daed date of Pricing of Series
Disclosure Certificate/| 2009B Bonds
Form of Continuing Name of signatories City To be determined prior to
Disclosure Certificate/8 ’ execution of bond documents.
Form of Continuing ' Date of issuance of Series City; FA; UW  Dated date of Pricing of Series

Dis:_closure
Certificate/Exhibit A

Form of Continuing
Disclosure
Certificate/Exhibit A

2009B Bonds

Remainder of form of noticeto  Not Applicable
repositories of failure to file
annual report

2009B Bonds.

Form to be completed at the time
of reporting of a failure to file, if
any. Form will remain blank
through posting,.

19483.9 031133 LIST .

000237



CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate, dated as of 1, 2009 (the
“Disclosure Certificate™) is executed and delivered by The City of San Diego (the “*City”) in
connection with the issuance of $[Par Amount] Public Facilities Financing Authority of the City
of San Diego [Subordinated] Water Revenue Bonds, Series 2009B (Payable Solely From
[Subordinated] Installment Payments Secured By Net System Revenues of the Water Ultility
Fund) (the “Series 2009B Bonds™). The Series 2009B Bonds are being issued pursuant to that
certain Indenture, dated as of January 1, 2009 (the “Original Indenture™), as supplemented by
that certain First Supplemental Indenture, dated as of 1, 2009 (together with the Original
Indenture, the “Indenture™), by and between the Public Finance Authority of the City of San
Diego (the “Authority””) and Wells Fargo Bank, National Association, as trustee. The proceeds
of the Series 2009B Bonds are being used to prepay a portion of the Outstanding Obligations (as
defined in the Indenture), finance certain capital improvements to the Water System, [fund the
reserve fund for the Series 2009B Bonds] and pay costs of issuance with respect to the Series
'2009B Bonds. In connection therewith, the City, as an “obligated person” with respect to the
Series 2009B Bonds (within the meaning of the Rule, as defined herein), covenants and agrees as
follows:

Section 1. Purpose of the Disclosure Certificate. This Disclosure Certificate is
being executed and delivered by the City for the benefit of the holders and beneficial owners of
the Series 2009B Bonds and in order to assist the Participating Underwriter in complying with
the Rule.

. Section 2. Definitions. In addition to the definitions set forth in the Indenture,
which apply to any capitalized term used in this Disclosure Certificate unless otherwise defined
in thls Section, the following capitalized terms shall have the following meanings:

“Annual Report” shall mean any Annual Report provided by the C1ty pursuant to,
and as described in, Sections 3 and 4 of this Disclosure Certificate.

“Dissemination Agent” shall mean the City, acting in its capacity as
Dissemination Agent hereunder, or any successor Dissemination Agent designated in writing by
-the City and which has ﬁ]ed with the City and the Trustee a written acceptance of such

designation.

“Listed Events” shall mean any of the events listed in Section 5(a) of this
Disclosure Certificate.

“National Repository” shall mean any Nationally Recognized Municipal
Securities Information Repository for purposes of the Rule. The National Repositories currently
recognized by the Securities and Exchange Commission are currently set forth in the SEC
website located at http://www .sec.gov/info/municipal/nrmsir.htm.

“Official Statement” means the Official Statement, dated . 2009, relating
to the Series 20098 Bonds. '
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“Participating Underwriter” shall mean any of the original Underwriters of the
Series 2009B Bonds required to comply with the Rule in connection with offering of the Series
2009B Bonds.

“Repository” shall mean each National Repository and each State Repository, if
any.

“Rule” shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as the same may be amended from time
to time.

“State Repository” shall mean any public or private repository or entity
designated by the State of California as a state repository for the purpose of the Rule and
" recognized as such by the Securities and Exchange Commission. As of the date of this
Disclosure Certificate, there 1s no State Repository.

" Section 3. Provision of Annual Reports. -

{(a) The City shall, or upon written direction shall cause the Dissemination
Agent to, not later than 270 days after the end of the City’s fiscal year (which currently ends
June 30™), commencing with the report for the 2007-08 Fiscal Year (each, a “Filing Date”),
provide to ecach Repository an Annual Keport which is consistent with the requirements of
Section 4 of this Disclosure Certificate for so long as the Series 2009B Bonds remain
outstanding. Not later than fifteen (15) Business Days prior to each Filing Date, the City shall
provide the Annual Report to the Dissemination Agent (if other than the City). The Annual
Report may be submitted as a single document or as separate documents comprising a package,
and may include by reference other information as provided in Section 4 of this Disclosure
Certificate; provided that the audited financial statements of the City may be submitted
separately from the balance of the Annual Report, and later than the Filing Date for the filing of
the Annual Report, if not available by such Filing Date. If the City’s fiscal year changes, it shall -
give notice of such change in the same manner as for a Listed Event under Section 5(c) hereof.
The City shall provide a written certification with each Annual Report furnished to the
Dissemination Agent to the effect that such Annual Report constitutes the Annual Report
required to be furnished by it hereunder. The Dissemination Agent may conclusively rely upon
such certification of the City and shall have no duty or obligation to review such Annual Report.

(b) - If the City is unable to provide to the Repositories an Annual Report by
the date required in subsection (a), the City shall send a notice to the Municipal Securities
Rulemaking Board and any appropriate State Repository in substantially the form attached as

Exhibit A..
(c) The Dissemination Agent shall:

(1) determine each year prior to the Filing Date the name and address
of each National Repository and each State Repository, if any; and

_ (ii) if the Dissemination Agent is other than the City, and such
information is available to it, file a report with the City certifying that the Annual Report has

2
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been provided pursuant to thlS Disclosure Certificate, stating the date it was provided and hstmg
all the Repos1tones to which it was provided.

Section 4. Content of Annual Reports. The C1ty s Annual Report shall contain
or 1nc0rporate by reference the following:

(a) The audited financial statements for the most recently completed Fiscal
Year prepared in accordance with generally accepted accounting principles as promulgated to
apply to governmental entities from time to time by the Governmental Accounting Standards
Board. If the City’s audited financial statements are not available by the time the Annual Report
is required to be filed pursuant to Section 3(a), the Annual Report shall contain unaudited
financial statements in a format similar to the financial statements contained in the final Official
Statement, and the audited financial statements shall be filed in the same manner as the Annual

Report when they become available.

(b) Financial information and operating data with respect to the City, as such
information and data relate to the City’s Water Department and the Water Utility Fund, for the
most recently completed fiscal year of the type included in the Official Statement, in the
following categories (to the extent not included in the City's audited financial statements):

(i) An update of the information contained in Table 1 (entitled
“Historicai Number of Retail Conneciions 10 Water System’) of the Official Statement for the
most recently completed fiscal year; :

(ii)  An update of the information contained in Table 2 (entitled “Major
Non-Governmental Retail Customers and Top Governmental Customers™) of the Official
Statement for the most recently completed fiscal year;

(ili)  An update of- the information contained in Table 6 (entitled
“Summary of Projected CIP Projects™) of the Official Statement as of the end of the most
recently completed fiscal year; '

(iv) An ﬁpdate of the information contained in Table 7 (entitled “Five-
Year Water Service Charge History for Single Family Residential Units and Other Domestic,
Commercial, Industrial and Irrigation/Temporary Construction™) of the Official Statement for the

most recently completed fiscal year;

(v) An update of the information contained in Table 10 (entitled
“Recent Rate History for Capacity Charges™) of the Official Statement for the most recently
completed fiscal year; :

7 (vi)  An update of the information contained in Table 11 (entitled
“Water Utitity Fund Historical Capacity Charge Revenues”) of the Official Statement for the
" most recently completed fiscal year;

(vit)  An update of the information contained in Table 12 {entitled
“Water Customer Accounts Receivable and Shut-Offs by Fiscal Year”) of the Official Statement
for the most recently completed fiscal year; ’
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(viii) An update of the information contained in Table 13 (entitled
“Historical Sources of Water Service Revenues”) of the Official Statement for the most recently

completed fiscal year,

(ix)  Information contained in Table 14 (entitled “Revenues, Expenses,
Changes in Fund Net Assets”) of the Official Statement for the most recently completed fiscal
year, '

(x)  Information. contained in Table 15 (entitled “Calculation of
Historic Debt Service Coverage”) of the Official Statement for the most recently completed
fiscal year;

(xi)  Information contained in Table 16 (entitled “Water Utility Fund
Reserves”) of the Official Statement for the most recently completed fiscal year;

(xii}  An update of the information contained in Table 21 (entitled “City
of San Diego Pooled Investment Fund”) of the Official Statement as of the most recently

completed fiscal year;

(xiii) - Information contained in Table 22 (entitled “City of San Diego
Schedule of Funding Progress™) of the Official Statement for the most recently completed fiscal
 year,

(xiv) Information contained in Table 23 (entitled “City of San Diego and
Water Department Pension Contribution”) of the Official Statement for the most recently

completed fiscal year;

(xv) Information contained in Table 24 (entitled “Water De-péu'tment
Retiree Health Contribution”) of the Official Statement for the most recently compieted fiscal
year; and

(xvi) An update of the information contained in the Official Statement
under the heading “Water System Financial Operations — Labor Relations — General” for the
most recently completed fiscal year. :

" Any or all of the items listed above may be included by specific reference to other
documents, including official statements of debt issues of the City or related public entities,
which have been submitied to each of the Repositories or the Securities and Exchange
Commission. If the document included by reference is a final official statement, it must be
available from the Repositories. The City shall clearly identify each such other document so

included by reference.
Section 5. Reporting of Significant Events.

{(a) Pursuant to the provisions of this Section 5, the City shall give, or cause to
be given, notice of the occurrence of any of the following events with respect to the Series
2009B Bonds, if material: :
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(i) Principal and interest payment delinquencies.
(iiy  Non—payment related defaults.

(iii) - Unscheduled draws on debt service reserves reflecting financial
difficulties. '

_ (iv)  Unscheduled draws on credit enhancements reflecting financial
difficulties. ' ' '

V) Substitution of credit or liquidity providers, or their failure to
perform. ' o

(vi)  Adverse tax opinions or events affecting the tax—-eiempt status of
the Series 2009B Bonds. '

(vil} Modifications to rights of Bondholders.
(viti) Contingent or unscheduled Bond calls.
(ix) Defeasances.

(x) Release, substitution, or sale of property securing repayment of the
Series 2009B Bonds. ,

(xi)  Rating changes:

(b) Whenever the City obtains knowledge of the occurrence of a Listed Event,
the City shall as soon as possible determine if such event would be material under applicable
Federal securities law.

(c) If the City determines that knowledge of the occurrence of a Listed Event
would be material under applicable Federal securities law, the City shall promptly file a notice of
such occurrence with the Repositories. Notwithstanding the foregoing, notice of Listed Events
described in subsections (a)(viii) and (ix) need not be given under this subsection any earlier than
the notice (if any) of the underlving event is given to holders of affected Bonds pursuant to the

Indenture.

(d) If the Dissemination Agent has been instructed by the City to report the
occurrence of a Listed Event, the Trustee shall file a notice of such occurrence with the
Repositories with a copy to the City. Notwithstanding the foregoing notice of Listed Events
described in subsections (a)(viii) and (ix) need not be given under this subsection any earlier than
the notice (if any) of the underlying event is given to the holders of affected Bonds pursuant to

the Inde_nture.

Section 6. Termination of Reporting Obligation. The City’s obligations under
this Disclosure Certificate shall terminate upon the legal defeasance, prior redemption or
payment in full of all of the Series 20098 Bonds. If such termination occurs prior to the final
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maturity of the Series 2009B Bonds, the City shall give notice of such termination in the same
manner as for a Listed Event under Section 5(c).

Section 7. Dissemination Agent. The City may, from time to time, appoint or
" engage a Dissemination Agent to assist it in carrying out its obligations under this Disclosure
Certificate, and may discharge any such Dissemination Agent, with or without appointing a
successor Dissemination Agent. The initial Dissemination Agent shall be the City. The
Dissemination Agent may resign as Dissemination Agent by providing thirty days written notice
to the City and the Trustee. The Dissemination Agent shall not be responsible for the content of
any report or notice prepared by the City. The Dissemination Agent shall have no duty to
prepare any information report nor shall the Dissemination Agent be responsible for filing any
report not provided to it by the City in a timely manner and in a form suitable for filing.

The City may satisfy its obligations hereunder to file any notice, document or
information with a National Repository or State Repository by filing the same with any
dissemination agent or conduit, including any “central post office” or similar entity, assuming or
~ charged with responsibility for accepting notices, documents or information for transmission to

such National Repository or State Repository, to the extent permitted by the SEC or SEC staff or
required by the SEC. For this purpose, permission shall be deemed to have been granted by the
SEC staff if and to the extent the dissemination agent or conduit has received an interpretive
letter, which has not heen revoked, from the SEC staff to the effect that using the agent or
conduit to transmit information to the National Repository and State Repository will be treated
for purposes of the Rule as if such information were transmitted directly to .the National

Repository and State Repository.

Section 8. Amendment; Waiver. Notwithstanding any other provision of this
Disclosure Certificate, the City may amend this Disclosure Certificate, and any provision of this
Disclosure Certificate may be waived (provided no amendment that modifies or increases its
duties or obligations of the Dissemination Agent shall be effective without the consent of the
Dissemination Agent), provided that the following conditions are satisfied:

{a) if the amendment or waiver relates to the provisions of Sections 3(a), 4 or
5(a), it may only be made in connection with a change in circumstances that arises from a change
in legal requirements, change in law, or change in the identity, nature, or status of an obligated
person with respect to the Series 2009B Bonds, or type of business conducted,

(b) the undertakings herein, as proposed to be amended or waived, would, in
the opinion of nationally recognized bond counsel, have complied with the requirements of the
Rule at the time of the primary offering of the Series 2009B Bonds, after taking into account any
amendments or interpretations of the Rule, as well as any change in circumstances; and

(c) the proposed amendment or waiver either (i) is approved by holders of the
Series 2009B Bonds in the manner provided in the Indenture for amendments.to the Indenture
with the consent of holders, or (ii) does not, in the opinion of nationally recognized bond
counsel, materially i 1mpalr the interests of thc holders or beneficial owners of the Series 2009B

Bonds.

19668.3 031133 CERT

000244



If the annual financial information or operating data to be provided in the Annual
Report is amended pursuant to the provisions hereof, the first annual financial information filed
pursuant hereto containing the amended operating data or financial information shall explain, in
narrative form, the reasons for the amendment and the impact of the change in the type of
operating data or financial information being provided.

If an amendment is made to the undertaking specifying the accounting principles
to be followed in preparing financial statements, the annual financial information for the vear in
which the change is made shall present a comparison between the financial statements or
information prepared on the basis of the new accounting principles and those prepared on the
basis of the former accounting principles. The comparison shall include a qualitative discussion
of the differences in the accounting principles and the impact of the change in the accounting
principles on the presentation of the financial information, in order to provide information to
investors to enable them to evaluate the ability of the City to meet its obligations. To the extent
reasonably feasible, the comparison shall be quantitative. A notice of the change in the
accounting principles shall be sent to the Rep0s1tones in the same manner as for a Listed Event
under Section 5(c).

Section 9. Additional Information. Nothing in this Disclosure Certificate shall
be deemed to prevent the City from disseminating any other information, using the means of
dissemination set forth in this Disclosure Certificate or any other means of communication, or
including any other information in any Annual Report or notice of occurrence of a Listed Event,
in addition to that which is required by this Disclosure Certificate. If the City chooses to include
any information in any Annual Report or notice of occurrence of a Listed Event in addition to
that which is specifically required by this Disclosure Certificate, the City shall have no
obligation under this Disclosure Certificate to update such information or include it in any future
Annual Report or notice of occurrence of a Listed Event.

Section 10. Default. In the event of a failure of the City to comply with any
provision of this Disclosure Certificate, any Participating Underwriter or any holder or beneficial
owner of the Series 2009B Bonds may take such actions as may be necessary and appropriate,
including seeking mandate or specific performance by court order, to cause the City to comply
~ with its obligations under this Disclosure Certificate. A default under this Disclosure Certificate
~shall not be deemed an Event of Default under the Indenture, and the sole remedy under this
Disclosure Certificate in the event of any failure of the City to comply with this Disclosure
Certificate shall be an action to compel performance.

Section 11. Duties, Immunities and Liabilities of Dissemination Agent. The
Dissemination Agent shall have only such duties as are specifically set forth in this Disclosure
Certificate, and the City agrees to indemnify and save the Dissemination Agent, its officers,
directors, employees and agents, harmless against any loss, expense and liabilities which it may
incur arising out of or in the exercise or performance of its powers and duties hereunder,
including the costs and expenses (including attorneys fees) of defending against any claim of
liability, but excluding liabilities due to the Dissemination Agent’s negligence or willful
misconduct. The Dissemination Agent shall be paid compensation by the City for its services
provided hereunder in accordance with its schedule of fees as amended from time to time and
shall be reimbursed for all expenses, legal fees and advances made or incurred by the
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Dissemination Agent in the performance of its duties hereunder. The Dissemination A gent shall
have no duty or obligation to review any information provided to it hereunder and shall not be
deemed to be acting in any fiduciary capacity for the City, the Authority, the Series 2009B
Bondholders, or any other party. Other than in the case of negligence; gross negligence or
willful misconduct of the Dissemination Agent, the Dissemination Agent shall not have any
-liability to the Series 2009B Bondholders or any other party for any monetary damages or
financial liability of any kind whatsoever related to or arising from any breach of any obligation
of the Dissemination Agent. The obligations of the City under this Section shall survive
resignation or removal of the Dissemination Agent and payment of the Series 2009B Bonds.

Section 12. Beneficiaries. This Disclosure Certificate shall inure solely to the
benefit of the City, the Dissemination Agent, the Participating Underwriter and holders and
beneficial owners from time to time of the Series 2009B Bonds, and shall create no rights in any
other person or entity.

THE CITY OF SAN DIEGO

Autharized Signatory

Attést:

City Clerk

APPROVED AS TO FORM:
MICHAEL J. AGUIRRE, City Attorney

By

Name:
Deputy City Attorney
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EXHIBIT A
FORM OF NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT

Name of Issuer: The City of San Diego

Name of Issue: $[Par Amount] Public Facilities Financing Authority of the City of
San Diego [Subordinated] Water Revenue Bonds, Series 2009B
(Payable Solely From [Subordinated] Installment Payments
Secured By Net System Revenues of the Water Utility Fund) (the
“Bonds™). ' ' :

Date of Issuance: 1, 2009

NOTICE IS HEREBY GIVEN that the City of San Diego has not i)rovided an Annual Report
with respect to the above-named Bonds as required by Section 3 of the Continuing Disclosure

Certificate dated as of _ 1, 2009 executed and delivered by the City. [The City
anticipates that the Annual Report will be filed by ]
Dated:

THE CITY OF SAN DIEGO

By:
Title:
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PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO
[SUBORDINATED] WATER REVENUE BONDS, REFUNDING SERIES 2002A
(PAYABLE SOLELY FROM ,
[SUBORDINATED] INSTALLMENT PAYMENTS SECURED
BY NET SYSTEM REVENUES OF THE WATER UTILITY FUND)

BOND PURCHASE AGREEMENT

Log of Blanks
Responsible ‘ :
Document Page Outstanding Items Party Expected Availability . .
Bond Purchase 1 Par amount of Bonds (top of page  Underwriter  Bond Pricing
Agreement . and last line) and City
.2 Par amount of Bonds Underwriter  Bond Pricing
‘ : and City
2 Purchase price of Bonds Underwriter  Bond Pricing
and City
2 Underwriter’s Discount Underwriter  Bond Pricing
and City )
3 Par amount of 1998 Certificates Underwriter  Bond Pricing
refunded and City
3 Date of Preliminary Official Disclosure When Preliminary Official
Statemnent Counsel Statement is printed
4 Closing Date Underwriter ~ Bond Pricing
and City -
4 Date of Public Facilities City Date of Public Facilities
Financing Authority action ’ " Financing Authority action
7 Adoption date of City Ordinance City Adoption date of City
Ordinance
7 " Effective date of City Ordinance City Effective date of City
Ordinance
7 . Adoption date of City Resolution City Adoption date of City
Resolution .
17 Ratings of 3 Rating Agencies Rating When Preliminary Official
: Agencies Statemnent is printed
S-1 All Signatories Indicated Upon sale of Bonds
Parties
Schedule I  Bond amounts, maturities, Underwriter ~ Upon sale of Bonds
interest rate, price and yield ‘ :
A-] Title of PFFA Authorized PFFA When Preliminary Official
Representative Statement is printed
11165364.1 : _ 1
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Document

Bond Purchase
Agreement

11165364.1

3
N

A-1
A-1

A-1

B-1

B-1

B-1

BOND PURCHASE AGREEMENT

Log of Blanks (Continued)

QOutstanding Items

Date of Preliminary Official
Statement

Date of 15¢2-12 Certificate
Signature of PFFA

Title of City Authorized
Representative

Date of Preliminary Official
Statement

Date of 15¢2-12 Certificate

Signature of City

Responsible |
Party Expected Availability
Disclosure When Preliminary Official
Counsel Statement is printed
" PFFA When Preliminary Official
Statement is printed
PFFA When Preliminary Official
Statement is printed
City When Preliminary Official
: Statement is printed
Disclosure When Preliminary Official
Counsel Statement is printed
City When Preliminary Official
Statement is printed
When Preliminary Official

City

Statement is printed
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$
PUBLIC FACILITIES FINANCING AUTHORITY
- OF THE CITY OF SAN DIEGO
WATER REVENUE BONDS, REFUNDING SERIES 20094 .
(PAYABLE SOLELY FROM INSTALLMENT PAYMENTS SECURED
BY NET SYSTEM REVENUES OF THE WATER UTILITY FUND)

BOND PURCHASE AGREEMENT

January 14, 2009

Public Facilities Financing Authority of the City of San Diego
202 C Street :
San Diego, California 92101

City of San Diego
202 C Street A
San Diego, California 92101

Ladies and Gentlemen:

© Morgan Stanley & Co. Incorporated, on behalf of itself and as representative (the
“Representative™) of J.P. Morgan Securities Inc., Ramirez & Co., Inc., Siebert Brandford Shank
& Co., LLC and Estrada Hinojosa (collectively, with the Representative, the “Underwriters™),
hereby offers to enter into this Bond Purchase Agreement (this “Bond Purchase Agreement™)
with the Public Facilities Financing Authority of the City of San Diego (the “Authority™), a joint
- exercise of powers authority duly organized and validly existing under and pursuant to the laws
of the State of California, and the City of San Diego (the “City”), a municipal corporation
organized and existing under its Charter and the Constitution and laws of the State of California
(the “State”), which upon written acceptance of this offer will be binding upon the Authority, the
City and the Underwriters. This offer is made subject to the Authority’s and the City’s written
acceptance hereof on or before 5:00 p.m., California time, on the date hereof, and, if not so
accepted, will be subject to withdrawal by the Underwriters upon notice delivered to the
Authority and the City at any time prior to the acceptance hereof by the Authority and the City.

Capitalized terms used and not defined herein shall have the same meanings as set forth
" in the Agreement (as defined below).

1. Purchase and Sale of the Bonds

Subject to the terms and conditions and in reliance upon the representations, warranties
and agreements set forth herein, the Underwriters hereby agree to purchase from the Authority,
and the Authority hereby agrees to sell and deliver to the Underwriters, all (but not Iess than all)
of the $ aggregate principal amount of Public Facilities Financing Authority of

11116548.5

000251



the City of San Diego Water Revenue Bonds, Reﬁlnding Series 2009A (Payable Solely From
" Installment Payments Secured by Net System Revenues of the Water Utility Fund) (the
“Bonds™). The Bonds will be issued on the Closing Date (as hereinafter defined), in the principal

amount of $ . The Bonds will bear interest at the rates and will mature on the dates
set forth on Schedule I attached hereto. The purchase price for the Bonds shall be
$ ‘ , being the principal amount of the Bonds plus original issue premium, less

original issue dlSCOLlnt and less an Underwriters’ discount of §

2. - Description and Purpose of the Bonds

The Bonds shall be substantially in the form described in, shall be issued and secured
under the provisions of, and shall be payable as provided in the Indenture dated as of January 1,
2009 (the “Indenture”), by and between the Authority and Wells Fargo Bank, National
Association, as Trustee (the “Trustee”). The Bonds are subJect to redemption as provided in the

Indenture.

The Bonds are limited obligations of the Authority payable from and secured by
Revenues (as defined in the Indenture) comprised primarily of Installment Payments to be made
by the City pursuant to the Amended and Restated Master Installment Purchase Agreement,
dated as of January 1, 2009, between the San Diego Facilities and Equipment Leasing
Corporation, a nonprofit charitable corporation duly organized and existing under and by virtue
of the laws of the State (the “Corporation”) and the City, as supplemented by the 2009A
Supplement to Amended and Restated Master Installment Purchase Agreement, dated as of
January 1, 2009 (the “2009A Supplement™), each by and between the Corporation and the City
(the Amended and Restated Master Installment Purchase Agreement, together with all
supplements thereto, including the 2009A Supplement, are collectively referred to as the

“Agreement™).

Certain rights of the Corporation under the Agreement with respect to the Bonds,
mcludmg the right to receive the Installment Payments for the Bonds, will be assigned to the
Authority under an Assignment Agreement, dated as of }anuary 1, 200% by and between the
- Corporation and the Authority {the “2009A Assignment Agrccment”).

The Bonds are to be payable from the Installment Payments that are Parity. Obligations
under the Agreement, and are payable from Net System Revenues (i) on a parity with any
Installment Payments represented by the San Diego Facilities and Equipment Leasing
Corporation Certificates of Undivided Interest (In Installment Payments Payable from the Net
System Revenues of the Water Utility Fund of the City of San Diego) Series 1998 (the “1998
Certificates”) that remain outstanding following application of the proceeds of the Bonds, (ii)
senior to any payments for the Public Facilities Financing Authority of the City of San Diego
Subordinated Water Revenue Bonds, Series 2002 (Payable Solely From Subordinated
Installment Payments Secured by Net System Revenues of the Water Utility Fund) (the “Series
2002 Subordinated Bonds™), and (iii} senior to the State Revolving Fund Loan from the
California Department of Water Resources executed on June 16, 2004 (the “2004 SRF Loan”)

and any other SRF Loans.
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The proceeds of the sale of the Bonds will be used for the purpose of -enabling the
Authority to provide funds to (i) pay the maturing Public Facilities Financing Authority of the
City of San Diego Non-Transferable Subordinated Water Revenue Notes, Series 2007A
(Payable Solely From Subordinated Installment Payments Secured By Net System Revenues of
the Water Utility Fund) (the “Series 2007A Notes™) outstanding in the aggregate principal
amount of $57,000,000, (ii) [refund $ aggregate principal amount of the 1998
Certificates, and (iit)] pay certain costs of issuance associated with the Bonds.

- 3. Public Offering

The Underwriters agree to make a bona fide public offering of all the Bonds initially at
the public offering prices (or yields) set forth on Schedule I attached hereto and incorporated
herein by reference. Subsequent to the initial public offering, the Underwriters reserve the right
to change the public offering prices (or vields) as they deem necessary in connection with the
marketing of the Bonds, provided that the Underwriters shall not change the interest rates set
- forth on Schedule 1. The Bonds may be offered and sold to certain dealers at pnces lower than

such initial public offering prices.

4. Delivery of Official Statement; Continuing Disclosure
(a) Preliminary Official Statement. The Authority and the City have delivered or
ﬁﬁﬁﬁﬁ Ad b A Aalicinend da 4L.. T Tum A ppmzrymg b e .,.P....,. to 41 12 SXen iedio s SRS ISS - ‘I}‘ p"}":"}“"‘
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Agreement, copies of the Preliminary Official Statement dated December [ 1, 2008 relating to
-the Bonds (the “Preliminary Official Statement™). Such Preliminary Official Statement is the
official statement deemed final by the Authority and the City for purposes of Rule 15¢2-12 under
the Securities Exchange Act of 1934 (the “Rule”) and approved for distribution by the
Underwriters by resolution of the governing board of the Authority and the City. The Authority
and the City hereby ratify and confirm their authorization of the use by the Underwriters prior to
the date hereof of the Preliminary Official Statement. The Authority and the City shall have
executed and delivered to the Underwriters certifications to such effect in the forms attached

hereto as Appendices A and B.

(b) Final Official Statement. Within seven (7) business days from the date hereof,
and in any event not later than two business days prior to the Closing Date, the Authority and the
City shall deliver to the Underwriters a final Official Statement, executed on behalf of the
Authority and the City by authorized representatives of such entities, which shall include
information permitted to be omitted from the Preliminary Official Statement by paragraph (b)(1)
of the Rule and with such other amendments or supplements as shall have been approved by the
Authority, the City and the Representative (the “Final Official Statement™) and such additional
conformed copies thereof as the Underwriters may reasonably request in sufficient quantities to
comply with the Rule and rules of the Municipal Securities Rulemaking Board (the “MSRB™)
and to meet potential customer requests for copies of the Official Statement. The City and the
Authority hereby authorize the Underwriters to use the Official Statement and the information
contained therein in connection with the offering and sale of the Bonds. The Preliminary
Official Statement and the Final Official Statement, including the cover pages, the appendices
thereto and all information incorporated therein by reference are hereinafter referred collectively

to as the “Official Statement.”
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(©) Continuing Disclosure Certificate. In order to enable the Underwriters to comply
with the Rule, the Authority will execute a Continuing Disclosure Certificate concurrently with
issuance of the Bonds substantially in the form attached as Appendix G to the Official Statement
(the “Continuing Disclosure Certificate™). ' '

5. Closing

At 8:30 a.m. California time on January [ ], 2009, or such other time as shall be agreed
upon by the Representative and the Authority (the “Closing Date™), the Authority will deliver or
cause to be delivered to the Underwriters at the offices of Fulbright & Taworski L.IL.P. (“Bond
Counsel”) in Los Angeles, California (or such other location as may be designated by the
Representative and approved by the Authority) the closing documents hereinafter mentioned and,
in New York City, New York through the facilities of The Depository Trust Company (or such
other location as may be designated by the Representative and approved by the Authority), the
Bonds in the form of registered book-entry bonds evidenced by one certificate for cach maturity,
interest rate and series of Bonds (which may be typewritten) in denominations of $5,000 or any
multiple thereof, duly executed by the Authority and authenticated by the Trustee, and subject to
the terms and conditions hereof the Underwriters will accept delivery of the Bonds in book-entry
. form, and the Underwriters will pay the purchase price of the Bonds set forth in Section 1 by
'Federal Funds wire (such delivery and payment being herein referred to as “Closing”).

6. Representations, Warranties and Agreements of the Authority
The Authority represents, warrants and covenants with the Underwriters that:

(a) the Authority is a joint exercise of powers authority duly organized and validly
existing under and pursuant to the laws of the State of California, with full legal right, power and
authority to issue, sell and deliver the Bonds to the Underwriters pursuant to the Indenture, and-
execute, deliver and perform its obligations, as the case may be, under this Bond Purchase
Agreement, the Bonds, the 2009A Assignment Agreement and the Indenture (collectively, the
“Legal Documents”) and to carry out and consummate all transactions contemplated by each of
the aforesaid documents and the Official Statement, and compliance with the provisions of the
Legal Documents will not materially conflict with or constitute a breach of or default under any
applicable constitutional provision, law, administrative regulation, court order or consent decree
or any applicable judgment or decree or any loan agreement, note, resolution, indenture,
agreement or other instrument to which the Authority is a party or may be otherwise subject;

(b)  the resolution adopted by the Authority on , 2008 approving and
authorizing the execution and delivery by the Authority of the Legal Documents (the “ Authority
Resolution™) was duly adopted at a meeting of the Authority called and held pursuant to law and
with all public notice required by law and at which a quorum was present and acting throughout,
and is in full force and effect and has not been amended or repealed;

(e) when delivered by the Authority and paid for by the Underwriters in accordance
with the provisions of this Bond Purchase Agreement, the Bonds will have been duly authorized,
executed and delivered and will constitute the valid and binding limited obligations of the
Authority in conformity with, and entitled to the benefit and security of, the Indenture;
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(d) the Authority will deliver the duly executed Indenture and the Agreement on the
Closing Date, has duly authorized and approved the execution and delivery of the Legal
Documents and when executed and delivered, the Legal Documents, assuming due authorization,
execution and delivery by the other respective parties thereto, will constitute the legally valid and
binding obligations of the Authority enforceable in accordance with their respective terms,
except as enforcement may be limited by bankruptcy, insolvency, reorganization, moratorium or
similar laws or equitable principles relating to or affecting creditors’ rights generally;

(e) at the date hereof and as of the Closing Date, except as otherwise disclosed in the
Official Statement, the Authority will be in compliance with the covenants and agreements
contained in the Legal Documents, and no event of default and no event has occurred and is
continuing which, with the passage of time or giving of notice, or both, would constitute an event
of default thereunder shall have occurred and be continuing;

3] all approvals, consents and orders of any governmental authority or agency
having jurisdiction in the matter which would constitute a condition precedent to the due
performance by the Authority of its obligations under the Legal Documents have been duly
obtained or made, and are, and will be as of the Closing Date, in full force and effect;

(g) the Authority will comply with the requirements of the Tax Exemption Certificate
executed by the Authority and the City in connection with the delivery of the Bonds;

_ (h) any certificate signed by any officer of the Authority and delivered to the
Underwriters pursuant to the Legal Documents or any document contemplated hereby or thereby
shall be deemed a representation and warranty by the Authority to the Underwriters as to the
statements made therein and that such officer shall have been duly authorized to execute the

same;

(1} to the best knowledge of the Authority, there is no public vote or referendum
pending or proposed, the results of which could materially adversely affect the transactions
contemplated by the Legal Documents or the Official Statement or the validity or enforceability
of the Bonds;

() the Indenture creates a valid pledge of and grant of a first priority security interest
in the Net System Revenues purported to be pledged thereby, subject to no prior pledges or
security interests other than the parity security interest in favor of the 1998 Certificates
remaining outstanding following the Closing and the subordinated security interests in favor of
the Series 2002 Subordinated Bonds, the 2004 SRF Loan, the Series 2007A Subordinated Notes,
and the Public Facilities Financing Authority of the City of San Diego Subordinated Water -
Revenue Notes, Series 2008 A (Payable Solely From Subordinated Installment Payments Secured
By-Net System Revenues of the Water Utility Fund) (the “Series 2008 A Notes™);

(k) the Official Statement is, and at all times subsequent to the date of the Official
Statement up to and including the Closing will be, true and correct in all material respects, and
the Official Statement contains and up to and including the Closing will contain no misstatement
of any material fact and does not, and up to and including the Closing will not, omit any
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statement necessary to make the statements contained therein, in the light of the circumstances in
which such statements were made, not misleading;

0 the Authority will advise the Representative promptly of any proposal to amend
- or supplement the Official Statement and will not effect or consent to any such amendment or
supplement without the consent of the Representative, which consent will not be unreasonably
withheld. The Authority will advise the Representative promptly of the institution of any
proceedings known to it by any governmental agency prohibiting or otherwise affecting the use
of the Official Statement in connection with the offering, sale or distribution of the Bonds;

(m) as of the time of acceptance hereof and as of the time of the Closing, except as
otherwise disclosed in the Official Statement, the Authority is not and will not be in breach of or
in default under any applicable constitutional provision, law or administrative rule or regulation
of the State or the United States, or any applicable judgment or decree or any trust agreement,
loan agreement, bond, note, resolution, ordinance, agreement or other instrument to which the
Authority is a party or is otherwise subject, and no event has occurred and is continuing which,
with the passage of time or the giving of notice, or both, would constitute a default or event of
default under any such instrument which breach or default would materially adversely affect the
security of the Bonds or the Authority’s performance under the Legal Documents; and, as of
such times, except as disclosed in the Official Statement, the authorization, execution and
delivery of the Legal Documents and the Bonds and compliance with the provisions of each of
such agreements or instruments do not and will not conflict with or constituie a breach of or
default under any applicable constitutional provision, law or administrative rule or regulation of
the State or the United States or any applicable judgment, decree, license, permit, trust
agreement, loan agreement, bond, note, resolution, ordinance agreement or other instrument to
which the Authority (or any of its officers in their respective capacities as such) is subject, or by
which it or any of its properties is bound; nor will any such authorization, execution, delivery or
compliance result in the creation or imposition of any lien, charge or other security interest or
encumbrance of any nature whatsoever upon any of its assets or properties or under the terms of
any such law, regulation or instrument, except as may be provided by the Bonds and the Legal
Documents;

{(n) as of the time of acceptance hereof and the Closing, except as disclosed in the
Official Statement, no action,, suit, proceeding, inquiry or investigation, at law or in equity,
before or by any court, government agency, public board or body, is pending or to the best of the
Authority’s knowledge after reasonable investigation, threatened (i) in any way questioning the
corporate existence of the Authority or the titles of the officers of the Authority to their
respective offices; (ii) affecting, contesting or seeking to prohibit, restrain or enjoin the issuance,
sale or delivery of any of the Bonds, or the payment or collection of any amounts pledged or to
" be pledged to pay the principal of and interest on the Bonds, or in any way contesting or
affecting the validity of the Bonds, the Legal Documents or the consummation of the
transactions contemplated thereby or hereby, or contesting the exclusion of the interest on the
Bonds from gross income for Federal income tax purposes or contesting the powers of the
Authority or its authority to issue the Bonds; (111} which may result in any material adverse
change relating to the Authority; or (iv) contesting the completeness or accuracy of the
Preliminary Official Statement or the Official Statement or any supplement or amendment
thereto or asserting that the Preliminary Official Statement or the Official Statement contained
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any untrue statement of a material fact or omitted to state any material fact required to be stated
therein or necessary to make the statements therein, in the light of the circumstances under which
they were made, not misleading, and there is no basis for any action, suit, proceeding, inquiry or
investigation of the nature described in clauses (i) through (iv) of this sentence;

(0) for purposes of the Rule, the Authority has herctofore deemed final the
Preliminary Official Statement prior to its use and distribution by the Underwriters, except for
the information specifically permitted to be omitted by paragraph (b)(1) of the Rule; and

(p)  except as otherwise disclosed in the Official Statement, the Authority has not
previously failed to comply with any continuing disclosure obhgatmn undertaken pursuant to the
Rule.

All representations, warranties and agreements of the Authority shall remain operative
and in full force and effect, regardless of any mvestlgatlons made by or on the Underwriters’
behalf, and shall survive the delivery of the Bonds. -

7. Representations, Warranties, and Agreements of the City

The City represents, warrants and covenants with the Underwriters that:

{(a) the City is a municinal r-nmm-ahnn arganized and exigting under a charter Anln
adopted pursuant to the provisions of the Constitution of the State of Cahforma with full legal
right, power, and authority to execute, deliver and perform its obligations, as the case may be,
under this Bond Purchase Agreement, the Continuing Disclosure Certificate and the A greement
(collectively, the “City’s Legal Documents™) and to carry out and consummate all transactions
contemplated by each of the City’s Legal Documents, and compliance with the provisions of the
City’s Legal Documents will not materially conflict with or constitute a breach of or default
under any applicable constitutional provision, law, charter provision, administrative regulation,
court order or consent decree or any applicable judgment or decree or any loan agreement, note,
resolution, indenture, agreement or other instrument to which the Clty i1s a party or may be

otherwise subject;

(b) the ordinance of the City adopted on , 2008 and effective as of
, 2008 approving and authorizing, among other things, the issuance of the Bonds
and the entry into the Indenture by the Authority and the execution and delivery by the City of
the Amended and Restated Master Installment Purchase Agreement, the 2009A Supplement and
the Continuing Disclosure Certificate, and the resolution of the City adopted on
2008 approving and authorizing the execution and delivery by the City of the Bond Purchase
Agreement and approving the preparation and distribution of the Preliminary Official Statement
and the Official Statement (collectively, the “City Action™) were duly adopted at meetings of the
City Council called and held pursuant to law and with all public notice required by law and at
which a quorum was present and acting throughout, and are in full force and effect and have not
been amended or repealed; ' ‘

(c) as of the time of acceptance hereof and the Closing, except as otherwise disclosed
in the Official Statement, there is no action, suit, proceeding, inquiry or investigation at law or in
equity or by or before any court, governmental agency, public board or body pending or, to the
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best knowledge of the City, after reasonable investigation, threatened against or affecting the
City (i) which in any way contests the existence, organization or powers of the City or the title of
the officers of the City to their respective offices, or (ii) affecting, contesting or seeking to
prohibit, restrain or enjoin the issuance, sale or delivery of the Bonds, or the payment or
collection of revenues or assets 'of the City pledged or to be pledged to pay the obligations of the
City under the Agreement, or the pledge thereof, or (iii) in any way contesting or affecting the
validity or enforceability of the City’s Legal Documents, or {iv}) contesting the power of the City
or its authority with respect to the Bonds or the City’s Legal Documents, (v) contesting the
exclusion of interest on the Bonds from gross income for Federal income tax purposes or
contesting the completeness or accuracy of the Preliminary Official Statement or the Official
Statement or any supplement or amendment thereto or asserting that the Preliminary Official
Statement or the Official Statement contained any unfrue statement of a material fact or omitted
to state any material fact required to be stated therein or necessary to make the statements
therein, in the light of the circumstances under which they were made, not misleading; nor, to the
best knowledge of the City, is there any basis for any action, suit, proceeding, inquiry or
investigation of the nature described in clauses (i) through (v) of this sentence;

(d) the execution and delivery of the City’s Legal Documents, the adoption of the
City Action and compliance by the City with the provisions of the foregoing, under the
circumstances contemplated thereby, do not and will not in any material respect conflict with or
constitute on the part of the City a breach or default under any agreement or other instrument to
which the City is a party or by which it is bound.or any existing [aw, regulation, court order or
consent decree to which the City is subject;

(e) the City has duly authorized the preparation and distribution of the Preliminary .
Official Statement and the Official Statement and the execution and delivery of the City’s Legal
Documents and when executed and delivered, the City’s Legal Documents, assuming due
authorization, execution and delivery by the other respective parties thereto, will constitute the
legally valid and binding obligations of the City enforceable in accordance with their respective
terms, except as enforcement may be limited by bankruptcy, insolvency, reorganization,
moratorium or similar laws or equitable principles relating to or affecting creditors’ rights
generally;

(f) except as otherwise disclosed in the Official Statement, the City is not in violation
or breach of or default under any applicable law or administrative regulation of the State of
California or the United States of America, or any agency or instrumentality of either of them, or
any applicable judgment or decree, or any loan agreement, indenture, bond, note, resolution,
agreement or other instrument to which the City is a party or is otherwise subject, and no event
has occurred and is continuing which, with the passage of time or the giving of notice or both,
would constitute a violation or a breach of or a default under any such instrument; and, except as
disclosed in the Official Statement, the authorization, execution and delivery of the City’s Legal
Documents and compliance with the provisions of each of such agreements or instruments do not
and will not conflict with or constitute a breach of or default under any applicable constitutional
provision, law or administrative rule or regulation of the State or the United States, or any
applicable judgment, decree, license, permit, trust agreement, loan agreement, bond, note,
resolution, ordinance, agreement or other instrument to which the City (or any of its officers in
their respective capacities as such) is subject, or by which it or any of its properties is bound; nor
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will any such authorization, execution, delivery or compliance result in the creation or

imposition of any lien, charge or other security interest or encumbrance of any nature whatsoever

upon any of its assets or properties or under the terms of any such law, regulatlon or instrument,
' except as may be provided by the Clty s Legal Documents;

. (g) as of the date hereof, the City is, and as of the Closing Date will be, except as
otherwise disclosed in the Official Statement, in compliance with the covenants and agreements
contained in the City’s Legal Documents, and no event of default and no event has occurred and
is continuing which, with the passage of time or giving of notice, or both, would constitute an
event of default thereunder shall have occurred and be continuing;

(h) all approvals consents and orders of any governmental authority or agency
havmg jurisdiction in the matter which would constitute a condition precedent to the preparation
and distribution of the Official Statement or the due performance by the City of its obligations
under the City’s Legal Documents have been duly obtained or made and are in fuli force and

effect;

(i) the City will comply with the requirements of the Tax Exemption Certificate
executed by the Authority and the City in connection with the delivery of the Bonds;

) any certificate signed by any officer of the City and delivered to the Underwriters
puisuant to the City’s Legal Docunienis or any documeni conicmplaied ihereby shail be deemed
a representation and warranty by the City to the Underwriters as to the statements made therein
and that such officer shall have been duly authorized to execute the same;

(k) to the best knowledge of the City, there is no public vote or referendum pending
or proposed, the results of which could adversely affect the transactions contemplated by the
Official Statement, the City’s Legal Documents or the Bonds, or. the Revenues securing the
Bonds, or the validity or enforceability of the Bonds;

) the City ‘has full legal right, power and authority to pledge the Net System
Revenues, and the pledge of the Net System Revenues pursuant to the Agreement and the pledge
of Revenues pursuant to the Indenture each constitutes a valid first priority lien and pledge on the
Net System Revenues and the Revenues, respectively, purported to be pledged thereby, subject
to no prior pledges or security interests other than those granted pursuant to the Agreement and
the subordinate pledge of the 2004 SRF Loan;

{m) the Official Statement is, and at all times subsequent to the date of the Official
Statement up to and including the Closing Date will be, true and correct in all material respects,
and the Official Statement contains, and up to and including the Closing Date will contain, no
misstatement of any material fact and does not, and up to and including the Closing Date will
not, omit any statement necessary to make the statements contained therein, in the light of the
circumstances in which such statements were made, not misleading;

(n} the City will advise the Representative promptly of any proposal to amend or
supplement the Official Statement and will not effect or consent to any such amendment or
supplement without the consent of the Representative, which consent will not be unreasonably
withheld. The City will advise the Representative promptly of the institution of any proceedings
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known to it by any governmental agency prohibiting or otherwise affecting the use of the
Official Statement in connection with the offering, sale or distribution of the Bonds;

(0) for purposes of the Rule, the City has heretofore deemed- final the Preliminary
Official Statement prior to its use and distribution by the Underwriters, except for the
information specifically permitted to be omitted by paragraph (b)(1) of the Rule; and

(p) the financial statements of the City contained in the Official Statement fairly
present the financial position of the Water Utility Fund and results of operations thereof as of the
dates and for the periods therein set forth, and the City has no reason to believe that such
financial statements have not been prepared in accordance with generally accepted accounting
principles consistently applied. : '

All representations, warranties and agreements of the City shall remain operative and in
full force and effect, regardless of any investigations made by or on the Underwriters’ behalf,
and shall survive the delivery of the Bonds. :

8. Conditions to the Obligations of the Underwriters

The Underwriters hereby enter into this Bond Purchase Agreement in reliance upon the
representations and warranties of the Authority and the City contained herein and the
represeniaiions and warraniics o be coniaimed in ihe documenis and wsirvmnents io be delivered
on the Closing Date and upon the performance by the Authority, the City, the Corporation, and
the Trustee of their respective obligations both on and as of the date hereof. Accordingly, the
Underwriters’ obligations under this Bond Purchase Agreement to purchase, to accept delivery
of and to pay for the Bonds on the Closing Date shall be subject, at the option of the
Underwriters, to the accuracy in all material respects of the representations and warranties of the
Authority and the City contained herein as of the date hereof and as of the Closing Date, to the
accuracy in all material respects of the statements of the officers and other officials of the
Authority, the City and the Trustee made in any certificate or document furnished pursuant to the
provisions hereof, to the performance by the Authority, the City, the Corporation, and the
Trustee of their respective obligations to be performed hereunder and under the Legal
Documents, the Corporation Legal Documents (as hereinafter defined) and the City’s Legal
Documents at or prior to the date hereof and at or prior to the Closing Date, and also shall be
subject to the following additional conditions:

- {2) On the Closing Date, the Legal Documents and the City’s Legal Documents shall
_have been duly authorized, executed and delivered by the Authority and by the City where each
is a party, all in substantially the forms heretofore submitted to the Representative, with only
such changes as shall have been agreed to in writing by the Representative, and shall be in full
force and effect; and there shall be in full force and effect such resolutions and ordinances of the
Board of Commissioners of the Authority and the City Council as, in the opinion of Fulbright &
Jaworski L.L.P. (“Bond Counsel”), shall be necessary or appropriate in connection with the
transactions contemplated hereby; '
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(b) On the Closing Date, all necessary action of the Authority and the City relating to
the issuance and sale of the Bonds will have been taken and will be in full force and effect and
will not have been amended, modified or supplemented;

(c) On or prior to the Closing' Date, the Underwriters shall have received the
following documents, in each case satisfactory in form and substance to the Underwriters:

(i) one copy of the Bond Purchase Agreement, Legal Documents, the City's
Legal Documents and the” Corporation Legal Documents, each du]y executed and
delivered by the respective parties thereto;

(if)  the approving opinion, dated the date hereof and addressed to the
Authority, of Bond Counsel in substantially the form of Appendix F to the Official
Statement, and a letter of such counsel, dated the Closing Date, and addressed to the

" Underwriters to the effect that such opinion may be relied upon by the Underwriters to
the same extent as if such opinion were addressed to them;

(iii}  a supplemental opinion or opinions of Bond Counsel addressed to the
Underwriters, in form and substance acceptable to the Representative, and dated the date
of the Closing substantially to the following effect:

A) tha Citv and tha A, 1-1.,“-14-‘ L\nvro Anly amAd walidle, ~vamiéad tlaa
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Bond Purchase Agreement, and the Bond Purchase Agreement
constitutes the legal, valid and binding agreement of the City and
the Authority, subject to bankruptcy, insolvency, reorganization,
moratorium and other similar laws affecting creditors’ rights
heretofore or hereafter enacted and to the exercise of judicial
discretion in appropriate cases;

(B)  the statements contained in the Official Statement on the cover
page and under the captions “INTRODUCTION,”
“DESCRIPTION OF THE SERIES 2009 BONDS (other than
information relating to DTC and its book-entry only system, as to
which no opinion need be expressed),” “SECURITY -AND

- SOURCES OF PAYMENT FOR THE SERIES 2009 BONDS,”
“TAX EXEMPTION,” and in Appendices E and F thereto, insofar
as such statements expressly summarize certain provisions of the
Bonds, the Indenture, the Agreement and Bond Counsel’s final
approving opinion relating to the Bonds, are accurate in all

. material respects; and

{C)  the Bonds are exempt from registration under the Securities Act of
. 1933, as amended, and the Indenture is exempt from qualification
under the Trust Indenture Act of 1939, as amended;

(iv)  a letter of Hawkins, Delafield & Wood LLP (“Disclosure Counsel™), dated
the date of the Closing, addressed to the Authority, the City and the Underwriters
substantially to.the following effect: On the basis of the information made available to

11116548.5 | -11- : 000261



such firm in the course of its participation in the preparation of the Official Statement
(but without having undertaken to determine or verify independently, or assuming any
responsibility for the accuracy, completeness or faimess of any of the statements
contained in the Official Statement), no facts have come to the attention of the personnel
in such firm directly involved in rendering legal advice and assistance to the Authority
and the City as Disclosure Counsel, including in connection with the preparation of the
Official Statement, which cause such firm to believe that the Official Statement as of its
date and the Closing Date (excluding therefrom financial, engineering and statistical data;
forecasts, projections, estimates, assumptions and expressions of opinions; information
relating to the Depository Trust Company and the book-entry only system; as to all of
which such firm expresses no view) contains any untrue statement of a material fact or
omitted to stat¢ a material fact necessary to make the statements therein, in the light of
the circumstances under which they were made, not misleading;

(v} - an opinion of Nixon Peabody LLP, counsel to the Underwriters, dated the
Closing Date, and addressed to the Underwriters, substantially to the effect that:

(A)  during the course of serving as counsel to the Underwriters in

connection with the issuance of the Bonds and without having

undertaken to determine or verify independently, or assuming any

responsibility for the accuracy, completeness or fairness of any of

the statements contained in the Official Statement, no facts have

come to the attention of the attorneys in such firm rendering legal

‘services in connection with the issuance of the Bonds that would

cause such firm to believe that the Official Statement (excluding

therefrom the financial engineering and statistical data, forecasts,

charts, numbers, estimates, projections, assumptions and

- - expressions of opinion includéd in the Official Statement,

information regarding DTC and its book-entry system, and the

appendices to the Official Statement as to all of which no opinion

need be expressed), as of the date thereof or the Closing Date,

_ contains any untrue statement of a material fact or omits to state a

material fact necessary in order to make the statements therein, in

the light of the circumstances under which they were made, not
misleading; ‘

(B)  the Bonds are exempt from registration under the Securities Act of
1933, as amended, and the Indenture is exempt from qualification
under the Trust Indenture Act of 1939, as amended; and

(C)  the undertaking by the City pursuant to the Continuing Disclosure
Certificate satisfies the requirements of Rule 15¢2-12 promulgated
by the Securities and Exchange Commission;

(vi)  the opinion of the General Counsel to the Authority dated the Closing
Date and addressed to the Underwriters, to the effect that: (A) the Authority is a joint
exercise of powers authority duly organized and validly existing under the laws of the
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State of California; (B) the resolution of the Authority approving and authorizing the
execution and delivery by the Authority of the Legal Documents and the preparation and
distribution of the Preliminary Official Statement and the Official Statement (the
“Authority Resolution™) was duly adopted at a meeting of the Authority that was called
and held pursuant to law and with all public notice required by law and at which a
guorum was present and acting throughout, and is in full force and effect and has not
been amended or repealed; (C)other than as otherwise disclosed in the Official
Statement, there is no action, suit, proceeding or investigation at law or in equity before
or by any court, public board or body, pending or, to the best knowledge of such counsel
after reasonable investigation, threatened against or affecting the Authority, to restrain or
enjoin the execution, delivery or sale of the Bonds or the collection or payment of
Revenues that are the source of security for the Bonds, or the pledge thereof, or in any
way contesting or affecting the validity or enforceability of the Bonds or the Legal
Documents, or in any way contesting or affecting the existence of the Authority or the
title of any official of the Authority to such person’s office, or contesting the power of the
Authority or its authority with respect to the Bonds or the Legal Documents or contesting -
the exclusion of interest on the Bonds from gross income for Federal income tax purposes
or contesting the completeness or accuracy of the Preliminary Official Statement or the
Official Statement or any supplement or amendment thereto or asserting that the
Preliminary Official Statement or the Official Statement contained any untrue statement
of a material fact or omitted to state any material fact required to be stated therein or

. necessary to make the statements therein, in the light of the circumstances under which
they were made, not misleading; (D) the execution and delivery of the Legal Documents,
the adoption of the Authority Resolution, and compliance by the Authority with the
provisions of the foregoing, under the circumstances contemplated thereby, do not and
will not in any material respect conflict with or constitute on the part of the Authority a
breach or default under any agreement or other instrument to which the Authority is a
party (and of which such counsel is aware after reasonable investigation) or by which it is
bound or by any existing law, regulation, court order or consent decree to which the
Authority is subject; (E) the Legal Documents to which the Authority is a party have
been duly authorized, executed and delivered by the Authority and, assuming due
authorization, execution and delivery by the other parties thereto, constitute legal, valid
and binding agreements of the Authority enforceable in accordance with their respective
terms, subject to laws relating to bankruptcy, insolvency or other laws affecting the
enforcement of creditors’ rights generally and the limitations on legal remedies against
public agencies in the State of California and the application of equitable principles if
equitable remedies are sought; and (F) no authorization, approval, consent, or other order
of the United States of America, the State of California, or any other governmental
authority or agency within the State of California having jurisdiction over the Authority
is required for the valid authorization, execution, delivery and performance by the
Authority of the Legal Documents or for the adoption of the Authority Resolution which
has not been obtained; ‘ ~

(vii)  the opinion of Fulbright & Jaworski L.L.P., as special counsel to the
Corporation, dated the Closing Date and addressed to the Underwriters, to the effect that:
(A) the Corporation is a nonprofit charitable corporation organized and existing under
and by virtue of the laws of the State of California; (B) the resolution (the “Corporation
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Resolution”) of the Corporation approving and authonzing the execution and delivery by
the Corporation of the Amended and Restated Master Installment Purchase Agreement,
the 2009A. Supplement and the 2009A Assignment Agreement (the “Corporation Legal
Documents™) was duly adopted at a meeting of the Corporation that was called and held
pursuant to law and with all public notice required by law and at which a quorum present
and acting throughout, and is in full force and effect and has not been amended or
repealed; (C) other than as otherwise disclosed in the Official Statement, there is no
.action, suit, proceeding or investigation at law or in equity before or by any court, public
board or body, pending or, to the best knowledge of such counsel after reasonable
investigation, threatened against or affecting the Corporation, to restrain or enjoin the
collection or payment of Revenues that are the source of security for the Bonds, or the
pledge thereof, or in any way contesting or affecting the validity or enforceability of the
Bonds or the Corporation Legal Documents, or in any way contesting or affecting the
existence of the Corporation or the title of any official of the Corporation to such
person’s office, or contesting the power of the Corporation or its authority with respect to
the Corporation Legal Documents; (D) the Corporation Legal Documents have been duly
authorized, executed and delivered by the Corporation and, assuming due authorization,
execution and delivery by the other parties thereto, constitute legal, valid and binding
agreements of the Corporation enforceable in accordance with the respective terms,
subject to laws relating to bankruptcy, insolvency or other laws affecting the enforcement
of ereditors’ rights generally and the limitations on legal remedies against public agencies
in the State of California and the application of equitable principles if equitable remedies
are sought;-and (F) no authorization, approval, consent, or other order of the United
States of America, the State of California, or any other governmental authority or agency
within the State of California having jurisdiction over the Corporation is required for the
valid authorization, execution, delivery and performance by the Corporation of the
Corporation Legal Documents or for the adoption of the Corporation Resolution which
has not been obtained, '

- (viii). the opinion of the City Attorney, dated the Closing Date and addressed to
the Authority and the Underwriters, to the effect that: (A} the City is duly organized and
existing under its charter and the laws of the State of California; (B) the City Action was
duly -adopted at meetings of the City Council that were called and held pursuant to law
and with all public notice required by law and at which a quorum was present and acting
throughout, and 1s in full force and effect and has not been amended or repealed;
(C) there is no action, suit, proceeding or investigation at law or in equity before or by
any court, public board or body, pending or, to the best knowledge of such counsel after
reasonable investigation, threatened against or affecting the City, to restrain or enjoin the
execution, delivery or sale of the Bonds or the collection or payment of revenues or assets
of the City pledged or to be pledged to pay the obligations of the City under the
Agreement, or the pledge thereof, or in any way contesting or affecting the vahdity or
enforceability of the Bonds or the City’s Legal Documents, or in any way contesting or
affecting the existence of the City or the title of any official of the City to.such person’s
office, or contesting the power of the City or its authority with respect to the Bonds or the
City’s Legal Documents, or contesting the exclusion of interest on the Bonds from gross
income for Federal income tax purposes or contesting the completeness or accuracy of
the Preliminary Official Statement or the Official Statement or any supplement or
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amendment thereto or asserting that the Preliminary Official Statement or the Official
Statement contained any untrue statement of a material fact or omitted to state any
material fact required to be stated therein or necessary to make the statements therein, in
the light of the circumstances under which they were made, not misleading; (D) the
execution and delivery of the City’s Legal Documents, the adoption of the City Action
and compliance by the City with the provisions of the foregoing, under the circumstances
contemplated thereby, do not and will not in any matenial respect conflict with or
constitute on the part of the City a breach or defauit under any agreement or other
instrument to which the City is a party (and of which such counsel is aware after
reasonable investigation) or by which it is bound (and of which such counsel is aware
after reasonable investigation) or any existing law, regulation, court order or consent
decree to which the City is subject; (E) the City’s Legal Documents have been duly
authorized, executed and delivered by the City, and assuming due authorization,
exccution and delivery by the other parties thereto, constitute legal, valid and binding
agreements of the City enforceable in accordance with their respective terms, subject to
laws relating to bankruptcy, insolvency or other laws affecting the enforcement of
creditors’ rights generally and the limitations on legal remedies against public agencies in
the State of California and the application of equitable principles if equitable remedies
are sought; and (F) no authorization, approval, consent or other order of the United States
of America, the State of California or any other governmental authority or agency within
the State of California having jurisdiction over the City is required for the valid
authorization, execution, delivery and performance by the City of the City’ s Legal
Documents or for the adoption of the City Action which has not been obtained;

(ix) a certificate of a duly authorized official of the Authority, dated the

Closing Date, in form and substance satisfactory to the Representative, to the effect that

. {A) the Authority’s representations and warranties contained in the Legal Documents and

* the Bond Purchase Agreement arc true and correct on and as of the Closing Date with the

same effect as if made on the Closing Date; and (B) no event has occurred since the date

of the Official Statement which either makes untrue or incorrect in any material respect

as of the Closing Date any statement or information contained in the Official Statement,

as then supplemented or amended or is not reflected in the Official Statement but should

be reflected therein in order to make the statements therein, in light of the circumstances
under which they were made, not misleading in any material respect; -

(x) a certificate of a duly authorized official of the City, dated the Closing
Date, in form and substance satisfactory to the Representative, to the effect that (A) the
City’s representations and warranties contained in the City’s Legal Documents and the
Bond Purchase Agreement are true and correct on and as of the Closing Date with the
same effect as if made on the Closing Date; and (B) no event has occurred since the date
of the Official Statement which either makes untrue or incorrect in any material respect
as of the Closing Date any statement or information contained in the Official Statement,
as then supplemented or amended or is not reflected in the Official Statement but should
be reflected therein in order to make the statements therein, in light of the circumstances
under which they were made, not misleading in any material respect;
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(xi}  a certificate of a duly authorized official of the Trustee, dated the Closing
Date, to the effect that: (A) the Trustee is a national banking association organized and
existing under and by virtue of the laws of the United States, having the full power and
being qualified to enter into and perform its duties under the Indenture and to authenticate
and deliver the Bonds to the Underwriters; (B) the Trustee is duly authorized to enter into
the Indenture and to authenticate and deliver the Bonds to the Underwriters pursuant to
the Indenture; (C) when delivered to and paid for by the Underwriters at the Closing, the
Bonds will have been duly authenticated and delivered by the Trustee; (D) the execution
and delivery of the Indenture and compliance with the provisions on the Trustee’s part
contained therein, will not conflict with or constitute a breach of or default under any
law, administrative regulation, judgment, decree, loan agreement, indenture, note,
resolution, agreement or other instrument to which the Trustee is a party or is otherwise
subject (except that no representation, warranty or agreement is made with respect to any
federal or state securities or blue sky laws or regulations), which conflict, breach or
default would materially impair the ability of the Trustee to perform its obligations under
the Indenture, nor will any such execution, delivery, adoption or compliance result in the
creation or imposition of any lien, charge or other security interest or encumbrance of any
nature whatsoever upon any of the properties or assets held by the Trustee pursuant to the
lien created by the Indenture under the terms of any such law, administrative regulation,
judgment, decree, loan agreement, indenture, bond, note, resolution, agreement or other
instrument, excent as provided by the Indenture; and (E) to the hest of the knowledge of
the Trustee, it has not been served with any action, suit, proceeding, inquiry or
investigation in law or in equity, before or by any court, governmental agency, public
board or body, nor is any such action or other proceeding threatened against the Trustee,
affecting the existence of the Trustee, or the titles of its officers to their respective offices
or seeking to prohibit, restrain, or enjoining the execution and delivery of the Bonds or
the collection of revenues to be applied to pay the principal, premium, if any, and interest
with respect to the Bonds, or the pledge thereof, or in any way contesting or affecting the
validity or enforceability of the Indenture, or contesting the powers of the Trustee or its -
authority to enter into, adopt or perform its obligations under any of the foregoing to
which it is a party, wherein an unfavorable decision, ruling or funding would materially .
adversely affect the validity or enforceability of the Indenture or the power and authority
of the Trustee to enter into and perform its duties under the Indenture and to authenticate
and deliver the Bonds to or upon the order of the Underwriters;

(xii)  the opinion, dated the Closing Date and addressed to the Underwriters, the
Authority and the City, of Counsel to the Trustee, to the effect that: (A) the Trustee has
been duly incorporated as a national banking association under the laws of the United
States and is in good standing under the laws of the State of California, duly qualified to
do business and to exercise trust powers therein, having full power and authority to enter
into and to perform its duties as Trustee under the Indenture; (B) the Trustee has duly
authorized, executed and delivered the Indenture, and by all proper corporate action has
authorized the acceptance of the trusts of the Indenture; (C) the Indenture constitutes the
legally valid and binding agreement of the Trustee, enforceable against the Trustee in
accordance with its terms, and (D)the Bonds have been validly authenticated and
delivered by the Trustee; :
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(xiii) one certified copy. of the general resolution of the Trustee authorizing the
execution and delivery of the Indenture;

(xiv) one certified copy of each of the Authority Resolution and the Corporation
Resolution;

(xv) one certified copy of the City Action;
(xvi) the certification required under Section 5.03 of the Agreement;

(xvii) a Tax Exemf;ﬁon Certificate of the Authority and the City in form and -
substance acceptable to Bond Counsel;

(xviil) evidence that the federal tax information form 8038-G has been prepared
for filing;

(xix) a copy of the Notice of Proposed Sale and Report of Final Sale required to
be delivered to the California Debt and Investment Advisory Commission pursuant to
Section 8855(g) of the California Government Code;

(xx) evidence that the Bonds have been rated *“__ ” by Standard & Poor’s
Ratings Service, “__ * hy Moady’s Investars Service and “___* hy Fitch, Inc.;

(xxi) a Certificate of Good Standing from the California Franchise Tax Board
with respect to the Corporation;

(xxil) a Certlﬁcate of Status of Domestic Corporation for the Callforma
Secretary of State with respect to the Corporation;

{xxiii) letters from the City’s auditors addressed to the City, dated the date of the
Preliminary Official Statement and the date of the Official Statement consenting to the
inclusion of their audit reports for fiscal years 2005-06 and 2006-07 in the Prehmmary
Official Statement and the Official Statement;

(xxiv) an executed copy of the Engineer’s Feasibility Study;

(xxv) a certificate of a duly authorized representative of the Feasibility
Consultant dated the Closing Date to the effect that: (A) the assumptions, projections and
conclusions set forth in the Feasibility Report are reasonable; (B) the Feasibility Report
has been summarized in and appended to the Preliminary Official Statement and the
Official Statement with their permission; (C) the Feasibility Report does not contain any
untrue statement of a material fact or omit to state any material fact required to be stated
therein or necessary to make the statements therein, in light of the circumstances in which
they were made, not misleading, and (D) nothing has come to the attention of the
Feasibility Consultant since the date of the Feasibility Report that would materially -
adversely affect the assumptions, projections or conclusions set forth in the Feasibility
Report or call into question the reasonableness of such assumptions, projections or
conclusions;
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(xxvi) a certified copy of the joint exercise of powers agreement pursuant to
which the Authority was created

(xxvii) Notice of Joint Exercise of Powers Agreement from the Secretary of State
certifying that the joint exercise of powers agreement pursuant to which the Authority
was created was duly filed;

{xxviii) a true and correct copy of the legal documents pertaining to the 2004 SRF
Loan; and

(xxix) such additional legal opinions, certificates, instruments or evidences
thereof and other documents as the Counsel to the Underwriters or Bond Counsel may
reasonably request to evidence the due authorization, execution and delivery of the Bonds
and the conformity of the Bonds and the Legal Documents with the terms of the Bonds
and the descriptions thereof in the Official Statement.

(d) the Underwriters shall have the nght to terminate this Bond Purchase Agreement,
w1th0ut liability therefor, by notlﬁcatlon to the Authority and the Clty if at any time at or prior to
the Closing:

(1) any event shall occur or facts are discovered which causes any statement
contained in the Official Statement to be materialiy misieading or resuiis in a Taiiure of
the Official Statement to state a material fact necessary to make the statements in the
Official Statement, in the light of the circumstances under which they were made, not
misleading; or '

(ii) - the marketability of the Bonds or the market price thereof, in the
reasonable opinion of the Representative, has been materially adversely affected by an
amendment to the Constitution of the United States or by any legislation in or by the
Congress of the United States or by the State, or the amendment of legislation pending as
of the date of this Bond Purchase Agreement in the Congress of the United States, or the
recommendation to Congress or endorsement for passage (by press release, other form of
notice or otherwise) of legislation by the President of the United States, the Treasury
Department of the United States, the Internal Revenue Service or the Chairman or
ranking minority member of the Committee on Finance of the United States Senate or the
Committee on Ways and Means of the United States House of Representatives, or the
proposal for consideration of legislation by either such Committee or by any member
thereof, or the presentment of legislation for consideration as an option by either such
Committee, or by the staff of the Joint Committee on Taxation of the Congress of the -
United States, or the favorable reporting for passage of legislation to either House of the
Congress of the United States.by a Committee of such House to which such legislation

" has been referred for consideration, or any decision of any Federal or State court or any
ruling or regulation (final, temporary or proposed) or official statement on behalf of the
United States Treasury Department, the Internal Revenue Service or other federal or State
authority materially adversely affecting the federal or State tax status of the City or the
Authority, or the interest on bonds or notes or obligations of the general character of the
Bonds; or ,

11116548.5 | - 18- . 000268



(iif)  any legislation, ordinance, rule or regulation shall be introduced in, or be
enacted by any governmental body, department or agency of the State, or a decision by
any court of competent jurisdiction within the State or any court of the United States shall
be rendered which, in the reasonable opinion of the Representatwe materially adversely
affects the market price of the Bonds; or

(iv)  legislation shall be enacted by the Congress of the United States, or a
decision by a court of the United States shall be rendered, or a stop order, ruling,
regulation or official statement by, or on behalf of, the Securities and’ Exchange
Commission or any other governmental agency having jurisdiction of the subject matter
shall be issued or made to the effect that the issuance, offering or sale of obligations of
the general character of the Bonds, or the issuance, offering or sale of the Bonds,
including all underlying obligations, as contemplated hereby or by the Official Statement,
is in violation or would be in violation of, or that obligations of the general character of
the Bonds, or the Bonds, are not exempt from registration under, any provision of the
federal securities laws, including the Securities Act of 1933, as amended and as then in
effect, or that the Indenture needs to be qualified under the Trust Indenture Act of 1939,
as amended and as then in effect; or

(v} there shall have occurred any outbreak or escalation of hostilities or
terrorist activities or other local; national or international calamity or crisis, or a default
with respect to the debt obligations of, or the institution of proceedings under the federal
bankruptcy laws by or against, any state of the United States or agency thereof, or any
city in the United States having a population of over one million; the effect of which on
the financial markets of the United States will be such as in the Representative’s
reasonable judgment, makes it impracticable for the Underwriters to market the Bonds or
enforce contracts for the sale of the Bonds; or

(vi)  any rating of the Bonds shall have been downgraded, suspended or
withdrawn by a national rating service, which, in the Representative’s reasonable
opinion, materially adversely affects the marketability or market price of the Bonds; or

(vil) the commencement of any action, suit or proceeding described in
Paragraphs 6(n) or 7{c) hereof which, in the judgment of the Representative; materially
adversely affects the market price of the Bonds; or

(viii) the declaration of a general banking moratorium by federal, New York or
Califormia authorities, .the general suspension of trading on any national securities
exchange or a material disruption in securities settlement, payment or clearance services,
which event, in the reasonable judgment of the Representative, would materially
adversely affect the market price of the Bonds; or

(ix) the imposition by the New York Stock Exchange or other national
securities exchange, or any governmental authority, of any material restrictions not now
in force with respect to obligations of the general character of the Bonds or securities
generally, or the material increase of any such restrictions now in force, including those
relating to the extension of credit by, or the charge to net capital requirements of, the
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Underwriters, which, in the reasonable judgment of the Representative, would materially
adversely affect the market price of the Bonds; or -

(x}  there shall have been any materially adverse change in the affairs of the
Authority or the City which in the Representative’s reasonable judgment materially
adversely affects the ability of the Underwriters to market the Bonds.

If the City or the Authority shall be unable to satisfy the conditions contained in this
Bond Purchase Agreement, or if the obligations of the Underwriters shall be terminated for any
reason permitted by this Bond Purchase Agreement, this Bond Purchase Agreement shall
terminate and neither the Underwriters, the City nor the Authority shall be under further
obligation hereunder, except as further set forth in Section 9 and Section 10 hereof.

9. Expenses

The Underwriters shall be under no obligation to pay, and the Authority and the City
shall pay or cause to be paid the expenses incident to the performance of the obligations of the
Authority and the City hereunder including but not limited to {a} the costs of the preparation and
printing, or other reproduction (for distribution on or prior to the date hereof) of the Legal
Documents, the City’s Legal Documents and the Corporation Legal Documents and the cost of
preparing, printing, issuing and delivering the definitive Bonds, (b) the fees and disbursements of
any counsel, financial advisors, accountants, verification agents or other experts or consultants
retained by the Authority or the City, (c) the fees and disbursements of Bond Counsel, (d) the
fees and disbursements of Disclosure Counsel, (e) the fees and disbursements of the Trustee, (f)
the cost of preparation and printing of the Preliminary Official Statement and any supplements
and amendments thereto and the cost of preparation and printing of the Official Statement and
any supplements and amendments thereto, including the requisite number of copies thereof for
distribution by the Underwriters, and (g) charges of rating agencies for the rating of the Bonds. -
The Authority, the City and the Underwriters intend that the Authority and the City will pay all
expenses of the Authority and City’s employees that are incidental to implementing this Bond
Purchase Agreement, including, but not limited to, meals, transportation, and lodging, of those
employees, and the Authority and the City shall reimburse the Underwriters if the Underwriters
pay for any of such expenses on behalf of the Authority or City. :

All out-of-pocket expenses of the Underwriters, including the California Debt and
Investment Advisory Commission fee, fees of Underwriters® counsel, and other expenses (except
as provided above), shall be paid by the Underwriters from the Underwriters’ discount set forth

in Section 1.
10. Covenants of Authority and City
The Authority and the City covenant with the Underwriters that:

(a) If between the date hereof and the date which is not less than 25 days after the
End of the Underwriting Pertod for the Bonds (as defined below), an event occurs, or facts or
conditions become known of. which the Authority or the City has knowledge which in the
reasonable opinion of counsel to the Underwriters or counsel to the Authority or the City, might
or would cause the information contained in the Official Statement, as then supplemented or
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amended, to contain an untrue statement of a material fact or to omit to state a material fact
required to be stated therein or necessary to make such information therein, in the light of the
circumstances under which it was made, not misleading, the Authority or the City, as applicable,
will notify the Representative, and, if in the opinion of the Representative, such event reguires
the preparation and publication of a supplement or amendment to the Official Statement, the
Authority and the City will forthwith prepare and furnish to the Underwriters (at the expense of
the City) a reasonable number of copies of an amendment of or supplement to the Official
Statement (in the form and substance satisfactory to the Representative) which will amend or
supplement the Official Statement so that it will not contain an untrue statement of a material
fact or omit to state a material fact necessary in order to make the statements therein, in the light
“of the circumstances existing at the time the Official Statement is delivered to prospective
purchasers, not misleading. If such notification shall be subsequent to the Closing, the Authority
and the City shall forthwith provide to the Underwriters such certificates as the Underwriters
may reasonably deem necessary to evidence the truth and accuracy of such supplement or
amendment to the Official Statement. For the purposes of this subsection, between the date
hereof and the date which is 25 days after the End of the Underwriting Period for the Bonds, the
City will furnish such information with respect to itself and the Authority as the Underwriters

may from time to time reasonably request;

(b) If the information contained in the Official Statement is amended or
supplemented pursuant to subparagraph (a) of this Section 10, at the time of such supplement or
amendment thereto and (unless subsequently again supplemented or amended pursuant to such
subparagraph) at all times subsequent thereto up to and including the date which is 25 days after
the End of the Underwriting Period for the Bonds, the portions of the Official Statement so
supplemented or amended (including any financial and statistical data contained therein),
excluding statements and information under the caption “UNDERWRITING,” contained in
APPENDIX H - “Information Regarding the Book-Entry Only System,” and information as to
bond prices on the inside front cover of the Official Statement, will not contain any untrue
statement of a material fact or omit to state a material fact required to be stated therein or
necessary to make such information therein, in the light of the circumstances under which it was
made, not misleading; ‘

(c) As used herein and for the purposes of the foregoing, the term “End of
Underwriting Period” for the Bonds shall mean the earlier of (i) the Closing Date unless the
Authority and the City shall have been notified in writing to the contrary by the Representative
on or prior to the Closing Date or (ii) the date on which the End of the Underwriting Period for
the Bonds has occurred under the Rule, provided, however, that the Authority and the City may
treat as the End of the Underwriting Period for the Bonds the date specified as such in a notice
from the Representative stating the date which is the End of the Underwriting Period;

(d)  To the extent permitted by law, the City and the Authority agree to indemnify and
hold harmless the Underwriters and each person, if any, who controls (within the meaning of
Section 15 of the Securities Act of 1933, as amended or Section 20 of the Securities Exchange
Act of 1934, as amended), the Underwriters, and the officers, directors, agents and employees of
the Underwriters, against any and all losses, claims, damages, liabilities and expenses (i) arising
out of any statement or information in the Preliminary Official Statement or in the Official
Statement, excluding statements and information under the caption “UNDERWRITING,”
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contained in APPENDIX H - “Information Regarding the Book-Entry Only System,” and
information as to bond prices on the inside front cover of the Official Statement, that is untrue or
incorrect in any material respect or the omission or alleged omission therefrom of any statement
or information that should be stated therein or that is necessary to make the statements therein
not misleading in any material respect, and (ii} to the extent of the aggregate amount paid in
settlement of any litigation commenced or threatened arising from a claim based on any such
untrue statement or omission, if such settlement is .effected with the consent of the City and the
Authority. In case any claim shall be made or action brought against the Underwriters or any
controlling person based upon the Preliminary Official Statement or the Official Statement for
which indemnity may be sought against the City and the Authority, as provided above, the
Underwriters shall promptly notify the City and the Authority in writing setting forth the
particulars of such claim or action and the City and the Authority shall assume the defense
thereof, including at their option the retaining of counsel acceptable to the Underwriters and
‘including the payment of all reasonable expenses. The Underwriters or any such controlling
person shall.have the right to retain separate counsel in any such action and to participate in the
defense thereof but shall bear the fees and expenses of such counse] unless the City and the
Authority shall have specifically authorized the retaining of such counsel. If the parties to such
suit include the Underwriters or such controlling person or persons and the City and the
Authority, and the Underwriters or controlling person or persons have been advised by counsel
‘that one or more legal defenses may be available to them which may not be available to the City

or the Aunthority, the City and the Authority shall not he entitled to assume the defense of the

suit;

(e)  To advise the Representative immediately of receipt by the Authority or the City
of any notification with respect to the suspension of the qualification of the Bonds for sale in any
jurisdiction or the initiation or threat of any proceeding for that purpose;

() The Authority and the City will furnish such information, execute such
instruments and take such other action in cooperation with the Underwriters as the Underwriters
may reasonably request to qualify the Bonds for offer and sale under the Blue Sky or other
securities laws and regulations of such states and other jurisdictions of the United States as the
Underwriters may designate; provided, however, that the Authority and the City shall not be
required to register as a dealer or broker or foreign corporation in any such state or jurisdiction or
consent to service of process therein; and

(2) The Authority and the City will perform- all actions as may be requested by the
Underwriters (including delivery of an appropriate certificate with respect to the Preliminary
Official Statement}.in order for the Underwriters to comply with the applicable provisions of the
Rule.

11.  Obligations of the Underwriters

The Underwriters agree to indemnify and hold harmless the City and the Authority
against any and all losses, claims, damages, liabilities and expenses (i} arising out of any
statement or information provided by the Underwriters for inclusion in the Preliminary Official
Statement or in the Official Statement under the caption “UNDERWRITING” and information
as to bond prices on the inside front cover page of the Official Statement, that is untrue or
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incorrect in any material respect or the omission or alleged omission therefrom of any statement
or information that should be stated therein or that is necessary to make the statements related to
such information, not misleading in any material respect, and (ii) to the extent of the aggregate
amount paid in settlement of any litigation commenced or threatened arising from a claim based
on any such untrue statement or omission if such settlement is effected with the consent of the
Underwriters. In case any claim shall be made or action brought against the City or the
Authority or any controlling person based upon the Official Statement for which indemnity may
‘be sought against the Underwriters, as provided above, the Authority or the City, as applicable,
shall promptly notify the Underwriters in writing setting forth the particulars of such claim or
action and the Undérwriters shall assume the defense thereof, including at their option the
retaining of counsel acceptable to the City and the Authority, and including the payment of all

. reasonable expenses. The City, the Authority or any such controlling person shall have the right
to retain separate counsel in any such action and to participate in the defense thereof but shall
bear the fees and expenses of such counsel unless the Underwriters shall have specifically
authorized the retaining of such counsel. If the parties to such suit include the City and the
Authority or such controlling person or persons and the Underwriters, and the City and the
- Authority or such controlling person or persons have been advised by such counsel that one or
more legal defenses may be available to it or them which may not be available to the
Underwriters, the Underwriters shall not be entitled to assume the defense of the suit.

12. Notices

Any notice or other communication to be given to the Authority or the City under this
Bond Purchase Agreement may be given by delivering the same in writing at the Authority’s and
the City’s addresses, respectively, set forth above and any such notice or other communication to
be given to the Underwriters shall be dehvered to the following address:

Morgan Stanley & Co. Incorporated
535 California Street, Suite 2200
San Francisco, CA 94104

Attn: John Sheldon

13. Parties in Interest

This Bond Purchase Agreement is made solely for the benefit of the Authority, the City
and the Underwriters and no other person shall acquire or have any right hereunder or by virtue
hereof. All the representations and warranties of the parties hereto contained in this Bond
Purchase Agreement shall remain operative and in full force and effect regardless of any
investigation made by or on behalf of the Underwriters, the City or the Authority until the earlier
of (a) delivery of and payment for the Bonds hereunder, and (b) any termination of this Bond
Purchase Agreement. .

14.  Counterparts

This Bond Purchase Agreement may be executed in any number of counterparts, each of
which shall be an original, and all of which shall constitute but one and the same instrument.
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15, Effectiveness

This Bond Purchase Agreement shall become effective and binding upon the respective
parties hereto upon the execution of the acceptance hereof by the duly authorized officers of the
Authority and the City and shall be valid and enforceable as of the time of such acceptance.

i6. _ Choice of Law’

THe validity, interpretation and performance of this Bond Purchase Agreement shali be
governed by the laws of the State of California, without regard to conflicts of law.

17.  Severability

In the event any provision of this Bond Purchase Agreement shall be held invalid or
unenforceable by any court of competent jurisdiction, such holding shall not invalidate or render
unenforceable any other provision hereof.

18, Entire Agreement

The Bond Purchase Agreement, when accepted by the Authority and the City in writing
as heretofore specified, shall constitute the entire agreement among the Authority, the City and

the Uinderwriters,

19.  Headings

The headings of the sections of this Bond Purchase Agreement are inserted for
convenience only and shall not be deemed to be part hereof.

20.  No Assignment

The rights and obligations created by this Bond Purchase Agreement shall not be subject
to assignment by the Underwriters, the City or the Authority without the prior written consent of
the other parties hereto.

[The remainder of this page intentionally left blank.]
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IN WITNESS WHEREQF, the parties hereto, by their officers thereunto duly authorized,
have executed and delivered this Agreement, effective as of the day and year first above written.

Accepted as of the date hereof:

PUBLIC FACILITIES FINANCING
AUTHORITY OF THE CITY OF
SAN DIEGO

By:

- Name:.
Title: Chair

CITY OF SAN DIEGO

By:

Name: ‘ .
Title: Chief Financial Officer

11116548.5

MORGAN STANLEY & CO.
INCORPORATED, for itself and as
Representative of

J.P. MORGAN SECURITIES INC.

RAMIREZ & CO., INC.

SIEBERT BRANDFORD SHANK & CO., LLC
ESTRADA HINOJOSA '

By:

Managing Director

APPROVED AS TO FORM:
Michael J. Aguirre, City Attorney

By:

Deputy City Attorney
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SCHEDULE |

$ REFUNDING SERIES 2009A BONDS
Maturity Date Principal Interest
(August 1) Amount : Rate Price Yield

000276
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APPENDIX A
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO

RULE 15c2-12 CERTIFICATE

The undersigned hereby certifies to Morgan Stanley & Co. Incorporated, J.P. Morgan
Securities Inc., Ramirez & Co., Inc., Siebert Brandford Shank & Co., LLC and Estrada Hinojosa
(collectively, the “Underwriters™) that I am the duly appointed and acting of the
Public Facilities Financing Authority of the City of San Diego (the “Authority”), and as such, I
am authorized to execute and deliver this Certificate and further hereby certify and reconfirm on
behalf of the Authority to the Underwriters as follows:

(1) This Certificate is delivered to enable the Underwriters to comply with Securities
and Exchange Commission Rule 15¢2-12 under the Securities Exchange Act of 1934 (the
“Rule™ in connection with the offering and sale of the Authority’s Water Revenue Bonds,

Refunding Series 2009A (the “Bonds™).

(2) In connection with the offeriﬁg and sale of the Bonds, there has been prepared a

Preliminary Official Statement dated December __, 2008, setting forth information concerning
the Rr\nr’lc thea (‘n'v of San nipnn and the Anﬂqnmhr ffl—m i 'Dm:ahmqnm-w Official Statament’ \

(3) As used herein, “Permitted Omissions™ means the offering price(s), interest
rate(s), selling compensation, aggregate principal amount, principal amount per maturity,
delivery dates, ratings and other terms of the Bonds depending on such matters and the identity

of the underwriters(s), all with respect to the Bonds.

(4) The Preliminary Official Statement is, except for the Permitted Omissions,
deemed final within the meaning of the Rule and has been, and the information therein is,
accurate and complete except for the Permitted Omissions.

IN WITNESS WHEREOF the undersigned has executed this certificate as of this
day of December, 2008.

PUBLIC FACILITIES FINANCING
AUTHORITY OF THE CITY OF SAN
DIEGO

By:
Authorized Representative

11116548.5 A1
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APPENDIX B
CITY OF SAN DIEGO

RULE 15¢2-12 CERTIFICATE

The undersigned hereby certifies to Morgan Stanley & Co. Incorporated, J.P. Morgan
Securities Inc., Ramirez & Co., Inc., Siebert Brandford Shank & Co., LLC and Estrada Hinojosa
(collectively, the “Underwriters™) that I am the duly appointed and acting of the
City of San Diego (the “City”), and as such, I am authorized to execute and deliver this
Certificate and further hereby certify and reconfirm on behalf of the City to the Underwriters as

follows:

(1) This Certificate is delivered to enable the Underwriters to comply with Securities
and Exchange Commission Rule 15¢2-12 under the Securities Exchange Act of 1934 (the
“Rule™) in connection with the offering and sale of the Public Facilities Financing Authority of
the City of San Diego Water Revenue Bonds, Refunding Series 2009A (the “Bonds™).

2) - In connection with the offering and sale of the Bonds, there has been prepared a

Preliminary Official Statement dated December __, 2008, setting forth information concermng
‘L-n MAapmAds tlo Mg .'—1--1 il s Dn' Va Canilitice Ritman '~u a .'_'.-.i.‘!'.nr tu o tho Thitv oof Saon Thiae
3 i % uulluﬂ’ I-IJV \_r'll.J (SRR, LAIU AI-I a UAAALJUU 2 RlAvdlinsd b Z Rhdulanrl J \Jl. I-J.l.‘b' \Jltj AL el ‘JAUEU \‘,ll\f

“Preliminary Official Statement™).

(3) As used herein, “Permitted Omissions” means the offering price(s), interest
rate(s), selling compensation, aggregate principal amount, principal amount per maturity,
delivery dates, ratings and other terms of the Bonds depending on such matters and the identity
of the underwriters(s), all with respect to the Bonds. :

(4) The Preliminary Official Statement is, except for the Permitted Omissions,
deemed final within the meaning of the Rule and has been, and the information therein is,
accurate and complete except for the Permitted Omissions.

IN WITNESS WHEREOF, the undersigned has executed this certificate as of this
day of December, 2008.

CITY OF SAN DIEGO

By:

‘Authorized Representative
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PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO

WATER REVENUE BONDS, REFUNDING SERIES 2009A

{Payable Solely From Installment Payments

Secured by Net System Revenues of the Water Utility Fund)

Log of Outstanding Items as of October 3, 2008

Preliminary Official Statement

audit opinion for the City’s
Fiscal Year 2006-07 financial
statements is received by the
City Council

_ Responsible
Section/Page Outstanding ltem Party Expected Availability
Cover Page Date of Preliminary Official City; FA; UW  Dated date of posting of the
' Statement Preliminary Official Statement.
Cover Page Ratings FA; UW; Will be received prior to posting
Rating of the Preliminary Official
Agencies Statement.
Cover Page Principal Amount uw | To be determined at Pricing.
Cover Page- Delivery date City; FA; UW  Will be pom]ﬁ]eted either before
‘ ' Posting POS or at Pricing.
Cover Page Date of Official Statement City; FA; UW  Dated date of Pricing.
Inside Cover Page Principal Amount uw To be determined at Pricing.
Inside Cover Page Maturity Schedule uw To be determined at Pricing.
Participants’ Page City Officials City Will be completed after the
" November 2008 elections are
held.
Introduction/1 Principal Amount Uw To be determined at Pricing.
Introduction/5 Date of Macias unqualified audit City Will be completed on the date
opinion for the City’s Fiscal such unqualified audit opinion is
" Year 2006-07 financial delivered, prior to the posting of
statements the Preliminary Official
Statement,
Introduction/5 ' Date the Macias unqualified City Wil be completed on the date of

such receipt, prior to the posting
of the Preliminary Official
Statement.
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Introduction/5

Introduction/5
Continuing Disclosure/6

Plan of Finance/6
Plan of Finance/ﬁ

Plan of Finance/6

Estimated Sources and
Uses of Funds/7

Description of the Series
2009A Bonds/8

Description of the Series
2009A Bonds/8

Description of the Series
2009A Bonds/13

Description of the Series
2009A Bonds/13

Description of the Series
2009A Bonds/17

Water System Service
Area and Facilities/26

Current Water Supply/27

Confirmation that each required
annual report and audited
financial statement has been

filed in compliance with the

City’s continuing disclosure
obligations.

The dates pertaining to Macias’s
unqualified audit opinion on the
City’s 2007 financial
statements.,

Verification regarding the filing
of the annual report and andited
financial statement,

Maturity date(s) of Series 1998
Certificates to be prepaid ’

Principal amount(s) of Series _ A
1998 Certificates to be prepaid

CUSIP Numbers

Application of Bond Proceeds
Optional redemption dates

Mandatory sinking fund
redemption dates

Statement of 2009 Reserve
Requirement

Statement of amount of the
2009A Reserve Requirement

2009A Installment Payments

Confirmation of number of
different pressure zones.

 Update of the goals attained by

the City for Fiscal Year 2006-07
and Fiscal Year 2007-08.

Page2 of 6

City

City

City

City; FA; UW

City; FA; UW

City; FA; UW

City; FA; UW

City; FA; UW

City; FA; UW

City; FA; UW

City; FA; UW

City; FA; UW

Water
Department

Water
Department

Will be completed on the date
such reports and statements are
filed with the relevant
repositories, which will be prior
to the posting of the Preliminary
Official Statement.

To be updated with most current
information prior to the posting of
the Preliminary Official
Statement.

To be updated with most current
information prior to the posting of
the Preliminary Official
Statement.

To be determined at Pricing.
To be determined at Pricing.

To be determined at Pricing.

To be determined at Pricing.
To be determined at Pricing.
To be determined at Pricing.

To be determined prior to posting
of the Preliminary Official
Statement, depending on market
conditions:

To be determined at Pricing.
To be determined at Pricing.

To be updated with most current
information prior to the posting of
the Preliminary Official
Statement.

To be updated with most current
information prior to the posting of
the Preliminary Official
Statement.
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Future Water Supply for
the Water System/30

Future Water Supply for
the Water System/30

Water System Capital
Improvement Program/34

© Water System Capital
Improvement Plan/36

Water System Capital
Improvement Program/37

Water Systern Capital
Improvement/39

Water System Financial
Operations/40

Water System Financial
Operations/40

Water System Financial
Operations/45

Update of amount of Point
Loma treatment of wastewater

‘discharge

Update of estimate of daily
flows at SBWRP. :

Update on dollar amount of

. projects comptleted without

access to public markets

Update on amount of on-hand
funds available to the Water
Department, and the date
through which the funds will be
available -

Update on CIP projects which
require an EIR

Update on any pending contract
disputes

Update on the City Council’s
determination with respect to
CWA “pass-through™ costs

Update on the City Council’s
determination with respect
temporarily increasing
commodity charge in connection
with pilot program

Table 11 — Historical Capacity .
Charge Revenues — Fiscal Year
2006-07 audited amounts

Page 3 of 6

Water -
Department

Water
Department

Water

Department

Water
Department

Water
Department

Water
Department

~ Water
Department

Water
Department

Water
Department

To be updated with most current
information prior to the posting of
the Preliminary Official
Statement.

To be updated with most current
information prior to the posting of
the Preliminary Official
Statement. -

To be updated with most current
information prior to the posting of
the Preliminary Official
Statement.

To be updated with most current
information prior to the posting of
the Preliminary Official '
Statement.

To be updated with most current
information prior to the posting of
the Preliminary Official -
S1atement. '

Will be completed prior to the
posting of the Preliminary
Official Statement, upon
confirmation of no further

- litigation developments.

Will be completed prior to the
posting of the Preliminary

~ Official Statement, upon action-

by the City Council.

Will be completed prior to the
posting of the Preliminary
Official Statement, upon action
by the City Council,

Current unaudited amounts to be
updated with audited amounts
upon completion and release of
the City’s comprehensive audited
financial statements for Fiscal
Year 2006-07.
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Water System Financial
Operations/48

Water System Financial
Operations/50

Water System Financial
Operations/51

Water System Financial
Operations/60

Water System Financial
Operations/61

Water System Financial
Operations/62

Continuing Disclosure/79

Continuing Disclosure/79

Table 13 — Historical Sources of
Water Service Revenues — Fiscal
Year 2006-07 audited amounts

Table 14 - Revenues, Expenses,
Changes in Fund Net Assets —
Fiscal Year 2006-07 audited

amounts

Table 15 — Calculation of
Historic Debt Service Coverage
- Fiscal Year 2006-07 audited
amounts

Table 20 — Liability Claims
Accrued Estimated Liabilities
and Expenditures — Fiscal Year
2006-07 audited amounts

Pool liquidity information as of
November 2008

Pool investment results as of
November 2008

Statement regarding filing of all
required reports and statements
in connection with continuing
disclosure obligations of
assessment districts.

Statement regarding filing of all
required reports and statements.
in connection with continuing
disclosure obligations of the
City.

Page 4 of 6

Water

Department

Water

Department

Water
Department

Water .
Department

City

City

City

City

Current unaudited amounts to be
updated with audited amounts
upon completion and release of
the City’s comprehensive audited
financial statements for Fiscal
Year 2006-07.

Current unaudited amounts to be
updated with audited amounts
upon completion and release of
the City’s comprehensive audited
financial statements for Fiscal
Year 2006-07.

Current unaudited amounts to be
updated with audited amounts
upon completion and release of
the City’s comprehensive audited
financial statements for Fiscal
Year 2006-07.

Current unandited amounts to be
updated with audited amounts
upon completion and release of
the City’s comprehensive audited
financial statements for Fiscal
Year 2006-07.

Will be updated prior to the
posting of the Preliminary
Official Statement.

Will be updated prior to the
posting of the Preliminary
Official Statement.

Will be completed on the date
such reports and statements are
fited with the relevant
repositortes, which will be prior-
to the posting of the Preliminary
Official Statement.

Will be completed on the date
such reports and statements are
filed with the relevant
repositories, which will be prior
to the posting of the Preliminary
Official Statement.
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Litigation/79

Ratings/80

Underwriting/SO '

Underwriting/80

Miscellaneous/82

Certain Information
. regarding the City of San
Diego and Area/A-6

San Diego County Water

Authority/C-5

Information Concerning
the San Diego County
Water Authority and
Metropolitan Water .
District of Southern
California/C-7

Information Concerning
the San Diego County
Water Authority and
Metropolitan Water
District of Southern
Califormia/C-20

Summary of Principal
Legal Documents/E-2

Summary of Principal
Legal Documents/E-9

Summary of Principal
Legal Documents/E-10

Date of summary of material City

litigation '

Ratings FA; UW;

: Rating
Agencies

Net original issue premium and - UW

the underwriters’ compensation.
Purchase price information UW

Name of signatory of the City
Preliminary Official Statement

Table A-6 — City of San Diego City
Transient Occupancy Tax -
Fiscal Year 2006-07 audited

amounts

Update on status of the City- Water
owned reservoirs. Department
Update on status of construction DC
of regional brine line at Marine

Corps Base Camp Pendleton

Status of State bills relative to DC
the Salton Sea Restoration

Implementation

Closing Date uw-
Principal Payment Date Uw
Reserve Fund determination

Page 50f 6

- UW; City

Will be completed prior to the
posting of the Preliminary
Official Statement, upon
confirmation of no further
litigation developments.

Will be received prior to posting - -
of the Preliminary Official
Statement.

To be determined at Pricing.

Will be completed at Pricing.

To be determined prior to posting
of the Preliminary Official '
Statement.

* Current unaudited amounts to be

updated with audited amounts
upon completion and release of
the City’s comprehensive audited
financial statements for Fiscal
Tear 2000-07. :

To be updated with maost current
mformation prior to the posting of
the Preliminary Official
Statement.

To be updated with maost current
information prior to the posting of
the Preliminary Official
Statement.

To be updated with most current
information prior to the posting of
the Preliminary Official
Statement,

At pricing.
At pricing.

At or prior to pricing.
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Summary of Principal
Legal Documents/E-11

Sumrnary of Principal
Legal Documents/E-14
through E-16

Form of Bond Counsel
Opinion/F-1

Form of Bond Counsel
Opinion/F-1

Form of Bond Counsel
Opinion/F-1

Form of Bond Counsel
Opinion/F-1

Form of Continuing

Disclosure Certificate/G-1

Form of Coniinuing

Disclosure Certificate/G-1

Form of Continuing

Disclosure Certificate/G-7

Form of Continuing

Disclosure Certificate/G-8

Form.of Continuing

Disclosure Certificate/G-8

Reserve Requirement

Reserve Fund determination
and :
Reserve Requirement

Date of opinion
Principal Amount

Number of Board of
Commissioners resolution
approving bond issuance

Date of Board of Commissioners
resolution approving bond
1ssuance

Principal Amount
Duie of Gfiicial Statement
Name of signatories

Date of issuance of Series
2009A Bonds

Remainder of form of notice to
repositories of failure to file
annual report

Page 6 of 6

UW; City

UW; City

BC
City; FA; UW

- City
City

City; FA; UW
City; TA; UW
City

City; FA; UW

Not Applicable

~ At pricing.

At or prior to pricing.

To be completed at Pricing.
To be completed at Pricing.

To be completed prior to posting
of the Preliminary Official
Statement.

To be completed prior to posting
of the Preliminary Official
Statement.

To be completed at 'Pricing.

To be determined prior to
execution of bond documents.

Dated date of Pricing.

Form to be completed at the time
of reporting of a failure to file, if
any. Form will remain blank
through posting.
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HD&W LLP — 10/3/08 Draft
PRELIMINARY OFFICIAL STATEMENT DATED | , 2009]

NEW ISSUE BOOK-ENTRY ONLY RATINGS:
Meoody’s "
Fllch “
S&P: “___”

(See “Ratings” herein.)

In the opinion of Fulbright & Jaworski L.L.P., Los Angeles. California, Bond Counsel, under existing law, interest on the Serics

20094 Bonds is exempt jrom personal income taxes of the State of California. and, assuming continuing compliance afier the date of initial

_ delivery of the Series 20094 Bonds with certain covenants contained in the Indenture authorizing the Series 20094 Bonds and subject to the

matters set forth under "TAX EXEMPTION " herein, interest on the Series 20094 Bonds for federal income 1ax purposes under existing statutes,

regulations, published rulings, and court decisions will be excludable from the gross income of the owners thereof pursuant to Section 103 of the

Internal Revenue Code af 1986, as amended, to the date of initial delivery of the Series 20094 Bonds, and will not be included in computing the
alternative minimum taxeble income of individuals or, except as described herein, corporations. See “TAX EXEMPTION ™ kerein.

$[Series A Par Amount]*
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO
WATER REVENUE BONDS, REFUNDING SERIES 2009A
(Payable Solely From Installment Payments
Secured by Net System Revenues of the Water Utility Fund)

Dated: Date of Delivery Due: August !, as shown on the inside cover

The $[Series A Par Amount]’ Public Facilities Financing Authority of the City of San Diego Water Revenue Bonds, Refunding Series
2009A (Payable Solely From Inswliment Payments Secured by Net System Revenues of the Water Utility Fund) (the “Series 2009A Bonds™) are
being issued by the Public Facilities Financing Authority of the City of San Diego (the “Authority™} pursuant to the provisions of the Joint Exercise of
Powers Act (commencing with Section 6500) of the Government Code of the State of California (the “State™) and an Indenture, dated as of January I,
2009 {the “Indenture™), by and between the Authonity and Wells Fargo Bank, National Association, as Trustee {the “Trustee”). The proceeds of the
Sertes 20094 Bonds will be used to pay or prepay a pottion of the Outstanding Obligations (herein defined), fund the Reserve Fund (as described
herein) 1o sausfy all or 2 portion of the 2009A Reserve Requiremem (as described herein) and pay costs of issuance with respect to the Seres
2009A Bonds.

THE SERIES 20094 BONDS SHALL BE LIMITED OBLIGATIONS OF THE AUTHORITY AND SHALL BE PAYABLE
SOLELY FROM THE REVENULS AND AMOUNTS ON DEPOSIT IN THE FUNDS AND ACCOUNTS ESTABLISHED UNDER
THE INDENTURE (OTHER THAN AMOUNTS ON DEPOSIT IN THE REBATE FUND). THE SERIES 2009A BONDS DO NOT
CONSTITUTE A DEBT OR LIABILITY OF THE AUTHORITY, THE CITY OR OF THE STATE AND NEITHER THE FAITH AND
CREDIT OF THE AUTHORITY, THE CITY NOR OF THE STATE ARE PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF
OR INTEREST ON THE SERIES 2009A BONDS. THE AUTHORITY HAS NO TAXING POWER.

The pledge and assignment of and len on the Revenues and amounts on deposit in the funds and accounts established under the
Indenture pursuant to the Indenture and the 2009A Supplement (as described herein) to secure the 2009A Insaliment Payments (as described
hercin) are, i all respects, on parity with the pledge and assignment of and lien on the Revenues granted securing the other Parity Obligations (as ,
described hercin) executed and delivered in accordance with the Installment Purchuse Agreement (as described herein). The principal of and
interest on the Series 2009A Bonds and any premiums upon the redemption of any thereof are not a debt of the City or the Authonty nor a legal
or equitable pledge, charge, lien or encumbrance upon any of its property or upon any of its income, receipts or revenues except the Revenues
and amounts on deposit in the funds and accounts established under the Indenture.

The Sertes 2009A Bonds will accrue interest from their date of delivery and interest thereon will be payablc on February 1 and August
1 of cach vear, commencing on August 1, 2009, The Series 2009A Boends will bear interest at the respective raies set forth on the inside cover
page hereof. See “The Series 2009A Bonds General” herein and Appendix E - “SUMMARY QF PRINCIPAL LEGAL DOCUMENTS”
attached hereto.

The Series 2009A Bonds will be issued only in fully-registered form in denominations of $5,000 and any iniegral mulviple thereof, and
when issued, will be registered in the name of Cede & Co., as the nominee of The Depository Trust Company, New York, New York (“DTC").
DTC will act as securities depository for the Series 2009A Bonds. Ownership interests in the Series 2009A Bonds may be purchased in book-
entry form only. So leng as DTC or its nominee is the Owner of the Series 2009A Bonds, principal, redemption premium, if any, and interest on
the Series 2009A Bonds will be made as deseribed in Appendix H — “INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM”
atiached hereto. '

The Series 2009A Bonds are subject to optional redemption and mandatory sinking fund redemption prmr to maturity as
described herein. See “Redemplion of the Series 2009A Bonds™ herein.

This cover page contains information for general reference only. Potential purchasers are advised to read the entire Official
Statement (o obtain information essential 10 making an informed investment decision.

The Series 2009A Bonds are offered when, as and if issued, subject to the legal opinion of Fulbright & Jaworski L.L.P., Los Angeles,
California, Bond Counsel. Certain legal matters will be passed upon for the San Diego Facilities and Equipment Leasing Corporation by
Fulbright & Jaworski L.L.P, for the Authority by Hawkins Delafield & Wood LLP, Los Angeles; California, Disclosure Counsel, and by Michael
Apguirre, City Attorney, and for the Underwriters by their counsel, Nixon Peabody LLP, Los Angeles, Califormia. It is anticipated that the Series
2009A Bonds will be available for delivery through the facilities of DTC in New York, New York on or about January __, 2009.

Morgan Stanley J.P. Morgan
Estrada Hinojosa Ramirez & Co., Inc. Siebert Brandford Shank & Co. LLC

Dated: , 2000

ies in any jurisdiction in which such offer, selicitation or sale would be unlawiul prior to registration or qualification

ained herein a1e subject to cotpletion or amendment without notice, Under no cirewmnstances shall this Preliminary Official Statement constitute an

an of¥er 1o buy. nor shall there be any sale of the securil

nary Ofticial Statement and the infornation v

vnder the secneities laws of snch insdiction

offer to sell or the solicitatior

Preliminary, subject to change.
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$[Series A Par Amount]”
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO
WATER REVENUE BONDS, REFUNDING SERIES 2009A
{Payable Solely From Installment Payments
Secured by Net System Revenues of the Water Utility Fund)

MATURITY SCHEDULE

SISERIES A PAR AMOUNT]  REFUNDING SERIES 2009A BONDS

Maturity Date Principal Interest Price or
(August 1) Amount Rate " Yield CcUsIP'
$ %
g % Term Ronde due Angust 1,20 — Priced to Yield: % _ C1JSIP:
$ ___ % Term Bonds due August 1, 20__— Priced to Yield: % - CUSIP":

Preliminary, subject to change.
' Copyright, American Bankers Association, CUSIP data is provided by Standard & Poor’s CUSIP Service Bureau, a Division of
the McGraw-Hill Companies, Inc., and is set forth herein for convenience of reference only. The City, the Autharity, the Corporation
and the Underwriters do not assume responsibility for the accuracy of such data.

19152.17 031133 POS
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No dealer, broker, salesperson or other person has been authorized by the City, the Authority or
the Corporation to give any information or to make any representations other than those contained herein
and, if given or made, such other information or representations must not be relied upon as having been
authorized by the City, the Authority or the Corporation. This Official Statement does not constitute an
offer to sell or the solicitation of an offer to buy nor shall there be any sale of the Series 2009A Bonds by
a person in any jurisdiction in which it is unlawful for such person to make an offer, solicitation or sale.

This - Official Statement is not a contract with the purchasers of the Series 2009A Bonds.
- Statements contained in this Official Statement.which involve estimates, forecasts or matters of opinion,
whether or not expressly so described herein, are intended solely as such and are not'io be construed as a
representation of facts.

The information set forth herein has been furnished by the City and by other sources which are
believed to be reliable. The Underwriters have provided the following sentence for inclusion in this
Official Statement: the Underwriters have reviewed the information in this Official Statement in
accordance with, and as part of, their responsibility to investors under the federal securities law as applied
to the facts and circumstances of this transaction, but the Underwriters do not guarantee the accuracy or
completeness of such information. The information and expressions of opinion herein are subject to
change without notice and neither the delivery of this Official Statement nor any sale made hereunder
shall, under any circumstances, create any implication that there has been no change in the affairs of the
City, the Authority, the Corporation or any other parties described herein since the date hereof. All
summaries of the Series 2009A Bonds, the Indenture, the 2009A Supplement, the Assignment Agreemem

{onck no daccwihad harain) and other documents summarizad herein are made subicet to the provizsions of
{each oo cesceribed heram) and cuments summiarizec herein, are made subjoct o g o0 1g of

such documents respectively and do not purport to be complete statements of any or all of such
provisions.

This Official Statement is submitted in connection with the execution and delivery of the Series
2009A Bonds referred to herein and may not be reproduced or used, in whole or in part, for any other

purpose.

The City maintains a website at http://www.sandiego.gov. However, the information presented
there is not part of this Official Statement, is not incorporated by reference herein and should not be relied
upon in making an investment decision with respect to the Series 2009A Bonds.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVERALLOT
OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE
SERIES 2009A BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN
THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT
ANY TIME. THE UNDERWRITERS MAY OFFER AND SELL THE SERIES 2009A BONDS TO .
CERTAIN DEALERS AND DEALER BANKS AND BANKS ACTING AS AGENT AT PRICES
L.OWER THAN THE PUBLIC OFFERING PRICE STATED ON THE COVER PAGE HEREOF AND
SAID PUBLIC OFFERING PRICE MAY BE CHANGED FROM TIME TO TIME BY THE
UNDERWRITERS.
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OFF1 CIAL STATEMENT

$[Series A Par Amount]’
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO
WATER REVENUE BONDS, REFUNDING SERIES 2009A
(Payable Solely From Installment Payments
Secured by Net System Revenues of the Water Utility Fund)

INTRODUCTION

This introduction is not a summary of this Official Statement. It is only a brief description of and
guide to, and is qualified by, more complete and detailed information contained in the entire QOfficial
Statement, including the cover page and appendices hereto, and the documents described herein. All
statements contained in this introduction are gualified in their entirety by reference to the entive Official
Statement. References to, and summaries of the laws of the State of California and any documents referred
to herein do not purport to be complete and such references are qualified in their entirety by reference to
the complete provisions. All capitalized terms used in this Oﬁ” cial Statement and not otherwise defined
herein have the meanings set forth in the Indenture. '

General

The $[Series A Par Amount] Public Facilities Financing Authority of the City of San Diego
. Water Revenue Bonds, Refunding Series 2009A (Payable Solely From Installment Payments Secured by
" Net System Revenues of the Water Utility Fund) (the “Series 2009A Bonds™) are being issued by the
Publi¢ Facilities Financing Authority of the City of San Diego (the “Authority™) pursuant to the provisions
of the Joint Exercise of Powers Act (commencing with Section 6500) of the Government Code of the State
of California (the “State”) and an Indenture, dated as of January 1, 2009 (the “Indenture™), by and between
the Authority and Wells Fargo Bank, National Association, as Trustee (the “Trustee™). The proceeds of the
Series 2009A Bonds will be used to pay or prepay a portion of the Outstanding Obligations (herein defined),
fund the Reserve Fund (as described herein) to satisfy all or a portion of the 2009 Reserve Requirement (as
described herein) and pay costs of issuance with respect to the Series 2009A Bonds,

The Series 2009A Bonds

The Series 2009A Bonds will accrue interest from their date of delivery and interest thereon will
be payable on February 1 and Auvgust | of each year, commencing on August 1, 2009 (each, an “‘Interest
Payment Date”). The Series 2009A Bonds will bear mterest at the respective rates set forth on the inside
cover page hereof. See “The Series 2009A Bonds — General™ herein and Appendix E — “SUMMARY OF
PRINCIPAL LEGAL DOCUMENTS?” attached hereto.

The Series 2009A Bonds will be issued only in fully-registered form in denominations of §5,000
and any integral multipie thereof, and when issued, will be registered in the name of Cede & Co., as the
nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities
depository for the Series 2009A Bonds. Ownership interests in the Series 2009A Bonds may be purchased
in book-entry form only. So long as DTC or its nominee is the Owner of the Series 2009A Bonds,
principal, redemption premium, if any, and interest on the Series 2009A Bonds will be made as described
in Appendix H — “INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM™ attached

hereto.

Preliminary, subject to cﬁange.
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Security and Sources of Payment for the Seties 2009A Bonds

The City owns the Water System and operates such system through its Water Department. The
City has expanded the Water System from time to time to satisfy its mission statement, which is to provide
safe, reliable water in an efficient, cost-effective and environmentally responsible manner. See
“ORGANIZATION AND MANAGEMENT” and “WATER SYSTEM SERVICE AREA AND
FACILITIES” herein. '

The Series 2009A Bonds are primarily secured by Revenues (herein defined) of the Authority
consisting primarily of 2009A Instaliment Payments (herein defined) to be made by the City to the San
Diege Facilities and Equipment Leasing Corporation (the “Corporation™), under the Amended and
Restated Master Installment Purchase Agreement, dated as of January 1, 2009 (the “Master Installment
Purchase Agreement”™), as supplemented by the 2009A Supplement to Master Installment Purchase
Agreement, dated as of January 1, 2009 (the “2009 Supplement” and, together with the Master Installment
Purchase Agreement and any other supplements and amendments thereto, the “Installment Purchase
Agreement™), each by and between the City and the Corporation, which 2009A Instaliment Payments have
been assigned by the Corporation to the Authority pursuant to the Assignment Agreement, dated as of

- January 1, 2009 (the “Assignment Agreement™), by and between the Corporation and the Authority. See
“SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS” herein.

THE - SERIES 2009A BONDS SHALL BE LIMITED OBLIGATIONS OF THE'
AUTHORITY AND SHALL BE PAYABLE SOLELY FROM THE REVENUES AND AMOUNTS
. ON DEPODSIT IN THE FUNDS AND ACCOUNTS ESTARBIISHED UNDER THE INDENTURE
(OTHER THAN AMOUNTS ON DEPOSIT IN THE REBATE FUND). THE SERIES 2009A
BONDS DO NOT CONSTITUTE A DEBT OR LIABILITY OF THE AUTHORITY, THE CITY
OR OF THE STATE AND NEITHER THE FAITH AND CREDIT OF THE AUTHORITY, THE .
CITY NOR OF THE STATE ARE PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR
INTEREST ON THE SERIES 2009A BONDS, THE AUTHORITY HAS NO TAXING POWER.

Recent Events Regarding the City

" There have been various investigations regarding the City and certain of its financial statements.
Such investigations have led to the restatement of certain of the City's financial statements, including
financial statements relating to the water utiliry component of the City's enterprise fund. However, the
investigations into the City have not, fo the knowledge of the City, specifically involved the Water
Department (the “Water Department”) and do not relate to the security for or sources of payment of any
of the City's water revenue bonds.

Investigations regarding Pension Underfunding

In early 2004, the City filed three voluntary disclosure filings with the Nationally Recognized
Municipal Securities Information Repositories. The first two filings, on January 27, 2004, described the
unfunded accrued actuarial lability of the San Diego City Employees’ Retirement System (“SDCERS™),
which is a public employee retirement system that acts as a common investment and administrative agent
for the City, the San Diego County Regional Airport Authority (the “Airport Authority™), and the San
Diego Unified Port District (the “District™) (see “SAN DIEGO CITY EMPLOYEES® RETIREMENT
SYSTEM™ herein), and certain errors discovered in the comprehensive audited financial report (the
“CAFR™) of the City as of June 30, 2002 and the financial statements of thé Metropolitan Wastewater
Utility as of June 30, 2002 and 2001. The filing included projections anticipating the growth of this
lLiability, an estimate of the accrued post-retirement healthcare benefits for City workers and a description
of the mechanism by which the City funded SDCERS. The City previously disclosed that its UAAL
{(defined herein; see “SAN DIEGO CITY EMPLOYEES’ RETIREMENT SYSTEM - UAAL and its

2
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Calculation™) as of June 30, 2003 was expected to be approximately $950 million but revised such amount
to $1.157 billion pursuant to the January 27 filing. A subsequent filing, on March 12, 2004, described
numerous errors in the notes of the City’s audited annual financial reports for Fiscal Year 2001-02 (the
City’s fiscal year, beginning on July | and ending on June 30 of the following year, is referred to herein as
“Fiscal Year”). The March 12 filing stated that, in the opinion of the original auditor of the Cirty’s CAFR
for Fiscal Year 2001-02, such errors were not, individually or in the aggregate, material and that the City
would retain the accounting firm of KPMG LLP (“KPMG”) to perform a full scope audit of the City’s
Fiscal Year 2002-03 financial reports. '

As a result of the January 27 filings, on February 13, 2004, the Securities and Exchange
Commission (the “Commission”) began an investigation into the City’s disclosure practices relating to the
funding of SDCERS. At the same time, the United States Attorney’s office for the Southern District of
California began its own investigation into the same matters.

The law firm of Vinson & Elkins L.L.P. (“V&E”) was retained by the City on February 11, 2004
to review the City’s disclosure practices from 1996 to 2004 and determine whether the City had met its
disclosure obligations concerning the funding of SDCERS. V&E released its initial report on September
16, 2004. KPMG determined that the V&E report did not provide KPMG with a - basis to determine
whether there was any intentional misconduct or other conduct that had violated any laws or regulations
with the force of law. The San Diego City Attorney’s office also published several reports on issues
related to the funding of SDCERS, including possible abuse, fraud, or illegal acts by the City or its

officials.

At the suggestion of KPMG, Kroll, Inc. (“Kroll™) was retained by the City in February 2005 to
evaluate the investigative reports of V&E and the City Attorney and to make appropriate
recommendations to the City Council. Kroll retained the law firm of Willkie, Farr & Gallagher LLP
(“Willkie} as independent counsel and Kroll and Willkic constituted themselves as the Audit Committee
of the City of San Diego (“Kroll Audit Committee™).

On August 8, 2006, the Kroll Audit Committee released its report on its investigation into, among
other things, abuses and illegal conduct in the City’s funding of SDCERS (“Kroll Report”). The Kroll
Report concluded that the City government, including its officials, contributed to the City's failure to
conform to the requirements of law and to adhere to principles of sound governance and financial

reporting.

On November 14, 2006, the City entered into a cease-and-desist order (the “Order”) with the
Commission relating to violations of the antifraud provisions of the Securities Act of 1933 and the
Securities Exchange Act of 1934 in counection with the offer and sale of municipal securities in 2002 and
2003, and other related public financial disclosures concerning its pension and retiree health care
liabilities. :

The Commission concluded that the “City’s public disclosures in the preliminary official
statements and official statements for its 2002 and 2003 offerings, its 2003 continuing disclosures, and
presentations to the rating agencies failed to disclose material information regarding the City's current
funding of its pension and retiree health care obligations, the City’s future pension and retiree health care
obligations, and the City’s ability to pay those future obligations.” The Commission further concluded
that “[tthe City, through its officials, acted with scienter,” because “City officials acted recklessly in
failing to disclose material information regarding [pension and retiree health care] liabilities.”

The Order also imposed certain remedial sanctions, including the retention of an independent
consuftant to review and assess the City’s policies, procedures and internal controls with respect to bond
offerings, including disclosures made in its financial statements. On January 16, 2007, the City retained

3
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the law firm of Edwards Angell Palmer & Dodge, LLP to serve as Independent Consultant. The
Independent Consultant is required to conduct annual reviews of the City’s policies, procedures and
internal controls for a three year period, and provide copies of such annual reports to the Commission. On
June 7, 2007 the Independent Consultant released its initial report (the “Initial Report™) and on March 25,
2008, the Independent Consultant issued its First Annual Report (the “First Annual Report™). The Initial
Report, as supplemented by the First Annual Report, included 36 recommendations with respect to, among
other things, finalizing the City’s internal audit function and hiring a qualified internal auditor, completing
the organization of the City’s Audit Committee and selecting citizen advisors and professional consultants
to advise members of such committee, upgrading to a new financial accounting system, reevaluating the
roles and accountability of the City's Chief Financial Officer and the City’s Auditor and Comptroller and
evaluating the disclosure process and considering moving to a shelf-like disclosure system. The Mavor
and the City Council have begun to implement a number of the recommendations and continue to work
towards establishing best practices in the City’s financial reporting and disclosure.

Pursuant to recommendations made by V&E, the City established in 2004 its Disclosure Practice
Working Group (“DPWG”), a collaborative, consensus-based group formed to address the City’s
disclosure requirements. The purpose of DPWG is to ensure the compliance by the City (including the
City Council, City officers, and staff) with federal and State securities laws and to promote the highest

- standards of accuracy in disclosures provided by the City relating to securities issued by the City or by its
related entities. Among other things, DPWG reviews and certifies, if appropriate, securities offering
documents prior to their consideration by the City Council. Such certification specifies that, to the best
knowledge of the signatory, such offering documents do not make any untrue statement of matenal fact or
Ginit 10 3talC a matcrial fact necessary in order to make the statements madc, in light of the circuimistances
under which they were made, not misleading. DPWG consists of five voting members (the Chief
Operating Officer, the Chief Financial Officer, the City Director of Debt Management, the City Attorney
and the Deputy City Attorney for Finance and Disclosure) and two non-voting members (the City’s
outside Disclosure Counsel and the City Internal Auditor). The City’s Independent Budget Analyst or,
from time to time, that official’s designee, is an ex officio participant of DPWG,

The City understands that other investigations by the Commission or other government agencies
are still ongoing as to entities or individuals other than the City. On December 11, 2007, the Commission
filed a settled civil fraud action against the City’s Independent Auditor, Thomas J. Saiz and his firm
Calderon, Jaham & Osborn, in connection with the City’s false and misleading financial statements in five
bond offerings in years 2002 and 2003. On April 7, 2008, the Commission filed securities fraud charges
against five former City officials, including the former City Manager, former Auditor and Comptroller,
former Assistant Auditor and Comptroller, former Deputy City Manager and former City Treasurer for
allegedly giving false and misleading statements regarding City bond offerings in 2002 and 2003.

Audited Financial Reports

As a result of the investigations into the City, the completion and release of the City's audited
financial reports have been substantially detaved. KPMG, the City’s outside auditor for the Fiscal Year
2002-03 financial reports, issued an unqualified opinion on the Fiscal Year 2002-03 financial statements
on March 16, 2007 and the City Council received and filed the City’s CAFR for Fiscal Year 2002-03 on
June 5, 2007, On May 11, 2007, Macias, Gini & O’Connell (“Macias”), the City’s outside auditor for the
Fiscal Years 2003-04 through 2006-07 financial statements, issued an unqualified opinion on the City’s
Fiscal Year 2003-04 financial statements and the City Council received and filed the City's CAFR for
Fiscal Year 2003-04 on July 24, 2007. ‘

On October 26, 2007, Macias issued an unqualified opinion on the City’s Fiscal Year 2004-035
financial statements. On December 12, 2007, the City voluntarily re-opened the 2004-05 financial reports
for the limited purpose of revising certain disclosures related to the City’s Preservation of Benefits Plan.
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In the opinion of the City and Macias, these revisions were not material and on February 28, 2008, Macias
issued a further unqualified opinion on the revised 2004-05 financial reports that also incorporated the
Qctober 26 opinion. The City’s CAFR for Fiscal Year 2004-05 was received and filed by the City Council

on March 25, 2008.

On March 21, 2008, Macias issued an unqualified opinion on the City’s Fiscal Year 2005-06
financial statements and the City Council received and filed the City’s CAFR for Fiscal Year 2005-06 (the

%2006 CAFR™) on April 22, 2008. [On __ . 2008, Macias issued an unqualified audit opinion on the
City’s Fiscal Year 2006-07 ﬁnanc:al statements which were received and filed by the Clty Council on
2008 ] :
City Ratings

A further consequence of the City’s voluntary disclosures and the ensuing investigations was a
series of actions taken by the rating agencies. In 2004, Moody’s Investors Service, Inc. (“Moody’s”™), and
Fitch Ratings (“Fitch™) downgraded the credit ratings on the City’s obligations and changed the outlook on
those ratings to negative. Standard & Poor’s Ratings Services, a division of The McGraw-Hill
Companies, Inc. (“S&P™), put the City’s credit rating on negative cutlook and subsequently suspended its
credit ratings on all City obligations. In connection with the release of the 2006 CAFR, the City received
and currently maintains ratings from ali three rating agencies. See “RATINGS” herein for a discussion of
the ratings assigned to the Series 2009A Bonds.

[ ad ] 1) 3 s LIS | o~ - - _as
kIIC AULIUTILY DU WU Lurpuraion

The Authority is a California joint exercise of powers authority established pursuant to a Joint
Exercise of Powers Agreement by and between the City and the Redevelopment Agency of the City of San
Diego. The Authority was organized, in part, to finance, acquire, construct, maintain, repair, operate and
control certain capital facilities improvements for the City. The Corporation is a nonprofit charitable
corporation duly organized and existing under and by virtue of the laws of the State. The Corporation was
- organized to acquire, lease and/or sell to the City real and personal property to be used in the municipal
operations of the City.

Fofward-Looking Statements

Certain statements inciuded or incorporated by reference in this Official Statement constitute
“forward-looking statements.” Such statements are generally identifiable by the terminology used such as
“plan,” “expect,” “estimate,” ‘‘budget,” “projected™ or other similar words. The achievement of certain
results or other expectations contained in such forward-looking statements involve known and unknown
risks, uncertainties and other factors which may cause actual results, performance or achievements
described to be materialty different from any future results, performance or achievements expressed or
implied by such forward-looking statements. Although such expectations reflected in such forward-
looking statements are reasonable, there can be no assurance that such expectations will prove to be
correct. None of the City, the Authority or the Corporation is obligated to issue any updates or revisions
to the forward-looking statements if or when expectations, or events, conditions or circumstances on
which such statements are based do or do not occur.

Continuing Disclosure

The City has agreed to provide, or cause to be provided, in accordance with. Rule 15¢2-12(b)(5),
promulgated by the U.S. Securities and Exchange Commission under the Securities Exchange Act of 1934
(the “Rule™), certain annual financial information and operating data and, in a timely manner, notice of
certain material events. These covenants have been made in order to assist the Underwriters in complying
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with the Rule, Since March 2004, the City failed to comply with various filing deadlines for a number of
‘undertakings due to the unavailability of audited financial statements for the City. [Each required annual
report and audited financial statement was subsequently filed.] See “CONTINUING DISCLOSURE”

herein.

Miscellaneous

Copies of the Indenture, the Installment Purchase Agreement, the 2009A Supplement, the
Assignment Agreement, other financing documents and additional information may be obtained upon
request from the Trustee at Wells Fargo Bank, National Association, 707 Wilshire Boulevard, 17th Floor,
Los Angeles, CA 90017,

PLAN OF FINANCE .

A portion of the proceeds of the Series 2009A Bonds will be used to pay or prepay the
Outstanding Obligations identified in the table below (the Outstanding Obligations to be paid or prepaid
with proceeds of the Series 2009A Bonds are referred to herein as the “Refunded Obligations™).

REFUNDED OBLIGATIONS'
Maturity Principal Prepayment Prepayment/ - CUSIP!
Series Date(s) Amount Price Payment Date  (Base 79730C)
Series 1998 Certificates - TBD™ TBD™ Various January 30, 2009 Various
Series 2007 A Notes January 30, 2009 § 57,000,000 100% January 30, 2009 BU’?

: Preliminary, subject to change.
' Copyright, American Bankers Association. CUS]P data is provided by Siandard & Poor’s CUSIP Service Burcau, a Division of the McGraw-Hill

Companies, Inc., and is set forth herein for convenience of reference only. The City, the Authority, the Corporation and the Underwriters do not
assume responsibility for the accuracy of such data.
Y To be determined at the time of pricing.

A portion of the proceeds of the Series 2009A Bonds will be also be used to fund the Reserve
Fund to satisfy all or a portion of the 2009 Reserve Requirement and pay costs of issuance with respect to
the Series 2009A Bonds.
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ESTIMATED SOURCES AND USES OF FUNDS

The proceeds of the Series 2009A Bonds and other available funds are expected to be applied as
set forth below:

SOURCES:
Principal Amount of the Series 2009A Bonds b
Net Original Issue Premium
Total Sources ; $
USES:
Payment of Series 2007A Notes ' $

Prepayment of Series 1998 Certificates
Deposit into Reserve Fund
Costs of Issuance!”
Total Uses $

M Includes Underwriters' discount, trustee fees, financial advisor fees, rating agency fees, escrow agent fees, bond counsel
fees and expenses, disclosure counse] fees and expenses, verification agent fees, printing costs and other miscellaneous expenses.

DESCRIPTION OF THE SERIES 2009A BONDS

General

The Series 2009A Bonds will be issued as fully-registered bonds in denominations of $5,000 and
any integral multiple thereof and when issued, will be registered in the name of Cede & Co., as the
nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities
depository for the Series 2009A Bonds. Ownership interests in the Series 2009A Bonds may be purchased
in book-entry form only. So long as DTC or its nominee is the Owner of the Series 2009A Bonds,
principal of redemption premium, if any, and interest on the Series 2009A Bonds will be made as
described in Appendix H - “INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM”

attached hereto.

The Series 2009A Bonds will accrue interest from their date of delivery and interest thereon will
be payable on February 1 and August 1 of each year, commencing on August 1, 2009. The Series 2009A
Bonds will bear interest at the respective rates set forth on the inside cover page hereof. See Appendix E —
“SUMMARY OF PRINCIPAL LEGAL DOCUMENTS?” attached hereto.

Interest on the Series 2009A Bonds shall be calculated on the basis of a 360-day year, comprised
of twelve thirty-day months. Interest coming due on a date which is not a Business Day shall be payable
on the immediately following Business Day. Each Series 2009A Bond shall bear interest from the Interest
Payment Date next preceding the date of authentication thereof, unless such date of authentication is
during the period commencing afier a Record Date through and including the next succeeding Interest
Payment Date, in which event it shall bear interest from such Interest Payment Date, or unless such date of
authentication is on or before the first Record Date, in which event it shall bear inierest from its dated

~ date; provided, however, that if on the date of authentication of any Series 2009A Bonds, interest is then in
default on the Outstanding Series 2009A Bonds, such Series 2009A Bonds shall bear interest from the
Interest Payment Date to which interest has previously been paid or made available for payment on the
Qutstanding Series 2009A Bonds. Payment of interest on the Series 2009A Bonds due on or before the
maturity or prior redemption thereof shall be made to the Owner or Owners of record as of the Record
Date preceding the applicable Interest Payment Date, on the registration books kept by the Trustee, such

7
19152.17 631133 POS

000298



interest to be paid by check mailed by f{irst class mail on such Interest Payment Date te such Owner at his
address as it appears on such books; provided, that in the event the ownership of such Series 2009 A Bonds
is no longer maintained in book-entry form by the Depository, such payment shall be made by wire
transfer to any Owner of at least $1,000,000 in aggregate principal amount of Series 2009A Bonds, in
immediately available funds to an account in the continental United States designated in writing by such
Owner to the Trustee prior to the applicable Record Date.

Other Parity Obligations

The 2009A Installment Payments shall be Parity Obligations under the Instaliment Purchase
Agreement and the payment of the 2009A Instaliment Payments shall be on parity with the right of
payment of other Parity Obligations under the Installment Purchase Agreement, including the Installment
Payments securing the Series 1998 Certificates currently outstanding in the aggregate principal amount of
$245,010,000. See “PLAN OF FINANCE - Refunding™ herein.

Redemption

Optional Redemption. The Series 2009A Bonds shall be subject to redemption, in whole or in
part, at the option of the Authority (upon the direction of the City), on or after August 1, 20, at any
time, from and to the extent of prepaid 2009A Instaliment Payments paid pursuant to of the 2009A
_ Supplement, at a redemption price equal to the principal amount of the Series 2009A Bonds called for
" redemption, together with interest accrued thereon to the date fixed for redemption, without premium,

Mandatory Sinking Fund Redemprtion. The Series 2009A Bonds which are Term Bonds shall be
subject to mandatory redemption, on each date which a sinking account payment for such Term Bonds is
payable from sinking account payments set forth below, by lot, in an amount equal to such sinking account
payments, plus accrued interest to the redemption date and without premium. At the option of the
Authority, it may credit against any sinking account payment requirement Term Bonds or portions thereof
which are of the same maturity as the Term Bonds subject to redemption and which, prior to said date,
have been purchased, with funds other than moneys in a Sinking Account, at public or private sale or
redeemed and cancelled by the Authority and not theretofore apphed as a credit against any mandatory
sinking account payment requirement.

~ The Series 2009A Bonds which mature on August 1,20___, are subject to mandatory sinking fund
redemption, with sinking account payments payable on August 1 in each of the years, at a redemption
price of par, plus interest accrued to the date fixed for redemption, in the principal amounts as follows:

‘Series 2009 Term Bonds Maturing August 1. 20

Sinking Fund Payment Dates

August | Sinking Account Payments
$

* Maturity.

Notice of Redemption. Pursuant to the Indenture, notice of redemption shall be mailed to the
Owners not more than 60 days nor less than 30 days prior to the redemption date and shall state the date of
such notice, the redemption price (including the name and appropriate address of the Trustee), and, in the
case of Series 2009A Bonds to be redeemed in part only, the respective portions of the principal amount
thereof to be redeemed. Each such notice shall also state that on said date there will become due and
payable on each of said Series 2009A Bonds thereof and in the case of a Series 2009A Bond to be
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redeémed in part only, the specified portion of the principal amount thereof to be redeemed, and that from
and after such redempiion date, interest thereon shall cease to accrue, and shall require that such Series
2009A Bonds be then surrendered at the address of the Trustee specified in the redemption notice. Notice
of redemption may be conditioned upon the occurrence of one or more events and may be revoked prior to
the redemption date.

Effect of Redemption. If notice of redemption has been duly given as provided in the Indenture
and money for the payment of the redemption price of the Series 2009A Bonds called for redemption is
held by the Trustee, then on the redemption date designated in such notice, the Series 2009A Bonds shall
become due and payable, and from and after the date so designated, interest on the Series 2009A Bonds so
called for redemption shall cease to accrue, and the Owners of such Senes 2009A Bonds shall have no
rights in respect thereof except to receive payment of the redemption price thereof.

SECURITY AND SOURCES OF PAYMENT FOR
THE SERIES 2009A BONDS

Source of Payment; Priority of Pledge of Net System Revenues

The Series 2009A Bonds shall be limited obligations of the Authority payable solely from the
"Revenues and amounts on deposit in the funds and accounts established under the Indenture {other than
amounts on deposit in the Rebate Fund). “Revenues” means all 2000A Installment Payments to be paid
pursuant to the 2009A Supplement and the interest or profits from the investment of money in any account
or fund (other than the Rebate Fund). The 2009A Installment Payments are secured by and payable solely
from Net System Revenues and are required to be paid by the City to the Authority, as assignee of the
Corporation under the Assignment Agreement, in an amount equal to the principal of and interest due on
the Series 2009A Bonds. See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2009A
BONDS - Net System Revenues™ herein for a description of Net System Revenues.

The pledge and right of payment from Net System Revenues securing the 2009A Instaliment
Payments (which, in turn, secure the Series 2009A Bonds) is on parity with the pledge and right of
payment from Net System Revenues securing the Installment Payments represented by the San Diego
Facilities and Equipment Leasing Corporation Certificates of Undivided Interest (In Instaliment Payments
Payable from the Net System Revenues of the Water Utility Fund of the City of San Diego) Series 1998
(the “Series 1998 Certificates”) outstanding in the aggregate principal amount of $245,010,000, prior to
the refunding described in this Official Statement, and any-other Parity Obligations that may be issued
from time to time in accordance with the Installment Purchase Agreement. See “PLAN OF FINANCE"”
and “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS — Parity
Obligations™ herein. All Parity Obligations, including Installment Payments represented by the Series
1998 Certificates, shall be secured by a first priority lien on and pledge of Net System Revenues. All
Parity Obligations shall be of equal rank with each other without preference, priority or distinction of any
Parity Obligations over any other Parity Obligations.

The pledge and right of payment from Net System Revenues securing the 2009A Installment
Payments (which, in turn; secure the Series 2009A Bonds) is senior to the pledge and right of payment
from Net System Revenues securing the Subordinated Installment Payments with respect to the Public
Facilities Financing Authority of the City of San Diego Subordinated Water Revenue Bonds, Series 2002
(Payable Solely From Subordinated Installment Payments Secured By Net System Revenues of the Water
Utility Fund) (the “Series 2002 Subordinated Bonds™) outstanding in the aggregate principal amount of
$272,845,000, the Public Facilities Financing Authority of the City of San Diego Non-Transferable
Subordinated Water Revenue Notes, Series 2007A (Payable Solely From Subordinated Installment
Payments Secured By Net System Revenues of the Water Utility Fund) (the “Series 2007A Notes”)
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outstanding in the aggregate principal amount of $57,000,000, all of which will be paid with proceeds of
the Series 2009A Bonds as described herein, and the Public Facilities Financing Authority of the City of
San Diego Subordinated Water Revenue Notes, Series 2008A (Payable Solely From Subordinated
Installment Payments Secured By Net System Revenues of the Water Utility Fund) {the “Series 2008A
Notes” and, together with the Series 2002 Subordinated Bonds and the Series 2007A Notes, the
-“Qutstanding Subordinated Obligations”) outstanding in the aggregate principal amount of $150,000,000.
See “PLAN OF FINANCE” and “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES
2009A BONDS - Subordinated Obligations” herein. All Subordinated Obligations, including the
Subordinated Installment Payments with respect to the Outstanding Subordinated Obligations, shall be
secured by a second priority lien on and pledge of Net System Revenues that are junior and subordinate to
the lien on and pledge of Net System Revenues securing Parity Obligations. All Subordinated Obligations
~ shall be of equal rank with each other without preference, priority or distinction of any Subordinated
Obligations over any other Subordinated Obligations except that Subordinated Obligations not issued
under the Indenture would not have access to any Reserve Fund created thereunder for Subordinated
Obligations. The Installment Purchase Agreement provides that nothing therein shall limit the ability of
the City to grant liens on and pledges of Net System Revenues that are subordinate to the liens on and
pledges of Net System Revenues for the benefit of Priority Obligations and Subordinated Obligations
‘contained in the Installment Purchase Agreement. See Appendix E — “SUMMARY OF PRINCIPAL

LEGAL DOCUMENTS” attached hereto.

The Water Department also has outstanding one State of California Department of Health Services
Safe Drmkmg Water State Revo]vmg Fund (“SRF”) loan in the pnnc1paI amount of approxunately $18 9

Subordmated Obhganon payab]e on a parity with the outstandmg Subordmated Obhganons The Water
Department has applied for an additional SRF loan in the approximate amount of $30 million. The
California Department of Water Resources (“DWR™) has acknowledged receipt of the Water
Department’s loan application and is currently reviewing it for approval. DWR is expected to fund certain
selected applications by June 2009. By such time, the Water Department will have received notification
of whether its application was selected for funding. . See “WATER SYSTEM CAPITAL
IMPROVEMENT PROGRAM - Financing Plans for the CIP” herein. No other SRF loans are currently
being contemplated and no additional SRF loans will be apphed for by the time this issuance goes to
market.

The Water Utility Fund

‘The City accounts for its water operations through an enterprise fund known as the “Water Utility .
Fund.” The Water Utility Fund was established by amendment to the City Charter effective February 11,
1963 and is accounted for separately from other funds of the City. Pursuant to the Installment Purchase
Agreement, all System Revenues shall be received by the City in trust and shall be deposited when and as
received in the Water Utility Fund, which fund the City agrees and covenants to maintain so long as any
Installment Payment Obligations or payments due by the City under any Qualified Swap Agreement
related thereto remain unpaid, and all moneys in the Water Utility Fund shall be so held in trust and
applied and used solely as provided herein. There are no Qualified Swap Agreements relating to the
Water Utility Fund as of the date of this Official Statement. Pursuant to the Instaliment Purchase
Agreement, the City shall pay from the Water Utility Fund: (i) directly or as otherwise required all
Maintenance and Operation Costs of the Water System; (ii) to the Trustee, for deposit in the Payment
Fund for Parity Obligations, including Reserve Fund Obligations that are Parity Obligations, the amounts
specified in any Issuing Instrument, as payments due on account of Parity Obligations (including any
Credit Provider Reimbursement Obligations that are Panty Obligations), other than payments due as
Parity Obligations by the City under a Qualified Swap Agreement; and (iii) to the counterparty specified
in any Qualified Swap Agreement, the amounts or payments due under such Qualified Swap Agreement as
Parity Obligations. In the event there are insufficient Net System Revenues to make all of the payments
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contemplated by clauses {i1) and (iii) of the immediately preceding sentence, then said payments should be
made as nearly as practicable, pro rata, based upon the respective unpaid principal amounts of said Parity
Obligations: The Installment Purchase Agreement also provides that after the payments described above
have been made, and in any event not less frequently than January 15 and July 15 of each year, any
remaining Net System Revenues shall be used to make up any deficiency in the Reserve Funds for Parity
Obligations. Notwithstanding the use of a Reserve Fund Credit Facility in lieu of depositing funds in the
related Reserve Fund for Parity Obligations, in the event of any draw on the related Reserve Fund Credit
Facility, there shall be deemed a deficiency in such Reserve Fund for Parity Obligations until the amount
of the Reserve Fund Credit Facility is restored to its pre-draw amount, In the event there are insufficient
Net System Revenues to make up all deficiencies in all Reserve Funds for Parity Obligations, such
payments into the Reserve Funds shall be made as nearly as practicable pro rata based on the respective
unpaid principal amount of all Parity Obligations. Any amounts thereafter remaining in the Water Utility
Fund may from time to time be used to pay the amounts specified in any Issuing Instrument as payments
due on account of Subordinated Obligations (including any Reserve Fund Obligations for Subordinated
Obligations, any Credit Provider Reimbursement Obligations that are Subordinated Obligations and any
Subordinated Credit Provider Reimbursement Obligations), provided the following conditions are met: (a)
all Maintenance and Operation Costs of the Water System are being and have been paid and are then
current; and (b) all deposits and payments contemplated by clauses (ii) and (iii} above shall have been
made in full and no deficiency in any Reserve Fund for Parity Obligations shall exist, and there shall have
been paid, or segregated within the Water Utility Fund, the amounts payable during the current month
pursuant to clauses (ii) and (iii) above. The Installment Purchase Agreement further provides that after the
deposits described in this paragraph have been made, any amounts thereafier remaining in the Water
Utility Fund may be used for any lawful purpose of the Water System,

Net System Revenues

Pursuant to the Installment Purchase Agreement, “Net System Revenues” means, for any Fiscal
Year, the System Revenues for such Fiscal Year, less the Maintenance and Operation Costs of the Water
System for such Fiscal Year. “System Revenues” means all income, rents, rates, fees, charges and other
moneys derived 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 by the City
from the water services or facilities, and commodities or byproducts, including hydroelectric power, sold,
furnished or supplied through the facilities of or in the conduct or operation of the business of the Water
System, and including, without limitation, investment earnings on the operating reserves to the extent that
the use of such earnings is limited to the Water System by or pursuant to law, and eamnings on any Reserve
Fund for Obligations, but only to the extent that such earnings may be utilized under the Issuing
Instrument for the payment of debt service for such Obligations; (b) standhy charges and Capacity
Charges derived from the sérvices and facilities sold or supplied through the Water System; (c) the
. proceeds derived by the City directly or indirectly from the lease of a part of the Water System; (d) any
amount received from the levy or collection of taxes which are solely available and are earmarked for the
support of the operation of the Water System; (e) amounts received under contracts or agreements with
governmental or private entities and designated for capital costs for the Water System; and (f) grants for
maintenance and operations received from the United States of America or from the State of California;
provided, however, that System Revenues shall not include: (1) in all cases, customers’ deposits or any
other deposits or advances subject to refund until such deposits or advances have become the property of
the City; and (2) the proceeds of borrowings. Notwithstanding the foregoing, there shall be deducted from
System Revenues any amounts transferred into a Rate Stabilization Fund as permitted by the Instaliment
Purchase Agreement, and any amounts transferred from current System Revenues to the Secondary
Purchase Fund as permitted by the Installment Purchase Agreement, and there shall be added to System
Revenues any amounts transferred out of such Rate Stabilization Fund or the Secondary Purchase Fund to
- pay Maintenance and Operation Costs of the Water System. See “Rate Stabilization Fund and Secondary
Purchase Fund” below.
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“Maintenance and Operation Costs of the Water System” 1s defined in the Installment Purchase
Agreement as {a) any Qualified Take or Pay Obligation, and (b) the reasonable and necessary costs spent
or incurred by the City for maintaining and operating the Water System, calculated in accordance with
generally accepted accounting principles, including, without limitation, the costs of the purchase, delivery
or storage of water, the reasonable expenses of maintenance 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 City attributable to the Water System, including the Project and the Installment Purchase

" Agreement, salaries and wages of employees of the Water System, payments to such employees’
retirement systems (to the extent paid from System Revenues), overhead, taxes (if any), fees of auditors,
accountants, attorneys or engineers and insurance premiums, and including all other reasonable and
necessary costs of the City or charges required to be paid by it to comply with the terms of the
Obligations, including the Installment Purchase Agreement, including any amounts required to be
deposited in the Rebate Fund pursuant to a Tax Certificate, and fees and expenses payable to any Credit
Provider (other than in repayment of a Credit Provider Reimbursement Obligation), but excluding in all
cases (1) depreciation, replacement and obsolescence charges or reserves therefor, (2) amortization of
intangibles or other bookkeeping entries of a similar nature, (3) costs of capital additions, replacements,
betterments, extensions or improvements to the Water System which under generally accepted accounting
principles are chargeable to a capital account or to a reserve for depreciation, (4) charges for the payment
of principal of and interest on any general obligation bond heretofore or hereafier issued for Water System
purposes, (5) charges for the payment of principal of and interest on any debt service on account of any
Obligation on a parity with or subordinate to the Instaliment Payments, and (6) all payments made
pursuant to any Qualified Swap Agreement. “Qualified Take or Pay Obligation” means the obligation of
ihic City io make use of any facilliy, properiy Of S€iVIGEs, Of S0me poriion of ihe capaciiy iereof, or iv pay
therefor from System Revenues, or both, whether or not such facilities, properties or services are ever
made available to the City for use, and there is provided to the City a certificate of the City or of an
Independent Engineer to the effect that the incurrence of such obligation will not adversely affect the
ability of the City to comply with the rate covenant contained in the Installment Purchase Agreement. As -
of the date of issuance of the Series 2009A Bonds, there will be no outstanding Take or Pay Obligations.

Obligation of the City Under Installment Purchase Agreement

Pursuant to the Installment Purchase Agreement, the City commits, absolutely and
unconditionatly, to make installment Payments solely (including the 2009A Installment Payments) from
Net System Revenues until such time as the Purchase Price shall have been paid in full (or provision for
the payment thereof has been made pursuant to the Installment Purchase Agreement). The City will not
discontinue or suspend any Installment Payments (including the 2009A Installment Payments ) whether or
not the Project or any part thereof is operating or operable or has been completed, or its use is suspended,
interfered with, reduced, curtailed or terminated in whole or in part, and such Installment Payments
(including the 2009A Instalimem Payments ) shall not be subject to reduction whether by offset or
otherwise and shall not be conditioned upon the performance or nonperformance by any party of any
agreement for any cause whatsoever. '

Rate Covenant

The City has covenanted in the Installment Purchase Agreement to fix, prescribe and collect rates
and charges for the Water System which will be at least sufficient to yield the greater of (1) Net System
Révenues sufficient to pay during each Fiscal Year all Obligations payable in such Fiscal Year or (2)
Adjusted Net System Revenues during each Fiscal Year equal to 120% of the Adjusted Debt Service for
such Fiscal Year. The City 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 Net System Revenues from such reduced rates and charges will at all times be sufficient
to meet the requirements of the Installment Purchase Agreement.- “Adjusted Net System Revenues” is
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defined in the Installment Purchase Agreement to mean, for any Fiscal Year, Net System Revenues for
such Fiscal Year, minus an amount equal to earnings from investments in any Reserve Fund securing
Parity Obligations for such Fiscal Year. “Adjusted Debt Service” is defined in the Installment Purchase
Agreement to mean, for any Fiscal Year, Debt Service on Parity Obligations for such Fiscal Year, minus
an amount equal to earnings from investments in any Reserve Fund for Parity Obligations for such Fiscal
Year. Net System Revenues (and thus Adjusted Net System Revenues) may be increased or reduced by
transfers in to or out of the Rate Stabilization Fund or the Secondary Purchase Fund. See “Net System
Revenues” above. For information on the possible limitation on the City’s ability to comply with the rate
covenant as a consequence of Proposition 218, see “CONSTITUTIONAL LIMITATIONS ON TAXES
AND WATER RATES AND CHARGES — Articles XIIIC and XIIID” herein. For a description of the
two reserve funds established by the City within the Water Udlity Fund, see “WATER SYSTEM
FINANCIAL OPERATIONS - Rate Stabilization Fund and Other Funds™ herein. '

Pledge Under the Indenture

Pursuant to the Indenture, the Authority has irrevocably pledged all Revenues (generally
consisting of the 2009A Installment Payments and amounts on deposit in the funds and accounts
established under the Indenture (other than amounts on deposit in the Rebate Fund)) to the payment of
principal of and interest on the Series 2009A Bonds. In addition, in order to secure the pledge of the
Revenues under the Indenture, the Authority has irrevocably pledged and transferred to the Trustee, for the
benefit of the Owners all of the Authority’s rights, title and interest in the right to receive the 2009A
Installment Payments from the City under the 2009A Supplement.

Reserve Fund -

A portion of the proceeds of the Series 2009A Bonds will be deposited in the Reserve Fund in an
amount equal to the 2009 Reserve Requirement, which is, as of any date of calculation, the least of [(i) ten
percent (10%) of the proceeds (within the meaning of Section 148 of the Internal Revenue Code of 1986,
as amended, and the regulations thereunder, and any successor laws or regulations (the “Tax Code™)) of
the Series 2009A Bonds; (ii) 125% of average annual debt service on the then-Qutstanding Series 2009A
Bonds; or (iii) the Maximum Annual Debt Service for that and any subsequent year.] The term “2009A
Reserve Requirement” means, initially, the sum of § . Upon early redemption of any of the
Series 2009A Bonds, the Authority, at the request of the City, may request the Trustee to recalculate and
reduce any Reserve Requirement established under the Indenture, whereupon any excess in the Reserve
Fund over and above such Reserve Requirement shall be transferred to the Payment Fund. The Authonty
may replace all or a portion of the Reserve Requirement, if originally funded with cash, with one or more
Surety Bonds. '

The Series 1998 Certificates and the Series 2002 Subordinated Bonds are each secured by a
reserve fund separate and apart from the Reserve Fund securing the Series 2009A Bonds. The holders of
the Series 1998 Certificates and the Series 2002 Subordinated Bonds have no claim on the Reserve Fund
for the Series 2009A Bonds, and the holders of the Series 2009A Bonds have no claim on the reserve fund
for the Series 1998 Certificates or the Series 2002 Subordinated Bonds.

Parity Obligations

The pledge and right of payment from Net System Revenues securing the 2009A Installment
Payments (which, in turn, secure the Series 2009A Bonds) is on parity with the pledge and right of
payment from Net System Revenues securing the Installment Payments represented by the Series 1998
Certificates outstanding in the aggregate principal amount of $245,010,000, prior 10 the refunding
described in this Official Statement, and any other Parity Obligations that may be issued from time to time
in accordance with the Installment Purchase Agreement. See “PLAN OF FINANCE” herein,
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Subordinated Obligations

The pledge and right of payment from Net System Revenues securing the 2009A Installment
Payments (which, in turn, secure the Series 2009A Bonds) is senior to the pledge and right of payment
from Net System Revenues securing the outstanding Subordinated Obligations, consisting of the Series
2002 Subordinated Bonds, of which $272,845,000 are currently outstanding, the City’s $57,000,000
aggregate principal amount of Series 2007A Notes, all of which will be prepaid with proceeds of the
Series 2009A Bonds, and the City’s $150,000,000 aggregate principal amount of Series 2008A Notes.

Issuance of Additional Obligations

Pariry Obligations under the Installment Purchase Agreement. Pursuant to the Installment
Purchase Agreement, the City may at any time and from time to time issue or create additional Parity
Obligations secured by and payable solely from Net System Revenues, provided that: (1) there shall not
have occurred and be continuing (A) an Event of Default under the terms of the Installment Purchase
Agreement, any Issuing Instrument or any Credit Support Instrument, or (B) an event of default or
termination event (as defined in any Qualified Swap Agreement) under any Qualified Swap Agreement;
and (2) the City obtains or provides a certificate or certificates, prepared by the City or at the City’s option
by a Consultant, showing that: (A) the Net System Revenues as shown by the books of the City for any 12
consecutive month period within the 18 consecutive months ending immediately prior to the incurring of
such additional Parity Obligations shall have amounted to or exceeded the greaier of (i) at least 1.20 times
the Maximum Annual Debt Serwce on all Panty Obhganons to be Outstandmg immediately after the

on all Obllgatlons to be Outstandlng 1mmed1ate]y after the 1ssuance of the proposed Panty Obhgatlons or
(B) the estimated Net System Revenues for the five Fiscal Years following the earlier of (i) the end of the
period during which interest on those Parity Obligations is to be capitalized or, if no interest is to be
capitalized, the Fiscal Year in which the Parity Obligations are issued, or (ii) the date on which
substantially all new Components to be financed with such Parity Obligations are expected to commence
operations, will be at least equal to 1.20 times the Maximum Annual Debt Service for all Parity
Obligations which will be Outstanding immediately after the issuance of the proposed Parity Obligations.

For purposes of preparing the certificate or certificates in clause (2)(A) in the preceding
paragraph, the City or its Consultant may rely upon financial statements prepared by the City, which have
not been subject to audit by an independent certified public accountant if audited financial statements for
the period are not available. The determination of Net System Revenues pursuant to clause (2){B) in the
preceding paragraph (1) may take into account any increases in rates and charges which relate to the Water
System and which have been approved by the City Council, and shall take into account any reduction in
such rates and charges which have been approved by the City Council, which will, for purposes of the test
described in clause (2)(B) in the preceding paragraph, be effective during a Fiscal Year ending within the
five-Fiscal-Year period for which such estimate is being made; and (2) may take into account an
allowance for any estimated increase in such Net System Revenues from any revenue-producing additions
or improvements to or extensions of the Water System to be made with the proceeds of such additional
indebtedness or with the proceeds of Parity Obligations previously issued, all in an amount equal to the
estimated additional average annual Net System Revenues to be derived from such additions,
improvements and extensions during the five-Fiscal-Year period contemplated by clause (2)(B) above, all
as shown by such certificate of the City or its Consultant, as applicable; and (3) for the period
contemplated by clause (2)(B) in the preceding paragraph, Maintenance and Operation Costs of the Water
System shall initially be deemed to be equal to such costs for the 12 consecutive months immediately prior
to incurring such other Parity Obligations for the first Fiscal Year of the five-Fiscal-Year period, but

" adjusted if deemed necessary by the City or its Consultant, as applicable, for any increased Maintenance
and Operations Costs of the Water System which are, in the judgment of the City or such Consultant, as
applicable, essential to maintaining and operating the Water System and which will occur during any
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Fiscal Year ending within the period contemplated by clause (2){B) in the preceding paragraph. See
Appendix E — “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS” attached hereto.

_The certificate or certificates described under this caption “- Parity Obligations under the
Installment Purchase Agreement” 1s not required if the Parity Obligations being issued are for the purpose
of refunding (A) any then Outstanding Parity Obligations if at the time of the issuance of such Parity
Obligations 2 certificate of an Authorized City Representative shall be delivered showing that the sum of
Adjusted Debt Service on all Parity Obligations Outstanding for all remaining Fiscal Years after the
issuance of the refunding Parity Obligations will not exceed the sum of Adjusted Debt Service on all
Parity Obligations Outstanding for all remaining Fiscal Years prior to the issuance of such refunding
Parity Obiigations; or (B) then Outstanding Balloon Indebtedness, Tender Indebtedness or Variable Rate
Indebtedness, but only to the extent that the principal amount of such indebtedness has been put, tendered
to or otherwise purchased pursuant to a standby purchase or other liquidity facility relating to such
indebtedness. See Appendix E - “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS” attached

hereto.

Subordinated Obligations under the Installment Purchase Agreement. Pursuant to the Installment
Purchase Agreement, the City may at any time and from time to time issue or create additional
Subordinated Obiigations secured by and payable solely from Net System Revenues, provided that: (i) no
Event of Default has occurred and is continuing and (ii) no event of default or termination event
attributable to an act of or failure to act by the City under any Qualified Swap Agreement or Credit
Support Instrument has occurred and is continuing, the City may issue or incur Subordinated Obligations,
and such Subordinated Obiigations shaii be paid in accordance wiih ihe provisions of insigiineni Furciuse
Agreement, provided that the City obtains or provides a certificate or certificates, prepared by the City or
at the City’s option by a Consultant, showing that: (A) the Net System Revenues as shown by the books of
the City for any 12-consecutive-month period within the 18 consecutive months ending immediately prior -
to the incurring of such additional Subordinated Obligations shall have amounted to at least 1.00 times the
Maximum Annual Debt Service on all Obligations to be Qutstanding immediately after the issuance of the
proposed Subordinated Obligations; or (B) the estimated Net System Revenues for the five Fiscal Years
following the earlier of {i) the end of the period during which interest on those Subordinated Obligations is
to be capitalized or, if no interest is to be capitalized, the Fiscal Year in which the Subordinated
Obligations are issued; or (i) the date on which substantially all new facilities financed with such
Subordinated Obligations are expected to commence operations, will be at least equal to 1.00 times the
Maximum Annua) Debt Service on all Obligations to be Outstanding immediately after the issuance of the
proposed Subordinated Obligations.

For purposes of preparing the certificate or certificates described in clause (A) in the preceding
paragraph, the City and its Consultant(s) may rely upon audited financial statements and, if audited
financial statermnents for the period are not available, financial statements prepared by the City that have
not been subject to audit by an Independent Certified Public Accountant. For purposes of the computations
to be made as described in clause (B) in the preceding paragraph, the determination of Net System
Revenues: (A) may take into account any increases in rates and charges which relate to the Water System
and which have been approved by the City Council and shall take into account any reduction in such rates
and charges which have been approved by the City Council, which will, for purposes of the test described
in clause (B) in the preceding paragraph, be effective during any Fiscal Year ending within the five-Fiscal-
Year period for which such estimate is made; and (B) may take into account an allowance for any
estimated increase in such Net System Revenues from any revenue-producing additions or improvements
to or exiensions of the Water System to be made with the proceeds of such additional indebtedness, with
the proceeds of Obligations previously issued or with cash contributions made or to be made by the City,
all in an amount equal to the estimated additional average annual Net System Revenues to be derived from
such additions, improvements and extensions during the five-Fiscal-Year-period contemplated by clause
(B) in the preceding paragraph, all as shown by such certificate of the City or its Consultant, as applicable;
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and (C) for the period contemplated by clause (B) in the preceding paragraph, shall initially include
Maintenance and Operation Costs of the Water System in an amount equal to such costs for any 12-
-consecutive month period within the 24 consecutive months ending immediately prior to incurring such
Subordinated Obligations for the first Fiscal Year of the five-Fiscal-Year period, but adjusted if deemed
necessary by the City or its Consultant, as applicable, for any increased Maintenance and Operations Costs
of the Water System which are, in the judgment of the City or its Consultant, as appiicable, essential to
maintaining and operating the Water System and which will occur during any Fiscal Year ending within
the period contemplated by clause (B) in the preceding paragraph. See Appendix E — “SUMMARY OF
'PRINCIPAL LEGAL DOCUMENTS" attached hereto. '

The certificate or certificates described under this caption “— Subordinated Obligations under the
Installment Purchase Agreement” is not required if the Subordinated Obligations being issued are for the
purpose of refunding (i) then-Outstanding Parity Obligations or Subordinated Obligations if at the time of
the issuance of such Subordinated Obligations a certificate of an Authorized City Representative shall be
‘delivered showing that the sum of Debt Service for all remaining Fiscal Years on ail Parity Obligations
and Subordinated Obligations Outstanding after the issuance of the refunding Subordinated Obligations
will not exceed the sum of Debt Service for all remaining Fiscal Years on all Parity Obligations and
Subordinated Obligations Qutstanding prior to the issuance of such refunding Subordinated Obligations;
or (i) then-Outstanding Balloon Indebtedness, Tender Indebtedness or Variable Rate Indebtedness, but
only to the extent that the principal amount of such indebtedness has been put, tendered to or otherwise
purchased by a standby purchase agreement or other liquidity facility relating to such indebtedness. See
“SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS™ herein and Appendix

™ HUOTTR AL A ATV AT MIDITRIMITIAT T r'r" AT TVAWTT TRATRTTON fadm d Lo
G L T U Y L N R R R s N F e AT ST ) clu,al..ucu GETELD.

Additional Bonds under the Indenture. Pursuant to the Indenture, the Trustee will, upon Written
Request of the Authority, by a supplement to the Indenture, establish one or more other series of Bonds
(the “Additional Bonds™) secured by the pledge made under the Indenture equally and ratably with any
Bonds previously issued and delivered, including the Series 2009A Bonds (together with the Additional
Bonds, the “Bonds™), in such principal amount as shall be determined by the Authority, but only upon
compliance with the provisions hereof and any additional requirements set forth in the applicable
Supplemental Indenture, which are conditions precedent to the execution and delivery of Additional

Bonds: (a) no Event of Defauit shall have occurred and be then continuing; (b) the Supplemental Indenture

providing for the execution and delivery of such Additional Bonds shall specify the purposes for which
such Additional Bonds are then proposed to be delivered, which shali be one or more of the following: (1)
to provide moneys needed to provide for Project Costs by depositing into the Acquisition Fund the
proceeds of such Additional Bonds to be so applied; (ii) to provide for the payment or redemption of
Bonds then Qutstanding under the Indenture, by depositing with the Trustee moneys and/or investments
required for such purpose under the defeasance provisions of the Indenture; or (i) to provide moneys
needed to refund or refinance all or part of any other current or future obligations of the City with respect
1o the funding of the Water System. Such Supplemental Indenture may, but shall not be required to,
provide for the payment of expenses incidental to such purposes, including the Costs of lssuance of such
Additional Bonds, capitalized interest with respect thereto for any period authorized under the Code (in
the case of Tax-Exempt Bonds) and, in the case of any Additional Bonds intended to provide for the
payment or redemption of existing Bonds, or other Obligations of the City, expenses incident to calling,
redeeming, paying or otherwise discharging the Obligations to be paid with the proceeds of the Additional
Bonds; (c¢) the Authority shall deliver or cause to be delivered to the Trustee, from the proceeds of such
Additional Bonds or from any other lawfully available source of moneys, an amount (or a Surety Bond in
an amount) sufficient to increase the balance in the Reserve Fund to the Reserve Fund Requirement for all
Bonds and Additional Bonds to be then Outstanding; (d) the Additional Bonds shall be payable as to
principal on August 1 and as to interest on February 1 and August 1 of each year during their term, except
that the first interest payment due with respect thereto may be for a period of not longer than twelve (12)
months; (e) fixed serial maturities or mandatory sinking account payments, or any combination thereof,
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shall be established in amounts sufficient to provide for the retirement of all of the Additional Bonds of
such Series on or before their respective maturity dates; (f} the aggregate principal amount of Bonds and
Additional Bonds executed and delivered under the Indenture shall not exceed any limitation imposed by
law or by any Supplemental Indenture; and (g} the Trustee shall be the Trustee for the Additional Bonds.
Nothing in the Indenture shall limit in any way the power and authority of the Authority to incur other
obligations payable from other lawful sources.

2009A Installment Payments

Pursuant to the 2009A Supplement, the City agrees to pay as 2009A Installment Payments, solely
from Net System Revenues as provided in the Installment Purchase Agreement, the following:

Installment Principal Portion Interest Portion Combined
Payment Date of Installment of Installment Installment Payment

WATER SYSTEM ORGANIZATION AND MANAGEMENT

' History

The City has managed and operated the Water System since 1901, when it purchased the
privately-owned San Diego Water and Telephone Company, and has expanded the Water System from
time to time to satisfy its mission statement, which is to provide safe, reliable water in an efficient, cost-
effective and environmentally responsibie manner. In furtherance of its mission, the City and other local
retail water distributors formed the San Diego County Water Authority (“CWA™) in 1944 for the purpose
of purchasing Colorado River water from the Metropolitan Water District of Southern. California
(*MWD™} and conveying such water to local distributors within San Diego County.

The 1.3 million people living in the City used an average of 198.3 million gallons per day
{(“MGD”; one MGD is equal to 1,120 acre feet per year (“AFY™)) of potable water in Fiscal Year 2007-08.
The City’s population is projected to increase 26% in the next 25 years, and the City projects this growth
will increase demand for potable water by approximately 21%. The City currently provides water 1o its
customers by purchasing up to 90% of its water from CWA, a wholesale water agency that provided
approximately 660,455 acre-feet (“AF”) of imported water to its member agencies in San Diego County in
Fiscal Year 2006-07. CWA, in tumn, currently purchases the majority of its imported water from MWD,
" which is comprised of 26 public water agencies. MWD obtains its water from the Colorado River through

Preliminary, subject to change.
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the Federal Bureau of Reclamation and from northern California, via the State Water Project (“SWP”)
through DWR. In year 2007, MWD delivered almost 2.3 million AF of imported water to its customers.
Both CWA and MWD are developing storage and additional supplies, such as water transfers, to augment
their imported water. See “WATER SUPPLY.”

Governance and Management

General. The Water System is owned by the City and operated by the City through the Water
Department The Water Department ultimately reports to the Mayor, who has the authority to supervise
the Water Department and appoint managers and directors who are charged with the operations of the
department. The City’s Chief Operating Officer oversees all departments within the Mayor’s purview,
which excludes the office of the City Attorney. A Director of Public Utilities, who reports to the Chief
Operating Officer, oversees the Water Department and the Metropolitan Wastewater Department. The
day-to-day operaticnal responsibility for the Water Department rests with the Water Department Assistant
Director, who reports to the Director of Public Utilities. The Water Departiment management team is
further comprised of the Water Department Deputy Directors who head each of the four major divisions of
the Water Department plus a small number of Program Managers who report to the division heads. The
Director of Public Utilities, Water Department Assistant Director, Deputy Directors, and Program
Managers make up the Water Executive Team that provides management of the Water Department. The
" Water Department and the Metropolitan Wastewater Department are examining whether combining
certain common services through reorganization of the respective departments would create opporiunities
for savings and enhance services to both internal personnel and external customers.

The Water Department has managed the Water System since July 1, 1996, after assuming the
duties from the City’s Water Utilities Department as a part of a general reorganization of certain City’s
departments. The Water Department had approximately 779 full-time employees as of July 1, 2008. The
City Council retains the authority to approve the Water Department’s budget, to set rates and charges of
the Water System, and to approve execution of certain contracts. For information on how the City sets the
rates and charges of the Water System see “WATER SYSTEM FINANCIAL OPERATIONS -
Establishment and Collection of Water Service Charges,” « - Historical Rates and Charges,” “ - Current
Rates and Charges” herein. In accordance with the provisions of the City Municipal Code, these funds are
administered in an enterprise account separate from the City of San Diego’s General Fund.

Officers. The current officers of the Water Department and their respective biographies are as
follows: '

Mr. Jim Barrett currently serves as the City’s Director of Public Utilities. Mr. Barrett is a licensed
Professional Civil Engineer in the State of California and has been with the City for approximately two
years. Mr. Barrett is an appointed member on the Board of Directors for both the San Diego County
Water Authority and the Metropolitan Water District of Southern California. He alse serves as a member
of the Association of California Water Agencies Federal Affairs Committee. Prior to joining the City, Mr.
Barrett served as Vice President of Federal Programs with Earth Tech, Incorporated, and retired from the
U.S. Navy with extensive experience in infrastructure, contract and utilities management after more than
rwenty vears of service.

Mr. Alex Ruiz currently serves as the City’s Assistant Director of the Water Departinent. Mr.
Ruiz has been with the City of San Diego for 21 years. He ts currently the Assistant Water Department
Diirector responsible for the day-to-day operations of all departmental activities. Over the past 12 years, he
has served in various management capacities within the City’s Water Department, including Deputy
Director of both the Customer Support Division and the Water Operations Division. Previous
responsibilities have included assignments to the office of the City Manager for special project activities,
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including assignment as the City’s Labor Relations Manager, Mr. Ruiz received his Bachelor’s Degree
from the University of California at San Diego.

Ms. Marsi A. Steirer currently serves as the City’s Deputy Director for the Water Resources and
Planning Division. Ms. Steirer has been a City employee for 23 years and has worked for the Water
Department for 20 years. Ms. Steirer was responsible for formulating several of the Water Department’s
strategic initiatives including the conservation program, a 30-year water resources plan, and strategic
business plan. Ms. Steirer is a member of the American Water Works Association, and serves as the

chairperson of the Management Division.

Mr. Jim Fisher, a licensed Professional Civil Engineer with 18 years experience, currently serves
as the Water Department’s Deputy Director of the Water Operations Division. Mr. Fisher holds a Grade 5
Water Treatment Plant Operator and Grade 4 Distribution Operator certification with the State of

California.

Mr. Rod Greek, a Certified Public Accountant with 18 vears experience, currently serves as the
Water Department’s Deputy Director of Business and Support Services. Mr. Greek is an active member
of the Califormia/Nevada American Water Works Association, Mr, Greek was appointed as the Financial
Management Committee’s Vice Chair in November 2006, -

Mr. Mike Bresnahan currently serves as the Water Department’s Deputy Director of Customer
Support. Mr. Bresnahan has worked for the City of San Diego for 33 years. He is 2 member of AWWA.

Divisions.

Business and Support Services. This division provides administrative support for the
Department including: Human Resources, Information Systems, Budget Development and Monitoring,
Rate Setting and Finance, Contract and Grant Admmlstratlon, Internal Compliance Oversight, Records
Management, and Public Information.

Customer Support. This division provides Customer Information Services, Billing and
Collection, Meter Services (including meter readmg and servicing), Water Conservation Programs, and
Public Information.

Water Operations. This division provides Water Purchases, Raw Water Storage and
Distribution, Water Treatment, Water Laboratory Services, Treated Water Disiribution, System
Engineering, Construction and Maintenance, Maps and Records, Safety, and Public Information.

Water Resources and Planning. This division provides Long-Range Planning, Water
Legislation and Policy Analysis, Water Resources Development, Facilities Master Planning, CIP
Prioritization and Program Controls, Development Review, Reclaimed water Program Managemem Asset
Management, and Watershed and Resources Protection.

Oversight,  The Independent Rates Oversight Committee (“IROC™} was established in 2007 to
assume and expand upon the oversight previously undertaken by the Public Utilities Advisory
Commission. The members of JROC are appointed by the Mayor and IROC serves as an official advisory
body to the Mayor and City Council on 1ssues relating to the operations of the Water Department and the
Metropolitan Wastewater Department that might impact rates, including, but not limited to, resource
management, planned expenditures, service delivery methods, public awareness and outreach efforts,
quality and affordability of services. [ROC also tracks and reviews the use of rate proceeds to advance the
capital improvements related to utility rate and work programs adopted by the City Council and reviews a
performance report prepared by the Water Department and the Metropolitan Wastewater Department on
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an annual basis to ensure commitments made in the utility rate cases are delivered. IRGC meets monthly
to review activities and issues for the Water Department and the Metropolitan Wastewater Department.
The meémbers of IROC consist of representatives of each rate class, and professional experts in fields such
as finance, engineering, construction, and the environment. It is the vision of the IROC that a high level of
public confidence in the City of San Diego’s utility services is maintained with services provided in the
most cost-effective way., '

WATER SYSTEM SERVICE AREA AND FACILITIES

Service Area

The Water System serves the City and cértain surrounding areas, including retail, wholesale, and
reclaimed water customers. The Water System’s service area covers 403 square miles, including 342
square miles in the City, and approximately 1.3 million retail customers. See Appendix A — “CERTAIN
INFORMATION REGARDING THE CITY OF SAN DIEGO AND AREA.” The map which follows the
Table of Contents of this Official Statement shows the boundaries of the service area of the Water System.

Retail Customer Base, The City has six types of retail customer groups, conststing of Single
Family Residential (“SFR”), Multi-Family, Commercial, Industrial, Temporary Construction and
Irrigation. For Fiscal Year 2007-08, refail customers accounted for approximately 92% of total water
deliveries and such sales represented approximately 95% of the revenues from total sales of water. Of the
Water System’s more than 270,000 retail service connections, approximately 91% are single family
. residential accounts and multi-tamily residential accounts, with the balance for commercial, industriai and
other users. On June 30, 2008, single family and multi-family residential accounts comprised
-approximately 61% of total water sales revenue, with the balance for commercial, industrial and other
users. Some of the Single Family, Multi-Family, Commercial, and Industrial accounts have been
classified as Irrigation, as discussed below.

The City’s residential users are classified into SFR and Multi-Family classes. As described in the
2007 Rate Case, these residential classes are assumed to be homogenous in water usage and therefore are
assigned the same peaking factors. It is noted however that usage and peaking will vary among the
individual customers. ' :

.Single Family Residential. SFR refers to individual dwelling units served by a separate meter, and
accounted for approximately 42% of total water sales revenues in Fiscal Year 2007-08.

Multi-Family. Multi-Family encompasses multi-family dwellings such as apartment or
condominium complexes, in which two or more dwelling units share the same meter, and accounted for
approximately 19% of total water sales revenues in Fiscal Year 2007-08.

Commercial/Industrial. Commercial and Industrial user classes are comprised of a diverse group
of customers and accounted for 20% of total water sales revenues in Fiscal Year 2007-08. These
customers are treated equivalently in cost calculations and are assigned the same peaking factors. These
customers also typically have lower peaking factors than residential customers.

_ Irrigation. Prior to July 2007, the City did not recognize “Irrigation” as a separate customer class.
As there is sufficient data to separate these users into such a class, such a class was created by separating
the SFR, Multi-Family, Commercial, and Industrial accounts that are used solely for irrigation into a new
class. This diverse group of customers accounted for 13% of total water sales revenue for Fiscal Year

2007-08.
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Temporary Construction, Temporary construction refers to meters that are placed on fire hydrants

during construction in order to provide water to the construction site until the installation of a permanent
meter. Costs for these customers are usually higher than the average customer because of additional
administrative costs associated with transient meters. This group of customers generated less than 0.5% of
total water sales revenue for Fiscal Year 2007-08.

" Irrigation and Temporary Construction customers typically have high peak demands characterized
by relatively large amounts of water used in short periods of time when compared to average usage. As
described in the 2007 Rate Case, peak usage is more costly to deliver than constant usage because it

requires more pumping.

Tabie 1 sets forth the historical number of connections to the Water System for each year from
Fiscal Year 2003-04 through 2007-08. '

TABLE 1
HISTORICAL NUMBER OF RETAIL CONNECTIONS TO WATER SYSTEM
Fiscal Year 2003-04 through Fiscal Year 2007-08

Source:

City of San Diego Water Department.

Customer Type  2003-04 2004-05 2005-06 2006-07 2007-08
Single Family 217,009 217,933 219,079 219,984 220,519
Multi-Family'? 29,088 29,234 29,276 29,239 29,208
Commercial” 15,609 15,542 - 15,558 15,604 15,603
Industrial® 204 269 253 231 215
Irrigation™ 7,278 7,467 7,431 7,463 7,462
Temporary
Construction™ 462 422 391 374 345

-Outside City®? 52 50 48 45 46
TOTAL 269,792 270,917 272,036 272,940 273,398
Percent Growth 0.83% 0.42% 0.41% 0.33% 0.17%

O} Established as separate customer classification in Fiscal Year 2007-08; prior vear figures developed from

historical reports.

) Comprised of predominantly single family domestic customers outside of the City’s limits to whom the
City has agreed to provide water.
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Table 2 sets forth the 10 largest non-governmental retail customers and the top 10 govermmental
customers of the Water System for Fiscal Year 2007-08, which provided approximately 1.63% and
10.67%, respectively, of the total sales revenues for such fiscal year. '

TABLE 2
MAJOR NON-GOVERNMENTAL RETAIL CUSTOMERS
AND TOP GOVERNMENTAL CUSTOMERS
Fiscal Year 2007-08

(Unaudited)
% of Total
Millions of Sales
Customers Cubic Feet Billings . Revenues

MAJOR NON-GOVERNMENTAL RETAIL CUSTOMERS

CP Kelco 41.22 $ 1,006,594 0.35%
- Marine Park Corp 35.62 856,728 0.30%
San Diego Zoo 27.73 675,092 0.23%
Marriott Full Service 17.10 428,031 0.15%
Coca Cola Bottling Co . 1395 334,889 0.12%
Costa Verde Dev LLC ' 11.56 319,700 0.11%
Sharp Memorial Hospital 10.87 286,379 0.10%
Qualcomm Inc 10.71 274,522 0.10%
The Irvine Holding Co 9.52 267,079 0.09%
- Kaiser Permanente 9.36 253,517 0.09%
© TOTAL TOP 10 NON-
GOVERNMENTAL RETAIL 187.64 $4,702,531 1.63%
CUSTOMERS
TOP GOVERNMENTAL CUSTOMERS
City of San Diego 423.13 $11,543,256 4.00%
U.S. Navy 290.55 7,975,320 2.76%
University of California at San Diego ' 104.10 2,632,737 0.91%
California Dept of Transportation 85.43 2,380,308 0.82%
San Diego Unified School District 56.57 1,896,418 0.66%
Ali Federal Agencies : 65.45 1,678,160 0.58%
San Diego Port District 32.85 929 739 0.32%
San Diego State University 31.29 812,063 0.28%
County of San Diego 20.35 - 575,140 0.20%
Poway Unified School District 13.90 382201 0.13%

TOTAL TOP 10 GOVERNMENTAL

CUSTOMERS 1,123.62 530,805,432 10.67%

Source: City of San Diego Water Department.

- Wholesale Customer Base. For Fiscal Year 2007-08, wholesale customers accounted for
approximately 6% of total water deliveries and such sales represented approximately 5% of the revenues
from total sales and/or treatment of water. The City currently sells and delivers or treats and delivers water
on a wholesale basis to five wholesale customers: (1) the California- American Water Company (“Cal-
American™), (2) the City of Del Mar (“Del Mar™), (3) the Santa Fe Irrigation District, (4) the San Dieguito
Irrigation District (together with the Santa Fe Irrigation Districts, the “Irrigation Districts™), and (5) Otay
Water District (“OWD™),
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" Cal-American. Since 1912, the City has been selling and delivering treated water to Cal-
American, which in turn provides water to the cities of Coronado and Imperial Beach, as well as a portion
of the City. The City’s obligation to sell and deliver water to Cal-American and its customers was
assumed by the City upon its original acquisition of the Water System. The City’s agreement with Cal-
American has been subsequently amended to establish minimum and maximum amounts of treated water
that may be purchased by Cal-American from the City, an average system delivery and a supply price
methodology, which incorporates all of the City’s integrated system-wide costs (i.e., the costs associated
with treatment, storage and pumping of the treated water supplied to Cal-American), including 60% of the
water purchase replacement costs, 17% of the transmission and distribution costs associated with usage of
mains that are 16 inches and larger, and a proportionate share of debt service for.capital costs of the Water
System. For Fiscal Year 2007-08, the City made approximately 6% of its total water deliveries to Cal-
American and such sales represented approximately 4% of the revenues from total sales of water. The
City’s agreement with Cal-American is renewed on an annual basis and permits mid-year rate adjustments
to account for any purchased water cost increases from CWA.

Del Mar. Pursuant to an existing contract between the City and Del Mar, the City treats raw water
which Del Mar purchases from CWA. The treatment price paid by Del Mar is primarily based on the Del
Mar’s pro-rata share of the Operation and Maintenance expenditures (herein described) attendant to the
- City’s provision and treatment services. For Fiscal Year 2007-08, deliveries from the treatment of Del
Mar water represented less than 0.1% of total deliveries and less than 0.1% of revenues from total sales of
water. The City’s agreement with Del Mar is renewed on an annual basis.

Irrigation Districts. Pursuant o existing conmacts perween he City and each of ihe Irrigation
Districts, which expire in September 2009, the City delivers raw water from the Lake Hodges Reservoir.
Each contract sets the terms and rates pursuant to which the applicable Irrigation District may purchase
water from the City and provides each Irrigation District with the right to purchase a specified amount of
water. The purchase price charged each lrrigation District is based on portion of Operation and
Maintenance expenditures and capital improvement costs related to the City’s provision of water to such
Irrigation District.  For Fiscal Year 2007-08, these water sales represented less than 0.1% of total.
deliveries and such saies represented less than 0.5% of the revenues from total sales of water. The City’s
contracts with the Irrigation Districts are renewed every two years. :

OWD. The City’s Otay Water Treatment Plant (“*OWTP”) is capable of producing treated water
in excess of the amounts needed by the Water System customer base traditionally serviced by the OWTP.
In 1999, the City entered into an agreement with the OWD to deliver up to 10 MGD of surplus treated
water, which deliveries began in November 2005. The amounts paid by the OWD for such treated water
are determined in part by allocating to the City and the OWD, based on the amount of treated water
produced for each, the projected cost and expenses of all operations, maintenance and overhead, capital
improvements, repairs and replacements under $100,000 to be incurred for or at the OWTP.. This cost per
acre foot, as determined pursuant to the preceding sentence, is added to the raw water rate, to determine
the projected actual cost to QWD for the next succeeding fiscal year. Pursuant to the agreement, the
OWD may elect to pay its proportional share of costs to expand the treatment plant 10 meet its future
reated water demands, estimated to be from 10 to 20 MGD. Any expansion would be subject to the City’s
discretion and the execution of a separate agreement. '

Reclaimed Water Customer Base. Reclaimed water (also referred to as recycled water) is
produced from wastewater processed at water reclamation plants owned and operated by the City as part
of the City’s Wastewater System. Since 1997, the reclaimed water produced by the City has been carefully
monitored by City and State health officials and water quality-conirol agencies to ensure that it meets all
federal, State and local water quality standards, including the safety standards applicable to water coming
into human contact set forth under Title 22 of the California Code of Regulations, and is suitable for
irrigation, industrial and other non-potable uses. The City began billing the OWD and the Olivenhain
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Municipal Water District for reclaimed water in Fiscal Year 2006-07. The City also provides reclaimed
water to the City of Poway under the terms of an agreement entered into in 1998. Pursuant to the Water
Department’s calculations, approximately $1 million is due each year from the City of Poway. However,
the City of Poway and the City disagree about the cost per acre-foot of water delivered pursuant to this
agreement, though the resolution of this disagreement is not expected to have a material adverse impact on
the Net System Revenues available to pay debt service on the Series 2009A Bonds. In calendar year 2007,
reclaimed water represented 3% of the City’s water supply portfolio. For Fiscal Year 2007-08, reclaimed’
water customers and processing accounted for approximately 2% of total water deliveries and accounted
for approximately 1% the revenues fromn total sales of water.

Existingv Water System Facilities

The Water System consists of nine raw water storage facilities, three water treatment plants, 29
treated water storage facilities and over 3,460 miles of water transmission and distribution lines. Water is
transported through 50 water-pumping stations and nearly 274,000 metered service connections.

Raw Water Reservoirs. The City has nine reservoirs with a total capacity of 408,593 AF, of which
226,770 AF was in storage as of June 30, 2008. Eight of the raw water storage facilities are directly
connected to water treatment plants. One of the nine raw water storage facilities, Lake Hodges Reservoir
(30,251 AF total capacity), is currently being connected to the Olivenhain Reservoir (completion projected
for 2010} and will be used pursuant to an agreement between the City and CWA as part of the Emergency
Storage Project, which was developed through CWA to provide approximately 90,100 AF of reservoir
storace and cunnarting digtribution facilities to ennnlement exicting emersency water ennnliag in San
Diego County in case of a prolonged interruption of imported water supplies. Approximately 18% of the
storage capacity at the Lake Hodges Refservoir is sold annually to neighboring water agencies. The Lower
Otay Reservoir, Barrett Reservoir and Morena Reservoir (135,348 AF total capacity)} service the OWTP in
south San Diego; the El Capitan Reservoir, San Vicente Reservoir, Sutherland Reservoir and Lake Murray
Reservoir (236,311 AF total capacity) service the Alvarado Water Treatment Plant (“AWTP”) in central
San Diego; and the Miramar Reservoir (6,682 AF total capacity) services the Miramar Water Treatment
Plant (“MWTP""} in north San Diego. According to City Council policy, the City shall have approximately
7.2 months of the annual requirement of the City’s demand available in primary water storage facilities.
This water is to be used during emergencies, in the event of substantial disruption or interruption of
imported water service. This required amount is currently maintained by the City’s Water System. In
2006, a number of the City’s raw water storage reservoirs were listed as “impaired” water bodies pursuant
to Section 303(d) of the federal Clean Water Act as a result of an initiative to apply federal wastewater
standards to drinking water reservoirs. The City currently has a proactive watershed protection and
improvement plan for its reservoirs. The application of-federal wastewater standards to drinking water
reservoirs is being challenged through the courts in Florida. 'If the challenge is unsuccessful and the
determination with respect to the City’s raw water storage reservoirs remains unchanged, the City will.
tmplement a plan to identify, manage and control the contaminant run-off that contributes to the
determinations under Section 303(d) of the federal Clean Water Act. :
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Table 3 sets forth the City’s raw water reservoirs and their respective storage capacities and
storage levels:

TABLE 3
RAW WATER RESERVOIRS
(As of August 4, 2008)
- Storage Capacity , '
Reservoir (AF) Storage (AF) Percent Full
Lake Hodges 30,251 20,674 ' 66%

"~ Lower Otay 46,849 ) - 36,880 74
Barrett 34,806 26,337 76
Morena 50,694 7,508 15
EI Capitan 112,807 52,061 46
San Vincente 89,312 60,6440 68
Sutherland 29,508 6,948 - 24
Lake Murray 4,684 4,106 88
Miramar ' 6,682 5,289 .79

408,593 219,845 54%

Source:  City of San Diego Water Department.
m Approximately 32% of the raw water stored at the San Vincente Reservoir will be drawn down in Fiscal
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Water Treatment Plants. The Water Department maintains and operates three water treatment
plants with a combined rated capacity of 3242 MGD through which potable water is supplied.
Supplemental treated supplies from CWA are used to help operate the distribution system reliably and
efficiently. On-going upgrades to all three plants are expected to increase future rated capacity to 455
MGD, thereby further reducing the need to purchase treated water and providing capacity for customer
growth. Treated water accounted for approximately 10% of the approximately 219,250 AF of water
purchased by the City from CW A during Fiscal Year 2007-08. '

Alvarado Water Treatment Plant. The AWTP was originally constructed in 1951 with an original
rated capacity of 66 MGD. Several hydraulic improvements constructed in the mid-1970's and additional
upgrades completed recently have increased the plant to its current rated capacity of 150 MGD. The
AWTP is located next to Murray Reservoir near Interstate 8 and serves the general area from National
City to the San Diego River. The CIP includes further upgrades to increase the AWTP’s rated capacity to
200 MGD by Fiscal Year 2010-11.

Miramar Water Treatment Plant, The MWTP was originally constructed in 1962 and has a
current rated capacity of 140 MGD. MWTP is located next to Miramar Reservoir off Interstate 15. The
MWTP provides drinking water to an estimated 500,000 customers in the general area north of the San
Diego River. The CIP includes various upgrades to the plant, which are expected to increase MWTP’s

rated capacity of 215 MGD by 2011.

Otay Water Treatment Plant. The current OWTP was construcied in 1989 and has a current rated
capacity of 34.2 MGD. The OWTP serves the general area along the Mexico border and the southeastern
portions of central San Diego. The CIP mcludes an upgrade to the plant that will increase its rated
capacity to 40 MGD by Fiscal Year 2010-11. Table 4 sets forth the original design capacity, current rated
capacity and future rated capacity for each of the City’s water treatment plants and the current average
demand and current peak demand supported by such plants.
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TABLE 4
CAPACITY AND DEMAND OF WATER SYSTEM WATER TREATMENT PLANTS
(In MGD) : :
As of June 30, 2008 -

Water Original Current. -~ Current Current
Treatment Destgn - Rated Future Rated Average Peak/Max
Plant - Capacity Capacity Capacity! Demand Demand
Alvarado 66 150 200 89.5 1168
Miramar 100 140 215 88.1 1353
Otay 40 34.2 40 20.7 30.5
Total 206 3242 455 198.3 282.6%
Source:  City of San Diego Water Department, .
RS Fuwre Rated Capacity is based upon the completion of projects described above relative o the AWTE,
MWTP and OWTP in the CIP by Fiscal Year 2010-11.
@ . Tota] is not intended to reflect the aggregate peak/maximum demand supported by all water treatment plants -

because such plants do not all reach the peak/maximum demand simultaneously.

Treated Water Storage Facilities. The Water Department maintains and operates 29 treated water
storage facilities, including steel tanks, standpipes, concrete tanks and rectangular concrete reservoirs.
These facilities have capacities varying from less than 1 million’ gallons to 35 million gallons and in the
aggragate hold a daily total of approximately 200 million gallons. .

Delivery System. The Water System consists of approximately 3,460 miles of transmission and
distribution pipelines, including transmission lines up to 84 inches in diameter and distribution lines as
small as four inches in diameter. Transmission lines are pipelines with larger diameters that convey raw
water to the water treatment plants and convey treated water from the water treatment plants to the treated
water storage facilities. Distribution lines are pipelines with smaller diameters that directly service the
retail users connected to a meter. The Water Department-also maintains and operates 49 water pump
stations that deliver treated water from the water treatment plants to nearly 274,000 metered service
connections in over [114] different pressure zones. [Please confirm 114 count vs 90 count of different
pressure zones.] In addition, the Water Department maintains several emergency connections to and from
neighboring water agencies, including the Santa Fe Imrigation District through the MWTP, the Poway
Municipal Water District through the MWTP, Cal-American through the AWTP and the OWTP, the
Sweetwater Authority through the OWTP, and the OWD through the OWTP.

Insurance for the Water System

The City, through the statewide joint power authority risk pool, the California State Association of
Counties-Excess Insurance Authority (*CSAC-EIA™), maintains an “All Risk” policy which includes
Flood and Earthquake coverage for scheduled locations for amounts up to $25,000,000 per occurrence
with a $25,000 deductible. The City also maintains an excess liability insurance policy in collaboration
with a statewide joint powers authority risk pool, the CSAC-EIA for amounts up to $50,000,000; the
City’s self-insured retention is $5,000,000.

Utility Costs

The Water System is supplied with electricity and gas by an investor owned utility. The gas and
electric services accounts for approximately 2% of the Water System’s annual operating budget. To date,
the Water System has not experienced any significant power shortages and there has not been any
distuption in service to the Water System. Further, the Water System has sufficient self-generating
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resources to provide water services to domestic customers in the event of the occurrence of more-
significant power shortages. The Water Department recently completed installation of a I megawatt
photovoltaic solar panel “farm” at the AWTP which supplies approximately 40% of the local electrical

demand.

WATER SUPPLY

Current Water Supply

The Water Systemn currently receives its water supply from two sources: (1) local runoff and (2)
water imported by CWA. Historically, approximately 10% to 15% of the water supply for the Water
System comes from local rain runoff. This runoff is seasonal and variable in nature. The balance of the
Water System water supply is imported from Northern California and the Colorado River and is supplied
to the City by CWA, of which the City is a member agency. CWA, in turn, purchases the majority of its
water from the MWD, which is comprised of 26 public water agencies. CWA also has rights to purchase
water supplies from the Imperial Irrigation District (“1ID”) in the amount of 60,000 AF in calendar year
2008, which volume will increase by 10,000 AFY until calendar year 2020, when the transfer amount .
reaches 200,000 AFY. In addition, CWA has rights to 77,700 AFY of water supplies dedicated to CWA
as a result of water-conserving canal lining projects on the All-American and Coachella Canals. Although

“the water supplied from the canal lining projects will reduce CWA and, hence, the City’s reliance upon
MWD for imported water, the canal lining projects convey water from the Colorado River basin which has
experienced significant drought events over the last several vears resulting in diminished reservoir storage
levels along the river.

For Fiscal Year 2007-08, the City's average daily water use, including Del Mar and Cal-Amnerican
deliveries, was approximately 217.8 MGD, with peak day demands as high as 298.5 MGD. The City’s
three Water Treatment Plants provided 198.3 MGD or 91.04% of average demand and 273.8 MGD or
91.7% of peak demand. Due to current operational limitations with respect to the distribution system, City

"average and peak daily water demands are met with a combination of City-treated water and treated water
supplied by CWA primarily through four metered treated water connections. See Appendix B -
“REPORT ON THE ENGINEERING AND FINANCIAL FEASIBILITY STUDY™ and Appendix C -
“INFORMATION CONCERNING THE SAN DIEGO COUNTY WATER AUTHORITY AND
METROPOILITAN WATER DISTRICT OF SOUTHERN CALIFORNIA™ attached hereto for a
discussion of CWA’s water supplies.

The City is the largest purchaser of water from CWA. Dunng Fiscal Year 2007-08, the Water |
Department purchased approximately 219,500 AF of water from CWA at a cost of $113.4 million.
Currently, the City pays CWA $515 per AF for untreated water and $679 per AF for ireated water.

The Strategic Plan for Water Supply, which was adopted by the City Council in August 1997 (the
“Strategic Plan™), called for the doubling of water savings from conservation programs, from 13,000 AFY
to 26,000 AFY by 2005. The City achieved its 2005 goal, and estimated a total of 30,350 AF savings by
the end of Fiscal Year 2005-06, [UPDATE WITH FISCAL YEAR 2006-07 AND FISCAL YEAR 2007-
08 NUMBERS.] These efforts, along with proposed projects for cutting edge technologies such as
brackish water desalination, are intended to provide the City with a reliable water supply that is less
dependent on imports. See Appendix C — “INFORMATION CONCERNING THE SAN DIEGO
COUNTY WATER AUTHORITY AND METROPOLITAN WATER DISTRICT OF SOUTHERN

CALIFORNIA™ attached hereto.

The City has taken into account the effect of the current state-wide drought by assuming in its
operating budget for each of Fiscal Year 2008-09 and Fiscal Year 2009-10 a 15% reduction in water sales
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and deliveries, which is expected 1o result in reduced revenues which are offset by reductions in both its
operating budget and its capital improvement budget. See “RISK FACTORS - Drought Risks™ herein.
To address such conditions, the City is developing a plan to expand its development of ground water
desalination and its utilization of reclaimed water. As part of the development, the City will consider,
among other things, an independent energy and economic analysis of all water supply augmentation
methods in the Long Range Water Resource Plan and a one-year indirect potable reuse demonstration
project. See “WATER SYSTEM FINANCIAL OPERATIONS - Establishment of Water Service
Charges” herein for a discussion of the commodity charge increase approved by the City Council and the
Mayor to fund this pilot program. ' '

"In July 2008, the City declared a Stage 1 Voluntary Compliance Water Watch and called for
voluntary conservation measures. Pursuant to Division 38 of Article 7 of the San Diego Municipal Code,
a Stage 1 Voluntary Compliance Water Watch applies during periods when the possibility exists that the
Water Department will not be able to meet all of the water demands of its customers. The Stage 1
Voluntary Compliance Water Watch, along with the drought response plan set forth in the Municipal Code
was reviewed and modified in 2008 as part of a region-wide effort coordinated by the CWA to achieve a
greater county-wide consistency in drought response planning. This is also consistent with the Mayor’s
endorsement of CWA’s “20 Gallon Challenge” in June 2007. The City has been actively monitoring the
management of water supplies at both MWD and CWA., While a degree of uncertainty does exist,
depending on trends in the State’s water levels, the City may consider mandatory cutbacks of water use.

Future Water Supply for the Water System

1997 Strategic Plan for Water Supply. The City’s projected water demands and recommmended
future supplies were developed through the Strategic Plan, which was completed in 1998. The Strategic
Plan estimated water demand through 20135, identified infrastructure requirements necessary to ensure that
~ facilities were in place to store, treat and distribute required supphes in an efficient and effective manner
and approved a water rate increase to help fund the initial years of the CIP.

2002 Long-Range Water Resources Plan. In 2001, the City, with the assistance of a stakeholder
group (a 12-member citizen’s advisory committee), initiated an update of the Strategic Plan, known as the
Long-Range Water Resources Plan (the “Long-Range Water Resources Plan™), which was adopted by the
City Council on December 9, 2002,

The objectives of the Long-Range Water Resources Plan were to extend water demand projections
through 2030 and aiso develop a decision-making framework for evaluating water supply options. The
Long-Range Water Resources Plan identified various options to meet this medium to long-term demand.
These options include water conservarion, water reclamation, groundwater desalination, groundwater
storage, ocean desalination, marine transport, Central Valley Water Transfers, and imported supply from
CWA and MWD. Various alternative portfolios of water supply options were evaluated against a set of
planning objectives to determine the appropriate strategic direction for development of water resources.

The Long-Range Water Resources Plan concluded that no single supply source will be sufficient
to meet the City’s future water demand. The priority supply portfolio options identified for
implementation by 2010 are: conservation, reclamation, groundwater and transfers of surplus waters from
the water agencies in the Centra] Valley under long-term contracts or as spot commodity purchases.

The Long-Range Water Resources Plan recommended, among other things, that the cominen
resource elements from the three top-scoring portfolios be implemented by 2010 (Phase 1}. Resource
elements that are different among these portfolios should then be examined to determine under what
conditions they would become most feasible for the City to implement. Based on such factors as the
success or failure of CALFED, emergence of a strong water transfer market, technology improvements in
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membrane treatment, and the outcome of the City’s field investigations of local groundwater, three distinct
paths or strategies could be taken and possibly implemented by 2020 (Phase 2 of the Plan). Once a
particular strategy is chosen by the City, then Phase 3 of the Long-Range Water Resources Plan would
implement a variéty of resource options by 2030, depending on the continued success of prior resource
implementation and/or achievement of planning objectives.

With the implementation of the common resource elements by 2010, the City’s reliance on
imported water during a critically dry period could be approximately 74%, based on projected water
demands of 252,000 AF in calendar year 2010 as compared to the 75% to 90% of the water demands in
calendar year 2000 of 244,000 AF. By 2030, the City’s reliance on imported water could be as low as
" 57%, based on projected water demands of 297,000 AF in calendar year 2030, if most of the alternative
resources options available to the City were implemented. Since adoption of the Long-Range Water
Resources Plan, the City has been pursuing projects to meet its 2010 conservation, reclamation and

groundwater goals.

2005 Urban Water Management Plan. The City completed its Urban Water Management Plan

. (the “UWMP”}, which builds upon the previously approved Long-Range Water Resources Plan and the
Strategic Plan. Together, the UWMP, the Long-Range Water Resources Plan and the Strategic Plan set

water savings goals of 32,000 AFY by 2010, 36,000 AFY by 2020 and 46,000 AFY by 2030. The UWMP

reports the activities the City is embarking upon to secure a safe, reliable water supply for the City,

including establishment of the City’s Water Conservation Program (the “Water Conservation Program™),

improvements to the City’s water treatment plants, identification and securing of additional sources of

water and Improve most of water supply reiiabilily in the region ihrough groundwaier mvesilgaion,

alternative storage projects and participation in emergency storage projects.

The City is currently in the early stages of preparing its next update to the UWMP (the “2010
UWMP™), which will relate to general long-range water resources and is scheduled to be completed in
2010. The 2010 UWMP will also focus on global warming, compliance with AB 32, The Global
Warming Solutions Act of 2006, energy efficiency, regional water supply issues and recent legislation
aimed at increasing water-use efficiency and improvements in water resources planning.

Conservation. The Water Department’s Water Conservation Program was established by the City
Council in 1985 and promotes permanent water savings. The Water Conservation Program accounts for
over 32,000 AFY of potable water savings in Fiscal Year 2007-08. These savings have been achieved by
creating a water conservation ethic, adopting programs, policies and ordinances designed to promote water
conservation practices, and implementing comprehensive public information and education campaigns.

The City utilizes a broad range of conservation methods, including: incentive programs for low-
flush toilets and water conserving washing machines, survey programs, regulations, cfficient landscaping
and irrigation management programs, park and recreation partnerships, and public education and outreach.

The Water Department works closely with the City's Planning and Development Services
Departments to incorporate water conservation requirements into the City’s planning and permitting
processes to ensure new communities and properties will have water-efficient landscapes. Changes in
water conservation technologies may require periodic reassessment of long-range plans and water
conservation programs to ensure that savings are realized. The Water Department continues to work with
its proven water conservation programs while implementing new irrigation management programs to
maximize water savings.

In February 2008, an administrative County Grand Jury issued a report entitled “Water
Conservation: Sober Up San Diego, The Water Party Is Over” (the “Grand Jury Report™) examining water
uses and how to reduce water usage. The Grand Jury Report recommended, among other things,
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structuring water rates for multiple-family residences and for commercial, industrial and agricultural users,
into tiered block structures to make charges proportionate 1o use, more carcful consideration of the City’s
growth policy as it relates to San Diego’s long-term water prospects and the beginning of more rigorously
enforcing the requirement that any large project proposal be able to ensure a 20-year supply of water,
basing the cost of new water meters on the current and projected water conditions, formalizing concrete
triggers for water alerts to make them automatic, making some or all of the voluntary usage restrictions in
Stage 1 Voluntary Compliance Water Watch permanently mandatory in San Diego, raising the cost of
reclaimed water to at least 80% of that of potable water and using this income to finance expansion of the
reciaimed water distribution system, approving the use of reclaimed water for reservoir augmentation, and
implementing the use of reclaimed water in all appropriate City facilities. The City Council and the Mayor
responded to the Grand Jury Report and indicated that several of the recommendations have already been
implemented. Among the recommendations that have been implemented are a review of the City’s growth
policy, enforcement of a 20-year water supply assessment in connection with approval for large-scale
development projects (in accordance with which a water source or water offset must be identified prior to
project approval) and use of reclaimed water in all appropriate City facilities. The responses to the Grand
Jury Report also indicated that the other recommendations may be implemented in the future, if
implementation would be appropriate and allowable under applicable law. See “RISK FACTORS -
Drought Risks” herein, )

Groundwater. The City has several relatively small groundwater basins within its jurisdiction,
from San Pasqual in the north, to the San Diego River in the center of the City, to the Tijuana River Valley
in the south. The largest basm the San Diego Formatlon lies along the coast from the Mexican border to

Point Loma.

The City is presently pursuing groundwater feasibility projects in San Pasqual, Mission Valley,
and the San Diego Formation and exploring new technologies such as brackish groundwater that can
provide affordable water supply sources. This supply source is a possible alternative and is part of the
City’s planning efforts. Local water supply projects, particularly groundwater exploration, are locally
controlled and can offer enhanced drought protection.

Reclaimed Water. See “Water System Service Area and Facilities — Reclaimed Water Customer
Base™ herein for a description-of reclaimed water produced by the City. The majority of expenses relative
to the production of reclaimed water accrue to the City’s Wastewater System while revenues from the sale
of reclaimed water accrue to the Water System primarily because of a $70 million investment that the
Water System made in expanding the non-potable reclaimed water distribution system (purple pipe) in the
late 1990°s. The City has made significant capital investments in the reclaimed water program. To date,
over $460 million has been spent on two water reclamation plants (consisting of the North City Water
Reclamation Plant (the “NCWRP”) and the South Bay Water Reclamation Plam (the “SBWRP"),
distribution systems and related facilities. Approximately 25% of those costs were covered by State and
Federal grants. Located in the Miramar area, the NCWRP has been operational for the past 11 years and
has a wastewater treatment capacity of 30 MGD. During the summer of 2007, the NCWRP"s reclaimed
water production peaked at 9 MGD, [with the remainder of the wastewater being treated to secondary
levels and sent to Point Loma for discharge to the Pacific Ocean]. [Please verify the statement regarding
the remainder of the wastewater.] The secondary effluent helps reduce the concentration of suspended
_solhds in the wastewater being discharged.

The SBWRP is located on Dairy-Mart Road, near the international border with Mexico. The
-SBWRP, which commenced delivery of reclaimed water to customers in the summer of 2006, has a
wastewater treatment capacity of 15 MGD. Flows to the plant are about 8-9 MGD and during the summer
of 2007 beneficial reuse peaked at 7 MGD. [Please confirm estimate of daily flows at SBWRP.] The
majority of the reclaimed water is sold to the Otay Water District, a local water agency with more than
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600 meter connections. The SBWRP also sells water to the U.S. International Boundary & Water
Commission treatment plant, located just to the east of the water reclamation facility.

As of July 2008, the two reclamation plants meet a peak demand of 16 MGD primarily used by
customers for irrigation. Citywide beneficial reuse projections are estimated to be 12,000 AF for calendar
year 2008 increasing to nearly 15,000 AF per year by 2013. Reclaimed water usage is seasonal. During
high demand meonths, June through October, peak demands for calendar year 2008 are anticipated to be
approximately 17 MGD. Conversely, during cooler months, demands range from four to six MGD.
Reclaimed water production continues to increase each year due to the City’s marketing efforts to reach
“in-fill” customers, who, as identified by the City’s Reclaimed water Master Plan 2005, are located near
existing reclaimed water distribution lines. : ‘

Reclaimed water rates were lowered from $1.34 to $0.80 per hundred cubic feet (“HCF”) on
July 1, 2001, following the completion of a detailed rate study. As of July 1, 2008, the reclaimed water
rate was approximately 28% of the equivalent potable water rate charged to imgation customers. The-
Water Department is currently conducting a reclaimed water pricing study to determine the cost of
producing and distributing reclaimed water. The scope of the study includes development of
recommendations for reclaimed water commodity rates, base fees, capacity charges, altemative rate
structures and a reclaimed water rate model. Factors included in the pricing study include cost of
operation and maintenance for production and distribution facilities as well as capital costs for the most
feasible expansion projects. It is anticipated that the reclaimed water pricing study will be completed in
Fiscal Year 2008-09. v

Table 5 below sets forth the City’s planned water supply sources from Fiscal Year 2009-10 to
Fiscal Year 2029-2030.

TABLE 5
PROJECTED WATER SUPPLY SOURCES
Fiscal Years 2009-10 to 2029-30

(AFY)
Water Supply ' .

Sources 2010 % 2015 | % 2020 % 2025 % 2030 %
CWA 201,901 84% 205,178 83% 212,260 8§3% 222,238 83% 231,725 B84%
Local Surface Water 29,000 12 29,000 12 29,000 11 29,000 il 29,000 11
Reclaimed Water 8,525 4 12200 5 15200 _6 15200 6 15200 * 35
Total 239426 100% 246378 100% 256,460 100% 266438 100% 275,925 100%

Source:  Urban Water Management Plan, as supplemented.

WATER SYSTEM REGULATORY REQUIREMENTS

Federal Requirements

The City’s Water System operations are subject to the provisions of the federal Safe Drinking
Water Act (as amended, the “Safe Drinking Water Act”), which sets forth requirements relating to the
protection of drinking water and its sources, including rivers, lakes, reservoirs, springs and ground water
wells, against both naturally-occurring and man-made contaminants that may be found in drinking water.
The Safe Drinking Water Act is administiered by the EPA (with direct oversight by the California
Department of Public Health) and includes, among other things, standards for 90 chemical,
microbiological, radiological, and physical contaminants in drinking water and requirements for the
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preparation of consumer confidence reports, water system operator certifications and drinking water
source assessments. The Safe Drinking Water Act also requires that every five years the EPA establish a
list of contaminants which are known or anticipated to occur in public water systems and may require
future regulation under the Safe Drinking Water Act. From this contaminant candidate list, the EPA
identifies contaminants which are priorities for additional research and data gathering, which information
is then used to determine whether or not a regulation is appropriate. This process is repeated for each list
every five years. The EPA is currently evaluating the risks from several specific health concerns,
including: microbial contaminants (e.g., Cryptosporidium); the byproducts of drinking water disinfection,;
radon; and water systems that do not currently disinfect their water but get it from a potentially vulnerable
ground water source. The Water Department currently complies with all applicable standards and
regulations of the Safe Drinking Water Act.

o The EPA also establishes Secondary Drinking Water Regulations, which are non-enforceable
guidelines for contaminants that may cause negative cosmetic (such as tooth discoloration) or aesthetic
effects (such as taste or odor). Waler systems are not required to adopt these secondary standards, but
states may choose to adopt and enforce them, The City currently meets such standards. See Appendix B -
. “REPORT ON THE ENGINEERING AND FINANCIAL FEASIBILITY STUDY” for a further
description of federal requirements applicable to the Water System.

State Regulations

As an operator of a large municipal water system, the City is responsible for complying with
varicus stafe requirements, including the Site of Califomia Environmental Quality Act, opcrational
requirements, design and construction standards for dams and reservoirs, distribution systems and
pipelines, requirements for control of cryptosporidium and other water safety issues and training and other
requirements for certificate of water treatment and distribution operators. Failure to meet these standards
may subject the City to civil or criminal sanctions. The Water Department is currently in compliance with
all applicable state regulations. See “~ Compliance Order by the California Department of Public Health”
herein. See also Appendix B — “REPORT ON THE ENGINEERING AND FINANCIAL FEASIBILITY

STUDY?™ for a further description of federal requirements applicable to the Water System.

Proposed Regulations

In December 2006, the EPA promulgated the Stage 2 Disinfectants and Disinfection Byproducts
Rule (“Stage 2 DBPR”) and the Long Term 2 Enhanced Surface Water Treatment Rule, which built upon
prior rules to address protection of public water systems against microbial contaminants, especially
Cryptosporidium, and at the same time, reduce potential health risks of disinfection byproducts. The
Stage 2 DBPR requires operators of public water systems to determine if they exceed permitted
disinfection byproduct concentration levels and, if so, identify actions that may be taken to mitigate future
high disinfection byproduct leveis., The City has complied with the initial phase of the Stage 2 DBPR to
date and expects to complete its imual distribution system evaluation and comply with its reporting and
monitoring requirements by the compliance deadiines set forth in the Stage 2 DBPR, a portion of which is
expected to be financed with proceeds of additional water revenue bonds described under “Financing
Plans for the CIP™ herein. '

Other new regulations, including regulations that are in effect but whose comphance are not yet
mandated (such as the Ground Water Rule promulgated by the EPA pursuant to the National Primary
" Drinking Water Regulation) and regulations that are currently proposed, will continue to impact the
operation of the Water System and its associated costs. Also, the costs of proposed new regulations,
including rules and regulations regarding arsenic, radon, sulfate, groundwater and filter backwash, are
currently unknown. See “RISK FACTORS — Statutory and Regulatory Comphance” herein,
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Compliance Order by the California Department of Public Health

The State of California Department of Public Health (“DPH”) 1s the regulatory agency responsible
for ensuring that water systems meet the federal regulations outlined above, as well as additional or stricter
State regulations. In January 1994, DPH notified the City that certain deficiencies in the Water System
were found during a routine sanitary survey of the Water System conducted by the DPH Drinking Water
Field Operations Branch. The deficiencies primarily related to the future reliability of various components
of the Water System. As a result, the City and DPH entered into a compliance agreement (the “1994
Compliance Agreement”) pursuant to which the City agreed to correct operational deficiencies noted
during the survey and undertake the required capital improvements to the Water System by the deadlines
established in the 1994 Compliance Agreement. The City was notified in January of 1997 that it was not in
compliance with the 1994 Compliance Agreement. At that time, the DPH issued a compliance order (the
“1997 Compliance Order”), which has been amended from time to timé, including most recently in May
2007 (as amended to date, the “DPH Compliance Order™), to include additional items that were not in the
1997 Compliance Order. The DPH Compliance Order will remain in effect until the projects required

thereunder are completed.

The Water Department has made substantial progress in completing the projects set forth in the
DPH Compliance Order and is currently meeting the ongoing requirements thereof, including the
obligation to provide DPH with quarterly progress reports and hold periodic status meetings. In addition,
on February 26, 2007, the City authorized rate increases of 6.5% per vear for Fiscal Years 2007-08
through 2010-11 to finance projects mandated in the DPH Compliance Order as well as other CIP projects.

DPH has the authority to impose civil penalties if the City fails to meet DPH Compliance Order
deadlines, although DPH has not imposed such penalties to date. Violation of the DPH Compliance Order
may be subject to judicial action, including civil penalties specified in California Health and Safety Code
- Section 116725 (“Section 116725”). Pursuant to Section 116725, a viclation of a schedule of compliance
" for a primary drinking water standard may result in a maximum penalty of $25,000 per day for each
violation; and a violation of other standards, such as turbidity, the penalties can reach $5,000 per day.
There are a number of additional enforcement tools prescribed by law, including public notification,
citations, citation with fines, public hearings, mandatory water conservation, litigation and service
connection moratoriums.

The costs for bidding, constructing and completing the required work will fluctuate depending on

variables such as changes in the cost of materials and labor. The estimated DPH Compliance Order

project costs and DPH-related project costs for Fiscal Year 2008-09 through Fiscal Year 2012-13 is
approximately $515 million. The Water Department anticipates financing su¢h costs with existing net
assets, present and future revenues, and financing proceeds secured by system revernues.

Permits and Licenses

The Water System holds a Water Supply Permit from the DPH for operation of certain of its
facilities (the “Water Supply Permit™). The City is required to apply for an amendment to its Water

Supply Permit as changes occur within the Water System, including the capacity and process

improvements at the water treatment plants. The City works closely with the DPH during the design,
construction and subsequent operations of all improvements which result in amendments to the Water
Supply Permit to ensure amendment approval. Various other permits and licenses are required to operate
the water treatment plants, water impounding system, water quality lab and distribution system: The City
does not anticipate any problems with continued Water System operation under existing and . planned
future permits and licenses.
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. WATER SYSTEM CAPITAL IMPROVEMENT PROGRAM

General

The Water System’s CIP, which was originally prescribed in the Strategic Plan developed in 1997
and supplemented and updated in 2002 by the Long Range Water Resources Plan, each with the assistance
" of a citizen task force, was developed to ensure that the City has a cost-effective, safe and reliable water
supply. See “WATER SUPPLY - Future ‘Water Supply for the Water System” herein. The City
reevaluates the projects contained in the CIP and the timing of improvements on an annual basis. Changes
to the CIP are made to reflect changing priorities within the Water System and may occur as a result of
project scope changes, date revisions, project sequencing and operational considerations. There are five
fundamental driving forces behind the expansion and upgrades of the City’'s Water System: replacement of
aging infrastructure to reduce pipeline breaks and emergency repairs, increasing ireatment capacity and .
improving process technology, expansion of the Water Systeni to accommodate retail growth, compliance
with Federal Safe Drinking Water Act and satisfaction of the DPH Compliance Order. Approximately
71% of the anticipated projects to be constructed from Fiscal Years 2008-09 to 2012-13 are either
mandated by the DPH Compliance Order or are related to DPH projects.

In April 2002, the City Council adopted increases to the water base fee rates and commodity rates
to increase revenues from retail sales in each of the following five fiscal years by 6% per year. The
revenues generated by such rate increases were used to fund the continued upgrade and expansion of the
Water System as prescribed by the CIP. Despite not having access to the public bond market since 2004,
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reflects 595. Please confirm correct amount.] million between Fiscal Year 200" 03 and Fiscal Year 2007-
08, including improvements to water treatment plants, water storage reservoirs, water pump stations, water
pipelines, reclaimed water projects and cast iron projects. In February of 2007, the City Council adopted
rate increases of 6.5% per year for Fiscal Years 2007-08 through 2010-11. Accounting for such rate
increases, the aggregate revenues generated by the Water System are expected to provide approximately
$543 million to help finance approximately 99 CIP projects, mncluding projects related 1o water treatment
plants, pipelines, reservoirs and pump stations, projects related to anticipated growth within the City’s .
service area, anmual allocation project groups and projects required by or related to applicable State and
federal regulations and orders. The CIP remains subject to change and is expected to include additional
projects for implementation subsequent to 2011, based on the program priorities explained previously.

Description of Major Projects

The Water Department has developed a comprehensive CIP to address current and future Water
System needs. See “— Project Schedule and Cost™ herein.

The CIP projects can be classified into one of nine categories as they relate to the Water System.
Some of these projects were included in the original CIP as set forth in the Strategic Plan, while others
have been added to the CIP or had their schedules modified since the Strategic Plan was finalized. See
Appendix B - “REPORT ON THE ENGINEERING AND FINANCIAL FEASIBILITY STUDY”™ for a
further description of these projects. The map which follows the Table of Contents of this Official
Statement shows the location of the major CIP projects. Brief descriptions of the projects in each of the
categories are provided below.

Water Treatment Plants. The CIP includes projects which will rehabilitate and upgrade the
AWTP, the MWTP and the OTWP. As part of the Alvarado Upgrade, the rated capacity of the AWTP
will be expanded to 200 MGD by Fiscal Year 2010-11 to meet future water demands through 2030. The
MWTP will be expanded to a capacity of 215 MGD by Fiscal Year 2009-10 to meet future water demands
through 2030. The improvements to the OWTP, which will increase the OWTP’s rated capacity from 34.2
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MGD to 40 MGD, are expected to be completed by Fiscal Year 2010-11. Such improvements to the
City's water treatment plants will also assist the City in complying with the requirements of the Federal
Safe Drinking Water Act and the DPH Compliance Order. See “WATER SYSTEM REGULATORY
REQUIREMENTS — Federal Requirements” and “— Compliance Order by the California Department of
Pubic Health” herein. '

Pipelines. The CIP includes pipeline projects relating to the continued rehabilitation, replacement
~ and installation of distribution and transmission lines throughout the Water System. Included in the
anticipated pipeline projects is the replacement of approximately 20 miles per year of existing cast iron
distribution mains which have passed their 50-year service life. Approximately 193 miles of such mains
remain to be replaced. .

Pump Stations. The CIP includes projects that will replace, rehabilitate and construct pump
stations throughout the Water System.

Raw Water Storage Facilities. The CIP includes projects that will upgrade the raw water outlet
structures on three reservoirs and make emergency outlet improvements at the Lower Otay Reservoir.

Treated Water Storage Facilities. The rehabilitation and construction projects included in the
CIP through Fiscal Year 2010-11 will increase treated water storage capacity by 6% as compared to the
amount available at July 1, 1998, when implementation of the CIP projects began.
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the design phase and construction will begin in Fiscal Year 2010. Currently, there is an annual aliocation
of $500,000 to expand the reclaimed water system to connect new customers.

Groundwater Prajects. See the caption “Future Water Supply for the Water System -
Groundwater” for a description of groundwater feasibility projects being explored by the City in San
Pasqual, Mission Valley and the San Diego Formation.

Security Projects. The water security project includes adding cameras, motion detectors, access
control elements, and eight-foot high fences to our facilities. The facilities include nine lakes and dams,
three treatment plants, an operations yard, 40 pump stations, 20 water tanks, five regulators and 50
pipeline locations. Communication elements will be installed so that all camera images can be monitored
from a Security Operations Center located in the city of Chollas.

Miscellaneous Projects. Miscellaneous CIP projects include air valve adjustments, corrosion
control for existing facilities, installation of pressure reducing stations, installation of flow meters and
security enhancements at various water facilittes. Also included are pooled contingencies, which are
contingency amounts identified for each project to protect against uncertainties in the construction of such
projects. All of the project contingencies are aggregated into a smgle pool of contingencies rather than
included in the budget for each project.

Project Schedule and Costs

The current cost estimate of CIP projects for the pertod from Fiscal Year 2008-09 through Fiscal
Year 2012-13, the period through which water service rate increases have been approved, is approximately
$724 million. The budget for each project and program is established and approved by the C:ty Council
and adjustments to such budget require approval of the City Council.
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Table 6 shows categories of projects with the estimated cost of expenditures contained in the CIP
for the period of Fiscal Years 2008-09 to 2012-13. Final CIP project costs will be refined as the CIP -

progresses.
, TABLE 6
SUMMARY OF PROJECTED CIP PROJECTS™
Fiscal Years 2008-09 through 2012-13
Description 2008-09 2009-10 2010-11 2011-12 2012-13 Total
Water Treatment Plants $ 86,756,020 § 83,881,204  § 31,310,409 § 1,639,389 § 3,905,061 $207.492,083
Pipelines 57,705,209 48,074,621 53,410,139 61,430,309 59,022,991 279,643,269
Pump Stations 9,550,000 3,840,792 831,375 2,438,729 3,523,976 20,184,872
Raw Water Reservoirs 2,333,035 449014 914,062 3,440,796 9,135,167 16,272,074
Treated Water Reservoirs 4,461,387 493,575 608,607 768,112 1,848,048 8,179,729
Reclaimed Water Facility 3,104,606 7,106,101 7,414,401 2,980,224 1,000,000 21,605,332
Groundwater 2,019.816 7,643,634 18,528,908 20,127,520 1,209,935 49,529 813
Security 3,796,050 . 10,109,000 7,592,776 326,295 0 21,824,121
Miscellaneous 7.897.506 7.800.000 21.178.596 26.023 958 33,762.636 99,662,696
Total ' $177,623,629 $169,397,941 $141,789,273 $122,175,332 $113,407,814 $724,393,989

" Source: City of San Diego Water Department.
0] Amounts reflect the aggregate costs of all CIP prajects required to satisfy the DPH Compliance Ovder as well as projects

related thereto or necessary for the operation thereof. For Fiscal Year 2008-09 through Fiscal Year 2012-13, DPH

Compliance Order required projects cost approximately $413 million and DPH-related projects cost approximately $102

million.

Financing Plans for the CIP

The CIP is funded through a combination of System Revenues, bond proceeds and SRF loans. The
Water Department currently has approximately $__ million cash on hand to fund the majority of CIP costs
through [May], 2009. The Water Department currently expects that approximately 80% of the costs of the
CIP through 2013 will be funded with the proceeds of future financings, including water revenue bonds to
be issued later in 2009 on either a parity or a subordinated basis, as further described below:

Fiscal Year Total
2008-09 $391 million™"
2010-11 $124 million
2011-12 $206 million

" Consists of the Series 2009A Bonds in the amount of [Series A Par Amount]”
to pay in full the Series 2007A Notes and an additiona! series of water revenue
bonds on cither a parity or subordinated basis to refund the Serics 2008A Notes
and finance approximately $150 million of CIP costs. Excludes the prepaymens
of all or a portion of the Series 1998 Ceruficates currently outstanding in the
amount of $245,010,000.

" Preliminary, subject {0 change.
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The remaining 20% of the costs of the CIP will be paid on a pay-as-you-go-basis, which are
supported by currently approved water rates. See “— Financial Projections and Modeling Assumptions.”
These projected costs include a 4% annual inflation factor due to anticipated increases in construction
costs over time, which assumed inflation rate is intended to be a conservative estimate to ensure that the
Water Department has adequate resources reserved to complete the necessary projects. '

The Water Department has distinguished between repair and replacement and expansion CIP costs
to properly apply revenue sources. New customers will benefit from capacity created by expansion
projects. These projects will be funded by capacity charges and bond proceeds. Capacity charge revenues
will range from $11.5 1o $14.2 million over the period from Fiscal Year 2008-09 through Fiscal Year
2012-13 at increased capacity fee levels.

In addition, the Water Department has applied for an additional SRF loan in the approximate
" amount of $30 million. Proceeds of such SRF loan, if received, will be used for the following projects: the
OWTP Upgrade — Phase II-in the amount of $8 million; the OWTP Upgrade — Phase II in the amount of
$10 million; and the AWTP Upgrade — Phase IV in the amount of $12 million. This additional SRF loan,
if approved and entered into, would constitute a Subordinated Obligation payable on a parity with the
outstanding Series 2002 Subordinated Bonds and the Series 2008A Notes. The Water Department
anticipates that the amount of bonded indebtedness to be issued in the future will be reduced by the
amount of SRF loan received from DWR, if any. '

Environmental Compliance

. The projects contained in the CIP are generally subject to the California Environmental Quality
Act (*CEQA"), as amended (Division 13 of the California Public Resources Code). Under CEQA, a
project which may have a significant effect on the environment and which is to be carried out or approved
by a public agency must comply with a comprehensive environmental review process, including the
preparation of an Environmental Impact Report (“EIR”). .An EIR reflects not only an independent
_ technical analysis of the project’s potential impacts, but alse the comments of other agencies with some
- form of jurisdiction over the project and the comments of interested members of the public. Contents of an
EIR include a detailed statement of the project’s potentially significant environmental effects; any such
effects which cannot be avoided if the project is implemented; mitigation measures proposed o eliminate
or minimize such effects; alternatives to the proposed project; and any significant irreversible
environmental changes which would result from the project. Approximately 4% of CIP projects reviewed
between May 2002 and [August 2008] have required an EIR. If an agency determines that the project
itself will not have a significant effect on the environment, it may adopt a written statement {called a
“Negative Declaration™) to that effect and need not prepare an EIR. A Negative Declaration was prepared
for approximately 2% of CIP projects reviewed between May 2002 and [August 2008]. A Mitigated
Negative Declaraton (“MND™) is appropriate for projects that could potentially result in a significant
environmental impact, but revisions or standard mitigation measures are incorporated into the project that
clearly mitigate the impact. Approximately 7% of CIP projects reviewed between May 2002 and [August
2008] resulted in the preparation of a MND. Statutory exemptions are activities that are not subject to
CEQA. CIP projects can also be exempted if they fit a specific “category” of activities identified by the
State Legislature. Between May 2002 and [August 2008], approximately 87% of CIP projects have
qualified for either a statutory or categorical exemption. Once an agency approves or determines 10 carry
out a project, either following an EIR process or after adopting a negative declaration, it must file a notice
of such determination. Any action or proceeding challenging the agency’s determination musi be brought
within 30 days following the filing of such notice.

As pant of its regular planning and budgetary process, all projects are evaluated under the City’s
environmental impact review procedures, developed in compliance with State law and regulations.
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Separate environmental documents for each of the CIP projects either have been or will be prepared in
- accordance with local, State and/or federal law and regulations.

Since much of the CIP involves replacement, upgrading or increasing capacity of existing
facilities, the City does not believe that environmental considerations will adversely affect the completlon
of the CIP within the contemplated budget or the current timetable.

Project Management for the CIP

Prior to October 2007, the engineenng design and construction of CIP projects, as well as their
planning and attendant program controls, were all conducted by personnel within the Water Department.
A reorganization of engineering functions for the City as a' whole, including the Water Departiment’s
divisions and their respective responsibilities, resulted from recommendations of a steering commitiee
assembled as part of the City’s Business Process Reengineering program initiative to enhance the
efficiencies and effectiveness of City government by, among other things, reviewing and improving City
processes and procedures. The recommendations were presented to the Chief Operating Officer and
Mayor and approved by the City Council. Project management, engineering design and construction of
Water CIP projects are now managed by CIP project managers in the City’s Engineering and Capital
Projects Department (“E&CP™). Planning of and program controls for Water CIP projects are conducted
and monitored by the Water Policy and Strategic Planning Division of the Water Department. See
“ORGANIZATION AND MANAGEMENT - Governance and Management” herein.
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types of 1nfrastrucrure and provides traffic engineering services to the community. E&CP is responsible
for the planning, design, project management, and construction management of public improvement
projects; quality control and inspection of private work perrmtted in the right-of-way, and surveying and
materials testing. E&CP’s activities include work on various public infrastructure assets to rehabilitate,
restore, improve, and add to the City’s capital facilities. E&CP’s activities cover a wide range of City-
wide projects including libraries; fire, lifeguard and police stations; parks and recreation centers; lighting
and signals, street improvements, bikeways and other transportation projects; drainage and flood control
facilities; rebuilding and expanding water and sewer pipelines, treatment plants, and pump stations; and
dry utilities under-grounding projects. These functions are provided through four of the five divisions
within the E&CP.

Architectural Engineering & Parks Division. This division manages the implementation of non
right-of-way and vertical capital improvement projects. This responsibility includes the design and project
management of water treatment plants, reservoirs and pump station projects.

Field Engineering Division. This division manages construction contracts, materials testing, land
surveying services and geological assessment/support. This responsibility includes quality
assurance/quality control inspection of CIP projects within the City’s jurisdiction.

Project Implementation and Technical Services Division.  This division provides centralized
technical, operational and project support services to the other divisions within the Water Department, as
‘well as other departments in the City. These services include preliminary engineering and asset
management, project controls, CIP fund management, Americans with Disabilities Act compliance review
for CIP projects, quality control and standards, and environmental and permitting assistance.

Right-of-Way Design Division. This division manages the implementation of right-of-way and
related horizontal capital improvement projects, including the design and project management of water
pipelines, flood plains and drainage infrastructure, and utilities under-grounding projects.
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Contract Disputes

From time to time, the City is engaged in disputes with the contractors and subcontractors
working on the CIP. As of [November 1, 2008], there are no pending contract disputes with vendors or
contractors working on the CIP.

Insurance

Insurance for the projects contemplated in the CIP is required by contract to be provided by the
consultant/contractor selected to design/construct the project. Design consultants are required to provide
commercial general liability insurance of §1 million per occurrence/$2 million aggregate, commercial auto
liability insurance of $1 million per occurrence, workers’ compensation insurance of $1 million, and
architect and engineers professional liability insurance of $1 million per occurrence/$2 million aggregate.
Construction contractors are required to provide, among other things, commercial and general liability
insurance aggregate limit-of $2 million (other than products/completed operations) and $2 million
(products/completed operations); personal injury insurance of $1 million each occurrence; commercial
autornobile liability insurance of $1 million combined single limit per accident; contractors builders risk
property insurance in an amount equal to the replacement cost of the completed project.

WATER SYSTEM FINANCIAL OPERATIONS

Establishment of Water Service Charges

The City’s deposits to the Water Utility Fund are primarily derived from water service charges to
City residents and commercial enterprises, capacity charges on new, additional or larger connections to the
Water System within the City, and interest income on fund balances. Water service charges to City utility
customers are collected on a municipal water bill, which also includes sewer charges and storm drain fees.
Bills are rendered on a bi-monthly basis for single family and most multi-family dwellings and on a
monthly basis for industrial, commercial, and large multi-family dwellings. In accordance with the
provisions of the City Municipal Code, these funds are administered in an enterprise account separate
from the City of San Diego’s General Fund.

The City establishes fees based upon the costs incurred by the City to meet customer demand for
water and required capital improvements. The Water Department has personnel and resources to analyze
rates and charges necessary to support the Water System. They are responsible for collecting and collating
revenue and expenditure data from key administrative, engineering, financial and budgetary elements
within the various divisions of the Water Department, then evaluating the adequacy of revenues and
recommending rate adjustments to correspond with expected changes in maintenance and operations costs
and the timing and magnitude of capital expenditures. This process, conducted semiannually for
management purposes and as required to facilitate planned ﬁnancmgs and rate adjustments, involves an
extensive technical review by senior staff with oversight from senior city management.

Subsequent {o consideration of the recommendations set forth in the December 14, 2006 Cost of
Service Rate Study (as adopted by the City Council in 2007, the “2007 Rate Case™), in February 2007 the
City Council adopted rate increases of 6.5% per year for Fiscal Years 2007-08 through 2010-11 in
compliance with the requirements of Proposition 218. The rate increases were based on comprehensive
forecasted annual Operation and Maintenance expenditures and additional capital costs for the Fiscal
Years 2007-08 through 2010-11, which were based upon the City’s budgeted Fiscal Year 2006-07
expenditures, adjusted for changes since the budget was developed and for anticipated changes in
operations and the effect of inflation in future years. See “WATER SYSTEM FINANCIAL
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OPERATIONS - Operation and Maintenance Expenditures” herein. The current water rates are slightly
fess than 1% of the median household incomie in the City.

The water fees are composed of two components: a base fee and a commodity charge. The base
fee is determined by the size of a customer’s meter, and is charged to the customer regardless of whether
the customer uses water. The base fee is based upon the assumption that the Water Department incurs
certain costs in order to be in a position to serve the commodity to the customer upon demand. Those costs
are incurred by the Water Department regardless of whether the customer uses the commodity or not.
They include such costs as the general administrative costs of the Water Department for billing, payment
processing, and account management. The size of the customer’s connection provides an approximation of
the amount of water the customer conceivably could have delivered to his or her property.

The commodity charge is a charge for the amount of water consumed. The commodity charge is
set at a rate based upon HCF of water consumed. Currently, the City has two types of commodity charges:
a three-tiered rate for SFR, and a separate single rate for each of the other customer classes, including
multi-family residential, commercial/industrial, and temporary construction/irrigation. The three-tiered
rate structure for SFRs assesses a higher charge per unit of water as the level of consumption increases.

The City has historically increased water rates to reflect increases in the cost of water purchased
from the CWA, which is based on the costs for the infrastructure, operation and maintenance of CWA’s
water supply system and the cost CW A pays to purchase water from MWD, CWA generally increases the
rates it charges on an annual basis with its Board of Directors approving the rates in June to be effective
the following January. Following a W A annonncement of higher rates, the City calcnlates the impact to
its cost of purchased water and the rate adjustment it-must make to its customers to recover those
increased costs. It then follows the procedures necessary to satisfy Proposition 218’s public notice and
hearing requirements and procedures established by the City for receiving and tabulating protests against
increases to water rates. The City Council acts on the proposed rate adjustments for the recovery from .
Water Department customers of increased costs resulting from CWA’s rate increases. The purchase water
cost increase affects both the base fee and commodity charges within the City’s water billing structure. In
. October 2007, the City Counci] approved a 2.9% CWA-related rate increase to recover revenue in the
amount of the purchase water cost increase from CWA, which is anticipated to generate approximately
$9.8 million annually. [In November 2008, the City Council and Mayor approved a $0.20 per EDU
increase to the base fee and an 8.5% increase to the commodity charge to generate sufficient revenue to
offset the increased water wholesale purchase costs from CWA, which increase w:l] become effective in
January 2009 and is anticipated to generate approximately $19.5 million annually.]

[In addition, the City Council and Mayor also approved in November 2008 a commodity charge
increase of 3.08% to provide revenue to offset the.cost of a §11.8 million pilot project to determine the
feasibility of indirect potable reuse, which consists of using highly treated reclaimed water to augment the
City’s drinking water supply. The approved commodity charge rate increase is scheduled to remain in
effect through the end of Fiscal Year 2009-10, at which time such rate increase will sunset.]
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- Water rates have also been increased to help fund the Water Department’s DPH Compliance Order project and DPH-related project costs
and to permit the City to recover increased utility costs. Utility cost-related increases have not occurred since the 1980s. Any such increases will be
subject to the procedures necessary to satisfy Proposition 218’s public notice and hearing requirements and procedures established by the City. See
“Compliance Order by the California Department of Public Health™ herein.

" Table 7 sets forth the five-year water service charge for each customer class from Fiscal Year 2004-05 thrdugh Fiscal Year 2008-09.

TABLE 7
- FIVE-YEAR WATER SERVICE CHARGE HISTORY FOR SINGLE FAMILY
RES]DENT[AL UNITS AND MULTI-FAMILY, COMMERCIAL, INDUSTRIAL AND IRRIGATION/TEMPORARY CONSTRUCTION
Fiscal Years 2004-05 through 2048-09

Increase in

Increase in Water
Increase in Increase in Water Costs from
Revenue Water Costs Revenue © Water Costs Revenue = Revenue Costs from Revenue CWA and

Justification for Increase: Requirement from CWA Requirement from CWA Requirement Requirement CWA  Requirement IPR Project
BASE

FEES" 7/1/04 1/1/05 /1705 171106 71106 71007 1/1/08 7/1/08 1/1/09
Meter Size: 5/8 inch £i3.08 513.08 51431 $14.50 $15.87 $15.18 $15.32 $16.32 $16.52
% inch 13.08 13.08 14.31 14.56 15.87 15.18 15.32 16.32 16.52

I inch 13.97 13.97 15.29 15.69 17.11 22.17 22.4] 23.86 24.20

1 % inch 62.52 62.52 68.41 69.16 75.41 38.13 38.59 41.10 41.76

2 inch 96.24 96.24 105.31 - 10661 116.24 58.09 58.83 62.60 63.72

3 inch 345.44 345.44 377.98 380.38 414.73 104.98 106.38 113.29 115.29

4 inch 576.30 576.30 630.59 634.69 692.00 171.83 174.17 185.49 183.83

Ginch  1,286.28 1,286.28 1,407.45 1,414.95 1,542.72 337.46 342.12 364.36 371.02

&inch  1,733.10 1,733.10 1,896.36 1,909.36 2,081.78 537.01 544.47 579.86 590.52

10inch  2,323.85 2,323.85 2,542.76 2,562.26 2,793.63 770.49 - 781.23 832.01 847.35

12inch  3,232.55 3.232.55 3,537.06 3,570.06 3,892.44 1,435.00 1,45506  1,549.64 1,578.30

16inch  5.394.93 5.394.93 5,903.13 5,974.63 6,514.14 2,499.62 2,534.62 2,699.37  2,749.37
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Increase in -
Water Costs

Increase in Increase in Increase in _ from CWA
Revenue  Water Costs  Revenue  Water Costs  Revenue Revenue Water Costs Revenue and IPR
Justification for Increase: Requirement from CWA Requirement frem CWA Requirement Requirement from CWA  Reguirement Project
COMMODITY CHARGE
Customer Usage ) _
Type: : 7/1/04 1/1/05 7/1/05 1/1/06 7/1/06 1/1/07 1/1/08 7/1/08 09
Single Family  Tiered : ’
Dwelling structure :
Tier 1 0-7 HCF $1.487 $1.541 $1.609 31.656 $1.73¢ $2.262 $2.352 $2.505 . $2.795
Tier2 8-14 HCF 1.884 1.938 2.023 2.070 2.163 24061 2.551 2.717 3.032

Tier 3 15+ HCF - 2.076 2,130 2.223 2.270 2.372 2.775 2.865 3.051 3.404

One rate for all usage amounts
Multi-family

iy per HCF 1.737 1.791 1.870 1917 2.003 2.461 2.551 2717 3.032 -
Dwelling _ :
Commercial o yep 1.737 1.791 1.870 1.917 2.003 2357 2.447 2.606 2.908
Industrial®  per HCF 1.737 1.791 1.870 1.917 2.003 2.357 2.447 2,606 2.908
Irrigation” ~ per HCF - - - - - 2.524 2.614 2.784 3.107
Temporary ‘ s .
Construction per HCF - - - - : 2.524 2614 2.784 3.107
(2) h

Source:  City of San Diego Water Department
" The base {ee 15 dependent on the meter size, .

Bn July 1. 2007, the City established separale categories for Multi-Family Dwelling, Commercial/Industrial and Irrigalion/Temporary Construction.
HCF {Hundred Cubic Feet) = 748 Gallons

 Decrease in base [ces for 2-inch and smaller meters reflect the 2007 Rate Case and pricing methodologies revised to reflect American Water Work Association methodologies.
Note: No rate increase in January 2007
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_ Water Service Charges. The Water System’s water service charge for all retail user classes
includes a fixed base fee and a commodity rate. While the service charge is charged to each water meter
and varies with meter size, the commaodity rate 1s apphed fo a customer’s water usage. Table 7 sets forth

the base fees for the various water meter sizes in the Water System as of January 1, 2009. Table 8 sets .

forth such base fees for Fiscal Year 2009-10 and 2010-11, which rates have been adopted by the City

Council.

TABLE 8
BASE FEE
Fiscal Years 2009-10 and 2010-11
{As of January 1, 2009)

Meter Size o
(inch) July 1,2009  July 1, 2010

5/8 $ 17.59 $ 1873
3/4 17.59 18.73
1 25.78 27.45
1172 44.47 4737
2 67.86 72.27
3 122.79 130.77
4 201.10 21417
6 395.14 420,82
8 628.91 669.79
.10 902.43 961.08
12 1,680.89 ~  1,790.15
16 2,928.08 3,118.40

Source:  City of San Diego Water Department.
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The City has separate commodity rates for SFR customers. The remaining retail customers (Multi-
Family, Commercial, Industrial, Temporary Construction, and Irrigation) are billed under the same
uniform commodity rate for their respective customer classification. SFR customers have a tiered rate
structure which is broken down by water usage within each rate block. See Table 7 for a schedule of
commodity rate{s) applicable to each customer class as of January 1, 2009. Table 9 sets forth the
commodity rates for the Water System for Fiscal Years 2009-10 and 2010-11, which have been adopted

by the City Council.

TABLE 9
COMMODITY RATE
Fiscal Years 2009-10 through 2010-11
{As of January 1, 2009)

Volume Block  July 1, 2009 July 1, 2010

Customer Class HCF $HCF . SHCF

SFR ‘ )

Block 1 0-7 . 2977 3.073
Block 2 8-14 . 3229 3.333
Block 3 Over 14 . 3.625 3.742
Multi-family Dwelling  Ali Volume 3.229 3.333
Commercial All Volume 3.097 3.196
Industrial All Volume 3.097 3,196
Irrigation All Volume 3.30% 3415

Source: City of San Diego Water Department.

Capacity Charges. In February 2007 the City Council and Mayor approved raising the capacity
charge by 19.5% to $3,047 per equivalent dwelling unit (“EDU”), which was estimated to provide for full
cost recovery for Water System expansion projects planned through Fiscal Year 2014-15. The water used
by an average SFR is equated to one EDU and equals 500 gallons per day (“GPD"). Non-residential
customers are charged based upon calculated usage or an inventory of plumbing components that are
assigned a number of “fixture units” which are converted to EDU’s using a conversion factor that equates
20 fixture units to one EDU. The minimum capacity assigned to any user is one EDU,

Capacity charges are not treated as operating income for financial reporting purposes but are
considered System Revenues and are deposited in the Water Utility Fund. Pursuant to State law, capacity
charges can be applied only for the purpose of paying costs associated with capital expansion, bonds,
contracts, or other indebtedness of the Water System related to expansion. Because capacity charges are
primarily collected on new construction within the City, revenues obtained from such charges vary based

upon construction activity.
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Table 10 sets forth the capacity charges for Fiscal Years 2003-04 through 2007-08, which have
been adopted by the City Council,

TABLE 10
RECENT RATE HISTORY FOR WATER CAPACITY CHARGES
Fiscal Years 2003-04 through 2007-08
' (As of July 1, 2008)

Water Capacity % Increase /
Fiscal Year Charges (Per EDU) (Decrease)")
2003-04 $2,500 0.0%
2004-05 2,550 2.0
2005-06 2,550 0.0
- 2006-07 2,550 0.0
2007-08 3,047 19.5

Source:  City of San Diego Water Depanment,
m Figure represents percentage change from prior year.

Table 11 sets forth the historical capacity charge revenues from Fiscal Year 2003-04 through
Fiscal Year 2007-08. Aggregate capacity charge revenues may not equal the amount derived by
multiplying the water capacity rate by the number of units because of individual customer account
characteristics, such as a customer’s credit score and the avaiiability of an incentive rate. Since capacity
charge revenue is dependent on development activity within the City of San Diego, capacity charge
revenues are impacted by the slow down in residential construction. For Fiscal Year 2007-08, the
estimated capacity charge revenue was $8,458,512 and the budgeted amount for Fiscal Year 2008-09 is
approximately $11.5 million. ‘

TABLE 11
WATER UTILITY FUND
HISTORICAL CAPACITY CHARGE REVENUES
Fiscal Years 2003-04 to 2007-08

New Equivalent Capacity Charge

Fiscal Year Dwelling Units'" Revenues™
2003-04 7,475 $17,653,915
2004-05 5,602 13,113,046
2005-06 5,713 12,897,676
2006-07" 5,788 13,682,238
2007-08% 4,338 9,691,554

Sources:  Water Department and Comptreller’s Office, City of San Diego

" Unaudited, . ‘

@ Audited and included with Capital Conwribnjons on Statement of Revenues, Expenses and Chanpes in Net Assets in
comprehensive audited financial report of the indicated year, except as otherwise indicated.

M Estmated. . :

Collection of Water Service Charges
In order for a person to be billed by the City for water fees, he or she must contact the Water

Department to have water service initiated. The person initiating the service does not have to be the owner
-of the property to which the water is delivered, Regardless of customer class, the customer has a meter
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from which the City measures the amount of the water consumed. The meter is read by the Water
‘Department to calculate the water fees to be charged to the customer based on his or her customer class.

Pursuant to the approved policies and procedures, one hundred percent of the water used is billed,
no matter how far back the water usage occurred, and time extensions for payment are granted by Water
Departiment management under limited conditions, including health and safety-related reasons, legal
negotiations, or the negative impact on other ratepayers in the absence of a grant of extension. Such
policies and procedures also provide that the Water Department has the authority to grant a deferred
payment in only two circumstances: a customer receiving a bill greater than 200% of the usage on their
normal bill {in which case such customer can only receive a deferred payment plan once during the life of
the account, and the total payment must be received within one year) and a customer being back-billed for
services received but previously unbilled (in which case the total amount due must be paid within one year -
or referred to City Treasurer if a longer, deferred-payment plan is required). Further, the approved
policies provide that a deposit, for those customers requiring one, will be equal to two average billing
periods and a fee of $20 will be imposed per returned check.

Typically, the City seeks to collect unpaid bills by (i) issuing a reminder notice as early as 25 days
after a bill is issued, (ii} issuing a shut-off notice as early as 38 days after a bill is issued, and (iii) shutting
off the customer’s water service as early as 45 days after a bill 1s issued. This procedure results in almost
all past due bills being paid. If necessary, the City establishes time payments for customers who are
unable to pay a past due amount. If an account is closed with an amount due which remains unpaid, that
account is referred to the City Treasurer for collection activities. An allowance is taken each fiscal year

for accounts reecivable which arc not expected to be paid. During the Sve-year pericd Som Fiscal Year
2003-04 through 2007-08, this amount ranged from a low of $324,726 to a high of $530,462. Water
service charges to City utility customers are collected on a municipal water bill, which also includes sewer
charges and storm drain fees. Bills are currently rendered on a bi-monthly basis for single family and most

multi-family dwellings and on a monthly basis for all other customers.
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Table 12 sets forth inf;)rmation related to accounts receivable and number of shut-offs.

. TABLE 12
WATER CUSTOMER ACCOUNTS RECEIVABLE
AND SHUT-OFFS BY FISCAL YEAR
Fiscal Years 2003-04 to 2007-08
(3 In Thousands)

2003-04 2004-05 2005-06  2006-07'" 2007-08

Water Sales Revenue $221,623 $245.287 $ 258,900 $289,127 $288,741
Accounts Receivable® $ 20,957  $ 33,622 § 25404 $ 28,126  $ 25,995
Accounts Recetvable Over 120 Days® § 1,450 $ 1,727 $ 3,672 $ 3,644 $ 2,940
% of Total Water Sales Revenues C0.7% 0.7% T 1.42% 1.26% 1.02%
No. of Shut-Offs 21,689 24,459 21,230 20,451 22,420
Write-Off Amounts' $ 478 . 0§ 402 0§ 325 0§ 53t 0§ 564
Source:  Water Department & Comptroller’s Office, City of San Diego.
M " Fiscal Year 2007-08 figure is preliminary and unaudited.
e As of June 30 . .

- & Shut-Offs for non-payment may include multiple shut-offs at the same address throughout the fiscal year.
“ Write-Off amount for entire water bill, which includes billing for water, sewer, and storm drain services.
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Revenues

The Water Utility Fund’s pn’hcipal source of revenues is water service charges to City residents
and commercial enterprises. Table 13 sets forth the historical sources of water service revenues of the
Water Utility Fund for each of the fiscal years from Fiscal Year 2003-04 to 2007-08.

TABLE 13
HISTORICAL SOURCES OF WATER SERVICE REVENUES!"
(In Thousands)
_ Fiscal Years 2003-04 through 2007-08
Sources , 2003-04 2004-05 2005-06 2006-07 2007-08
Retail® | : .
Single Family Domestic $ 85262  § 92,630  $102,505  $114461  $123,063
Multi-Family® 46,230 51,505 55,514 - 61,754 61,193
Commercial 75,571 - 82,477 82,669 93,042 85,644
Industrial 3,951 3,914 3,880 3,001 2,663
Reclaimed 3,465 3,751 4,452 5,528 2,073
Outside City , 93 123 246 - 144 45
Whoiesale to Other ‘
Retailers™
Other |tilitiac® 6,508 10,430 8 082 0,776 12,780
Irrigation Districts 546 448 652 1,331 1.280
TOTAL® $221,623  $245287  §$258,900  $289,127  $288,741?

Source: The City's 2004 - 2006 Comprehensive Annual Financial Reports with respect to the “Total” amounts; Water Department &
Comptml]er s Office, City of San Diego with respect to all other amounts.
Dioes not include capacity charges or other operating revenues.
' Unaudited.
' Multi-Family primarily consists of multi-family dwellings.
¥ Primarily reflects wholesale revenues from Cal-American.
' Audited, except for data for Fiscal Years 2006-07 and 2007-08,

The four annual water rate increases approved in February 2007 and described previously are
projected to increase water service charge revenues from $287 million in Fiscal Year 2006-07 to $370
million by Fiscal Year 2010-1 1. These revenue estimates include 6.5% annual rate increases in Fiscal Year
2007-08 through Fiscal Year 2010-11, but do not include revenues generated by purchase water cost
increases that were affected as a result of rate increases implemented by CWA. Table 7 herein sets forth
the Water System’s water service rate increases from Fiscal Year 2003-04 to Fiscal Year 2008-09. Such
rate increases are approved by the City Council and Mayor following the required Proposition 218
noticing process on an ad hoc basis as cost increases become effective, usually in January of each vear.

Operation and Maintenance Expenditures

Operation and Maintenance expenditures include the cost of operating and maintaining water
supply, treatment, storage, and distribution facilities. Operation and Maintenance expenditures also
include the cost of purchasing water, providing technical services such as laboratory services,
administrative costs of the water system including meter reading and billings, human resources
administration and general management of the Water Department (collectively, *“Operation and
Maintenance expenditures”). The City used an inflationary factor of 4% in projecting all Operation and
Maintenance expenditures, except for salaries and wages. Salaries and wages that were increased by 4% in
Fiscal Year 2007-08 but are not increased thereafter. Electricity and gas expenses were assumed to
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increase at 8% per year and data processing costs were based on a long-range plan which reflected planned
changes to data processing systems.

Water purchases are part of operation and maintenance expenditures but are projected separately
based on historical factors, required emergency storage factors, known supply availability factors, and
projected demand. The City estimates that the projected water purchase costs will vary from $128 million
to $135 million in Fiscal Years 2007-08 through 2010-11, excluding any additional price adjustments from
MWD or CWA. As described previously, as MWD or CWA price adjustments occur, the City makes
corresponding adjustments to its customer rates, subject to the requirements of Proposition 218. Absent
those price adjustments from MWD and CWA, water purchase costs were forecast to increase at an
average of 0.9%, based on the growth in accounts, over the same period. This can be attributed to the fact
that conservation efforts and the reclaimed water program will partially offset the demand for additional
potable water supplies that will result from population growth. The current water rate model has since
been adjusted to reflect an assumed 15% reduction in water sales for Fiscal Year 2008-09 and Fiscal Year
2009-10 based on the Water Department’s estimate of supply restrictions that may be in place for those

years. For Fiscal Year 2008-09, the Water Department has inctuded in its operating budget the anticipated

reduction in water supply availability and a corresponding decrease in water purchases and reduced sales.

The resulting revenue reduction is offset by reductions in water purchases and other budget reductions
which also carry forward into future years.
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Table 14 sets forth the statement of revenues, expenses and changes in fund net assets for Fiscal
Years 2002-03 through 2006-07.

TABLE 14

REVENUES, EXPENSES, CHANGES IN FUND NET ASSETS
(In Thousands) .

Fiscal Years 2002-43 through 2006-07

{Audited)
_ 2002-03 2003-04 2004-05 2005-06  2006-07”
OPERATING REVENUES .
Sales of Water $ 206,383 § 221,623 § 245287 § 258,900 § 289,127
Charges for Services 887 965 1,027 - 1,031 1,147
Revenue from Use of Property : 4,075 4,969 4,701 4,833 6,162
Recreation - 1,426 - - -
Storage and Transportation of Water - :
for Other Agencies 178 188 230 - -
Usage Fees 1,239 1,426 1,756 1,943 1.594
Other 9,700 10,362 14,648 13,860 12,262
TOTAL OPERATING REVENUES $ 222462 % 239,533 § 267649 § 280,567 $ 310,292
OPERATING EXPENSES . .
Maintenance and Operations $ 94345 § 95,182 § 92959 § 94433 97,736
Cost of Purchased Water Used - 100,094 100,445 102,096 ‘110,263 124,880
Taxes | ‘ 1,260 1,250 1,457 570t 1631
_-Administration 30,134 33,602 17,762 35,370 30,943
Depreciation _ 19,045 21,745 27.277 29,230 27,644
TOTAL OPERATING EXPENSES $ 244878 § 252,333 § 261,551 $ 269866 § 281,366
OPERATING INCOME (LOSS) ‘8§ (22416) § (12800) § 6,098 § 10,701 % 28926
NONOPERATING REVENUES (EXPENSES)
Earnings on Investments $ 11,590 % 7.643 § 7258 % 6966 $ 11,461
Federal-Grant Assistance 565 506 640 424 283
Other Agency Grant Assistance 1,068 50 694 359 284
Gain (Loss) on Sale / Retirement of Capital Assets (707 (1,251 (26,141) (9,819} (5,076)
Debt Service Interest Expense (23,075) (15,925) (12,737) (23,935) (26,370)
Other 857 606 32 (67) 175 .
TOTAL NONOPERATING REVENUES :
(EXPENSES) $ (9,702) $ (8371} 3 (30.254) $ (26,077 $ (19.243)
INCOME (LOSS) BEFORE
CONTRIBUTIONS AND TRANSFERS  § (32,118) $ (21.171) § (24.156) $ (15371) $  9.683
Capitai Contributions 86,376 72,040 41,954 44,262 80,858
Transfers from Other Funds 1,204 197 3,377 220 352
Transfers from Governmental Funds 14 - 27 - 84
Transfers to Other Funds (422) (238) (319) {138) (234)
Transfer to Govemmental Funds (1,021) (1,563) (1,046) (1,481} {1,713)
CHANGE IN NET ASSETS $ 54033 § 49265 § 19837 § 27472 § -89.030
Net Assets at Beginning of Year _ 1.075.816 1,129.849 1,179,114 1,198,951 1.226,423
NET ASSETS AT END OF YEAR $1.129.849 $1,179,114  $1.198.951 $1.226,423 §1.315.453
Source: Comprehensive audited financial report of the indicated vear. except as otherwise indicated.

)
2}

Decrease represents in lieu taxes paid to the CWA and property taxes paid to the County Tax Collector.

Unaudited. Source: City of San Diego Water Depariment.
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Table 15 sets forth the debt service coverage for Fiscal Years 2002-03 through 2006-07.

TABLE 15 _
CALCULATION OF HISTORIC DEBT SERVICE COVERAGE
(In Thousands)
Fiscal Years 2002-03 through 2006-07
(Unaudited)
Parity Obligations All Obligations'™®
Total
Fiscal Year ) Net Earnings Adjusted Less: Adjusted Adjusted Debt Service
Ended - Total Total System on Reserve  Net System Total Interest - Debt Debt Service (Parity and Agpregate Debt

June 30 Inceme  Expenses  Revenue Fund Revenue Debt Service Earnings Service Coverage Subordinated)  Service Covernge
2002-03 $256.968  $226.058  $30910 {$1.305} $29.605 $23363 1$1.305) $22.058 1.34x $27.002 1.15x
2003-04 267.649 232,193 35436 (1.296) 34160 21,355 (1.296) 201059 170 34861 1.02
2004-05 294,504 234 392 60.512 (1,262) 59,250 21,355 (£262) 20,093 2.95 . 35549 1.70
2005-06 303,453 242,180 7 61273 (1,228} 60,045 - 21,353 (1,128) 20,127 298 16237 169
200607 336599 255486 ‘81,113 (1,346) 79,767 21,351 (1,546} 20,005 3.99 39412 1.99

Source:  Comprehensive audited linancial report of the indicated year for parity obligations for Fiscal Years 2002-03 through 2005-06; City of San Diego Water Department for Fiscal Year 2006-07

amounis and subordinated obligations amounts. .
h Based on debt service coverage catculations set torth in the Installment Purchase Agreement.
@ Unaudited.
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Management’s Discussion and Analysis

As of June 30, 2007, the Water Department’s assets exceeded liabilities by $1.32 billion, an
increase of $89.0 miliion from the previous year. This increase is primanly the result of increased net
water sales revenues of $30.2 million and increased capital assets, net of related debt and depreciation, of
$40.3 miilion.

Current assets increased $49.1 million primarily due to an increase in cash and investment
earnings of $41.6 million, and an increase in accounts receivable of $6.3 million. Current labilities
decreased $1.3 million due to a decrease in accounts payable of $1.3 million. Non-current liabilities
increased $44.1 million due to a combination of principal payments due within one year on outstanding
bonds of $13.4 million offset by an increase to Notes Payable of $57 million in connection with the Series
2007A Notes to provide short-term financing of the Water Department’s CIP. The Series 2007A Notes
will be paid with proceeds of the Series 2009A Bonds described in this Official Statement.

Total operating revenues for Fiscal Year 2006-07 were $310.3 million, an increase of
$29.7 million over the previous fiscal year. The increase was primarily due to a rate increase of 6% and an
increase of 521 million cubic feet over the prior year in water delivery. This was a 5.5% increase in
delivery quantity from the prior fiscal year.

Non-operating revenues increased by $4.5 million. This was a result of an increase in interest

sarninog nf €4 5 million m-un]w dua tn l-\\nhar averama rach and invactmeante durine the ficcal year. Manital
............. apial

contributions increased by $36 6 mllllon to $80.9 million in Fiscal Year 2005-06 and were primary
attributable to sub-division developer contributed assets of $36.8 million.

Total operating expenses for Fiscal Year 2006-07 were $281.4 million, an increase of $11.5
million from the prior year. This was mamnly a result of an increase in water purchases of $14.6 million.
Water purchases accounted for approximately 44% of the Operating Expenses as the City purchased
approximately 90% of the water distributed from the San Diego County Water Authonty.

Administrative expenditures included long range strategic planning, policy, information systems,
and general and administrative expenses, This represented 11% of total operating expenses.
Administrative expenditures decreased $4.4 million in Fiscal Year 2006-07. This continued a three-year
trend of finding opportunities to create administrative efficiencies and better serve our customers.

Operation and Maintenance included the operation of 3 treatment facilities as well as operation
and maintenance of approximately 3,400 miles of distribution mains and associated pump stations.
Operation and Maintenance costs were 35% of Operating Expenses and totaled $97.7 million. This was
an increase of $3.3 million or 3% over the prior fiscal vear.

_ Non-operating expenses decreased by $2.3 million down to $31.4 million. This was due to a $4.7
million decrease in losses attributable to the retirement of capital assets, and an increase in debt service
interest expense of $2.4 million.

As of June 30, 2007, the Water Department had total reserves of $99.3 million. As of hune 30,
2008, the Water Department increased its total reserves to $101.2 million in compliance with a reserve
policy adopted by the City in Fiscal Year 2007-08. '

As of June 30, 2008, the Water Department had outstanding debt of approximately $757.7 million.
More detailed information about the Water Department’s long-term debt is presented in the notes to the
financial statements attached as Appendix D - “EXCERPTS FROM THE AUDITED FINANCIAL
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STATEMENTS OF THE CITY OF SAN DIEGO FOR FISCAL YEARS 2005-06 AND 2006-07,”
including certain information regarding the Water Department’s bond service coverage ratio requirements.

Rate Stabilization Fund; Other Funds and Accounts

The City has established within the Water Utility Fund two reserve funds: the Rate Stabilization
Fund (“Rate Stabilization Fund™) and the Secondary Purchase Fund (“Secondary Purchase Fund”).
Amounts in the Rate Stabilization Fund are to be used exclusively for the operation and maintenance of
the Water System and such Fund is maintained pursuant to the Master Installment Purchase Agreement.
The Rate Stabilization Fund has no associated budgeted amount from year to year and amounts therein are
intended to provide a source of funds to mitigate future rate increases. Deposits into the Rate Stabilization
Fund are made from current Water System revenues and subject to the discretion of the City Council.
Amounts may be deposited into the Rate Stabilization Fund from time to time but such amounts are
typically deposited at the end of the fiscal year. When deposited in the Rate Stabilization Fund, Net
System Revenues for purposes of calculating bond covérage ratios dre reduced by the amount of the
deposit. Amounts may be withdrawn from the Rate Stabilization Fund through the normal procedures
established by the City Comptroller, including approval of the Chief Financial Officer, or by City Council
action in the form of an ordinance to appropriate the amounts from the Rate Stabilization Fund into a
specific program for expenditure. When withdrawn from the Rate Stabilization Fund, the amounts are
deemed System Revenues for purposes of calculating bond coverage requirements. There are currently no
expected transfers to or from the Rate Stabilization Fund, which is expected to be maintained at
$20,500,000, the amount in such fund as of June 30, 2008.

The Secondary Purchase Fund has no associated budgeted amount from year to year and any
deposits thereto are subject to the discretion of the City. Amounts in the Secondary Purchase Fund, which
may come from any moneys available therefor, are intended to be equal to 6% of the annual budget for the
purchase of water and may be used a$ an emergency reserve for the purchase of water in the event of a
drought or other emergency that unexpectedly disrupts the City’s normal supply of water or for any
operating and maintenance expense. Amounts may be withdrawn from the Secondary Purchase Fund and
appropriated for program expenditures through City Council action in the form of an ordinance. There is
no requirement to replenish any amounts withdrawn from the Secondary Purchase Fund. To the extent
that amounts are deposited in the Secondary Purchase Fund from current Water System Revenues, System
Revenues are reduced by the amount of such deposit for purposes of calculating debt service coverage
requirements. Amounts withdrawn from the Secondary Purchase Fund are deemed System Revenues.
There are currently no expected transfers to or from the Secondary Purchase Fund, other than those
necessary 1o maintain the 6% annual water purchases target. As of June 30, 2008, amounts' in the
Secondary Purchase Fund equaled $7,132,377.

The City has also established within the Water Utility Fund the Operating Reserve, which is
funded at an amount necessary to provide for a cenain number of days of operations in the event of an
emergency or catastrophe that results in loss of revenues. Such amount is calculated based on the annual
operating budget for the fiscal year (less water purchases and amounts in the Appropriated Reserve
described below). The Operating Reserve ts required to be replenished during any fiscal year in which
amounts were withdrawn. The Fiscal Year 2008-09 budget included approximately $23.1 million for the
Operating Reserve, which accounts for 50 days® operating costs. The City is in the process of gradually
increasing such reserve to a level sufficient for 70 days’ operating costs by Fiscal Year 2013.

Other reserves established by the City include an SRF Loan Reserve (the “SRF Loan Reserve”)
for payment of principal and interest on its SRF loan; two Debt Service Reserve Funds (the “Debt Service
Reserve Funds™) for payment of principal and interest on its bonds; an Emergency Reserve (the
“Emergency Reserve”) annually budgeted at $5.0 million to provide for emergency capital expenditures or
other unanticipated capital needs; and an Appropriated Reserve (the “Appropriated Reserve”) annually
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budgeied in at amount determined by the Water Déepartment in its discretion to provide for unanticipated
needs that may arise during the course of the vear, including payment of unant1c1pated operating expenses,
which requires the approval of the Director of the Water Departiment, and payment of unanticipated capital
needs, which requires approval of the City Council.

In Fiscal Year 2008, the City established a Dedicated Reserve for Efficiencies and Savings (the
“DRES™) for the Water Fund for use in connection with the City’s efforts to protect and preserve savings
found by increasing efficiencies, changing priorities or other actions related to reducing costs of the CIP or
operations and maintenance of the Water System. The DRES is intended to track funds that can be used
for accelerating CIP project schedules and help offset the need for future rate increases. At the end of each
fiscal year, any savings not required for compliance with established reserve policies will be transferred
- into the DRES. At the end of four years, any funds transferred into the DRES and not used for capital
improvements will be used to lower future rates for the Water System The DRES has not been funded as
of the date of this Official Statement.

Table 16 sets forth thé funding levels of the funds and reserves established within the Water
Utility Fund as of June 30, 2008,

TABLE 16
WATER UTILITY FUND RESERVES
(as of June 30, 2008)
Fund Name Funding [evel

Rate Stabilization Fund % 20,500,000
Secondary Purchase Fund 7,132,377
Operating Reserve 19,936,102
SRF Loan Reserve 1,376,000
Debt Service Reserve 47,312,000

Funds ‘
Emergency Reserve 5,000.000
$101,236.479

Source: City of San Diego Water Deparument.

For information on the possible limitation on the City’s ability to set rates and charges at levels
which would permit the City to make deposits into the Rate Stabilization Fund or the Secondary Purchase
Fund as a consequence of Proposition 218, see “WATER SYSTEM FINANCIAL OPERATIONS.” See
also Table 17 under the caption “WATER SYSTEM FINANCIAL OPERATIONS - Financial Projections
and Modeling Assumptions” for currently anticipated deposits into and withdrawals from the Rate
. Stabilization Fund incident to the currently contemplated Water System CIP.
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Financial Projections and Modeling Assumptions '

Table 17 sets forth the estimated operating revenue and expenses for Fiscal Years 2007-08
through 2011-12.

TABLE 17
ESTIMATED OPERATING REVENUE AND EXPENSES
Fiscal Year 2007-08 through 2011-12
(In Thousands)

{Unaudited)
2007-08 2008-09 2009-1% 2010-11 - 2011-12°
DESCRIPTION Estimated Budgeted Rate Case Rate Case  Projected
Net Operating Revenues " $43,862 $69,742 $ 87,175  $142,299 $143,664
Interest Income on Operating Funds 8,268 5,167 6,323 8,647 12,682
Interest Income on Capital Monies @ 2,465 5,187 4,725 3,257 5,704
Capacity Fee Proceeds 8,459 11,466 . 14,224 13,510 14,139
Total AdjuSted Net SyStGm Revenues 3 $63,053 $9 1 ,56] $1 12,447 51 67,7 13 $ 1 76, 190
Projected Senior Debt Service $21,354 $21,354 $ 41,180 $ 41,180 $ 50,155
Senior DSRF Interest ¥ $1370 . $ 998 $ 1634 $ 2,063 $ 2,837
Adjusted Debt Service $19,984 $20,356 $ 39,546  § 39,117 $ 47318
Senior Debt Service Coverage © 316% 450% 284% 429% 372%
Aggregate Debt Service Coverage
Net Operating Revenues $43,862 $69,742 $ 87,175 $142,299 $£143,664
Interest Income on Operating Funds 8,268 5,167 6,323 8,647 12,682
Interest Income on Capital Monies 1,922 4,638 4,067 2,489 4,827
Capacity Fee Proceeds ' 8,459 11,466 14,224 13,510 14,139
Debt Service Reserve Fund Interest 2,435 1,546 2,292 2,831 3,714 .
Total Net System Revenues 564,945 $92,559 114,081 $168,776 $179,026
Projected Senior Debt Service $21,354 $21,354 $41,180 $41,180 $ 50,155
Projected Subordinate Debt Service $21,728 $26,271 $31,504 $ 28,668 $ 28,672
Aggregate Debt Service @ A $43,082 $47,625 $72,684  §69,849 $ 78,827
Aggregate Debt Coverage : 151% 194% 157% 243% 227%

Source: Feasibility Engineer.

M Fiscal Year 2008-09 and Fiscal Year 2009-10 figures reflect an anticipated 15% water conservation. Thereafter, figures
reflect pre-water conservation levels. Includes service charges and reclaimed water sales. Includes revenues generated from
proposed rate adjustment 1o pass through CWA purchased water cost increases for Fiscal Year 2008-09 but not potential future
adjustments to pass through CWA supply cost increases.

@' Includes interest income on Subordinate Debt Service Reserve Fund.

) As defined in the Installment Purchase Agreement.

¥ Includes anticipated bond issuances subsequent to Fiscal Year 2008-09,

® ncludes Parity Obligations, Subordinated Obligations, and SRF debt service without ad_lustmcm for Debt St:rvwc Reserve
Fund earnings.

® Ratio of total Net System Revenues to Aggregate Debt Service.

The data set forth in Table 17 is based upon various assumptions adopted by the Water
Department and used by Camp Dresser & McKee Inc. (the “Feasibility Engineer™) for purposes of its
Report on the Engineering and Financial Feasibility Study attached as Appendix B hereto. The Water
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System’s growth projections are based on San Diego Association of Governments (“SANDAG™) 2030
Forecasts, which was approved by the Board of SANDAG in November 2003. SANDAG’s growth
projections for Fiscal Year 2007-08 to Fiscal Year 2009-10 are 1.1% annually and 1% annually thereafter.
These rates are applied to the number of customer accounts. The Water Department has based the current
number of accounts from the Water Utilities Customers Information System Monthly Rate Code Summary
{Actual).

Reclaimed water revenues, which are a component of water sales, are expected to increase from
approx1mately $2 million to $9.5 million over the pertod from Fiscal Year 2006-07 to Fiscal Year 2010-11
due to new customers and increased demand from existing customers. Reclaimed revenues will continue
to supplant revenues from potable water service charges as existing customers convert from potable to
reclaimed water supplies. Revenues will also be lost as customers convert to reclaimed water since
reclaimed water is priced below potable water. Reduced water purchases will offset a portion of revenue
losses of conversion to reclaimed. However, a large portion of reclaimed water sales are made on a
wholesale basis to other water districts and agencies outside of the City, including the Otay Water District,
the City of Poway, the Olivenhain Water District, and the International Boundary and Water Commission.
These districts/agencies comprise approximately 45% of current reclaimed water used. Reclaimed water
used by these districts do not offset potable water sales in the City so they do not have a negative revenue
impact to the Water Utility Fund.

The Water Department is actively pursuing Proposition 50 grants and other grants. Such amounts,
however, are not included in the model unless grant agreements have been approved by the Water
Thrsmnrtrmrnt nemd tha penediers A~ Maemitn]l sammsant b nea Atrrmntad hanad Ae Avvesae
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construction management, and construction cost plus a contingency equal to approximately 5% of
construction cost. An inflation factor, calculated as described above is added to the costs in the out-years.

The Water Department’s model reflects a capacity charge as a full-cost recovery charge reviewed
as part of the 2007 Rate Case. The result of that study increased the capacity charge to §3.047 (from
$2,550) which is incorporated in the rate model.

The Water Departinent’s model includes the anticipated issuance of additional revenue bonds
secured by installment payments pursuant to the Installment Payment Agreement, including bonds in the
_approximate principal amount of $730 million maturing 30 years from their respective dates of issuance.
The Water Department anticipates that the amount of revenue bonds to .be issued in the future will be
reduced by the amount of SRF loan received from DWR, if any.

Interest rates estimated for projected earnings on fund balance are 2.5% for Fiscal Year 2008-09,
3.0% for Fiscal Year 2009-10, 3.5% for Fiscal Year 2010-11 and 4.0% for Fiscal Year 2011-12 and Fiscal
Year 2012-13. The interest rate for the projected public financing is reflected in the model 1o be 6%,
based on the financial advisors’ estimates. The model assumes annual inflation for Operations and
Maintenance expenditures, except salaries and wages (which are assumed at %), is 4% based on the most
recent 15-year San Diego area consumer price index for all urban consumers. The annual inflation for
capital projects is 4% based on the Engineering News Record Censtruction Cost Index most recent 10-
vear annual average and 15-year annual average.

The Water Department’s current rate model reflects an increase in salaries and wages in the

amount of 4% in Fiscal Year 2007-08, but without an increase in subsequent years until Fiscal Year 2012-

13, consistent with the Water Department’s five-year financial plan. The Water Department reduced
63.16 positions in Fiscal Year 2007-08 (net of hires) to reflect the Mayor’s direction to streamline and
reduce an additional 92.4 positions in Fiscal Year 2008-09 (net of hires) both to continue streamlining and
re-engineering efforts and to accommodate the reduced revenues resulting from the assumed 15%
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reduction in water sales. Various other Operations and Maintenance redliction_s were also made to bring
Fiscal Year 2008-09 expenditures into line with the reduced revenues.

Additional pension costs are reflected in the model based on the Water Utlity Fund’s
proportionate share to fully fund the City’s annual required contribution to the Pension Systermn. See
“WATER SYSTEM FINANCIAL OPERATIONS — Water Systemn Share of Contribution to Pension
System and NPO” herein. The Water Utility Fund also contributes its proportional share to the Retiree
Health fund which was estimated at 7.92% of the total City contribution. See “WATER SYSTEM
FINANCIAL OPERATIONS - Post-Retirement Healthcare Benefits™ herein.

The data in Table 17 is based upon an assumption of the Water Utility Fund’s proportionate share
of costs for implementation of an Enterprise Reporting Program consistent with the Mayor’s response to
the Kroll Report. Additional costs for General Government Services are reflected based on the
reorganization of the City government and the allocation of additional departments not previously
included in the calculation.

The rate model assumes the City will not be a net purchaser of treated water beginning in Fiscal
Year 2010-11. Treated Water Purchases averaged approximately 25,000 AFY from Fiscal Year 2003-04

~ through Fiscal Year 2007-08.

Based on the City's Long-Range Water Resources Plan, conservation is compared to water sales
in Fiscal Year 1988-89. Conservation 18 anticipated to increase from 11.38% in Fiscal Year 2007 08 to

imal? ~ A48 wnnt MO/ _33.43 . £ T
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addition, in Fiscal Year 2008-09 and Fiscal Year 2009-10, the City is assuming an additional conservation
factor of 15% to reflect potential restricted water supplies.

See a description of the Water Department’s long-term debt as presented in Note 6 to the City’s
CAFR attached as Appendix I hereto. Except for covenants relating to its continuing disclosure
undertakings, the Waier Department was and is in compliance with bond covenants and debt service

coverage ratio requirements.
Outstanding Indebtedness

As of September 1, 2008, the aggregate principal amount of Parity Obligations payable from Net
System Revenues was $245,010,000 and the aggregate principal amount of Subordinated Obligations
payable from Net System Revenues was $498,785,380. The aggregate principal amount of loans payable
from Net System Revenues as of September 1, 2008 was $18,940,380, cons:slmg of loans payable to the
State of California Water Resources Control Board

Pursuant io Section 90 of the City Charler, general obligation bonded indebtedness for the
development, conservation and furnishing of water shall not exceed 15% of the last preceding assessed
valuation of all real and personal property of the City subject to direct taxation, The Water Departiment has
not issued any general obligation balance as of June 30, 2008. ‘

Table 18 sets forth the outstanding indebtedness payable from Net System Revenues as of June
30, 2008. See “PLAN OF FINANCE™ herein for a description of the payments and prepayments to be
effected with proceeds of the Series 2009A Bonds. .
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TABLE 1§
OUTSTANDING DEBT
As of September 1, 2008

(In Thousands}

Amount to be

. Outstanding
Series Final Maturity Amount Refunded’
Parity Obligations: .
Series 1998 Certificates August 1, 2028 $245,010.000 b
Total Parity Obligations: $245,010,000 3
Subordinated Obligations:
Series 2002 Subordinated Bonds August 1, 2032 $272,845,000 $
Series 2007A Notes January 30, 2009 57,000,000
Series 2008 A Subordinated Notes August 28, 2009 150,000,000
State Revolving Fund Loan July 1, 2025 - 18,940,380
Total Subordinated Obligations: $498,785,380 g
Total Parity Obligations and
Subordinated Obligations: 7 $743,795,380 3

Source: City of San Diego, Debt Management Department.
' Preliminary, subject to change.
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Annual Debt Service Requirements

Table 19 sets forth the amounts required in each fiscal year for the payment of principal of and
interest on the existing Parity Obligations and Subordinated Obligations and amounts payable on the
Series 2009A Bonds. See “Security for the Series 2009A Bonds™ herein.

Source: City of San Diego, Debt Management Department.

)

2}
3)

"A portion of the Series 1998 Certificates will he prepaid with proceeds of the Series 2009A Bonds; quch prepayment is not
reflected in the figures above. See "PLAN OF FINANCE™ herein.

Matures on August 28, 2009; will be prepaid in full prior 1o maturity on or about April-2009,

Proceeds of the Series 2009A Bonds will be used to pay in full the Series 2007A Notes currently outstanding in the amount of §57

million. See “*PLAN OF FINANCE™ herein.
Labor Relations

General. The total number of regular full-time Water Department employees as of July 1, 2008
was 779, of which 464 were represented by the Municipal Employees Association (“MEA”) and 266 were
represented by American Federation of State, County and Municipal Employees, AFL-CIO, Local 127
(“Local 127"). The remaining 49 employees are unrepresented. The two bargaining units represent
approximately 94% of the Water Department’s employees. Contract negotiations with both units for
Fiscal Year 2008-09 did not end in agreement. The terms of the existing labor agreements will carry
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TABLE 19
DEBT SERVICE ON ALL PARITY OBLIGATIONS AND SUBORDINATED OBLIGATIONS
Series Series 2002 . Series Series 2009A Bonds®
Fiscal 1998 Subordinated 2008A Total Principal Totat
Year Certificates™ Bonds Notes'? Principal Interest . and Interest Debt Service
2008-09 $ 6,044,536 $ 18,036,568 $ 4,551,000 § b 5 5
2009-10 12,089,073 27,299,110 152,829,000
2010-11 12,089,073 27,292,513
2011-12 12,089,073 27,296,456
2012-13 12,089,073 27,299,238
2013-14 12,089,073 27.298.400
2014-15 12,089,073 27,295,813
2015-16 12,961,698 26,924,438
2016-17 25,372,573 13,733,800
2017-18 25,371,573 13,735,350
2018-19 25,360,508 13,727,250
2019-20 25,370,073 13,732,525
2020-21 25,370,698 13,733,925
2021-22 25,369,573 13,735,138 }
2022-23 25,370,603 13,736,875 | $ $ b b
-2023-24 25,374,423 13,735,325
2024-25 25,369,800 13,732,525
2025-26 25,370,750 - 13,737,263
2026-27 25,370,156 13,733,413
2027-28 25,373,619 13,734,625
2028-29 25,373,644 13,734,500
2029-30 13,736,875
2030-31 13,735,375
2031-32 13,733,625
2032.33 13,735,000
Total: . $421,367,855 $442.235925 $£157,380,000



forward into Fiscal Year 2008-09 with no salary increase. On May 27, 2008, the City Council approved
the salary ordinance for Fiscal Year 2008-09, which sets the same pay and benefit levels as the prior fiscal
year for the MEA. For employees represented by Local 127, the salary decrease of 1.9% from the JuIy 1,

2005 labor agreement will be reinstated as a result of provisions of such labor agreement.

Weorker-Related Insurance. The Water Department is self-insured for workers’ compensation
and long-term disability and for public liability claims exposure up to $5 million per occurrence. For
liability between $5 million and $50 million, the Water Department is covered by the City which
purchases insurance from commercial insurers in layers for its public liability exposure.

Table 20 reflects the accrued estimated habilities and expenditures for Hability claims of the
Water System for Fiscal Years 2002-03 through 2006-07.

TABLE 20
LIABILITY CLAIMS ACCRUED _
ESTIMATED LIABILITIES AND EXPENDITURES
Fiscal Years Ending June 30, 2003 to 2007

Accrued ]
Fiscal Year Estimated Liabilities'"’ Expenditures

2002-03 : $4,694,818 $2,226,903

200304 : 1447 227 1,125,404

2004-05 966,319 1,146,732

2005-06 2,852,333 3,028,169

2006-07% 4,794,657 2,483,122
Source:  Comprehensive audited financial report of the indicated year, except as otherwise indicated.
0 Accrued Estimated Liabilities includes actual cash expenditures plus the change in accrued

. liabilities from the previous fiscal year.
B " Unaudited.

The City maintains commercial property insurance on all City-owned buildings of an insurable
nature, and currently carries property and extended loss insurance coverage of $25 million per occurrence
with a $25,000 deductible on all City buildings, with earthquake insurance coverage of up to $25 million
on all bond-funded buildings under its primary policy. Depending on availability and affordability of such
earthquake insurance, the City may elect not to purchase such coverage in the future. The City does not
maintain any casualty insurance on the pipelines of the Water System as such insurance is not
commercially available.

Investment of Funds

'Amounts in the funds and accounts of the Water Utility Fund, including proceeds of the Series
2009A Bonds, are invested by the City Treasurer in the Treasurer’s Pooled Investment Fund described
below and accounted for separately from other funds of the City.

City Peol. In accordance with the Charter of the City and authority granted by the City Council,
the City Treasurer is responsible for investing the unexpended cash in the Treasurer’s Pooled Investment
Fund (the “City Pooled Investment Fund”). Responsibility for the daily investment of funds in the City
Pool is delegated to the City’s Chief Investment Officer. The City and certain related entities are the only
participants in the City Pool; there are no other City Pool participants either voluntary or involuntary. The
investment objectives of the City Pool are preservation of capital, liquidity and return.
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Oversight and Reporting Requirements. The City Treasurer provides an invesiment report on a
monthly basis to the Chief Financial Officer, the City Comptrolier and the City Council and annually
presents the Investment Policy to the Chief Financial Officer, the City Council, and the Investment
Advisory Committee. The Investment Advisory Committee is comprised of two City employees,
currently the Chief Financial Officer and the Director of Debt Management, and three investment
professionals from the private sector and is charged with overseeing the review of the City’s Investment
Policy and practices of the City Treasurer and recommending changes thereto. Investments in the City
Pool are audited annually by an independent firm of certified public accountants as part of the overall
audit of the City’s financial statements.

The City’s investment section uses outside services to provide investment portfolio valuations and
accounting and reporting services. These services provide monthly portfolio valuation, investment
performance statistics, and other portfolio reports that are distributed to the Office of the City Treasurer
accounting section and the City Comptroller’s office for review and reconciliation. The Office of the City
Treasurer’s accounting section prepares a series of monthly reports, including the portfolio market
valuation, and distributes these to the Mayor, City Council, Chief Financial Officer, and other officials.

Authorized Investments. Investments in the City Pool are governed by State law and further
restricted by the City’s Investment Policy. The Investment Policy is prepared with safety of principal
being the foremost objective. Permitted investments include U.S. Treasury securities, U.S. Agency
securities, [J.S. Agency mortgage backed securities, corporate medium term notes, money market
instruments, non-negotiable FDIC-insured certificates of deposit and the Local Agency Investment Fund
{California Siaie Pool), Reverse repurchase agreemenis {“reverse repos™) are resiricied io 0% of the bage
value of the portfolio and are governed by various maturity restrictions as well. The main operating funds
of the City are managed in two separate portfolios. In its management of the “Liquidity” portfolio,
comprising about 35% of total funds, the City invests in a variety of debt securities with maturities ranging
from one day to one year. The remaining 65% of funds are managed in a separate “Core” portfolio that
consists of a varlety of debt securities ranging from one day to five years; performance is measured against
the Merrill Lynch one- to three-year U.S. Treasury Index. Safety of principal and liquidity are paramount
considerations in the management of both portfolies. '

Pool Liquidity and Other Characteristics. The City Pool (including both the “Liquidity™ and the
“Core” portfolios) is highly liquid. As of September 30, 2008, approximately 13% of the pool investments
mature within 62 days, 17% within 92 days and 28% within 184 days, 53% within 1 year, 79% within 2
vears, 99% within 3 years, and 100% within 5 years {(on a cumulative basis). As of September 30, 2008,
the Pool had a weighted average maturity of 1.25 vears (459 days) and its weighied yield was 2.938%.
- For purposes of calculating weighted average matunty, the City Treasurer treats investments in the State-
wide Local Agency Investment Fund (California State Pool) as maturing within one day. The Liquidity
portfolio had a duration of 0.33 years and the Core portfolio had a duration of 1.67 years as of September
30, 2008, Duration is a measure of the price volatility of the portfolio and reflects an estimate of the
projected increase or decrease in the value of the portfolio based upon a decrease or increase in interest
rates. Accordingly, the Liquidity portfolio should decrease in market value by 0.33% for every 1%
increase in market interest rates while the Core portfolio should decrease in market vaiue by 1.67% for
every 1% increase in market interest rates. The City Pool's composition is designed with a goal of having
sufficient liquid funds available to meet disbursement requirements. The composition and value of
" investments under management in the City Pool will vary from time to time depending on cash flow needs
of the City, maturity or sale of investments, purchase of new securities, and fluctuations in interest rates.
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Table 21 sets forth the City Pooled Investment Fund results at September 30, 2008.

TABLE 21 .
CITY OF SAN DIEGO POOLED INVESTMENT FUND"
at September 30, 2008
In Thousands
(Preliminary Unaudited)

Percent of
Investment Instrument Book Value Market Value Totat
U.S. Treasury Bills and Notes $ 832,410 $ 841,869 42.61%
Federal Agency Securities 922,536 924,677 47.22
Medium Term Notes (corporate) @ 88,112 86,012 451
Money Market Instruments 86,264 87,185 4.42
Local Agency Investment Fund . ©24.226 24.226 1.24
NET ASSETS . $1,953,548 $1,963,969 100.00%

Source City of San Diego, Office of the City Treasurer
Based on book value.

P} Federal National Mortgage Association (“Fannie Mae™) securities and Federal Home Loan Mortgage Corporation (“Freddie
Mac™) securities represent 36.16% and 21.42%, rcspcct:ve]y of total Fedcra] Agency Securities, which is approximately
17.07%0 and 14, l.i/u l'ChPCL,llVCIy, Ui [nt bl[y l’UUll:'fQ ln\’CbIITIETI[ rund.

) These notes consist of both fixed and floating interest rate sccurities. The notes with floating interest rates are reset at
intervals ranging from one day to three months.

¥ These securities consist of commercial paper, negotiable cemnificates of deposit, Certificate of Deposit Account Registry
Service certificate of deposit, term and overnight repurchase agreements, banker's acceptances, bank notes and/or thrift
notes.

San Diego City Employees’ Retirement System

The City faces significant financial challenges in addressing an unfunded pension liability of
approximately 81.2 billion, as of June 30. 2007. This Hability is the product of a number of faciors,
including (i) improvements in benefits to members without corresponding funding, (ii) the use of pension
Sfunds to pay non-pension benefits, including contingent benefits and ceriain healthcare costs, rather than
retaining such earnings in the Pension System (herein described), (iii) funding by the City at lower than
actuarially required levels, (iv) use of realized carnings in excess of the assumed acruarial rate of return
10 make supplemental or contingent payments, and (v} investment returns lower than the actuarially
assumed rate of return. Fuciors (1) through (iv) have been corrected through changes ro City polfices and
practices; factor (v) is the result of marker conditions und may recur in the future. The challenges posed
by the unfunded pension liability are significant and, logether with significant costs related to post-
retirement healthcare benefits, pose a threal to the future fiscal health of the Citv. However, as explained
below under the caption, "' Water System Share of Contribution to Pension System and NPO." the Water
System’s proportionate share of the City's annual required conmtributions to the Pension Svsiem is
approximately 5%. Estimates of the Water System’s share of the City’s annual contributions of
approximately 311.5 million for each of Fiscal Years 2007-08 through 2010-11 were included in the 2007
Rate Case model that served as the basis for the annual rate increases through Fiscal Year 2010-11 that
were approved by the City Council. For Fiscal Years 2007-08 and 2008-09, the actual contributions
requirved from the Water System were less than the amounts that were assumed in the 2007 Rate Case
maodel. The City fully funded its annual required contribution to the Pension System in F iscal Years 2005-
06 through 2008-09.
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The amounts and percentages sel forth under this caption relating to the City's Pensionn System,
including, for example, actuarial accrued liabilities and funded ratios, are based wpon numerous
demographic and economic assumptions, including investment return rates, inflation rates, salary
increase rates, cost of living adjustments, post-retirement mortality, active member mortality, and rates of
retivement. The prospective purchasers of the Series 20094 Bonds are cautioned 1o review, and carefully
assess the reasonablencss of the assumptions set forth in the documents that are cited as the sources for
the information under this caption. In addition, the prospective purchasers of the Series 20094 Bonds are
cautioned that such sowrces and the underlving assumptions speak as of their respective dates, and are
subject to change, any one of which could cause a significant change in the UAAL (as defined below).

The City is authorized by the City Charter to establish a pension system for its employees, and the
City did so by an ordinance adopted in 1926, which was replaced by a new ordinance in 1962 (the
“Pension System”). City employees participate with the full-time employees of the Airport Authority and -
the District in the SDCERS. The information below relates solely to the City’s participation in SDCERS
and not to the participation of the Airport Authority or the District. Through June 30, 2005, the plan assets
of the City, the Airport Authority and the District were commingled, but separate cost calculations and
actuarial valuation reports were completed annually for each employer. Since Fiscal Year 2005-06, the
respective pension plan assets of each of the City, the Airport Authority and the District have been
administered by SDCERS as separate trusts, .

SDCERS is considered part of the City’s financial reporting entity and is included in the City's
CAFR as a pension system trust fund. - SDCERS does prepare its own CAFR, the most recent of which is
Tor Fiscal Year 2006-07.

UAAL ‘and its Calculation

According to the June 30, 2007 Annual Actuarial Valuation of SDCERS, dated as of January 2008
(the “2007 Valuation”) and prepared by Cheiron, Inc. (“Cheiron”), the funded ratio (the valuation of assets
available for benefits to total actuarial accrued liability) of the SDCERS fund as of June 30, 2007 was
78.8%, and the SDCERS fund had an unfunded actuanal accrued liability (the “UAAL™) of
$1.1842 billion as of June 30, 2007. Thus, for every dollar of benefits due (all vested liabilities), if all
vested benefits were due on June 30, 2007, SDCERS had $0.788 in assets available for payment. The
UAAL is the difference between total actuarially accrued liabilities ($5.597 billion as of June 30, 2007)
and actuarially calculated assets allocated to funding ($4.413 billion as of June 30, 2007).

The following are the principal actuarial assumptions that were used in preparing the 2007
Valuation; :

1. Investment Return Rate: §.00% a year, net of administrative expenses, compounded
annually. The rate is comprised of two elements: a 4.25% inflation rate and a 3.75% real

rate of return, :

2, Inflation Rate: 4.25% a vear, compounded annually. -

Interest credited to member contributions: 8.00%, compounded annually.

4, Salary increase rates: 4.75% a year, comprised of a 4.25% inflation rate and a 0.50% merit
and longevity component.

5. Annual Cost-of-Livine Adjustment: 2% per year, compounded annually.

6. Additional Assumptions: Additional assumptions were used regarding rates of separation
from active membership, post-retirement mortality, active member mortality, and rates of
retirement, .
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The 2007 Valuation was based on demographic and economic data set forth in an experience
study dated May 11, 2005, Cheiron has completed an experience study dated June 18, 2008 (the *2008
Experience Study”) that sets forth an analysis of the experience of the Pension System during the three-
year period from July 1, 2004 through June 30, 2007 and makes certain recommendations regarding the
demographic and economic assumptions to be used for the actuarial valuation as of June 30, 2008. The
2008 Experience Study recommends (1) increasing the assumed rates of retirement and basing such
assumption on years of service rather than the age of a member, (2) increasing the assumed termination
rates across- all ages and service groups, (3) decreasing the assumed disability rates, (4) updating the
mortality assumptions for all members, (5) lowering the current 8.00% assumed investment remurn rate to
7.75% and (6) lowering the inflation assumption from 4.25% to 4.00%. According the 2008 Experience
Study, its recommended changes will produce estimated net results very close to those derived from the
current assumptions. However, any changes from the economic and demographic assumptions currently
used could have a significant impact on the calculation of each year's ARC (as defined below). The
recommended changes set forth in the 2008 Experience Study, if approved by the SDCERS Board of
Directors, will be used in the actuarial valuation as of June 30, 2008.

“Smoothing” Methodology

In determining the actuarial value of its assets, SDCERS, as permitted by applicable actuarial
guidelines, uses a “smoothing” methodology to reduce the impact of market volatility on plan assets. The
market value of assets represents, as of the valuation date, the value of the assets as if they were liquidated
on that date. The actuarial value of assets is a value that attempts to smooth annual investment return
' ,J.,rfu“n:.r.:.. over multiple years to reduce annual investmant volatility. The actuarial valuc of asscis is
what is used to determine SDCERS” contribution rates for the City. As of June 30, 2007, the market value
of plan assets was $4.641 billion, and the actuanal value was $4.414 billion. By the smoothing method
used in the 2007 Valuation, the calculation of the actuarial value of assets at June 30, 2007 started with the
actuarial value of assets at June 30, 2006, added to that 100% of the actuarially assumed rate of return
(8%), plus the contribution towards plan assets, less payments out from plan assets, plus 25% of the
difference between the expected actuarial value of assets at June 30, 2007 (using the above calculation)
and the actual market value of assets at June 30, 2007. The impact of this smoothing methodology will
vary each year depending upon the year’s actual investment performance compared to the then-remaining
amount to be smoothed, either as a net gain or a net Joss.

City Contributions to SDCERS

The City’s annual required contribution (“ARC") consists of: (i) the “normal cost,” being the
present value of the benefits that SDCERS expects 1o become payable in the future attributable (0 a current
year's employment, and (ii) payments made to amortize the UAAL. SDCERS currently amortizes the
UAAL over a 20-year period with no negative amortization. See Note 12 of the City’s Fiscal Year 2006-
07 CAFR (the “2007 CAFR™) attached hereto as Appendix D for a description of the potential impact of
shorter amortization period prescribed by the City Charter. For many years, the City was paying less than
the full ARC. The reasons for this are numerous, including prior agreements between the City and
SDCERS, earnings on pension assels at greater than the actuafially assumed rate of 8% being credited
against contributions, payments pursuant to litigation settlements that were mistakenly characierized as
“contingent™ and therefore not made in certain years, and other reasons explained in detail in Note 12 to
the 2007 CAFR. See Appendix D — “Excerpts from the Audited Financial Statements of the City of San
Diego for Fiscal Years 2006-07 and 2005-06" attached hereto.

The City paid the full ARC, as calculated by SDCERS, for Fiscal Years 2005-06 and 2006-07.
However, the calculation of the ARC by SDCERS for Fiscal Years 2004-05, 2005-06, and 2006-07 did not
include certain benefit payments that the SDCERS Board of Directors views as having been contingent.
Subsequent to those payments, the City determined that the liabilities were not contingent and the ARC for
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financial reporting was restated from the original ARC calculated by SDCERS’ actuary. Accordingly, the
City Net Pension Obligation (“NPO™) has been increased by such amounts. NPO is the cumulative
difference between the annual pension cost of the City to the Pension System and the actual contribution
in a particular year. Annual pension cost is equal to (i) the ARC, (ii) one year’s interest on the NPO, and
(iii) an adjustment to the ARC to offset, approximately, the amount included in item (i) for amortization of
the past contribution deficiencies. The City has taken various actions to reduce the NPO and the related
UAAL, including contributions of $142.6 million in addition to the ARC through the securitization of
future tobacco settlement revenue, transfers of actual tobacco settlement revenue receipts, and additional
employee “pick up” savings.

The City’s NPO at the end of Fiscal Year 2006-07 was $193.9 million. In Fiscal Year 2007-08,
the City’s total pension payment was $165 million. The City’s pensmn payment for the Fiscal Year 2008—
09 is $161.7 million and has been paid in full.

Table 22 below sets forth the City’s historical fundmg progress for Fiscal Years 2002-03 through
2006-07.

TABLE 22
CITY OF SAN DIEGO
Schedule of Funding Progress
Fiscal Years 2002-03 through 2006-07

(In Thousands)
Valuation Date” Valuation Funded :
. (June 30) Assets AAL Ratio : UAALY
2003 ) $2 375,431 ' $3,532,626 67.2% $1,157,194
2004 2,628,680 3,997,328 65.8 1,368,648
2005 2,983,080 4,377,093 68.2 1,394,013
20062 3,981,932 4,982,699 799 1,000,768
20079 4,413,411 5,597,653 78.8 1,184,242
Source: SDCERS Comprehensive Annual Financial Report of the indicated year.
(1 Actuarial gains and losses reduce or increase the UAAL, which is being amortized over a 20-year period with no
negative amortization as of the 2007 Actuarial Valuation.
(2) Reflects revised actuarial methodologies, including the retumn to the entry age normal actuarial funding method.
3) Reflects revised actuarial methodologies.

Water System Share of Contribution to Pension System and NPO

For Fiscal Year 2007-08, the Water Utility Fund’s proportionate share to fully fund the City’s
coniribution to the pension system was $8.8 million, and for Fiscal Year 2008-09 such share will be $8.1
million. In the Water System’s 2007 Rate Case projection, which was the basis for the annual rate
increases of 6.5% approved by the City Council for Fiscal Years 2007-08 through 2010-11 {(see “WATER
SYSTEM FINANCIAL OPERATIONS - Establishment and Collection of Water Service Charges™ and *
— Historical Rates and Charges” herein), the Water System used $11.5 million each year for the assumed
amount of the Water Utility Fund’s proportionate share of the City’s ARC for Fiscal Years 2007-08
through 2010-11. The City expects that the $11.5 million estimate included in the Water System’s 2007
Rate Case projection for Fiscal Years 2007-08 through 2010-11 will be sufficient to pay the Water Utility
'Fund’s proportionate share fo fully fund the City’s contribution to the pension system for such years. The
Water System’s share of the NPO at June 30, 2007, is approximately $9.7 million. See 2007 CAFR, line
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item entitled “Non-Current Liabilities - Net Pension Obligation” under the table entitled “Proprietary
Funds - Statement of Net Assets”.

Table 23 sets.fonh, for Fiscal Years 2007-08 through 2010-11, the City’s pension péyments, the
pension contributions included in the Water System’s 2007 Rate Case projection and the corresponding
actual/budgeted amounts, which have been lower than the projected amounts.

TABLE 23
CITY OF SAN DIEGO AND WATER DEPARTMENT
Pension Contribution
Fiscal Years 2007-08 through 2010-11
(In Millions)

C'ity Water Department
Fiscal Year Pension Payment Rate Case Projection Actual/Budgeted
2007-08 , $165.000 $11.5 $8.8@
2008-09 161.7% 11.5 8.1%
2009-10 169.090 11.5 ‘ -
2010-11 1760 11.5 -

Source: City of San Diego Financial Management Department and Water Department.
o Unaudiied aciual. Consisis O the Ciiy's ART of 3137.7 miilion, an additional -320 miliion to
ensure no negative amortization of the UAAL and an additional $7.3 million to offset contribution shortfalls
from prior fiscal years. '

@ Unaudited actual.
® Final budgeted. .
@ Estimated annual required contribution to the Pension System; projections assume a 4.25% growth

rate per the Mayor’s Five-Year Financial Outlook.
Post-Retirement Healtheare Benefits

The City is authorized pursuant to the San Diego Municipal Code to provide certain healthcare
benefits to certain retired employees through SDCERS. Expenses for post-retirement healthcare benefits
were paid for on a pay-as-you-go basis through Fiscal Year 2006-07 from City contributions, retiree
contributions and amounts from the 401(k) Plan established by the City in 1985. In Fiscal Years 2005-06
and 2006-07, the annualized cost of retiree health benefits was approximately $24.1 million and $27.1
million, respectively. The City’s portion of such cost was $17.7 million and $20.4 million, respectively,
for such fiscal years. The remainder was paid from retiree contributions. The Water Utility Fund’s
proportionate share of such post-retirement healthcare benefits was approximately $1.36 million (audited)
and $2.1 million {unaudiied) for Fiscal Years 2005-06 and 2006-07, respectively. The City expects to
contribute $26.1 million to such pay-as-you-go post-retirement healthcare benefits in Fiscal Year 2008-09,
of which $1.89 million represents the Water Utility Fund’s proportionate share.

The City has taken various actions to ensure that sufficient resources are available to pay for
retirce healthcare expenses in future periods, including entering into an agreement with CalPERs on
January 18, 2008 as a participating employer in the CalPERS irrevocable retirement trust fund to pre-fund
expenses related to other post-employment benefits (“OPEB™) and contributing approximately $30.1
million to CalPERS in connection therewith. The City also contributed in Fiscal Year 2008-09
$24 million for OPEB liabilities, of which $1.73 million represents the Water Utility Fund’s proportionate
share. All future contributions for post employment healthcare benefits will be credited toward the City’s
ARC for retiree healthcare liabilities in accordance with Governmental Accounting Standards Board
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(*GASB”) Statement No. 43, “Financial Reporting for Postemployment Benefit Plans Other Than Pension
Plans” (“GASB 43™), and GASB Statement No. 45, “Accounting and Financial Reporting by Employers
for Post Employment Benefits Other Than Pensions” (“GASB 45”). See Note 13 of the 2007 CAFR
attached hereto as Appendlx D for a description of GASB 45 and the City’s intended OPEB funding

schedule.

An actuarial valuation of the City’s post-retirement medical benefit program as of June 30, 2007
(the “2007 OPEB Valuation™) was performed by Buck Consultants for the purpose of determining the
City’'s annual cost in accordance with GASB 43 and GASB 45. The valuation, dated January 15, 2008 and
revised on May 7, 2008, reflected a discount rate of 6.69% based on the City’s actual and expected
contributions to the CalPERS Retiree Benefit Trust Fund, inflation factors for increases in healthcare costs
and premium costs, and a 30 year amortization period. According o the 2007 OPEB Valuation, using the
assumptions discussed above and consistent with GASB 43 and GASB 45, the actuarial acerued Tiability
for OPEB for all retirees, deferred retirement participants, vested terminated and active members will be
$1,027,917,641 and the ARC for OPEB will be $104,475,129 for Fiscal Year 2008-09 (as reported in the
actuarial valuation dated June 30, 2007). Table 24 sets forth the retiree health contributions included in
the Water System’s 2007 Rate Case projection for Fiscal Years 2007-08 through 2010-11 and the
corresponding actual/budgeted amounts, which have been lower than the projected amounts. The City
expects that such amount wiil be sufficient to pay the Water Utility Fund’s proportionate share to fund the
City’s contribution to OPEB for such years. '

Retlree Health Contrlbutmn
Fiscal Years 2007-08 through 2010-11
(In Millions)

Fiscal Year . Rate Case Projection Actual/Budgeted .
2007-08 $3.7 $3.9t
2008-09 5.7 369
2009-10 6.0 -
2010-11 6.0 -

Source City of San Diego, Financial Management Department, :
Unaudited actual. Consists of the Water Utility Fund’s proporiionate share of pay-as-you-go post-retlremem healthcare
benefits and its proportionate share of contributions to CalPERS for OPEB,

@ Final budgeted.

RISK FACTORS

The ability of the City to pay principal of and interest on the Series 2009A Bonds depends
primarily upon the receipt by the City of Net Revenues. Some of the events which could prevent the City
from receiving a sufficient amount of Net Revenues to enable it to pay the principal of and interest on the
Series 2009A Bonds are summarized below. The following discussion of risks is not intended to be an
exhaustive list of the risks associated with the purchase of the Series 2009A Bonds and the order of the
risks set forth below does not necessarily reflect the relative importance of the various risks.

General

The payment of principal of and interest on the Series 2009A Bonds is secured by a pledge of
Revenues which consists primarily of 2009A Installment Payments and certain funds under the Trust
Indenture. The 2009A Installment Payments are payable solely from Net System Revenues of the Water

67
19152.17 031133 POS

000358



System. No assurance can be made that Net System Revenues, estimated or otherwise, will be realized by
the City in amounts sufficient to pay the 2009A Installment Payments. The realization of future Net
System Revenues is subject to, among other things, the capabilities of management of the City, the ability
of the City to provide water to its customers, and the ability of the City to establish, maintain and collect
rates and charges sufficient pay for Operation and Maintenance costs and debt service. See “WATER
SYSTEM FINANCIAL OPERATIONS - Historical Rates and Charges.”

Among other matters, drought, general and local economic conditions and changes in law and
government regulations (including initiatives and moratoriums on growth) could adversely affect the
amount of Net System Revenues realized by the City. '

Water System Expenses and Collections

There can be no assurance that the City’s projected future Maintenance and Operation costs for
the Water Systemn will actually stay within the levels described in this Official Statement. As reflected in
the projected operating results of the Water System included under “WATER SYSTEM FINANCIAL
OPERATIONS - Financial Projections and Modeling Assumptions,” the Operation and Maintenance costs
of the Water System are expected to increase in the next five years. In addition, demands on the Water
System will increase due to population growth and regulatory requirements in the future. As described
herein, the City is in the process of implementing the Long-Range Water Resources Plan and the attendant
CIP 1o provide a framework for meeting future water requirements. Increases in expenses could require a
significant increase in rates or charges in order to pay for CIP projects, including those anticipated under
the City’e Lona Range Water Resnnrces Plan, and to comply with the rata covenant, Such rate increaces

could increase the likelihood of nonpayment, and could also decrease dernand.

Although the City has covenanted to prescribe, revise and collect rates and charges for Water
Service at certain levels, there can be no assurance that such amounts will be collected in the amounts and
at the times necessary to pay the 2009A Installment Payments sufficient to provide for the payment of the
Series 2009A Bonds. .

Rate-Setting Process

The passage of Proposition 218 by the California electorate, which added Articles XIIIC and
XIHID to the California Constitution, affects the City’s ability to impose future rate increases, and no
assurance can be given that future rate increases will not encounter majority protest opposition or initiative
action authorized under Proposition 218. In the event that future proposed rate increases cannot be
imposed as a result of majority protest or initiative, the City might thereafter be unable to generate Net
System Revenues in the amounts required by the Installment Purchase Agreement to pay 2009A
Installment Payments. See “CONSTITUTIONAL LIMITATIONS ON TAXES AND WATER RATES
AND CHARGES---California Constitution Articles XIIIC and XIIID.”

Notwithstanding the foregoing, the City has covenanted to use its best efforts to effect water
service rate increases in compliance with Proposition 218. The rate increases approved to date by the City
Council have been effected in compliance with Proposition 218.

Statutory and Regulatory Compliance

Laws and regulations governing treatment and delivery of water are enacted and promulgated by
government agencies on the federal, state and local levels. Compliance with these laws and regulations is
and will continue to be costly, and, as more stringent standards are developed to ensure safe drinking
water standards and the provision of water for other purposes, such costs will likely increase.
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Claims against the Water System for failure to comply with applicable laws and regulations could
be significant. Such claims are payable from assets of the Water System or from other legally available
sources. In addition to claims by private parties, changes in the scope and standards for public agency
water systems such as that operated by the Water Department may also lead to administrative orders
‘issued by federal or State regulators, Future compliance with such orders can also impose substantial
additional costs on the Water Utility Fund, and no assurance can be given that such additional costs would
not adversely affect the ability of the Water System to generate Net System Revenues sufficient to pay the
2009A Installment Payments. See “WATER SYSTEM REGULATORY REQUIREMENTS -
Compliance Order by the California Department of Public Health” herein.

Although the City has covenanted in the Installment Purchase Agreement to fix, prescribe and
collect rates and charges for the Water Service which will yield Net System Revenues for each fiscal year
sufficient to pay debt service on the Series 2009A Bonds, no assurance can be given that the cost of
compliance with such laws and regulations will not materially adversely affect the ability of the Water
System to generate Net System Revenues sufficient to pay the 2009A Instaliment Payments.

Risks Relating to the Water Supply

Drought Risks. The San Diego region and its primary sources of water supply can be subject to
drought conditions. The region is situated in an arid and semi-desert environment. While suppliers of
water to the City, including CWA and MWD, have planned and managed reserve supplies to account for
normal occurrences of drought conditions decreased runoff from Sien"a Nevada snow pack and
supphes to Southem California. Due to drought condItlons and court-ordered restrictions, on June 4,
2008, California Governor Arnold Schwarzenegger issued an Executive Order proclaiming a condition of
statewide drought (the “Executive QOrder”). The Executive Order directs DWR to expedite eXisting
conservation grant programs, facilitate water transfers, conduct.a water conservation and outreach
campaign in cooperation with local water agencies and organizations, and take additional drought
. response and water conservation actions. The Executive Order recognizes that some communities have
worked to improve their drought preparedness and ability to cope with water shortages, but there are wide
variations within the State. It orders State and local agencies to identify public water systems at risk of
health and safety impacts due to drought and water delivery limitations and to mitigate these impacts. The
Executive Order encourages local water agencies and districts to work cooperatively on actions to reduce
water consumption locally and regionally. MWD, which supplies water to the City through CWA| is
currently drawing on its stored water supplies to meet near-term demands and anticipates additional
actions to stretch reserve supplies. The City has taken into account the effect of the current drought on
operations in the Water Department’s Fiscal Year 2008-09 and Fiscal Year 2009-10 budgets by assuming
a 15% reduction in water sales and deliveries, which is expected to result in reduced revenues which are
offset by reductions in both its operating budget and its capital improvement budget. As discussed under
the caption “WATER SUPPLY - Current Water Supply,” the Clty has declared a Stage | Voluntary
Compliance Water Watch.

Earthquakes, Wildfires and Other Nuatural Disasters. Earthquakes or other natural disasters
could interrupt operation of the Water System and thereby interrupt the ability of the City to realize Net
System Revenues sufficient to pay the 2009A Installment Payments securing the payment of the Series
2009A Bonds. The San Diego area is characterized by a number of geotechnical conditions which
represent potential safety hazards, including expansive soils and areas of potential liquefaction and
landslide. The San Andreas, Rose Canyon, Elsinore and San Jacinto fault zones are all capable of
producing earthquakes in the San Diego area. In anticipation of such potential disasters, the City designs
and constructs all facilities of the Water System to the setsmic codes in effect at the time of design of the
project. Additionally, the Water Department has two capital improvement projects currently underway to
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mitigate earthquake damage to selected plpehnes The Water System has not experienced any si ignificant
losses of facilities or services as a result of earthquakes. :

Water conveyance facilities generally consist of pipelines and connections, flow control facilities,
and pumping stations, which are not typically vulnerable to damage by wildfires. The above ground
facilities are designed to be tolerant to damage by wildfires through the use of fire resistant material where
possible, such as concrete and masonry blocks. In addition, the Water Department works closely with the
City’s fire department to ensure that proper vegetative clearances are maintained in and around the
properties and facilities of the Water System. The Water Department watches for wildfires that may
threaten the facilities of the Water System and operations and maintenance crews are dispatched to ensure
that all above-ground facilines remain safe and operational. Further, during fires, the Water Department
works closely with the City’s fire department and law enforcement officers to monitor and protect
facilities of the Water System to ensure continuous operation. The Water System did not sustain damage
from the October 2007 wildfires in San Diego County.

The City is also cooperating with CWA on the Emergency Storage Project, pursuant to which a
system of reservoirs, interconnected pipelines and pumping stations is being created to improve the
availability of water to the San Diego region in the event of an interruption in imported water deliveries.
Currently, the pipelines that carry imported water for CWA, a portion of which is purchased by the Water
. Department, extend for hundreds of miles and cross several major fault lines en route to San Diego
County. A severe earthquake, drought or other significant disaster could cut off the County’s imported
water supply for up to six months. As part of the Emergency Storage Project, CWA is increasing the
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Wthh will increase the amount of water locally available in an emergency.

Although the City has implemented disaster preparedness plans and made improvements to Water
System facilities in connection with such natural disasters, there can be no assurance that these or any
additional measures will be adequate in the event that a natural disaster occurs, nor that costs of
preparedness measures will be within the range currently anticipated. Further, damage to components of
the Water System could have a material increase m costs for repairs or a corresponding material adverse
impact on Net System Revenues. The City ts not obligated under the Installment Purchase Agreement to
procure and maintain, or cause to be procured and maintained, nor does the City plan to procure and
maintain, earthquake insurance on the Water System

Environmental Considerations. Quagga {dreissena rostriformis bugensis) and Zebra (dreissena
polymorpha) mussels are small freshwater bivalve mollusks native to Ukraine. Within the United States
and in other areas of the world, they are considered an invasive species with significant adverse impact on
the ecosystem. Presence of the invasive Quagga mussel has been verified in water bodies supplied by the
lower Colorado River, beginning in January 2007. The first identification of mussel presence in the San
Diego region occurred in August 2007. 1t is suspected that Quagga mussels were transported into the
Colorado River basin by recreational vessels traveling from infested waters from the eastern United States.
Once introduced into the Colorado River basin, the Quagga mussels have been transported through the
imported water supply into City’s reservoirs. To date, the City has found Quagga mussels in San Vicente,
El Capitan, Otay, Murray, Miramar, and Hodges Reservoirs. Quagga mussels pose a significant risk to the
aquatic life and ecosystem within reservoirs and to the operation and maintenance of the Water System.
At this time, the ultumate impact is unknown; however, it has the potential to generate significant capital
and annual operational and maimenance costs.

Security of the Water System. Military conflicts and terrorist activities may adversely impact the
operations and finances of the Water System. The Water Department continually plans and prepares for
" emergency situations and immediately responds to ensure the quality of water is maintained and service is
maintained/restored to customers, The Water Department prepares for emergencies such as earthquake,
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fire, power failure, or possible water contamination in a variety of ways, including: extensively monitoring
the entire water treatment and distribution system on a routine basis throughout the vear, in part by taking
thousands of water samples; routinely training staff on critical security and safety; conducting disaster
drills to improve coordination efforts throughout the region; collaborating with the California Department
~ of Health Services, law enforcement and fire-rescue agencies in order to improve multiple agency
response to water emergencies; implementing a water quality notification plan to keep customers informed
in emergency situations; implementing additional security measures at all water treatment plants,
reservoirs, and other local and remote water facilities. However, there can be no assurance that any
existing or additional safety and security measures will prove adequate in the event that terrorist activities
are directed against the Water System or that costs of security measures will not be greater than presently
anticipated. Further, damage to certain components of the Water System could require the City to increase
expenditures for repairs to the Water System significantly enough to adversely impact the City’s ability to
pay debt service on the Series 2009A Bonds. The Capital Improvement Program of the Water Department
has made use of and is continuing to use Homeland Security grants to enhance security of various facilities
throughout the Water System. In addition, the City has established. within the Water Utility Fund an
Operating Reserve (the “Operating Reserve™) funded at a minimum 45 days’ operating costs (to be
gradually increased to 70 days of operating costs in Fiscal Years 2009-10 to 2010-11) which may be used
under certain circumstances for repairs to the Water System. See “WATER SYSTEM FINANCIAL
OPERATIONS - Rate Stabilization Fund and Other Funds and Accounts” herein.

Suppliers of water to the Water Department have also taken actions to increase the security of
water from the Colorado River Aqueduct and the SWP. MWD has reported that it has increased ground
and air parrols of the Colorado River Agqueduci. In addiiion, MWD has incieased ihe frequeincy of
monitoring and testing at all treatment plants in addition to various sites along the Colorado River
Aqueduct. Although MWD has constructed redundant systems and other safeguards, no assurance can be
given that a terrorist attack against MWD’s facilities would not impair MWD’s ability to deliver water to
its customers, including CWA, from which the Water Department purchases a substantial portion of its
water supplies, through the Colorado River Aqueduct or the SWP.

Utility Costs. Power outages may cause difficulties in receiving an adequate water supply and thus
increase the cost of water. No assurance can be given that any future significant reduction or loss of power
would not materially adversely affect the operations of the Water System. Also, the Water Department
cannot guarantée that prices for electricity or gas will not increase, which could adversely affect the Water
System’s financial condition, although the rate increases previously approved by the City for Fiscal Years
2007-08 through 2010-11 allow for 8% inflation in gas and electric costs. The Water Department also
cannot guarantee that additional increases in water rates charged by the City’s wholesale provider or other
charges imposed by the CWA or MWD will not be proposed. Such increases in water rates and such other
charges as well as increases in electricity and gas costs are eligible to be “passed through™ to the City’s
water customers as increased water rates in accordance with the City’s Municipal Code. Such “pass
through™ rate increases are subject to Proposition 218 notice requirements. See “CONSTITUTIONAL
LIMITATIONS ON TAXES AND WATER RATES AND CHARGES - Articles XIIIC and XIIID”

herein.
Limited Obligation

The obligation of the City to pay the 2009A Installment Payments securing the Series 2009A
Bonds is a limited obligation of the City and is not secured by a legal or equitable pledge or charge or lien
‘upon any property of the City or any of its income or receipts, except the Net System Revenues. The
obligation of the City to make the 2009A Installment Payments does not constitute an obligation of the
City to levy or pledge any form of taxation or for which the City has levied or pledged any form of
taxation. '
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The City is obligated under the Installment Purchase Agreement to make the Installment Payments
solely from Net System Revenues. There is no assurance that the City can succeed in operating the
System such that the Net System Revenues in the future amounts projected in this Official Statement will
be realized. '

Limitations on Remedies

The rights of the Owners of the Series 2009A Bonds are subject to the limitations on legal
remedies against public entities in the State, including a limitation on enforcement obligations against
funds needed to serve-the public welfare and interest. Additionally, enforceability of the rights and
remedies of the Owners of the Series 2009A Bonds, and the obligations incurred by the City, may become
subject to the federal bankruptcy code and applicable bankruptcy, insolvency, reorganization, moratorium,
or similar laws relating to or affecting the enforcement of creditor’s rights generally, now or hereafter in
effect, equity 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 Constitution, the reasonable
and necessary exercise, in certain exceptional situations, of the police powers inherent in the sovereignty
of the State and its governmental bodies in the interest of serving a significant and legitimate public
purpose, and the limitations on remedies against counties in the State. Bankruptcy proceedings, or the
exercise of powers by the federal or State government, if initiated, could subject the Owners of the Series
2009A Bonds 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.

Article XIITA

Article XI11A of the State Constitution provides that the maximum ad valorem tax on real property
cannot exceed 1% of the “full cash value,” which is defined as “the county assessor’s valuation of real
property as shown on the 1975-76 tax bill under ‘full cash value’ or, thereafter, the appraised value of real
property when purchased, newly constructed, or a change in ownership has occurred after the 1975
assessment”, subject to exceptions for certain circumstances of transfer or reconstruction and except with
respect to certain voter approved debt. The “full cash value” is subject to annual adjustment to reflect
increases, not to exceed 2% per vear, or decreases in the consumer price index or comparable local data, or
to reflect reduction in property value caused by damage, destruction or other factors.

Article X1UA requires a vote of two-thirds of the qualified electorate to impose special taxes,
while generally precluding the imposition of any additional ad valorem, sales or transaction tax on real
property. As amended, Article XIIJA exempts from the 1% tax limitation any taxes above that level
required to pay debt service on certain voter-approved general obligation bonds for the acquisition or
improvement of real property. In addition, Article XIIIA requires the approval of two-thirds of all
members of the State Legislature to change any State laws resulting in increased tax revenues. -

Under California law, any fee which exceeds the reasonable cost of providing the service for
which the fee is charged is a “special tax,” which under Article XIITA must be authorized by a two-thirds
vote of the electorate. Accordingly, if a portion of the District’s water or wastewater user rates or
Capacity Fees were determined by a court to exceed the reasonable cost of providing service, the District
would not be permitted to continue to collect that portion unless it were authorized to do so by a two-thirds
majority of the votes cast in an election to authorize the collection of that portion of the rates or fees. The
reasonable cost of providing wastewater services has been determined by the State Controller to include
depreciation and allowance for the cost of capital improvements. In addition, the California courts have
determined that fees such as capacity fees will not be special taxes 1f they approximate the reasonable cost
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of constructing the water or wastewater capital improvements contemplated by the local agency imposing
the fee. See “FINANCIAL SYSTEM FINANCIAL OPERATIONS - Revenues” herein.

Article XIIIB -

Article XIIIB of the California Constitution limits the annual appropriations of proceeds of taxes
by State and local government entities to the amount of appropriations of the entity for the prior fiscal
year, as adjusied for changes in the cost of living, changes in population and changes in services rendered
by the entity. User fees and charges are considered proceeds of taxes only to the extent they exceed the
reasonable costs incurred by a governmental entity in supplying the goods and services for which such
fees and charges are fmposed.

To the extent that assessments, fee and charges collected by the City are used to pay the costs of
maintaining and operating the Water System and payments due on the Series 2009A Bonds (including the
funding of the Reserve Fund), the City believes that such moneys are not subject io the annual

appropriations limit of Article XIIB.
Articles X1IIC and X1IID

. On November 5, 1996, the voters of the State approved Proposition 218, a constitutional initiative,
entitled the “Right to Vote on Taxes Act” (“Proposition 218"). Proposition 218 added Articles XIII C and
XIII D to the California Constitution and contained a number of interrelated provisions affecting the
cplilite, AF lannl gavasmmeanen neladis thn Mty tn lawmey amd aallant hatlh Avictice s amd Ratviees $nvrnn
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assessments, fees and charges.

Section 1 of Article XIIIC requires majority voter approval for the imposition, extension or
increase of general taxes and Section 2 thereof requires two thirds voter approval for the imposition,
extension or increase of special taxes. These voter approval requirements of Article XIIIC reduce the
flexibility of the City -to raise revenues by the levy of general or special taxes and, given such voter
approval requirements, no assurance can be given that the City will be able to enact, impose, extend or
increase any such taxes in the future to meet increased expenditure reguirements. The City has not
enacted, imposed, extended or increased any tax since the effective daie of Proposition 218,

Section 3 of Article XIHC expressly extends the initiative power {o give voters the power to
reduce or repeal local taxes, assessments, fees and charges, regardless of the date such taxes, assessments,
fees or charges were imposed. Section 3 expands the inmative power to include reducing or repealing
assessments, fees and charges, which had previously been considered administrative rather than legislative
matiers and therefore beyond the initiative power. This extension of the initiative power is not limited by
the terms of Article XIIC to fees imposed after November 6, 1996, the effective date of Proposition 218,
and absent other legal authority could result in the reduction in any existing taxes, assessments or fees and
charges imposed prior to November 6, 1996.

“Fees” and “charges” are not expressly defined in Article XIlIC or in SB 919, the Proposition 218
Omnibus Implementation Act enacted in 1997 to prescribe specific procedures and parameters for local
jurisdictions in complying with Article X11IC and Article XIIID (“SB 919). However, on July 24, 2006,
the California Supreme Court ruled in Bighorn-Desert View Water Agency v. Virjil (Kelley) (the “Bighorn
Decision™) that charges for ongoing water delivery are property-related fees and charges within the
meaning of Article XIIID and are also fees or charges within the meaning of Section 3 of Article XIIIC.
The California Supreme Court held that such water service charges may, therefore, be reduced or repealed
through a local voter initiative pursuant to Section 3 of Article XIIIC.
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In the Bighorn Decision, the Supreme Court did state that nothing in Section 3 of Article XIIIC
authorizes initiative measures that impose voter-approval requirements for future increases in fees or
charges for water delivery. The Supreme Court stated that water providers may determine rates and
charges upon proper action of the governing body and that the governing body may increase a charge
which was not affected by a prior initiative or impose an entirely new charge.

The Supreme Court further stated in the Bighorn Decision 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. Such initiative power could be subject to the limitations imposed on
the impairment of contracts under the contract clause of the United States Constitution. Additionally, SB
919 provides that the initiative power provided for in Proposition 218 “shall not be construed to mean that
any owner or beneficial owner of a municipal security, purchased before or after (the effective date of
Proposition 218) assumes the risk of, or in any way consents to, any action by initiative measure that
constitutes an impairment of contractual rights” protected by the United States Constitution, No assurance
can be given that the voters of the City will not, in the future, approve initiatives which repeal, reduce or
prohibit the future imposition or increase of assessments, fees or charges, including the City’s water
service fees and charges, which are the source of Net System Revenues pledged to the payment of debt
service on Series 2008 Bonds and other Qutstanding Obligations.

Notwithstanding the fact that water service charges may be subject to reduction or repeal by voter
"initiative undertaken pursuant to Section 3 of Article XIIIC, the City has covenanted to levy and charge
Crotog w ‘hirh maset the rannirements of the Instnllonnnt Dusahoca A cenneeamt o soncedoe i rrith oonnliaabls
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law.

Article XIIID defines a “fee” or “charge” as any levy other than an ad valorem tax, special tax, or
assessment imposed upon a parcel or upon a person as an incident of property ownership, including a user
fee or charge for a property-related service. A *‘property-related service” is defined as “a public service
having a direct relationship to a property ownership.” In the Bighorn Decision, the California Supreme
Court held that a public water agency’s charges for ongoing water delivery are fees and charges within the
meaning of Article XIIID. Article XIIID requires that any agency imposing or increasing any property-
related fee or charge must provide written notice thereof to the record owner of each identified parcel upon
which such fee or charge is to be imposed and must conduct a public hearing with respect thereto. The
proposed fee or charge may not be imposed or increased if a majority of owners of the identified parcels
file written protests against it. As a result, the local government’s ability to increase such fee or charge
may be limited by a majority protest.

The City's water charges have two components, a base fee based on meter size and a commodity
charge based on the volume of water consumed. The City has complied with the applicable notice and
protest procedures of Article XIIID for all increases in its water rates and charges approved since the
effective date of Article XIIID. There has not been nor is there any pending challenge to any of the City’s
water fees and charges approved since the effective date of Proposition 218, While the City Attorney is of
the opinton, based upon the judicial precedent in place during the period of these rate increases, that a
reviewing court could reasonably uphold the validity of those increases, neither the City nor the City
Attorney can predict with certainty the outcome of a challenge to the increases in the City’s water rates
and charges that were not approved in accordance with the notice and hearing requirements of Article
XIIID if one were brought.

In addition, Article XIIID also includes a number of limitations applicable to existing fees and
charges including provisions to the effect that (i) revenues derived from the fee or charge shall not exceed
the funds required to provide the property-related service; (ii) such revenues shall not be used for any
purpose other than that for which the fee or charge was imposed; (iii) the amount of a fee or charge
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imposed upon any parcel or person as an incident of property ownership shall not exceed the proportional
cost of the service atiributable to the parcel; and (iv) no such fee or charge may be imposed for a service
unless that service is actually used by, or immediately available to, the owner of the property in question.
Property-related fees or charges based on potential or future use of a service are not permitted.

Article XIIID establishes procedural requirements for the imposition of assessments, which are
defined as any charge upon real property for a special benefit conferred upon the real property. Standby
charges are classified as assessments. Procedural requirements for assessments under Article XIIID
inciudé conducting a public hearing and mailed protest procedure, with notice to the record owner of each
parcel subject to the assessment. The assessment may not be imposed if a majority of the ballets returned
oppose the assessment, with each ballot weighted according to the proportional financial obligation of the
affected parcel. To provide guidance to City staff regarding the conduct of Proposition 218 “property-
related fee” protest proceedings, the City Council adopted Resolution R-2007-655 in January 2007
establishing additional procedures for submitting protests against proposed increases to water rates,
including the provision of notice of a proposed change in water fees to all owners of record on each
identified parcel and all water customers of the City as reflected in the billing records of the City at the
time the notice is given, and additional procedures for the tabulation of protests against proposed increases
to water rates, including guidelines for determining when a valid protest has been submitted.

- Existing, new or increased assessments are subject to the procedural provisions of Proposition
218. However, certain assessments existing on November 6, 1996, are classified as exempt from the
procedures and approval process of "Article XUID. Expressly exempt assessments include (i) an
assessmeni imposed exciusively io fpance capiial cosis or mainienance and operaiion expenses for
sewers, water, flood control and drainage systems, but subsequent increases are subject to the procedures
and approval requirements; (ii) an assessment imposed pursuant to a petition signed by all affected
landowners (but subsequent increases are subject to the procedural and approval requirements); (iii)
assessments, the proceeds of which are used exclusively to pay bonded indebtedness, where failure to pay
would vielate the U.S. Constitution’s prohibition against the impairment of contracts; and (iv) any
assessment which has previously received approval by a majority vote of the voters (but subsequent
increases are subject to the procedural and approval requ1rements)

On July 14, 2008, the California Supreme Court ruled in Silicon Valley Taxpayers Association,
Ine. v. Santa Clara County Open Space Authority (the “SCCOSA Decision™) that the Santa Clara County
Open Space Authority’s county-wide assessment which was designed to fund the acquisition and
maintenance of unspecified open-space lands in the County of Santa Clara was invalid under Proposition
218. The Court held that deference should not be accorded to local agencies when Proposition 218
legislative acts are challenged. Under Proposition 218, courts must make an independent review of
whether the assessment and formation of an assessment district meet the “special benefit” and
proportionality requirements of Article XIIID. Further, while an assessment will not be invalidated
because it confers a benefit upon the public at large, the “special benefit™ must affect the assessed property
in a distinct and particular manner not shared by other parcels and the public at large. Specifically, in the
SCCOSA Decision the assessment did not meet the requirements of a “special benefit” and the assessment
was not proportional to the special benefits conferred. Finally, the Court held that the Santa Clara Open
Space Authority did not meet the proportionality requirement of Article XIID because it did not
specifically identify the improvements to be financed by the assessment and failed to sufficiently connect
any costs of and benefits received from the open space assessment to the specific assessed parcels.

The City and the City Attorney are of the opinion that current water fees and charges that are
subject to Proposition 218 comply with the provisions thereof and that the City will continue to comply
with the rate covenant set forth in the Installment Purchase Agreement in conformity with the provisions
of Article XIIID of the California State Constitution. The City and the City Attorney are also of the
opinion that current water capacity fees are not subject to Proposition 218. Should it become necessary to
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increase the water fees and charges above current levels, the City would be required to comply with the
requirements of Article XIIID in connection with such proposed increase. To date, there have been no
fegal challenges to rate increases implemented by the City pursuant to Proposition 218 or otherwise. It is
unclear whether under existing standards, rates and charges may be established at levels which would
permit deposits to a Rate Stabilization Fund or maintenance of uncommitted cash reserves. See “—
Financial Projections and Modeling Assumptions™ herein. :

The interpretation and application of Proposition 218 will ultimately be determined by the courts
or through implementing legislation with respect to a number of the matters discussed above, and it is not
possible at this time to predict with certainty the outcome of such determination or the nature or scope of
any such legislation.

TAX EXEMPTION

The delivery of the Series 2009A Bonds is subject to delivery of the opinion of Bond Counsel, to
the effect that interest on the Series 2009A Bonds for federal income tax purposes under existing statutes,
regulations, published rulings, and court decisions (1) will be excludable from the gross income, as
defined in section 61 of the Internal Revenue Code of 1986, as amended to the date of initial delivery of
the Series 2009A Bonds (the “Code”), of the owners thereof pursuant to section 103 of the Code, and (2)
will not be included in computing the alternative minimum taxable income of the owners thereof who are
individuals or, except as hereinafter described, corporations. The delivery of the Series 2009A Bonds is
also subject to the delivery of the opinion of Bond Counsel, based upon existing provisions of the laws of
the State ot Calitorma, that interest on the Series 2009A Bonds is exempt from personal income taxes of
the State of California. The form of Bond Counsel’s anticipated opinion is included as Appendix F.
The statutes, regulations, rulings, and court decisions on which such opinions will be based are subject to

change.

Interest on all tax-exempt obligations, including the Series 2009A Bonds, owned by a corporation
will be included in such corporation’s adjusted current earnings for purposes of calculating the alternative
minimum taxable income of such corporation, other than an § corporation,’a qualified mutual fund, a
financial asset securitization investment trust, a real estate investment trust (REIT), or a real estate
mortgage investment conduit (REMIC). A corporation’s alternative minimum taxable income is the basis
on which the alternative minimum tax imposed by section 55 of the Code..

In rendering the foregoing opinions, Bond Counsel will rely upon the representations and
certifications of the Authority and the City made in a certificate of even date with the initial delivery of the
Series 2009A Bonds pertaining to the use, expenditure, and investment of the proceeds of the Series
2009A Bonds and will assume continuing compliance with the provisions of the Indenture by the
Authority subsequent to the issuance of the Series 2009A Bonds. The Indenture contains covenants by the
Authority with respect to, among other matters, the use of the proceeds of the Series 2009A Bonds and the
facilities and equipment financed or refinanced therewith by persons other than state or local
governmental units, the manner in which the proceeds of the Series 2009A Bonds are 1o be invested, the
calculation and payment, if required, to the United States Treasury of any “arbitrage profits” and the
reporting of certain information to the United States Treasury. Failure to comply with any of these
covenants may cause interest on the Series 2009A Bonds to be includable in the gross income of the
owners thereof from the date of the issuance of the Series 2009A Bonds.

Except as described above, Bond Counsel will express no other opinion with respect to any other
federal, State or local tax consequences under present law, or proposed legislation, resulting from the
receipt or accrual of interest on, or the acquisition or disposition of| the Series 2000A Bonds. Prospective
_purchasers of the Series 2009A Bonds should be aware that the ownership of tax-exempt obligations such
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as the Series 2009A Bonds may result in collateral federal tax consequences to, among others, financial
institutions, life insurance companies, property and casualty insurance companies, S corporations with
subchapter C earnings and profits, certain foreign corporations doing business in the United States,
individual recipients of Social Security or Railroad Retirement benefits, individuals otherwise qualifying
for the eamed income tax credit, owners of an interest in a financial asset securitization investment trust,
and taxpayers who may be deemed to have incurred or centinued indebtedness to purchase or carry, or
who have paid or incurred certain expenses allocable to, tax-exempt obligations. Prospective purchasers
should consult their own tax advisors as to the applicability of these consequences to their particular
circumstances.

Bond Counsel’s opinion is not a guarantee of a result, but represents its legal judgment based upon
its review of existing statutes, regulations, published rulings and court decisions and the representations
and covenants of the Authority and the District described above. No ruling has been sought from. the

" Internal Revenue Service (the “Service”) or the State of California with respect to the matters addressed in
the opinion of Bond Counsel, and Bond Counsel’s opinion is not binding on the Service or the State of
California. The Service has an ongoing program of auditing the tax-exempt status of the interest on
municipal obligations. If an audit of the Series 2009A Bonds is commenced, under current procedures, the
Service is likely to treat the Authority as the “taxpayer,” and the Owners of the Series 2009A Bonds would
have no right to participate in the audit process. In responding to or defending an audit of the tax-exempt
status of the interest on the Series 2009A Bonds, the Authority may have different or conflicting interests
from the Owners of the Series 2009A Bonds. Public awareness of any future audit of the Series 2009A
Bonds could adversely affect the value and liquidity of the Series 2009A Bonds during the pendency of
the audit, regardiess of its uitimare outcome.

A copy of the proposed form of opinion of Bond Counsel is set forth in Appendix F hereto.

The initial public offering price of certain Series 2009A Bonds (the “Discount Bonds™) may be
less than the amount payable on such Series 2009A Bonds at maturity. An amount equal to the difference
between the initial public offering price of a Discount Bond (assuming that a substantial amount of the
Discount Bonds of that maturity are sold to the public at such price) and the amount payable at maturity
constitutes original issue discount. to the initial purchaser of such Discount Bond. A portion of such
original issue discount, allocable to the holding period of such Discount Bond.by the initial purchaser,
will, upon the disposition of such Discount Bond (including by reason of its payment at maturity), be
treated as interest excludable from gross income, rather than as taxable gain, for federal income tax
purposes and exempt from California personal income tax, on the same terms and conditions as those for
other interest on the Series 2009A Bonds described above. Such interest is considered to be accrued
actuarially in accordance with the constant interest method over the life of a Discount Bond taking into
account the semitannual compounding of accrued interest at the yield to maturity on such Discount Bond,
and generally will be allocated to an original purchaser in a different amount from the amount of the
payment denominated as interest actually received by the original purchaser during its tax year.

However, such interest may be required to be taken into account in determining the alternative
minimum taxable income of a corporation, for purposes of calculating a corporation’s alternative
minimum tax imposed by section 55 of the Code, and the amount of the branch profits tax applicable to
certain foreign corporations doing business in the United States, even though there will not be a
-corresponding cash payment. In addition, the accrual of such interest may result in certain other collateral
federal income tax consequences to, among others, financial institutions, life insurance companies,
property and casualty insurance companies, “S™ corporations with “subchapter C” earnings and profits,
owners of an’interest in a FASIT, individual recipients of Social Security or Railroad Retirement benefits,
individuals otherwise qualifying for the earned income tax credit, and taxpayers who may be deemed to
have incurred or continued indebtedness to purchase or carry, or who have paid or incurred certain
expenses allocable to, tax-exempt obligations. Moreover, in the event of the redemption, sale or other
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taxable disposition of a Discount Bond by the initial owner prior to maturity, the amount realized by such
owner in excess of the basis of such Discount Bond in the hands of such owner {adjusted upward by the
portion of the original issue discount allocable (o the period for which such Discount Bond was held) is

includable in gross income.

Owners of Discount Bonds should consult with their own tax advisors with respect to the
determination for federal income tax purposes of accrued interest upon disposition of Discount Bonds and
with respect to the state and local tax consequences of owning Discount Bonds. It is possible that, under
applicable provisions governing determination of state and local income taxes, accrued interest on
Discount Bonds may be deemed to be received in the year of accrual even though there will not be a
corresponding cash payment.

The mnitial offering price (as furnished by the Underwriters) of certain Series 2009A Bonds (the
“Premium Bonds™), may be greater than the amount payable on such Series 2009A Bonds at manirity. An
amount equal to the difference between the initial public offering price of a Premium Bond (assuming that
at least 10% of the Premium Bonds of that maturity are sold to the public at such price) and the amount
payable at maturity constitutes premium to the initial purchaser of such Premium Bonds. The basis for
federal income tax purposes of a Premium Bond in the hands of such initial purchaser must be reduced
each year by the amortizable bond premium, although no federal income tax deduction is allowed as
a result of such reduction in basis for amortizable bond premium. Such reduction in basis will increase the
amount of any gain (or decrease the amount of any loss) to be recognized for federal income tax purposes
upon a sale or other taxable disposition of a Premium Bond. The amount of premium which is
" ameortizable each year by an initial purchaser is determined by using such purchaser’s yield to maturity .
Purchasers of the Premium Bonds should consult with their own tax advisors with respect to the
determination of amortizable bond premium with respect to the Premium Bonds for federal income
purposes and with respect to the state and local tax consequences of owning Premium Bonds.

CONTINUING DISCLOSURE

Pursuant to the Continuing Disclosure Certificate of the City (the “Disclosure Certificate™), the
. City has agreed to provide, or cause to be provided, to each nationally recognized municipal securities
information repository and any public or private repository or entity designated by the State as a state
repository for purposes of Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission (each,
a ‘“Repository”) certain annual financial information and operating data concerning the City. The Annual
Report to be filed by the City is to be filed not later than 270 days following the end of the City’s Fiscal
Year {currently June 30), commencing with the Annual Report for Fiscal Year 2007-08, and is t0 include
audited financial statements of the City.

Prior to March 2004, the City had never failed to comply with its previous undertakings with
regard to Rule 15¢2-12 to provide annual reports or notices of material events. Since that date, the City
has failed to comply with various filing deadlines for a number of previous undertakings due to the
unavailability of the City's audited financial statements, as described in greater detail below. See
“INTRODUCTION - Certain Investigations Regarding the City” herein.

On February 8, 2008, the City filed annual reports (including financial statements) relating io
securities issued by the Public Facilities Financing Authority of the City of San Diego that are secured by
the Water Utility Fund for Fiscal Years 2002-03 and 2003-04 and on June 13, 2008 the City filed the
annual report for such securities for Fiscal Year 2004-05. In addition, on December 11, 2007, the City
filed its annual report (including financial statements) relating to seven debt issues that are secured directly
or indirectly by the City’s General Fund for the Fiscal Years 2002-03 and 2003-04, and on June 13, 2008,
the City filed the annual report for such securities for Fiscal Year 2004-05. With regard to special tax and
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assessment bonds, the affected districts timely filed reports for Fiscal Year 2002-03 without financial
statements, did not file reports for Fiscal Year 2003-04 when due, filed reports for Fiscal Year 2003-04
and Fiscal Year 2004-05 prior to the filing deadline for the report due June 30, 2005 without financial
statements, timely filed the reports Fiscal Year 2005-06 without financial statements and timely filed the

" reports for Fiscal Year 2006-07 without financial statements. [The financial statements for Fiscal Years
2002-03 through 2006-07 have been filed with the Repositories.]

The City failed to comply with the undertakings related to 21 bond issues in each of Fiscal Years
2003-04, 2004-05, 2005-06, and 2006-07. [Each required annual report and audited financial statement
has subsequently been filed.]

LITIGATION

There is no controversy of any nature now pending against the City or, to the knowledge of its
respective officers, threatened, seeking to restrain or enjoin the issuance, sale, execution or delivery of the
Series 2009A Bonds or in any way contesting or affecting the validity of the Series 2009A Bonds or the
Authorizations or any proceedings of the City taken with respect to the issuance or sale thereof, or the
pledge or application of any moneys or security provided for the payment of the Series 2009A Bonds or
the use of the proceeds of the Series 2009A Bonds.’

There are no pending lawsuits that in the opinion of the City Attorney challenge the validity of the
above issue, the corporate existence of the City, or the title of the officers to their respective offices. In
this review attention has been given io not only litigation pending against the City, but aiso against the
City’s Water Department. The Office of the City Attorney has prepared the following summary, as of
November __, 2008, of certain claims and lawsuits (with any potential loss exceeding $1 million) pending
against the Water Utility Fund for construction claims and certain other alleged liabilities arising during
the ordinary course of operations of the Water Systemn.

. John Trunkey v. City of San Diege (claims stage). On June 21, 2007, Claimant John
Trunkey filed a $2,000,000 claim for alleged damages resulting from a December 17, 2006 water main
break that caused flooding in his La Jolla home. There was a partial settlement of $50,000 for housing
expenses to relocate claimant in a comparable house. The potential liability to the City could range from
$0 to approximately $2 million.

. Wayne Akeson, et al v. City of San Diego. On August 6, 2006 a water main break
caused flooding along a private street in La Jolta belonging to the Colony Hills Homeowners Association.
Plaintiffs filed a lawsuit against the City claiming that the water main failure caused soil subsidence,
hillside failure, road failure and diminished the value of 40 properties. The potential liability to the City
‘could range from $0 to $40 million. '

. Mount Soledad Landslide. As a result of a landslide on October 3, 2007, lawsuits were
filed in the San Diego Superior Court for inverse condemnation and other property-related torts by
multiple plaintiffs. The alieged damages are estimated at between $40 and $60 million. Below are three
cases that have been filed against the City as of the date of this Official Statement:

- Crabbe, et al. v. City of San Dicgo was filed on behalf of twenty-six owners of
sixteen separate homes.

- Al-Quraini, et al. v. City of San Diego was filed on behalf of thirty-two claimants

owning twenty-three residences. :
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- MecCormick, et al. v. City of San Diego was filed on behalf of 44 individual
plaintiffs, eight of whom are minors ranging in age from four to 11 years of age
concerning 22 separate single family homes in the Mount Soledad area. -

In the opinion of the City Attorney, the City has sufficient defenses against such claims and
lawsuits and in no event should these claims and lawsuits result in judgments or settlements which, in the -
aggregate, would have a material adverse effect on the Water Utility Fund's financial position.

LEGAL OPINION

The validity of the Series 2009A Bonds and certain other matters are subject to the approving
opinion of Fulbright & Jaworski L.L.P., Los Angeles, California, Bond Counsel. A complete copy of the
proposed form of opinion of Bond Counsel is contained in Appendix F attached hereto. Certain legal
matters will be passed upon for the Corporation by Fulbright & Jaworski L.L.P., for the Authority by
Hawkins Delafield & Wood LLP, Los Angeles, California, Disclosure Counsel, and by Michael Aguirre,
City Attorney, and for the Underwriters by their counsel, Nixon Peabody LLP, Los Angeles, California.

RATINGS
Moody’s, S&P, and Fitch have assigned the Series 2009A Bonds their ratings of “_ ”“ " and
*  respectively. Such ratings reflect only the views of such organizations and any desired explanation
of the significance of such ratings should he obtained from the rating agencv furnishing the same, at the
following addresses: Moody’s Investors Service, Inc., 7 World Trade Center, 250 Greenwich Street, New
York, New York 10007; Standard & Poor’s Ratings Services, 55 Water Street, New York, New York
10041; Fitch Ratings, One State Street Plaza, New York, New York 10004. Generally, a rating agency
bases its rating on the information and materials furnished to it and on investigations, studies and

assumptions of its own. -

There is no assurance such ratings will continue for any given period of time or that such ratings
will not be revised downward or withdrawn entirely by the rating agencies, if in the judgment of such
rating agencies, circumstances so warrant. Any such downward revision or withdrawal of such ratings
may have an adverse effect on the market price of the Series 2009A Bonds.

UNDERWRITING

The Series 2009A Bonds are being purchased by Morgan Stanley & Co. Incorporated, as
representative of the Underwriters named on the cover page to this Official Statement (collectively, the
“Underwriters™). The Underwriters have agreed, subject to certain conditions, to purchase the Series
2009A Bonds at a purchase price equal to the original principal amount thereof, plus a net original issue
premium of §$ less underwriters’ compensation in the amount of § . The
Underwriters may offer and sell the Series 2009A Bonds to certain dealers and others at prices lower than
the offering prices. The offering prices may be changed from time to time by the Underwriters.

J.P. Morgan Securities Inc., one of the underwriters of the Series 2009A Bonds, has entered into
an agreement (the “Distribution Agreement™) with UBS Financial Services Inc. for the retail distribution
of certain municipal securities offerings, including the Series 2009A Bonds, at the original issue prices.
Pursuant to the Distribution Agreement, ].P. Morgan Securities Inc. will share a portion of its underwriting
compensation with respect to the Series 2009A Bonds with UBS Financial Services Inc.
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PROFESSIONAL ADVISORS

Montague, DeRose and Assoctates LLC, Walnut Creek, California served as Financial Advisor to
the City with respect to the sale of the Series 2009A Bonds. The Financial Advisor has not undertaken to
make an independent verification or to assume responsibility for the accuracy, completeness, or fairness of
the information contained in this Official Statement.

Camp Dresser & McKee Inc. has served as Feasibility Engineer to the City in connection with the
issuance of the Series 2009A Bonds. A complete copy of the Feasibility Engineer’s Report on the
Engineering and Financial Feasibility Study is attached as Appendix B hereto.

FINANCIAL STATEMENTS

Prior to Fiscal Year 2002-03, the financial statements of the Water Utility Fund were included in
the CAFR of the City and were also available as a separate annual financial report. Subsequently,
financial statements of the Water Utility Fund were included solely as a part of the CAFR of the City,
beginning with the CAFR of the City for Fiscal Year 2002-03. The CAFR of the City for the Fiscal Years
2005-06 and 2006-07 (the “2006 CAFR and 2007 CAFR”) have been audited by Macias, Gini &
Company LLP (the “Independent Auditor™), independent certified public accountants, as stated in their
report. The Independent Auditor has consented to the inclusion of excerpts from its report as Appendix D.

Those portions of the City’s 2006 CAFR and 2007 CAFR relating to the Water Utility Fund,
including all of the City’s basic financial statements for Fiscal Years 2005-06 and 2006-07 audited by
Macias, Gini & Company LLP, are attached hereto as Appendix D. Appendix D also includes the Jetter of
transmittal from the Mayor, required supplementary information with respect to the City’s Pension System
and unaudited statistical information regarding debt service coverage on Parity Obligations. Certain of the
data and information set forth in Appendix D do not pertain to the Water Utility Fund but have been
included in Appendix D for purposes of context. The City’s General Fund does not secure payment of
debt service on the Series 2009A Bonds. The City’s comprehensive financial reports are available in its
entirety on the City's website at http://www sandiego.gov. However, the information presented there is
not part bf this Official Statement, is not incorporated by reference herein and should not be relied upon in
making an investment decision with respect to the Series 2009A Bonds. '

MISCELLANEOUS
This Official Statement has been duly approved, executed and delivered by the Authority.

There are appended to this Official Statement a summary of certain provisions of the principal and
legal documents, portions of the City’s 2006 and 2007 CAFRs, including financial statements of the Water
Utility Fund, the Engineer’s Feasibility Statement, the proposed form of opinion of Bond Counsel, and a
general description of the City and a description of the Book-Entry Only System. The Appendices are
integral parts of this Official Statement and must be read together with all other parts of this Official

Statement.
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This Official Statemnent is not to be construeed as a contract or agreement between the Authority
. and the purchasers or holders of any of the Series 2009A Bonds. Any statements made in this Official
Statement involving matters of opinion, whether or not expressly so stated, are intended merely as an
opinion and not as representations of fact. The information and expressions of opinion herein are subject
to change without notice and neither the delivery of this Official Statement nor any sale made hereunder
shall, under any circumstances, create any implication that there has been no change in the affairs of the

City, the Authority or the Corporation since the date hefeof.

PUBLIC FACILITIES FINANCING AUTHORITY OF
THE CITY OF SAN DIEGO

By:

[Title]
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APPENDIX A
CERTAIN INFORMATION REGARDING THE CITY OF SAN DIEGO AND AREA

‘The information and expressions of opinion set forth herein have been obtained from sources
believed to be reliable, but such information is not guaranteed as te accuracy or completeness.
Statements contained herein which involve estimates, forecasts, or matters of opinion, whether or not
expressly so described herein, are intended solely as such and are not to be construed as
representations of fucts. The information and expressions of opinion hercin are subject to change
without notice, and neither delivery of this Official Statement nor any sale thereafter of the securities
offered hercby shall under any circumstances create any implication that there has been no change in
the affairs of the City or in any other information contained herein since the date of the Official

Statement.

INTRODUCTION

The City of San Diego (the “City™), with a total population of approximately 1.3 million in 2008
and a land area of approximately 342 square miles, is the seventh largest city in the nation and the second
largest city in California. The City is the county seat for the County of San Diego (the “County™):

The City’s population increased by approximately 12.4% between 1999 and 2008, with an

i vl o mpmman md ceneimeee mdales 1L AT hnand s e lnbisam  antiemandéan sahlinkhad Les sln
avliidgl diijiddi dncitdde U aprpuvAniiaivly 10D 01, Uddewd UL PODUIGEIUL WOLLLLIUAAGD PUIDINAW Uy Lilv
California Department of Finance in May 2008. In addition to having a favorable climate, the City offers
a wide range of cultural and recreational services to both residents and visitors. Major components of the
City’s  diversified  economy  include. manufacturing, defense, tourism, agriculture,

biotechnoloev/biosciences, financial and business serves, software and telecommunications.
¥
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ECONOMIC AND DEMOGRAPHIC INFORMATION

Set forth below is certain demographic information regarding the City of San Diego (the
“City”) and the County of San Diego (the “County”). This information is provided for informational
purposes only. The Series 20094 Bonds (us defined in this Official Statement) are not a debt of the
County, the State of California (the “Srtate”), or any of its pelitical subdivisions, and neither the
County, the State nor any of its political subdivisions is liable therecon. The Series 20094 Bonds are
payable from 'System Net Revenues and not from any other funds of the City, including amounts in the
City’s General Fund. See “Security for the Series 20094 Bonds” in this Official Statement.

Population

- The following Table A-1 sets forth annual population figures for the Clty, the Counry and the
State for calendar years 1999 through 2008, )

Table A-1
Population Growth
Calendar Years 1999 through 2008

Calendar City of San Annual County of  Annuai State of Annual

" Year'"® Diego Growth San Diego Growth California Growth

' Rate : Rate Rate
1999 1,186,885 1.9% 2,751,011 . 1.8% 33,140,771 1.5%
2000 1,207,003 1.4 2,801,336 1.8 33,721,583 1.8
2001 1,242,148 2.9 2,865,208 2.3 34,430,970 2.1
<2002 1,256,643 1.2 2,922 758 2.0 35,063,959 1.8 °
2003 1,279,790 1.8 2,975,082 1.8 35,652,700 1.7
2004 1,287,703 0.6 3,011,770 1.2 36,190,342 1.5
2005 1,296,869 0.7 3,038,074 0.9 36,675,346 1.3
2006 1,306,028 0.7 3,065,077 0.9 37,114,598 1.2
2007 1,317,625 0.9 3,100,132 1.1 37,559,440 1.2
2008 1,336,865 1.5 3,146,274 1.5 38,049,462 1.3

Source: | State of California Department of Finance, Demographic Research Unit.
W As of January | of the calendar year.
2  Poputlation figures and respective growth rates reflect revised figures that are benchmarked to base year 2000,
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Employmént

The following Table A-2 sets forth information regarding the size of the labor force, employment
and unemployment rates for the City for calendar years 2003 through 2007,

Table A-2
- Labor Force — Estimated Average Annual Employment and
Unemployment of City of San Diego Civilian Labor Force!"
Calendar Years 2003 through 2007

2003 2004 2005 - 2006 2007

Civilian Labor Force '

City of San Diego , ‘

Employed 621,300 634,000 643,100 651,700 656,900
Unemployed - _ 34,100 31,500 . 29,200 27,000 31,600

Unemployment Rates _

" City 5.2% 4.7% 4.3% " 4.0% 4.6%
County 52 4.7 43 4.0 4.6
California 6.8 6.2 - 54 - 49 5.4
Unitcd States . 6.0 5.5 5.1 4.6 4.6

SOUT’C@: State of Caiifornia l:mplovmem UEVﬂIOmen[ uepanrnen[ Labor Marke: mmrmanon UIVISIOH, and the U.S,
Department of Labor, Burcau of Labor Statistics.

h The revised labor force data are based on a 2007 benchmark.

The State of Califormia Employment Development Department, Labor Market Information
Division, preliminarily estimates that the civilian labor force in the City through the first eight months of
calendar year 2008 was 659,800, leaving approximately 45,300 persons unemployed. Based on such
preliminary estimates, the City’s unemployment rate matched those of the County at 6.4% and was below
the unemployment rate of the State, which was 7.6%. However, the City’s unemployment rate exceeded
that of the United States, which was 6.1% through the first eight months of calendar year 2008.
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The following Table A-3 sets forth estimates of total annual civilian nonagricultural wage and
salary employment by number of employees in each major industry category in the County for calendar
years 2003 through 2007. Annual employment informatioh is not compiled by sector for the City.

Industry Category

Natural Resources & Mining
Construction
Manufacturing

Nondurable Goods

Durable Goods
Transportation, Warehousing &
Utilities
Trade

Wholesale’

Retail
Financial Activities®
Services'”
Government

Federal

State and Local

}

TOTAL NONAGRICULTURAL®

Table A-3
County of San Diego
Wage and Salary Employment

Calendar Years 2003 through 2007%

2003 2004 2005 2006 2007

300 400 400 500 400
80,200 87,700 90,800 92,700 87,200
105,300 104,300 104,500 103,900 102,100
26,500 26,200 25,400 . 25,500 25,000
78,800 78,100 79,100 78,400 77,100
27,300 28,400 28,400 28,700 28,800
182,400 186,800 191,000 193,400 194,200
41,600 41,500 43,600 45,100 45,500
140,800 144,900 147,400 148,300 148,700
79,900 81,900 83,200 83,700 80,400
547,400 556,400 568,700 580,900 593,000
217,300 214,300 215,100 217,900 222,100
40,100 39,700 39,700 40,400 40,800
177.100 174.600 175,400 177.500 181.400
1240100 1260.300 1282000 L30L600 1308.200

Source: State of California Employment Development Department, Labor Market Information Division.

) All figures are based on a March 2007 Benchmark.

2 Includes finance, insurance, and real estate.

) Includes professional and business, information, educational and health, leisure and hospitality and other services.
“ Figures may not add to total due to independent rounding.

Since the industry employment date referenced above is organized by standard industrial
classification codes, employment in the various high tech categories, such as telecommunications,
software and biotechnology may not fall into a single employment section alone. For example, some
telecommunications firms appear in Manufacturing which others appear in Services.
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Taxable Sales

The following Table A-4 sets forth taxable transactions in the City for calendar years 2002
through 2006.

. Table A~4
City of San Diego
Taxable Transactions
Calendar Years 2002 through 2006
(In Thousands)

002 . 2003 2004 2005 2006

Retail Stores

Apparel $ 681,338 § 732,526 $ 785,563 $ 865833 $ 924,301

General Merchandise . 1,926,369 2,040,450 2,142,892 - 2,170,831 2,236,087

Food , 690,819 696,398 741,899 801,351 843,800

Eating and Drinking 1,931,214 - 2,006,425 2,197,430 2,311,013 2,466,681

Home Furnishings and

Appliances 664,607 690,345 728,841 747,339 706,043

Building Materials and

Farm Implements 1.160.915 1.248.903 1,440,726 1.396.894 1.427.987

Auto Dealers and

Supplies 2,033,999 2,138,480 2,213,662 2,228,510 2,132,207

Service Stations 959,059 1,085,386 1,232,354 1,398,512 1,567,032

Other Retail Stores 2,085.876 2,232,817 2.375.353 2,465,882 2,527.653
Total Retail Stores $12,134,196 $12,931,730  $13,858,720 $14,386,165 §14,831,791
All Other Qutlets 4.491.659 4,533,632 4,679,723 5,105,581 5,227,476
TOTAL ALL OUTLETS §16,625.855 $17.465.362 $18.538.443 519491746 $20.059.267

Source: California State Board of Equalization.
A-5
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Tourism

The tourism industry is the County’s third largest industry in terms of business revenue
generation, following manufacturing and the military. The following Table A-5 sets forth total visitor
spending in the County for the calendar years 2003 through 2007.

Table A-5
County of San Diego
Total Visitor Spending
Calendar Years 2003 through 2007
{In Billions)

Calendar Year Amount
2003 $5.33
2004 582
2005% 7.22
20069 7.72
2007% 7.90
Source: San Diego Convention and Visitors Bureau.
m ~ Visitor spending is an estimate of total direct and indirect visitor expenditures as derived from lhe Visitor Activity
Model/Visitor Miafle S.......J pi uyulud Oy CIC Nascar \.«h, . for dhic San Dmsu Coinveintioii and Visiiois Duicaa.
o Figure reflects revised estimate to include Mexican day visitors, non-resident air travelers and conference and

convention planners and exhibitor companies.

The followmg Table A 6 sets forth the City’s transient occupancy tax revenues for Fiscal Years
2002-03 through 2006-07. _

-
Table A-6
City of San Diego
Transient Occupancy Tax
" Fiscal Years 2002-03 through 2006—07
In Thousands

Fiscal Year Amount
2002-03 $105,263
2003-04 113,209
2004-05 120,792
2005-06 - 136,803
2006-079 154,810

Source: Comprehensive audited financial report of the indicated vear, except as otherwise indicated.
" Unaudited.

The City is the focal point for tourism in the County. The Convention Center, approximately 70%
of the County’s hotel and motel rooms, and most of the County’s major tourist attractions, including the
world-renowned San Diego Zoo, the San Diego Wild Animal Park and Sea World, are located in the City.
Other attractions located in the City include the Cabrillo National Monument on Point Loma, the historic
Gaslamp Quarter in the downtown area, the Old Town State Park, Balboa Park and a host of other cultural
and recreational activities.
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In calendar year 2007, there were 9,156,587 airport arrivals and 712,948 Amtrak arrivals in the
County. City average hotel occupancy was 75.2%.

In addition to the many permanent attractions available to visttors, the City has also been host to a
number of major sporting events. The City annually hosts the Buick Invitational, a Professional Golfers’
Association Tour Event played at the world renowned Torrey Pines Golf Course. Torrey Pines, which is
owned and operated by the City of San Diego, also held the U.S. open in 2008. In addition, the City has
annually hosted a pair of post season contests of elite college football teams, the Holiday Bow] since 1978
and the Poinsettia Bowl since 2005.

The San Diego Convention Center has 2.6 million total gross square feet. According to the San

Diego Convention Center Corporation, since opening in 1989, the Convention Center has generated

$16.2 billion in economic benefit for the San Diego regional economy through increased visitor spending,
additional hotel room nights, and new jobs. i

Military

Military and related defense spending is the second largest industry in the County economy, with
only- manufacturing making a larger contribution to the County’s Gross Regional Product. Military
installations include Marine Corps Base Camp Joseph H. Pendieton; the Marmme Corps Recruit Depot
(MCRD); Marine Corps Air Station at Miramar; Naval Air Station Nerth Island; Naval Station San

Diego; and Navai Submarine Base, San Diego.

Military base realignments and closures in the 1990s proved to benefit the County. Despite losing’

the Naval Training Center at Point Loma, the region absorbed military operations from other areas. This
transformation received additional impetus with the relocation to San Diego from Virginia of the Space
and Naval Warfare Systems Command (“SPAWAR”) in 1997, SPAWAR is responsible for the Navy's
acquisition and life-cycle management of communications and warfare systems. SPAWAR employs
nearly 6,400 military, civilian, and on-site contractors in the County and had an operating budget of $5
billion in 2007. The closing of the Long Beach Naval Shipyard also transferred millions of dollars in
shipbuilding and repair contracts to private San Diego companies. Coronado Naval Air Station will is the

homeport to three nuclear-powered aircraft carriers.

A-7
19152.17 031133 POS

CG0380



The following Table A-7 sets forth the military and related defense eﬁpenditures and personnel in
the City for the federal Fiscal Years ended September 30, 2002 through September 30, 2006.

Tabie A-7
City of San Diego™
Total Defense Expenditure and Personnel
Federal Fiscal Years 2001-02 through 2005-06

Expenditures (In Thousands) ‘ Militarv & Civilian Personnel

Fiscal Payroll Grants/ Active Duty

Year Outlavs®? Contracts Total . Military Civilian Total
2001-02 $2,961,646 $3,752,107  $6,713,753 22,568 12,351 . 34,919
2002-03 3,180,150 4,159,879 7,340,029 22.263 12,055 34,318
2003-04 3,456,175 3,898,720 7,354,895 17,801 12,934 30,735
2004-05% 3,537,765 4336,712 7,874,477 45,899 11,758 57,657
2005-06% 3,248,103 4,363,867 . 7,611,970 o 43292 6,184 49,476
Source: Department of Defense, Statistical Information Analysis Division Work Force Publications
m Does not include Miramar Naval Air Station.
) Military & Civilian, :

& 2005 and 2006 personnel figures include Navy/Marine Corps militarv personnel afloat. 2001 -2004 personnel figuras

_ only account for Navy/Marine Corps shore-based personnel.  Also, 2005 figures on grants and contracts reflect all
grants and contracts for that fiscal year while the 2002-2004 figures only reflect contracts with obligations exceeding
$25,000. .

International Trade

The following Table A-8 sets forth the valuation of exports originating in the San Diego Customs
District for the calendar years 2003 through 2007.

Table A-8
Valaation of Exports
Originating in San Diego Customs District"
Calendar Years 2003 through 2007
(In Millions)

Calendar Year Amount
2003 $12,721
2004 T 14,049
2005 - 14,990
2006 15,980
2007 16,002

Source: RAND California, Business and Economic Statistics and US Census Bureau Foreign Trade Statistics, .
M The San Diego Customs District includes the ports of San Diega. Andrade, Caiexico, San Ysidro, Tecate, Qlay Mesa Station,
and Calexico-East.
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Top Ten Principal Employers

The following Table A-9 sets forth the top 10 principal employers in the City of San Diego as of
June 30, 2007.

Table A-9
City of San Diego
Top Ten Principal Employers
Fiscal Year-End 2007"

(Unaudited)
Percentage of
. Number of Total
Emplover Emplovees  Emplovment®
United States Navy™ . 71,423 10.54%
Science Applications International Corp 44,000 6.49
San Diego County™ 17,040 - 2.51
_ San Diego Unified School DlStI‘lC[(S) 15,800 2.33
Scripps Health ‘ 11,000 1.62
City of San Diego® : 10,685 1.58
Sempra Energy 5,600 0.83
" Solar Turbines i © 5,500 0.81
Kaiser Permanente 4,992 0.74
San Diego County Community College District 4.778 _0.71
TOTAL TOP EMPLOYERS 190,818 28.16%

Source 2006-07 CAFR unaudited statistical
Past data going back to fiscal year-end 1998 is not available for a [0 year comparison.

m Percentage based on total employment of 677,700 provided by the State of California’s Employment
Development Department Labor Force Data.

B Employee count includes Navy personnel only (civilian/military).

“ Employee count is county-wide.

) Employee count is district-wide,

) Employee count is provided by the City of San Diego, Office of the Comptrolier - Payroll Division
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Personal Income

The following Table A-10 sets forth the per capita personal income in the County and the State
for years 2003 through 2007.

Table A-10
Per Capita Personal Income

2003-2007

Year Countv of San California
Diego

20030 $35,676 : $33,554
2004 38,452 35,440
2005" 40,383 - 37462
2006 42,801 . 39,626
20079 44,832 41,571

Source: U.S, Department of Commerce, Bureau of Economic Analysis.
i Fiscal Year 2002-03 through Fiscal Year 2005-06 data reflects population estimates available as of April 2008,
e Fiscal Year 2006-07 county and state data are preliminary, based on estimales released on August 7, 2008 and March 26,

2008, respectively.
Property Value and Construction

The following Table A-11 sets forth total City assessed value, building permit valuations and the
number of new construction permits issued in the City for Fiscal Years 2003-04 through 2007-08. The
valuation of commercial permits includes both private, commemal construction and publicly funded,

non-tax generating projects.

The San Diego County residential real estate market has continued to decline since hitting its
peak in 2005. The subprime mortgage crisis and the resulting dramatic increase in the number or
foreclosures have contributed to this downtum

Table A-11
City of San Diego
Property Value and Construction
Fiscal Years 2003-04 through 2007-08

Construction Permits Issued

. Commercial Residential

Fiscal Assessed Number of Number of

Year Valye!' Units Value” Units Value'”
2003-04 $1 14,853,720 2,543 $717,693 5,882 $1,227,388
2004-05 125,550,046 2,516 641 857 6,603 1,321,526
2005-06 142,010,987 2,562 953,714 4,550 ) 1,006,375
2006-07 158,286,234 2,543 670,497 3,907 820,581
2007-08 172,990,395 : 2,567 _ 724,811 839 674,315

Source: County of San Diego Report ID VAL File-0! PSVVP7/California Municipal Statistics, Inc.; and Development
Services Department, City of San Diego.

t Net all other cxempnons except homeowners” exemption which is reimbursed by the State of Ca]nfom:a

2 Amounts expressed in thousands.
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According the County Assessor’s Office, there has been an increase in the number of foreclosures
and notices of loan default issued in San Diego County in the first seven months of calendar year 2008,
relative to the first seven months of calendar year 2007. For the three calendar years from 2004 through
2006, an average 16.2% of notices of loan defaults resulted in foreclosures. This percentage increased to
26.00% in 2007 and 49.29% through July 2008. In 2007 an average of 4.73% of total deeds recorded
were followed by foreclosures. This percentage increased to 16.59% through July 2008, However,
annualized based on activity during the first six months of 2008, countywide foreclosure activity
represents only 1.6% of the approximate 1.14 million county housing units. Any reduction in the
revenues to be received by the City as a result of the residential foreclosure activity is expected to affect
the City’s General Fund, not the Water Utility Fund. '

The following Table A-12 sets forth foreclosure activity in the County for the calendar years
2004 through 2008.

Table A-12
County of San Diego
Foreclosure Activity
Calendar Years 2004 through 2008

Total number

of " % of Total
Lvalengar year FOreclosures Hnousing vunis: - nouasming Unirs
2004 553 1,093,198 0.00%
2005 559 . 1,107,985 0.00
2006 2,065 1,118,283 0.18
2007 8,417 1,131,749 0.74
20089 13,757 1,140,349 0.8]

Source: County of San Diego, Assessor’s Records; and SANDAG.
(:] As of January 1 of the indicated year.
s Cumulative total as of August 2008,
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. APPENDIX B
REPORT ON THE ENGINEERING AND FINANCIAL FEASIBILITY STUDY

{See attached.)
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