
EXHIBIT A 

[FORM OF BOND] 

No. R-l 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 Califomia joint exercise of powers authority, duly organized and validly existing 
under and pursuant to the laws of the State of Califomia (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 Tmstee to the Owner of 
this Bond as ofthe applicable Record Date at the address shown on the books required to be kept 
by the Tmstee 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 tmstee (the "Tmstee") (copies of which are on file at the office ofthe Secretary 
ofthe Authority and at the Corporate Tmst Office ofthe Tmstee). 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 constmcting and improving 
the Water System ofthe City and to prepay or redeem certain outstanding obligations ofthe 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 January 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 installment payments are classified as Subordinated Obligations under the Agreement and 
thus are subordinate in right of payment to Parity Obligations ofthe 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 ofthe Indenture by a 
pledge ofthe Revenues, which Revenues shall be held in tmst 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 ofthe 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 ofthe Authority, the City or ofthe State ofCalifomia and neither the faith and credit of 
the Authority, the City nor ofthe State of California are pledged to the payment ofthe principal 
ofor 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 ofthis Bond, by acceptance hereof, 
agrees and consents. The Owner shall have recourse to all ofthe provisions ofthe Indenture and 
shall be bound by all ofthe 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 ofthe Authority, the Trustee and 
the Owner of this Bond, including restrictions on the rights of the Owner to bring suit. 
Definitions given or refened 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 Tmstee. 
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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 Tmstee and duly 
issued, the valid, binding and legal limited obligation ofthe 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 ofthe 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 ofthe 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 Tmstee 

By: 
Authorized Officer 
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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 N2 

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 "Tmstee"), the City of San Diego (the "City"), on 
behalf of the Authority, instmcts 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 ofthe Public Facilities Financing Authority ofthe City of San 
Diego [Subordinated] water Revenue 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 ofthe 
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 ofa 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 I 

PURPOSE PAYEE AMOUNT 
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EXHIBIT C 

TRUSTEE'S FEE LETTER 

May 30, 2008 (Revised 09.15.08) 

707 Wilshire Blvd 
!7lh Floor 

Los Angeles, CA 90017 
213-6140351 - l 
213-614-3355-f 

j oh n.d cler a yftttwcl I sfargo.com 

W E I X S 
FARGO 

Ms. Anne Neumayr 
Montague, DeRose and Associates 
2801 Townsgate Road, Suite 221 
Westlake Village, CA 91361 
neumavrfS.m ontaguederose.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 senices 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 Senice and the highest credit rating given to a U.S. 
bank, "AAA," from Standard & Poor's Ratings Senices. 

Since our entrance into the California marketplace in April 1999, Wells Fa rgo has 
redefined the way trust services are viewed by California entities. Once considered just a 
commodity, Wells Fargo has proven that t rust 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 ofthe RFP, we take no exceptions 
to the City's request for proposals to provide trustee and escrow agent senices. 
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We are very interested in working with you on this and other financings, as I hope our response indicates. 
If you have any questions or need any additional information, please do not hesitate to contact me at (213) 
614-3351. Thank you again for considering Wells Fargo Corporate Trust. 

Sincerely, 

Jfthn Deleray Y 
Nice President " 
Director of CA Sales & Marketing 
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Response to Request for Proposal 

Minimum Capital Requirement: 

Wells Fargo is a qualified Trustee and Escrow Agent as per Section III, Paragraph I ofthe RFP. 

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

yipleaseldlscioserany.current[plansitoimerge^seH'ybur.Ltrusl services aivisiDnf-or^assIgn trust?accountslto 
grpwtnjo^oii 
'i «ii«i. HTOIRI n rUTt 

coiporate/munlcipalS 

Wells Fargo is very committed to the Califomia public fmance 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 senices for over 2,200 Califomia 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 Value. 

Above and beyond the public finance marketplace. Wells Fargo Bank believes in being a good corporate 
citizen with the communities we sene. 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 occasionally, we evaluate the purchase of an existing book of business from a tmstee exiling 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 trustee ranking year after year. At this 
time, we are not aware ofany plans of growth or contraction that would cause an impact on our ability to 
provide superior customer senice 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. 

Wells Fargo Corporate Trust Senices is a cornerstone division of Wells Fargo Bank, N.A. We are one of 
the nation's leading corporate trust organizations having sened the securities markets since 1934. 
Presently, we have 32 Corporate Trust offices throughout the Unites Slates. 

Our model of account team management assigned to specific accounts is the basis, for superior customer 
senice. The Primary Relationship Manager has overall responsibility to administer the accounts, 
negotiate the financing documents, direci the account set-up, monitor the day-to-day administration ofthe 
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accounts, and assisi with customer inquiries. The Secondary Relationship Manager will be available as 
a backup lo the Primary Relationship Manager. 
The Relationship Specialist handles the daily account processing, 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 ofthe 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 ofOxnard, 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 Tmst experience). Together, Rob, Jane and Kathy form an 
outstanding Account Team capable of working on any type of bond issue - regardless of complexity. 

Primary 
Relationship Manager 

Relationship^ 
Specialist 

Secondary 
Relationship Manager 

Rob Schneider 
707 Wilshire Blvd, 

17"'Floor 
Los Angeles, CA 

90017 
Phone:213-614-3353 

Fax:213-614-3355 
Robert.SchneiderfS),wellsfartzo.com 

Jane Thang 
707 Wilshire Blvd, 

17"'Floor 
Los Angeles, CA 

90017 
Phone:.213-614-5464 
Fax:213-614-3355 

Jane.T.Thane(S).wellsfar20.com 

Kathryn Valdivia 
707 Wilshire Blvd, 

l?"1 Floor 
Los Angeles, CA 

90017 
Phone; 213-614-3350 
Fax:213-614-3355 

Kathrvne.M.Valdivia(Shvellsfareo.coin 

The City cunently 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 managers to 
create new tools for delivery ofthe best senice 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 fonnats. 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 monlhs. 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 informaiion on a daily, weekly, br 
monthly basis. Various flexible and customizable reporting options are availabie to export into Microsoft 
Excel™ for easy integration with our clients' in-house systems. Specific features include: 

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

• Asset reporting for any previous valuation cycle, on the account(s) selected. Asset reports include 
asset position lists, unrealized 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 tp view sample reports. 
https://wellsoffice.wellsfargo.com/ceo public/product_demos/demo_portal/index'.isp 

Also Available: 

Trust Information Delivery (TID): This option provides you with instant web-based access to your 
financial and investment perfonnance 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 
nolification 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 accounl number, report lype, or repori or processing date. 
Currently, up to 3 months of history can be stored online. For longer retention, the entire report, or jusl 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 formal, we have the 
future means lo do this. By way of background, we entered into initial discussions with Mike Frattali and 
others in January in order lo determine the City's systems requirements and how to meet them. 
Subsequently we detennined that our System Programmers could develop and test a formal and delivery 
system for the MT940 format. There would be time and expense to accomplish this and we stand ready lo 
work closely with the City and their external SAP consultant. Any system/format created would also be 
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applicable lo the City of San Diego Bonds already under our (Rob Schneiders) 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 
Cucamonga, 

San Bernardino County 

Ms. Ingrid Bruce, 
GIS/Special District 

Supervisor 
909.477.2700 x2567 

City o fOxnard , 
San Buenaventura County 

Mike More, 
Financial Services Manager 

805-385-7480 

City of Palm Desert , 
Riverside Coun ty 

Thomas Jeffrey, 
Investment Manager 

760-776-6383 

^SUsirib'theTatech'ed iTfustee 

m ^?xa^apjonicounsel,expenses;and ilndicate ithe flrmjyouilntend ito EutillzeasitrusteetcounselS 

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

ischedule outlined }bei6w:&j&W: 

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

i'yHlRieas^pfbvide.mcertificafion 
s«^&ieiperson,signingithe;propDsai _ - - - „ . - . - , , 

Wells Fargo Corporate Trust Services certifies that all information submitled as part of the proposal is 
true and correct and that John Deleray as signer ofthe 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 ofthe City of San Diego 
[Subordinated] Water Revenue Bonds, Refunding Series 2009A 

Trustee and Escrow Agent Bid Form 

Firm Information 
Firm Name and Address: 

Wells Fargo Bank, N.A. 
707 Wilshire Blvd - 17th Floor 

Los Angeles, CA 90017 
Contact Person (Name and Title): 

John Deleray 
Vice President 

Telephone Number: 
213.614.3351 

Fax Number: 
213.614.3355 

E-Mail: 
John.delerav(5)wellsfarqo.com 

Legal Counsel 
Firm Name and Address: 

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

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

Telephone Number: 
612.667.5256 

Fax Number: 
612.316.0805 

E-Mail: 
James. D.LoushintSJwellsfarqo. com 

Upfront Fees Annual Fees* 
Acceptance Fee: Administrative Fee: 

%1,ZUU.UU 5*1,000.00 
Registration Fee: 

Not Applicable 
Transaction Costs (please detail): 

inc luded 
Annual Escrow Agent Fee: 

$500.0 
0 

Legal Counsel (not-to-exceed): 
$300.00 

Other Fees (if any): 
INVESTMENT AGREEMENT'"!! 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 Agreemenl 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: 
$1,800.00 

*Note: The City requires that all ongoing fees he 
set at a not-to-exceed price for the life ofthe issue. 

Estimated Total Up-Front Fees: 
$3,000.00 

Date May 30, 2008 
(Revised 09.15.08) 

Name John Deleray 
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Title Vice President Signature (U. y 
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Public Facilities Financing Authority ofthe City of San Diego 
ISubordinatedl Water Revenue Bonds, [Refunding) Series 2009B 

Trustee and Escrow Agent Bid Form 

F i r m In fo rma t ion 
Firm Name and Address: 

Wells Fargo Bank, N.A. 
707 Wilshire Blvd - 17 th Floor 

Los Angeles, CA 90017 
Contact Person (Name and Title): 

John Deleray 
Vice President 

Telephone Number: 
213.614.3351 

Fax Number: 

213.614.3355 
E-Mail: 

John.delerav@wellsfarqo.com 

Legal Counsel 
Firm Name and Address: 

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

Contact Person (Name and Title): 

Jim Loushin, Esq. 
internal Counsel 

Telephone Number: 

612.667.5256 
Fax Number: 

612.316.0805 
E-Mail: 

James. D.Loushin(a)weIlsfa rqo.com 

Upf ron t Fees 
Acceptance Fee: 

$500.00 per addit ional series 

Registration Fee: 

Not Applicable 
Annual Escrow Agent Fee: 

$500.0 
0 

Legal Counsel (not-to-exceed): 

$300.00 

Out of Pocket Expenses (not-to-exceed): 

At cost and upon direction 

Estimated Total Up-Front Fees: 

$1,500.00 

Annua l Fees* 
Administrative Fee; 

$1,000.00 per addi t ional series 

Transaction Costs (please detail): 

Included 

Other Fees (if any): 
INVESTMENT AGREEMENT—lf aDDlicable. 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 

Estimated Tolal Annual Fees: 

$1,000.00 

*Note: The City requires that a l l ongoing fees be 
set at a not-to-exceed pr ice f o r the life o f the issue. 

Date May 30, 2008 
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(Revised 09.15.08) 

Title Vice President Signature f , 
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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 

Document 

2009B First 
Supplemental 
Indenture of 

Trust 

Page 
No.(s) 

Cover, 
throughout 
document 

1 

2 

3 

4 

Outstanding Items 

• Date of document; Par 
Amount 

• [Subordinated] versus 
[Parity] Obligations 

• Date of document; Par 
amount and outstanding par 
amount (ofthe 1998 Parity 
Obligations); date the Parity 
Obligations were executed 

• Principal Amounts for 
2009A and 2009B Bonds 

•Date ofthe 2009B 
Supplement to MIPA; 

• Date for the initial delivery 
ofthe 2009B Bonds; 
definition for the term 
Representative 

• Determination of Resene 
Fund 
•Amount ofthe 2009B 
Reserve Requirement 
•Date ofthe 2009B 
Supplement 
• Definition of 
"Underwriters" 

Responsible 
Party 

City and 
Underwriter 

City and 
Underwriter to 
detennine whether 
any 1998 Parity 
Obligations will be 

r* i i 

Gity and 
Underwriter 

City and. 
Underwriter 

City and 
Undewriter 

Expected 
Availability 

Prior to pricing the 
2009B Bonds 

At or prior to 
pricing the 2009B 
Bonds 

1BD, at or pnor to 
pricing the 2009B 
Bonds 

TBD, at or prior to 
pricing the 2009B 
Bonds 

TBD, at or prior to 
pricing the 2009B 
Bonds 

Completed 

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

Trust (cont'd) 

5 

6 

. 8 

Exhibit A 
Form of the 

2009B 
Bond 

A-2 

A-3 

A-5, A-6 

• Principal Amount; 
Maturity Schedule for 2009B 
Bonds; Date Bonds will 
mature and date of optional 
redemption 

•Par Amount of 2009B 
Bonds 

• Date and Par Amount 

• Amounts ofthe Costs of 
Issuance, Reserve Account 
Deposit (2009B Reserve 
Requirement), Transfers for 
the Refunding of 1998 Parity 
Obligations, if applicable; 
Redemption Fund for 2008A 
Subordinate Notes and 
Prepayment Date, and the 
Acquisition Fund Deposit. 

• Signatures ofthe Authority 
Chair or Vice-Chair; Trustee 

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

• Principal Amount ofthe 
bond, date of Indenture and 
Amended and Restated 
Master Installment Purchase 
Agreement Supplement 

• Optional Redemption Date 

• Signatures ofthe Authority 
Chair or Vice-Chair, 
Secretary; Trustee, date 
when Trustee signs. 

City and 
Underwriter 

Underwriter and 
the City 

Authority, Trustee 

City and 
Underwriter 

Underwriter 

Underwriter 

Authority Chair or 
Vice-Chair, 
Authority 
Secretary and 
Trustee 

TBD, at or prior to 
pricing the 2009B 
Bonds 

TBD, at or prior to 
pricing the 2009B 
Bonds 

TBD, 2009B 
Preclosing 

TBD, 2009B 
Pricing/Preclosing 

TBD, 2009B 
Pri cing/Preclosing 

TBD, 2009B 
Pricing/Preclosing 

TBD 2009B 
Preclosing 

70394378.4 - 2 - 000218 



FIRST SUPPLEMENTAL INDENTURE OF TRUST 

dated as of 
, 2009 

Supplementing that certain 

INDENTURE OF TRUST 

dated as of January 1, 2009 

by and between 

PUBLIC FACUITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO 

and 

WELLS FARGO BANK, NATIONAL ASSOCIATION 
as Trustee 

70379453.6 

respecting 

$ 

Public Facilities Financing Authority ofthe City of San Diego 
[Subordinated] Water Revenue Bonds, Series 2009B 

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

000219 



TABLE OF CONTENTS 
Page • to" 

Part 1. Definitions....: 2 

Part 2. Supplemental Provisions : 4 

Part 3. Ratification of Original Indenture 6 

Part 4. Severability of Invalid Provisions 7 

Part 5. Articles and Section Headings and References 7 

Part 6. Execution in Several Counterparts 7 

Part 7. Governing Law '. 7 

EXECUTION 8 

EXHIBIT A (Form of Bond) 

70379453.6 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 ofthe State ofCalifomia (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"); 

W I T N E S S E T H : 

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 previously authorized the execution and delivery of $ 

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 ofthe 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 ofthe 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 Parity Obligations] and the 
prepayment ofthe 2008A Subordinated Notes; 

WHEREAS, in connection therewith, 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 2009B (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 ofthe principal thereof 
and ihe premium (ii any) and uitci'cst thereon, the Autiionty and the Trustee wisii to enter mto 
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 is 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 Original Indenture shall be 
modified to read in their entirety as follows: 

Bond or Bonds; 2009A Bonds; 2009B Bonds 

The terms "Bond or Bonds" means any ofthe bonds issued and hereunder by the 
Authority, including any Additional Bonds; the term "2009A Bonds" means 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); 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 ofCompletion 

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 ofthe 2009B 
Bonds have been acquired, constructed, installed and improved and that all Acquisition 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 ofthe 
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 following meanings, which are 
hereby added to Section 1.01 ofthe Original Indenture. 

2009B Closing Date 

The term "2009B Closing Date" means _, 2009, the date of initial delivery 
ofthe 2009B Bonds. 

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 
mainlained 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 lerm "Representative" means , as representative of the 
several Underwriters ofthe 2009B Bonds. 

|2009B Reserve Accountl 

[The term "2009B Reserve Account" means the account established within the 
Resene 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 ofthe Code) ofthe 2009B Bonds; (ii) 125% of 
average annual debt sen'ice 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 ofthe City, may request the Trustee to recalculate and reduce the 2009B 
Reserve Requirement, whereupon any excess in the 2009B Resene 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, , 
and 

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 ofthe 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 
perfonned in due time, form and manner as required by law, and the Authority is 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 2009B Bonds. Unless specifically set forth below, the 
terms and provisions ofthe Original Indenture applicable to the 2009A Bonds shall apply equally 
to the 2009B Bonds. 

(A) Designation of 2009B Bonds. The 2009B Bonds to be issued by the 
Authority under and subject to the Bond Law and the terms ofthis 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 ofthe Water Utility Fund)," and shall be issued in the'original 
aggregate principal amount of $ • . 

(B) Maturity Schedule for 2009B Bonds. The 2009B Bonds shall be issued in 
fully registered form without coupons in denominations of S5,000 or any integral multiple 
thereof, provided that no 2009B Bond shall have more than one maturity date. The 2009B 
Bonds shall be dated their date of delivery, and shall mature on August 1 in each ofthe years and 
in the amounts and shall bear interest at the rates, as follows: 

Maturity Date Principal 
(August 1) Amounl Interest Rate 

(C) Optional Redemption of2009B 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 ofthe Authority, exercised at the requesl ofthe 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 2009B 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 Deiiverv of 2009B Bonds. At any time after the 
execution and delivery ofthis 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 $ . 

70379453.6 000225 



Section 13.4. Application of Proceeds of 2009B Bonds. The net proceeds 
received from the sale ofthe 2009B Bonds shall be deposited in trust with the Trustee, who shall 
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 cunent refunding ofthe 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 ofthe 2008A Subordinated Notes in full on , 2009; and 

(e)- 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 2009B 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 Tmstee shall deposit the 2009B Reserve Requirement into the 2009B Reserve Fund.] 

Section 13.6. Acquisition of 2009B Components; Completion Date. The 
Authority hereby appoints the City as its agent for the acquisition and constmction ofthe 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 ofCompletion with the Tmstee. 

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 ofthe 2009B Bonds. 

Part 3. Ratification of Original Indenture. Except insofar as herein otherwise 
expressly provided, all the definitions, provisions, terms and conditions ofthe Original Indenture 
shall be deemed to be incorporated in and made a part ofthis First Supplement; and the Original 
Indenture, as amended and supplemented including by this First Supplement, is in all respects 
ratified and confinned, and the Original Indenture and this First Supplement shall hereafter be 
read, taken and considered as one and the same instmment; 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 constmed 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 inespective of the fact that any one or more Sections, 
paragraphs, sentences, clauses or phrases ofthis 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, constmction 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 Supplement as a whole. 

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 
Tmstee shall preserve undestroyed, shall together constitute but one and the same instmment. 

Part 7. Governing Law. This First Supplement shall be governed by the laws 
ofthe State ofCalifomia applicable to contracts made and performed in such State. 
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IN WITNESS WHEREOF, the Authority and the Tmstee have caused this First 
Supplement to be executed by their duly authorized officers, all as ofthe 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 Tmstee 

By:_ 
Authorized 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. ***$ * * * 

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

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

INTEREST RATE: 

% 

MATURITY DATE: 

August 1, 

DATED DATE: 

,2009 

CUSIP: 

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 Califomia (the 
"Authority") for value received, hereby promises to pay (but only out ofthe 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 ofthe United States 
of America; and to pay interest thereon in like lawful money from the Interest Payment Date next 
preceding the date of authentication ofthis Bond (unless this Bond is authenticated as ofa day 
during the period commencing after the fifteenth day ofthe 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 1 and Febmary 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, Califomia (together with any successor tmstee under the Indenture 
referred to below, the "Tmstee"). Interest hereon is payable by check oflhe Trustee mailed on 
each Interest Payment Date to the Registered Owner as ofthe fifteenth (15th) day ofthe month 
preceding each Interest Payment Date at the address shown on the registration books maintained 
by the Tmstee; provided however, that payment of interest will be made by wire transfer in 
immediately available funds to an accounl 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 
instmctions to the Tmstee before the fifteenth day ofthe 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 ofthis 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 Califomia, and that the amount of this Bond, 
together with all other indebtedness ofthe Authority, does not exceed any limit prescribed by the 
Bond Law or by the Constitution and laws ofthe State ofCalifomia, and is not in excess ofthe 
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 Tmstee. 

This Bond is one ofa duly authorized issue of bonds ofthe 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) ofthe Califomia Govemmenl Code (the "Bond Law"), 
and issued pursuant to an Indenture of Tmst. 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 
ofthe Tmstee) and all indentures supplemental thereto and to the Bond Law for a description of 
the rights thereunder ofthe owners ofthe Bonds, ofthe nature and extent ofthe security, ofthe 
rights, duties and immunities of the Tmstee and of the rights and obligations of the Authority 
thereunder. The Registered Owner ofthis Bond, by acceptance hereof, assents and agrees to ail 
the provisions ofthe Indenture. 

The Bonds have been issued by the Authority to aid in financing [and refinancing] ofthe 
acquisition, construction, installation and improvement of certain facilities (the "Project") 
relating to the Water System ofthe 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 Installment Payments to be made by the City under the 
Installment 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 ofthe 
Indenture permitting the application thereof for the purposes and on the terms and conditions set 
forth in the Indenture. The Bonds are special obligations ofthe Authority and are not a lien or 
charge upon the funds or property ofthe Authority, except to the extent ofthe aforesaid pledge 
and assignment. 

The 2009B Bonds maturing on or after August 1, 20 , shall be subject to redemption 
prior to their scheduled maturities, on or after August I, 20 , at the option ofthe Authority, 
exercised at the request ofthe City, as a whole or in part on any date, from funds derived by the 
Authority from any source, at par, plus interest accmed 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 accmed thereon to the date fixed for 
redemption, without premium.] 

The Tmstee on behalf and at the expense ofthe Authority shall mail (by first class mail) 
notice ofany redemption to: (i) the respective Owners ofany 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 accme 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 tmst office ofthe Tmstee, for a like aggregate principal amount of 
Bonds of other authorized denominations ofthe same maturity. 

The Tmstee has no obligation or liability to the Registered Owners to make payments of 
principal ofor interest on the Bonds, except from amounts on deposit for such puiposes 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 Tmst and, to the 
extent provided in the Indenture of Tmst, 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 attomey 
duly authorized in writing, at said corporate tmst office ofthe Tmstee, but only in the manner, 
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subject to the limitations provided in the Indenture, and upon sunender and cancellation ofthis 
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 ofthe Tmstee 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 (a) extend the maturity of or reduce the interest rate on any 
Bond or otherwise alter or impair the obligation ofthe 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 ofthe rights or obligations ofthe Trustee, all 
as more fully set forth in the Indenture. 

The Auihoriiy and the Trustee may treat the Registered Owner hereof as the absolute 
owner hereof for all purposes and the Authority and the Tmstee shall not be affected by any 
notice to the contrary. 

Neither the faith and credit nor the taxing power ofthe Authority, the City of San Diego 
(the "City"), the State ofCalifomia 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 ofthe City, any officer ofthe Authority, or any person 
executing this Bond. 
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IN WITNESS WHEREOF, the Public Facilities Financing Authority ofthe 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 ofthe 
Issue Date stated above. 

PUBLIC FACILITIES FINANCING 
AUTHORITY OF THE CITY OF SAN DIEGO 

By_ 
Chair or Vice-Chair 

Attest: 

Secretary 
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TRUSTEE'S CERTIFICATE OF AUTHENTICATION 

This is one ofthe Bonds described in the within-mentioned Indenture. 

Dated: , 2009 

WELLS FARGO BANK, NATIONAL 
ASSOCIATION, as Tmstee 

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 ofthe Tmstee with full power of substitution in the premises. 

Dated: 

Signature Guaranteed: 

Note: Signature(s) musl be guaranteed by Note: The signature(s) on this Assignment 
a qualified guarantor. must correspond with the name(s) as 

written on the face ofthe within Bond in 
every particular withoul alteration or 
enlargement or any change whatsoever. 
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PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN D I E G O 
[SUBORDINATED] WATER REVENUE BONDS, SERIES 2009B 

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

Log of Outstanding Items as of October 3, 2008 

Continuing Disclosure Certificate 
for the Series 2009B Bonds 

Page Outstanding Items 
Responsible 

Party Expected Availability 

Form of Continuing 
Disclosure Certificate/1 

As of Dates of Bond 
Documents 

City; FA; UW To be completed at Pricing of 
Series 2009B Bonds; based on 
anticipated closing date for the 
Series 2009B Bonds. 

Form of Continuing 
Disclosure Certificate/1 

Principal Amount City; FA; UW To be completed at Pricing of 
Series 2009B Bonds. 

Disclosure Certificate/1 
V ! > i l , VJ 

2009B Bonds. 

Form of Continuing 
Disclosure Cenificate/8 

Name of signatories City To be detennined prior to 
execution of bond documents. 

Form of Continuing 
Disclosure 
Certificate/Exhibit A 

Date of issuance of Series 
2009B Bonds 

City; FA; UW Dated date of Pricing of Series 
2009B Bonds. 

Form of Continuing 
Disclosure 
Certificate/Exhibit A 

Remainder of form of notice to Not Applicable Form to be completed at the time 
repositories of failure to file of reporting ofa failure to file, if 
annual report any. Form will remain blank 

through posting. 
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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 ofthe 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 "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 tmstee. The proceeds 
ofthe Series 2009B Bonds are being used to prepay a portion ofthe 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 ofthe Rule, as defined herein), covenants and agrees as 
follows: 

Section 1. Purpose ofthe Disclosure Certificate. This Disclosure Certificate is 
being executed and delivered by the City for the benefit ofthe 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 this Section, the following capitalized terms shall have the following meanings: 

"Annual Report" shall mean any Annual Report provided by the City pursuant to, 
and as described in. Sections 3 and 4 ofthis 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 filed with the City and the Tmstee 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 ofthe 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 2009B 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 ofthe Series 
2009B Bonds. 

"Repository" shall mean each National Repository and each State Repository, if 
any. 

"Rule" shall mean Rule 15c2-l 2(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 Califomia 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 is 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 30lh), commencing with the report for the 2007-08 Fiscal Year (each, a "Filing Date"), 
provide to each Repository an Annual Report which is consistent with the requiremenls 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 Repori 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 ofthe Annual Report, and later than the Filing Date for the filing of 
the Annual Report, ifnot 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 ofthe 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: 

(i) determine each year prior to the Filing Date the name and address 
ofeach 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 
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been provided pursuant to this Disclosure Certificate, stating the date it was provided and listing 
all the Repositories to which it was provided. 

Section 4. Content of Annual Reports. The City's Annual Report shall contain 
or incorporate 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 govemmental entities from time to time by the Govemmental 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 infonnation contained in Table 1 (entitled 
"Historical Number of Retail Connections to Water System") of the Official Statement for the 
most recently completed fiscal year; 

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

(iii) 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 update ofthe 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 Constmction") ofthe Official Statement for the 
most recently completed fiscal year; 

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

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

(vii) An update of the information contained in Table 12 (entitled 
"Water Customer Accounts Receivable and Shut-Offs by Fiscal Year") ofthe 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 Sen'ice Revenues") ofthe 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 Senice Coverage") of the Official Statement for the most recently completed 
fiscal year; 

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

(xii) An update ofthe informaiion 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") ofthe 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 Department 
Retiree Health Contribution") ofthe Official Statement for the most recently completed fiscal 
year; and 

(xvi) An update of the information contained in the Official Statement 
under the heading "Water System Financial Operations - Labor Relations - Generai" for the 
most recently completed fiscal year. 

Any or all ofthe 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 submitted 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 ofthis 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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difficulties. 

difficulties. 

(i) Principal and interest payment delinquencies. 

(ii) Non-payment related defaults. 

(iii) Unscheduled draws ori debt service reserves reflecting financial 

(iv) Unscheduled draws on credit enhancements reflecting financial 

(v) Substitution of credit or liquidity providers, or their failure to 
perform. 

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

(vii) Modifications to rights of Bondholders. 

(viii) Contingent or unscheduled Bond calls. 

(ix) Defeasances. 

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

(xi) Rating changes: 

(b) Whenever the City obtains knowledge ofthe occurrence ofa 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 ofthe occurrence ofa 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) ofthe underlying event is given to holders of affected Bonds pursuant to the 
Indenture. 

(d) If the Dissemination Agent has been instmcted by the City to report the 
occunence of a Listed Event, the Tmstee shall file a notice of such occunence 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) ofthe underlying event is given to the holders of affected Bonds pursuant to 
the Indenture. 

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 2009B Bonds. If such termination occurs prior to the fmal 
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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 Tmstee. 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 infonnation for transmission to 
such National Repository or State Repository, to the extent permitted by the SEC or SEC staffer 
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 been revoked, from the SHC 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 ofthis 
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 ofthe 
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 ofthe 
Rule at the time ofthe primary offering ofthe Series 2009B Bonds, after taking into account any 
amendments or interpretations ofthe Rule, as well as any change in circumstances; and 

(c) the proposed amendment or waiver either (i) is approved by holders ofthe 
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 impair the interests ofthe holders or beneficial owners ofthe Series 2009B 
Bonds. 
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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 year 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 ofthe 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 ofthe 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 Repositories 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 ofa 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 ofa Listed Event. 

Section 10. Default. In the event of a failure of the City to comply with any 
provision ofthis 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 ofany failure ofthe 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 perfonnance of its duties hereunder. The Dissemination Agent 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 ofany kind whatsoever related to or arising from any breach ofany obligation 
of the Dissemination Agent. The obligations of the City under this Section shall survive 
resignation or removal ofthe Dissemination Agent and payment ofthe 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 ofthe Series 2009B Bonds, and shall create no rights in any 
other person or entity. 

THE CITY OF SAN DIEGO 

By: 
Authorized Sijmatorv 

Attest: 

City Clerk 

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

By: 
Name: 
Deputy City Attomey 
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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 ofthe City of 
San Diego [Subordinated] Water Revenue Bonds, Series 2009B 
(Payable Solely From [Subordinated] Installment Payments 
Secured By Net System Revenues ofthe Water Utility Fund) (the 
"Bonds"). 

Date of Issuance: 1, 2009 

NOTICE IS HEREBY GIVEN that the City of San Diego has not provided 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 2009A 
(PAYABLE SOLELY FROM 

[SUBORDEVATEDl INSTALLMENT PAYMENTS SECURED 
BY NET SYSTEM REVENUES OF THE WATER UTILITY FUND) 

BOND PURCHASE AGREEMENT 

Document Pase 

Bond Purchase 1 
Agreement 

. 2 

2 

2 

3 

3 

4 

4 

7 

7 

7 . 

17 

S-I 

Schedule I 

A-l 

Los of Blanks 

Outstandine Items 

Par amount of Bonds (top of page 
and last line) 

Par amount of Bonds 

Purchase price of Bonds 

Underwriter's Discount 

Par amount of 1998 Certificates 
refunded 

Date of Preliminary Official 
Statement 

Closing Date 

Date ofPublic Facilities 
Financing Authority action 

Adoption date of City Ordinance 

Effective date of City Ordinance 

Adoption date of City Resolution 

Ratings of 3 Rating Agencies 

All Signatories 

Bond amounts, maturities, 
interest rate, price and yield 

Title of PFFA Authorized 
Representative 

Responsible 
Party 

Underwriter 
and City 

Underwriter 
and City 

Underwriter 
and City 

Underwriter 
and City 

Underwriter 
and City 

Disclosure 
Counsel 

Underwriter 
and City 

City 

City 

City 

City 

Rating 
Agencies 

Indicated 
Parties 

Underwriter 

PFFA 

ExpectedAvailabilitv . 

Bond Pricing 

Bond Pricing 

Bond Pricing 

Bond Pricing 

Bond Pricing 

When Preliminary Official 
Statement is printed 

Bond Pricing 

Date ofPublic Facilities 
Financing Authority action 

Adoption date of City 
Ordinance 

Effective date of City 
Ordmance 

Adoption date of City 
Resolution 

When Preliminary Official 
Statement is printed 

Upon sale of Bonds 

Upon sale of Bonds 

When Preliminary Official 
Statemeni is printed 
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BOND PURCHASE AGREEMENT 

Log of Blanks fContinued) 

Document 

Bond Purchase 
Agreement 

Page 

A-l 

A-l 

A-l 

B-1 

B-1 

B-1 

B-1 

Outstandine Items 

Date of Preliminary Official 
Statement 

Date of 15c2-12 Certificate 

Signature of PFFA 

Title of City Authorized 
Representative 

Date of Preliminary Official 
Statement 

Date of 15c2-12 Certificate 

Signature of City 

Responsible 
Party 

Disclosure 
Counsel 

' PFFA 

PFFA 

City 

Disclosure 
Counsel 

City 

City 

Expected A vailability 

When Preliminary Official 
Statement is printed 

When Preliminary Official 
Statement is printed 

When Preliminary Official 
Statement is printed 

When Preliminary Official 
Statement is printed 

When Preliminary Official 
Statement is printed 

When Preliminary Official 
Statement is printed 

When Preliminary Official 
Statement is prinled 
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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) 

BOND PURCHASE AGREEMENT 

January 14,2009 

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

City of San Diego 
202 C Street 
SanDiego, California92101 

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 ofthe 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 Califomia, and the City of San Diego (the "City"), a municipal corporation 
organized and existing under its Charter and the Constitution and laws ofthe State ofCalifomia 
(the "State"), which upon written acceptance ofthis 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., Califomia 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 ofthe 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 less than all) 
ofthe $ aggregate principal amount ofPublic Facilities Financing Authority of 
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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 
"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 discount and less an Underwriters' discount of $ . 

2. Description and Purpose ofthe 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 "Tmstee"). 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, 
including the right to receive the installment Payments for the Bonds, will be assigned to the 
Authority under an Assignment Agreement, dated as of January 1, 2009 by and between the 
Corporation and the Authority (the "2009A Assignment Agreement"). 

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 ofthe Water Utility Fund ofthe City of San Diego) Series 1998 (the "1998 
Certificates") that remain outstanding following application of the proceeds of the Bonds, (ii) 
senior to any paymenls 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 ofthe Water Utility Fund) (the "Series 
2002 Subordinated Bonds"), and (iii) senior to the State Revolving Fund Loan from the 
Califomia 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 (iii)] 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 yields) 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 I. The Bonds may be offered and sold to certain dealers at prices 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 
^ U U O V ' U l \ J l/*- * J ^ l l * 1.1 WV4 i.\J m w W l i u ^ < vt I I L W I I J j J i IKJl l \ J L i iC C A w ^ L i i i w i i U i L i l i b L j O U t i i U i C i l i i b e 

Agreement, copies ofthe Preliminary Official Statement dated December [ ], 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 15c2-12 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 ofthe 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 lo be omitted from the Preliminary Official Statement by paragraph (b)(1) 
ofthe 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 ofthe 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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(c) 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 ofthe Bonds substantially in the form attached as Appendix G to the Official Statement 
(the "Continuing Disclosure Certificate"). 

5. Closing 

At 8:30 a.m. Califomia 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 al the offices of Fulbright & Jaworski L.L.P. ("Bond 
Counsel") in Los Angeles, Califomia (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 Tmst 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 each 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 Tmstee, and subject to 
the terms and conditions hereof the Underwriters will accept delivery ofthe 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 ofthe 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 ofthe State ofCalifomia, 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 ofor default under any 
applicable constitutional provision, law, administrative regulation, court order or consent decree 
or any appiicabie judgment or decree or any loan agreement, note, resolution, indenture, 
agreement or other instmment 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 ofthe Legal Documents (the "Authority 
Resolution") was duly adopted at a meeting ofthe 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; 

(c) when delivered by the Authority and paid for by the Underwriters in accordance 
with the provisions ofthis 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 bankmptcy, insolvency, reorganization, moratorium or 
similar laws or equitable principles relating to or affecting creditors' rights generally; 

(e) at the date hereof and as ofthe 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; 

(f) all approvals, consents and orders of any govemmental 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 ofthe Closing Date, in full force and effect; 

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

(i) 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 
ofthe Bonds; 

(j) the Indenture creates a valid pledge of and grant ofa 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 2008A (Payable Solely From Subordinated Installment Payments Secured 
By Net System Revenues ofthe Water Utility Fund) (the "Series 2008A 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, tme and conect 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 ofthe circumstances in 
which such statements were made, not misleading; 

(1) 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 govemmental agency prohibiting or otherwise affecting the use 
ofthe 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 ofor 
in default under any applicable constitutional provision, law or administrative mle or regulation 
ofthe State or the United States, or any applicable judgment or decree or any tmst agreement, 
loan agreement, bond, note, resolution, ordinance, agreement or other instmment 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 instmment which breach or default would materially adversely affect the 
security ofthe 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 instmments do not and will not conflict with or constitute a breach of or 
default under any applicable constitutional provision, law or administrative mle or regulation of 
the State or the United States or any applicable judgment, decree, license, permit, tmst 
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 ofany nature whatsoever upon any of its assets or properties or under the terms of 
any such law, regulation or instmment, 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, govemment agency, public board or body, is pending or to the best ofthe 
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 ofthe Bonds, or the payment or collection ofany 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; (iii) 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 ofa material fact or omitted to state any material fact required to be stated 
therein or necessary to make the statements therein, in the light ofthe circumstances under which 
they were made, not misleading, and there is no basis for any action, suit, proceeding, inquiry or 
investigation ofthe nature described in clauses (i) through (iv) ofthis sentence; 

(o) for purposes of the Rule, the Authority 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) ofthe Rule; and 

(p) except as otherwise disclosed in the Official Statement, the Authority has not 
previously failed to comply with any continuing disclosure obligation 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 investigations made by or on the Underwriters' 
behalf, and shall survive the delivery ofthe Bonds. 

1, Representations, Warranties, and Agreements ofthe City 

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

(a\ thp. Citv i*; a mnmVinal ryvmAratinn rtraani^ed anH ev'^'*1" under a charter dulv 
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adopted pursuant to the provisions ofthe Constitution ofthe State ofCalifomia, 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 Agreement 
(collectively, the "City's Legal Documents") and to carry out and consummate all transactions 
contemplated by each ofthe City's Legal Documents, and compliance with the provisions ofthe 
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 instmment to which the City is 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 ofthe 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 ofthe Preliminary Official Statement 
and the Official Statement (collectively, the "City Action") were duly adopted at meetings ofthe 
City Council called and held pursuant to law and with all public notice required by law and at 
which a quomm was present and acting throughout, and are in full force and effect and have not 
been amended or repealed; 

(c) as ofthe 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, govemmental 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 ofthe 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 ofthe City pledged or to be pledged to pay the obligations ofthe 
City under the Agreement, or the pledge thereof, or (iii) in any way contesting or affecting the 
validity or enforceability ofthe City's Legal Documents, or (iv) contesting the power ofthe 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 untme statement ofa material fact or omitted 
to state any material fact required to be stated therein or necessary to make the statements 
therein, in the light ofthe 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 ofthe nature described in clauses (i) through (v) ofthis sentence; 

(d) the execution and delivery ofthe City's Legal Documents, the adoption ofthe 
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 ofthe 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 law, 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 ofthe 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 ofthe City enforceable in accordance with their respective 
terms, except as enforcement may be limited by bankmptcy, 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 
Califomia 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 instmment 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 ofor a default under any such instmment; and, except as 
disclosed in the Official Statement, the authorization, execution and deliver)' ofthe City's Legal 
Documents and compliance with the provisions ofeach of such agreements or instmments do not 
and will not conflict with or constitute a breach of or default under any applicable constitutional 
provision, law or administrative mle or regulation ofthe State or the United States, or any 
applicable judgment, decree, license, permit, tmst agreement, loan agreement, bond, note, 
resolution, ordinance, agreement or other instmment 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 ofany lien, charge or other security interest or encumbrance ofany nature whatsoever 
upon any of its assets or properties or under the terms ofany such law, regulation or instmment, 
except as may be provided by the City'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 govemmental authority or agency 
having 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 full 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 ofthe Boncls; 

(j) any certificate signed by any officer ofthe City and delivered to the Underwriters 
pursuant to ilie City's Legal Docuniciits ui any uuuunicm uuiiicmplaicu ihcreby shall be ueemeu 
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 ofthe Bonds; 

(1) the City has full legal right, power and authority to pledge the Net System 
Revenues, and the pledge ofthe 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 ofthe 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, tme 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 ofthe institution ofany proceedings 
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known to it by any govemmental agency prohibiting or otherwise affecting the u se of the 
Official Statement in connection with the offering, sale or distribution ofthe Bonds; 

(o) 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) ofthe Rule; and 

(p) the financial statements of the City contained in the Official Statement fairly 
present the financial position ofthe Water Utility Fund and results of operations thereof as ofthe 
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 ofthe 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 ofthe 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 
reprcsci iia li uus and wkrfautics io be coiiianicd iii the docuiiiciils and msiruiiiciiis lu be delivered 
on the Closing Date and upon the performance by the Authority, the City, the Corporation, and 
the Tmstee 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 ofthe representations and warranties ofthe 
Authority and the City contained herein as ofthe date hereof and as ofthe 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 Tmstee made in any certificate or document furnished pursuant to the 
provisions hereof, to the performance by the Authority, the City, the Corporation, and the 
Tmstee 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: 

(a) 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 ofthe 
Board of Commissioners ofthe 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 ofthe 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 ofthe Bond Purchase Agreement, Legal Documents, the City's 
Legal Documents and the" Corporation Legal Documents, each duly executed and 
delivered by the respective parties thereto; 

(ii) 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 
ofthe Closing substantially to the following effect: 

Bond Purchase Agreement, and the Bond Purchase Agreement 
constitutes the legal, valid and binding agreement ofthe City and 

. the Authority, subject to bankmptcy, 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 Tmst 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 ofthe information made available to 
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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 fairness of any of the statements 
contained in the Official Statement), no facts have come to the attention ofthe 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 ofthe 
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; infonnation 
relating to the Depository Tmst 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 state 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 ofthe 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 included 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 Tmst Indenture Act of 1939, as amended; and 

(C) the undertaking by the City pursuant to the Continuing Disclosure 
Certificate satisfies the requirements of Rule 15c2-12 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 Califomia; (B) the resolution of the Authority approving and authorizing the 
execution and delivery by the Authority ofthe 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 ofthe Authority that was called 
and held pursuant to law and with all public notice required by law and at which a 
quomm 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 ofany official ofthe Authority to such person's office, or contesting the power ofthe 
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 ofthe 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 ofthe Authority a 
breach or default under any agreement or other instmment 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 bankmptcy, 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 Califomia, or any other govemmental 
authority or agency within the State ofCalifomia having jurisdiction over the Authority 
is required for the valid authorization, execution, delivery and performance by the 
Authority ofthe Legal Documents or for the adoption ofthe 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 ofthe laws ofthe State ofCalifomia; (B) the resolution (the "Corporation 
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Resolution") ofthe Corporation approving and authorizing 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 ofthe Corporation that was called and held 
pursuant to law and with all public notice required by law and at which a quomm 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 ih any way contesting or affecting the validity or enforceability ofthe 
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 ofthe 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 bankmptcy, insolvency or other laws affecting the enforcement 
nf r,rpriitnrs:' riohts oe.nerallv anH the limitatinns nn leeal remedies aoam^t "ubh'c a e e n ^ e ^ 
in the State ofCalifomia 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 govemmental authority or agency 
within the State ofCalifomia having jurisdiction over the Corporation is required for the 
valid authorization, execution, delivery and perfonnance by the Corporation of the 
Corporation Legal Documents or for the adoption of the Corporation Resolution which 
has nol been obtained; 

(viii). the opinion ofthe City Attomey, 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 ofthe State ofCalifomia; (B) the City Action was 
duly adopted at meetings ofthe City Council that were called and held pursuant to law 
and with all public notice required by law and at which a quomm was present and acting 
throughout, and is 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 ofthe 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 validity or 
enforceability ofthe Bonds or the City's Legal Documents, or in any way contesting or 
affecting the existence ofthe City or the title ofany official ofthe City to.such person's 
office, or contesting the power ofthe 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 untme 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 ofthe City's Legal Documents, the adoption ofthe City Action 
and compliance by the City with the provisions ofthe 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 
instmment 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, 
execution and delivery by the other parties thereto, constitute legal, valid and binding 
agreements ofthe City enforceable in accordance with their respective terms, subject to 
laws relating to bankmptcy, insolvency or other laws affecting the enforcement of 
creditors' rights generally and the limitations on legal remedies against public agencies in 
the State of Califomia and the application of equitable principles if equitable remedies 
are sought; and (F) no authorization, approval, consent or other order ofthe United States 
of America, the State ofCalifomia or any other governmental authority or agency within 
the State of Califomia 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 ofthe 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 are tme and correct on and as ofthe Closing Date with the 
same effect as if made on the Closing Date; and (B) no event has occuned since the date 
ofthe Official Statement which either makes untme or incorrect in any material respect 
as ofthe 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 ofthe 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 tme 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 occuned since the date 
ofthe Official Statement which either makes untme or incorrect in any material respect 
as ofthe 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 ofthe circumstances 
under which they were made, not misleading in any material respect; 
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(xi) a certificate ofa duly authorized official ofthe Tmstee, dated the Closing 
Date, to the effect that: (A) the Tmstee is a national banking association organized and 
existing under and by virtue ofthe laws ofthe United States, having the full power and 
being qualified to enter into and perfonn its duties under the Indenture and to authenticate 
and deliver the Bonds to the Underwriters; (B) the Tmstee 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 Tmstee; (D) the execution 
and delivery ofthe Indenture and compliance with the provisions on the Tmstee'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 instmment to which the Tmstee 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 ofthe Tmstee to perform its obligations under 
the Indenture, nor will any such execution, delivery, adoption or compliance result in the 
creation or imposition ofany lien, charge or other security interest or encumbrance ofany 
nature whatsoever upon any ofthe properties or assets held by the Tmstee pursuant to the 
lien created by the Indenture under the terms ofany such law, administrative regulation, 
judgment, decree, loan agreement, indenture, bond, note, resolution, agreement or other 
instrument except as "rovid^d bv the Indenture; and ''E^ to the best ofthe knowledge of 
the Tmstee, 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 Tmstee, 
affecting the existence ofthe Tmstee, 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 Tmstee or its 
authority to enter into, adopt or perfonn its obligations under any of the foregoing to 
which it is a party, wherein an unfavorable decision, mling or funding would materially 
adversely affect the validity or enforceability ofthe Indenture or the power and authority 
ofthe Tmstee to enter into and perform its duties under the Indenture and to authenticate 
and deliver the Bonds to or upon the order ofthe Underwriters; 

(xii) the opinion, dated the Closing Date and addressed to the Underwriters, the 
Authority and the City, of Counsel to the Tmstee, 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 ofthe State ofCalifomia, duly qualified to 
do business and to exercise tmst powers therein, having full power and authority to enter 
into and to perfonn its duties as Tmstee under the Indenture; (B) the Tmstee has duly 
authorized, executed and delivered the Indenture, and by all proper corporate action has 
authorized the acceptance ofthe tmsts ofthe Indenture; (C) the Indenture constitutes the 
legally valid and binding agreement of the Tmstee, enforceable against the Tmstee in 
accordance with its terms, and (D) the Bonds have been validly authenticated and 
delivered by the Tmstee; 
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(xiii) one certified copy, of the general resolution ofthe Tmstee authorizing the 
execution and delivery ofthe Indenture; 

(xiv) one certified copy ofeach ofthe Authority Resolution and the Corporation 
Resolution; 

(xv) one certified copy ofthe City Action; 

(xvi) the certification required under Section 5.03 ofthe Agreement; 

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

(xviii) evidence that the federal tax information form 803 8-G has been prepared 
for filing; 

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

(xx) evidence that the Bonds have been rated " " by Standard & Poor's 
Ratings Rervine. " " bv MnnHv's Investors Servine and " " bv Fitrb Inr. • 

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

(xxii) a Certificate of Status of Domestic Corporation for the Califomia 
Secretary of State with respect to the Corporation; 

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

(xxiv) an executed copy ofthe 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 
untme statement ofa material fact or omit to state any material fact required to be stated 
therein or necessary to make the statements therein, in light ofthe 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 tp 
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 tme and conect copy ofthe legal documents pertaining to the 2004 SRF 
Loan; and . 

(xxix) such additional legal opinions, certificates, instmments 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 ofthe Bonds and the Legal Documents with the terms o f the Bonds 
and the descriptions thereof in the Official Statement. 

(d) the Underwriters shall have the right to terminate this Bond Purchase Agreement, 
without liability therefor, by notification to the Authority and the City if at any time at or prior to 
the Closing: 

(i) any event shall occur or facts are discovered which causes any statement 
contained in the Official Statement to be materially misleading or results in a failure 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 ' O ) 

(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 ofthe United States or by the State, or the amendment of legislation pending as 
ofthe date ofthis Bond Purchase Agreement in the Congress ofthe 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 Intemal Revenue Service or the Chairman or 
ranking minority member ofthe Committee on Finance ofthe 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 ofthe 
Congress ofthe United States by a Committee of such House to which such legislation 
has been referred for consideration, or any decision ofany Federal or State court or any 
mling or regulation (final, temporary or proposed) or official statement on behalf of the 
United States Treasury Department, the Internal Revenue Senice 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 
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(iii) any legislation, ordinance, mle or regulation shall be introduced in, or be 
enacted by any govemmental body, department or agency ofthe State, or a decision by 
any court of competent jurisdiction within.the State or any court ofthe United States shall 
be rendered which, in the reasonable opinion ofthe Representative, materially adversely 
affects the market price ofthe 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, mling, 
regulation or official statement by, or on behalf of, the Securities and' Exchange 
Commission or any other govemmental agency having jurisdiction ofthe 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 ofthe 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 Tmst 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 
bankmptcy laws by or against, any state ofthe 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 financia] 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 ofthe 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 ofthe Bonds; or 

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

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

(ix) the imposition by the New York Stock Exchange or other national 
securities exchange, or any govemmental authority, ofany material restrictions not now 
in force with respect to obligations of the general character of the Bonds or securities 
generally, or the material increase ofany 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 ofthe Representative, would materially 
adversely affect the market price ofthe 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 ofthe 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 ofthe Underwriters shall be terminated for any 
reason pennitted 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 ofthe 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 ofthe Trustee, (f) 
the cost of preparation and printing ofthe Preliminary Official Statement and any supplements 
and amendments thereto and the cost of preparation and printing ofthe 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 ofthe Bonds. 
The Authority, the City and the Underwriters intend that the Authority and the City will pay all 
expenses ofthe 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 Period 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 untme 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 ofthe Representative, such event requires 
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 untme 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 ofthe 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) ofthis 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 untme 
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 ofthe 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 Dale unless the 
Authority and the City shall have been nolified in writing to the contrary by the Representative 
on or prior to the Closing Date or (ii) the date on which the End ofthe Underwriting Period for 
the Bonds has occurred under the Rule, provided, however, that the Authority and the City may 
treat as the End ofthe Underwriting Period for the Bonds the date specified as such in a notice 
from the Representative stating the date which is the End ofthe Underwriting Period; 

(d) To the extent pennitted 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 ofthe Securities Act of 1933, as amended or Section 20 ofthe 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 infonnation 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 ofthe Official Statement, that is untme or 
incorrect in any material respect or the omission or alleged omission therefrom ofany 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 
untme statement or omission, if such settlement is effected with the consent ofthe 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 counsel 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 
nr the A"tbf>ritv th— Citv and the Authoritv shall not be entitled to assume the defense of the 
suit; 

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

(f) The Authority and the City will furnish such information, execute such 
instmments 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 ofthe 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 

(g) 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 ofthe 
Rule. 

11. Obligations ofthe 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 infonnation 
as to bond prices on the inside front cover page of the Official Statement, that is untme or 
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inconect in any material respect or the omission or alleged omission therefrom ofany 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 ofthe aggregate 
amount paid in settlement ofany litigation commenced or threatened arising from a claim based 
on any such untme statement or omission if such settlement is effected with the consent ofthe 
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 Underwriters 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 ofthe 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 delivered to the following address; 

Morgan Stanley & Co. Incorporated 
535 Califomia Street, Suite 2200 
San Francisco, CA 94104 
Attn: John Sheldon 

13. Parties in Interest 

This Bond Purchase Agreement is made solely for the benefit ofthe 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 instmment. 
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15. Effectiveness 

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

16. Choice of Law 

The validity, interpretation and performance of this Bond Purchase Agreement shall be 
governed by the laws ofthe State ofCalifomia, 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 
t\yf* T Tn H tM-M/r-i t ^ r c 

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 blanlcj 
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IN WITNESS WHEREOF, the parties hereto, by their officers thereunto duly authorized, 
have executed and delivered this Agreement, effective as ofthe day and year first above written. 

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: 

Accepted as ofthe date hereof; 

PUBLIC FACILITIES FINANCING 
AUTHORITY OF THE CITY OF 
SAN DIEGO 

By:. 
Name: 
Title: Chair 

CITYOFSANDIEGO 

By:. 

Managing Director 

Name: 
Title: Chief Financial Officer 

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

By:. 
Deputy City Attorney 
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SCHEDULE I 

REFUNDING SERIES 2009A BONDS 

Maturity Date Principal Interest 
(August 1) Amount Rate Price Yield 
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APPENDIX A 

PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN D I E G O 

RULE 15c2-12 CERTIFICATE 

The undersigned hereby certifies to Morgan Stanley & Co. Incorporated, J.P. Morgan 
Securities Inc , Ramirez & C o , Inc, Siebert Brandford Shank & C o , LLC and Estrada Hinojosa 
(collectively, the "Underwriters") that I am the duly appointed and acting of the 
Public Facilities Financing Authority ofthe 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 15c2-12 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 offering and sale of the Bonds, there has been prepared a 
Preliminary Official Statement dated December , 2008, setting forth information concerning 
tht* RnnHc tK*1 {""itv of f̂>n Oierro and the Authoritv fthe ''Prelim irssrv Offici"! Stn tern en*""! 

(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 ofthe Bonds depending on such matters and the identity 
ofthe undenvriters(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 ofthis 
day of December, 2008. 

PUBLIC FACILITIES FINANCING 
AUTHORITY OF THE CITY OF SAN 
DIEGO 

By: 
Authorized Representative 
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APPENDIX B 

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 
City of San Diego (the "City"), and as such, I am authorized to execute and deliver this 
Certificate and further hereby certify and reconfirm onbehalf 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 15c2-12 under the Securities Exchange Act of 1934 (the 
"Rule") in connection with the offering and sale ofthe 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 ofthe Bonds, there has been prepared a 
Preliminary Official Statement dated December , 2008, setting forth information concerning 
l i AW A J W I H J J * LJ-JW V - ' l k V l-Vi-IVt L11W 1 V t U l l W X U W 4 Al H W*J J. I t *.*,**. l SS m ^ i & UkXAV-'A 1 L > VJ t LXI.V V-'J L j \ J 1 L^LUl J - - 1 Vs faKJ 1 H-1W 

"Preliminary Official Slatement"). 

(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 ofthe Bonds depending on such matters and the identity 
ofthe 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 Pennitted Omissions. 

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

CITY OF SAN DIEGO 

By:, 
Authorized Representative 

11116548.5 B-I 000278 



PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN D I E G O 
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 

Section/Page 

Cover Page 

Cover Page 

Cover Page 

Cover Page 

Cover Page 

Inside Cover Page 

Inside Cover Page 

Participants' Page 

Introduction/1 

Introduction/S 

Outstanding Item 

Date of Preliminary Official 
Statement 

Ratings 

Principal Amount 

Delivery date 

Date of Official Statemeni 

Principal Amount 

Maturity Schedule 

City Officials 

Principal Amount 

Date of Macias unqualified audit 

Responsible 
Party 

City; FA; UW 

FA; UW; 
Rating 

Agencies 

UW, 

City; FA; UW 

City; FA; UW 

UW 

UW 

City 

UW 

City 

Introduction/5 

opinion for the City's Fiscal 
Year 2006-07 financial 
statements 

Date the Macias unqualified 
audit opinion for the City's 
Fiscal Year 2006-07 financial 
statements is received by the 
City Council 

City 

Expected A vailability 

Dated date of posting ofthe 
Preliminary Official Statement. 

Will be received prior to posting 
ofthe Preliminary Official 
Statement. 

To be determined at Pricing. 

Will be completed either before 
Posting POS or at Pricing. 

Dated date of Pricing. 

To be detennined al Pricing. 

To be determined at Pricing. 

Will be completed after the 
November 2008 elections are 
held. 

To be determined at Pricing. 

Will be completed on the date 
such unqualified audit opinion is 
delivered, prior to the posting of 
the Preliminary Official 
Statement. 

Will be completed on the date of 
such receipt, prior to the posting 
ofthe Preliminary Official 
Statement. 
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Introduction/5 

Introduction/5 

Continuing Disclosure/6 

Plan of Finance/6 

Plan of Finance/6 

Plan of Fmance/6 

Estimated Sources and 
Uses of Funds/7 

Description ofthe Series 
2009A Bonds/8 

Description ofthe Series 
2009A Bonds/8. 

Description ofthe Series 
2009A Bonds/13 

Description ofthe Series 
2009A Bonds/13 

Description ofthe Series 
2009A Bonds/17 

Water System Senice 
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 
ofthe annual report and audited 
financial statement. 

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

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

CUSIP Numbers 

Application of Bond Proceeds 

Optional redemption dates 

Mandatory sinking fund 
redemption dates 

Statement of 2009 Resene 
Requirement 

Statemeni of amount ofthe 
2009A Resene Requirement 

2009A Installment Payments 

Confirmation of number of 
different pressure zones. 

Update ofthe goals attained by 
the City for Fiscal Year 2006-07 
and Fiscal Year 2007-08. 

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

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

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

City; FA; UW To be determined at Pricing. 

City; FA; UW To be determined at Pricing. 

City; FA; UW To be determined at Pricing. 

City; FA; UW To be determined at Pricing. 

City; FA; UW To be determined at Pricing. 

City; FA; UW To be determined at Pricing. 

City; FA; UW To be determined prior to posting 
ofthe Preliminary Official 
Statement, depending on market 
conditions. 

City; FA; UW To be determined at Pricing. 

City; FA; UW To be detemiined at Pricing. 

Water To be updated with most current 
Department information prior to the posting of 

the Preliminary Official 
Statement. 

Water To be updated with most current 
Department 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 Prograni/34 

Water System Capital 
Improvement Plan/36 

Water System Capital 
Improvement Program/37 

Water System 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 completed 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 

Water To be updated with most current 
Department information prior to the posting of 

the Preliminary Official 
Statement. 

Water To be updated with most current 
Department information prior to the posting of 

the Preliminary Official 
Statement. 

Water To be updated with most cunent 
Department information prior to the posting of 

the Preliminary Official 
Statement. 

Water To be updated with most cunent 
Department information prior to the posting of 

the Preliminary Official 
Statement. 

Water To be updated with most current 
Department infonnation prior to the posting of 

the Preliminary Official 
Statement. 

Water Will be completed prior to the 
Department posting of the Preliminary 

Official Statement, upon 
confirmation of no fiirther 
litigation developments. 

Water Will be completed prior to the 
Department posting ofthe Preliminary 

Official Statement, upon action-
by the City Council. 

Water Will be completed prior to the 
Department posting ofthe Preliminary 

Official Statement, upon action 
by the City Council. 

Water Current unaudited amounts to be 
Department 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 

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

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

Table 15 - Calculation of 
Historic Debt Senice Coverage 
-r 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 ofall 
required reports and statements 
in connection with continuing 
disclosure obligations of 
assessment districts. 

Statement regarding filing ofall 
required reports and statements 
in connection with continuing 
disclosure obligations ofthe 
City. 

Water Current unaudited amounts to be 
Department updated with audited amounts 

upon completion and release of 
the City's comprehensive audited 
financial statements for Fiscal 
Year 2006-07. 

Water Cunent unaudited amounts to be 
Department updated with audited amounts 

upon completion and release of 
the City's comprehensive audited 
financial statements for Fiscal 
Year 2006-07; 

Water Cunent unaudited amounts to be 
Department updated with audited amounts 

upon completion and release of 
the City's comprehensive audited 
financial statements for Fiscal 
Year 2006-07. 

Water Cunent unaudited amounts to be 
Department updated with audited amounts 

upon completion and release of 
the City's comprehensive audited 
financial statements for Fiscal 
Year 2006-07. 

City Will be updated prior to the 
posting ofthe Preliminary 
Official Statement. 

City Will be updated prior to the 
posting ofthe Preliminary 
Official Statement. 

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

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

Ratings/80 

Underwriting/80 

Underwriting/80 

Miscellaneous/82 

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

Ratings 

Net original issue premium and 
the underwriters' compensation. 

Purchase price information 

Name of signatory ofthe 
Preliminary Official Statement 

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

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

FA; UW; Will be received prior to postinj 
Rating ofthe Preliminary Official 

Agencies Statement. 

UW To be determined at Pricing. 

UW Will be completed at Pricing. 

City To be determined prior to posting 
ofthe Preliminary Official 
Statement. 

City ' Current unaudited amounts to be 
updated with audited amounts 
upon completion and release of 
the City's comprehensive audited 
financial statements for Fiscal 

San Diego County Water 
Authority/C-5 

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

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

Summary of Principal 
Legal Documents/E-2 

Summary of Principal 
Legal Documents/E-9 

Summary of Principal 
Legal Documents/E-10 

Update on status ofthe City-
owned resenoirs. 

Update on status of construction 
of regional brine line at Marine 
Corps Base Camp Pendleton 

Status of State bills relative to 
the Salton Sea Restoration 
Implementation 

Closing Date 

Principal Payment Date 

Resene Fund detemiination 

Water 
Department 

DC 

DC 

UW 

UW 

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. 

At pricing. 

At pricing. 

UW; City At or prior to pricing.' 
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Summary of Principal 
Legal Documents/E-11 

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

Form of Bond Counsel 
Opinion/F-1 

Form of Bond Counsel 
Opinion/F-l 

Form of Bond Counsel 
Opinion/F-1 

Form of Bond Counsel 
Opinion/F-1 

Form of Continuing 
Disclosure Certificate/G-l 

Resene Requirement 

Resene Fund determination 
and 
Resene Requirement 

Date of opinion 

Principal Amount 

Number of Board of 
Commissioners resolution 
approving bond issuance 

Date of Board of Commissioners 
resoiution approving bond 
issuance 

Principal Amount 

UW; City At pricing. 

UW; City At or prior to pricing. 

BC To be completed at Pricing. 

City; FA; UW To be completed at Pricing. 

City To be completed prior to posting 
ofthe Preliminary Official 
Statement. 

City To be completed prior to posting 
ofthe Preliminary Official 
Statement. 

City; FA; UW To be completed at Pricing. 

rorm oi ^onunumg 
Disclosure Certificate/G-l 

Form of Continuing 
Disclosure Certificate/G-7 

Form of Continuing 
Disclosure Certificate/G-8 

Form of Continuing 
Disclosure Certificate/G-8 

Name of signatories 

Date of issuance of Series 
2009A Bonds 

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

\^ i iy , I'/-*., ^ VY i ^a i ^u ucui. u i x i i w j i g . 

City To be determined prior to 
execution of bond documents. 

City; FA; UW Dated date of Pricing. 

Not Applicable Form to be completed at the time 
of reporting ofa 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] 

1 1 NEW ISSUE BOOK-ENTRY ONLY RATINGS: 

p s Moody's: " " 
'- Z Fitch:" " 
| c S&P:U " 
S — (See "Ratings" herein.) 

— JJ, /n //je opinion of Fulbright & Jaworski LLP.. Los Angeles, CaHfornia. Bond Counsel, under existing law, inieresl on the Series 
'G " 2009A Bonds is exempt from personal income taxes oflhe Slale of California, and. assuming continuing compliance afler the date of inilial 
^ — deliver}' oflhe Series 2009A Bonds wilh certain covenants conlained in the Indenture authorizing Ihe Series 2009A Bonds and subjecl lo Ihe 

mailers sel forth under "TAX EXEMPTION" herein, interest on the Series 2009A Bonds for federal income lax purposes under exisiing slalules. 
regulalions. published rulings, and court decisions will be excludable from ihe gross income ofthe owners thereof pursuant to Section 103 oflhe 
Iniernal Revenue Code of 19X6. as amended, to Ihe dale of initial delivery ofthe Series 2009A Bonds, and will not be included in computing the 
allemative minimum taxable income of individuals or. excepl as described herein, corporations. See "TAX EXEMPTION" herein. 

i.''Z. a a. c 
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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 ofthe Water Utility Fund) 

Dated: Dateof Delivery Due: August I, as shown on the inside cover 

The $[Senes 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 ofthe Water Utility Fund) (the "Series 2009A Bonds") are 
being issued by the Public Facihties Financing Aulhority ofthe City of San Diego (the ••Authority") pursuant to the provisions oflhe Joint Exercise of 
Powers Act (commencing with Section 6500) oflhe Government Code ofthe Slate of California (the "State") and an Indenmrc, dated as of Januaiy I, 
2009 (the "Indenture"), by and between the Authority and Wells Fargo Bank, National Association, as Trustee (the "Trustee"). The proceeds ofthe 
Series 2009A Bonds will be used io pay or prepay a portion oflhe Outsianding Obligations (herein defined), fund the Reserve Fund (as described 
herein) lo satisfy all or a portion of the 2009A Reserve Requirement (as described herein) and pay costs of issuance with respect lo the Series 
2009A Bonds. 

THE SERIES 2009A BONDS SHALL BE LIMITED OBLIGATIONS OF THE AUTHORITY AND SHALL BE PAYABLE 
SOLELV 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 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 AUTHORITV HAS NO TAXING POWER. 

The pledge and assignment of and lien on the Revenues and amounts on deposit in the funds and accounts established under the 
Indenture pursuant to die Indenture and the 2009A Supplement (as described herein) to secure ihe 2009A Installment Payments (as described 
herein) are, in all respects, on parity with the pledge and assignmcnl of and lien on the Revenues granted securing the other Parity Obligations (as 
described herein) executed and delivered in accordance with the Installment Purchase Agreement (as described herein). The principal of and 
interest on the Series 2009 A Bonds and any premiums upon the redemption ofany thereof are not a debt ofthe Cily or the Authority nor a legal 
or equitable pledge, charge, lien or encumbrance upon any of ils property or upon any of ils income, receipts or revenues except Ihe Revenues 
and amounts on deposit in the funds and accounts eslablished under the Indenture. 

The Series 2009A Bonds will accrue interest from their date of delivery and interesl thereon will be payable on February I and August 
I ofeach year, commencing on August 1, 2009. The Series 2009A Bonds will bear interesl al ihe respective rales sel forth on the inside cover 

I «; 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 imcgrai multiple thereof, and 
when issued, will bc 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 ihe Series 2009A Bonds. Ownership interests in the Series 2009A Bonds may be purchased in book-
entry form only. So long as DTC or ils nominee is the Owner ofthe 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 ONLV SYSTEM" 

£ E attached hereto. 

^ J The Series 2009A Bonds are subjecl to optional redemption and mandator)' sinking fund redemption prior to maturity as 
^ .i described herein. See "Redemption of the Series 20I)9A Bonds" herein. 

- = This cover page contains information for general reference only. Potential purchasers are advised In read the enlire Official 
Z. "̂  Statement (o obtain information essential to making an informed investment decision. 

The Series 2009A Bonds are offered when, as and if issued, subjecl lo the legal opinion of Fulbright & Jaworski L.L.P., Los Angeles. 
California, Bond Counsel. Certain legal matters will bc passed upon for the San Diego Facilities and Equipmenl Leasing Corporation by 
Fulbright & Jaworski L.L.P, for the Authority by Hawkins Delafield &. Wood LLP, Los Angeles; Califomia, Disclosure Counsel, and by,Michael 
Aguirre, City Attomey, and for the Underwriters by their counsel, Nixon Peabody LLP, Los Angeles, Califomia. It is anticipated that the Sencs 
2009A Bonds will be available for delivery ihrough the facilities of DTC in New York, New York on or aboul January , 2009. 
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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 ofthe Water Utility Fund) 

MATURITY SCHEDULE 

S[SERIES A PARAMOUNT]* REFUNDING SERIES 2009A BONDS 

Maturity Date Principal Interest Price or 
(August 1) Amount Rate Yield CUSIP 

$ % 

S % Term Bonds due August 1, 20 - Priced to Yield: % - CI JSTP*: 
$ "~~% Term Bonds due August 1, 2 0 _ - Priced to Yield: % - CUSIP1: 

Preliminary, subjecl 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 Aulhority, the Corporation 
and the Underwriters do not assume responsibility for the accuracy of such data. 
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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 lhan those contained herein 
and, if given or made, such other information or representations must not be relied upon as having been 
aulhorized by the City, the Authority or the Corporation. This Official Statement does nol constitute an 
offer to sell or the solicitation of an offer lo buy nor shall there be any sale ofthe Series 2009A Bonds by 
a person in any jurisdiction in which it is uniawful 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 to 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 infonnation. 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 ofthe 
City, the Authority, the Corporation or any other parties described herein since the date hereof. All 
summaries oflhe Series 2009A Bonds, the Indenture, the 2009A Supplement, the Assignment Agreement 

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 infonnation presented 
there is not part ofthis 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 MARKJET. 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 
LOWER 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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OFFICIAL 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 ofthe Water Utility Fund) 

INTRODUCTION 

This introduction is no! a summary ofthis Official Statement. Il is only a brief description of and 
guide to, and is qualified by, more complete and detailed information conlained in the entire Official 
Statement, including the cover page and appendices hereto, and the documenls described herein. All 
statements contained in this introduction are qualified in their entirety by reference to the entire Official 
Stalement. References to, and summaries ofthe laws ofthe State ofCalifomia and any documents referred 
to herein do nol purport to be complete and such references are qualified in their entirety by reference to 
ihe complete provisions. All capitalized terms used in this Official 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 ofthe 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 
ofthe Joint Exercise of Powers Act (commencing with Section 6500) ofthe Govemment Code of the State 
ofCalifomia (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 Tmstee (the "Trustee"). The proceeds ofthe 
Series 2009A Bonds will be used to pay or prepay a portion ofthe Outstanding Obligations (herein defmed), 
fund the Reserve Fund (as described herein) to satisfy all or a portion oflhe 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 accme interest from their date of delivery and interest thereon will 
be payable on Febmary I and August 1 ofeach year, commencing on August 1, 2009 (each, an "interest 
Payment Dale"). The Series 2009A Bonds will bear interest 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 multiple thereof, and when issued, will be registered in the name of Cede & Co., as the 
nominee of The Depository Tmst 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, subjecl to change. 

1. 
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Security and Sources of Payment for the Series 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 lo 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 Installment Payments (herein defined) to be made by the City to the San 
Diego 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 Installment Payments have 
been assigned by the Corporation to the Authority pursuant to the Assignment Agreement, dated as of 
January 1, 2009 (the "Assignment Agreemenl"), 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 O F 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 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 PAVMENT 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 ils financial statements. 
Such investigations have led lo the restatement of certain of the City's financial slalemeuls. including 
financial statements relating to the waler utility componeni ofthe City's enterprise fund. However, the 
investigations into the City have not, lo the knowledge of the City, specifically involved the Water 
Department (the "Waier Department") and do not relate to the security for or sources of payment ofany 
ofthe City's water revenue bonds. 

Investigations regarding Pension Undejfunding 

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 accmed actuarial liability ofthe San Diego City Employees' Retirement System ("SDCERS"), 
which is a pubiic employee retirement sysiem 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 Dislrict (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 the Metropolitan Wastewater 
Utility as of June 30, 2002 and 2001. The filing included projections anticipating the growth of this 
liability, an estimate ofthe accmed 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 
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Calculation") as of June 30, 2003 was expected to be approximately S950 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 1 and ending on June 30 ofthe following year, is referred to herein as 
"Fiscal Year"). The March 12 filing stated that, in the opinion ofthe original auditor ofthe City'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 perfonn a full scope audit of the City's 
Fiscal Year 2002-03 financial reports. 

As a result of the January 27 filings, on Febmary 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 
Califomia 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 Febmary 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 conducl that had violated any laws or regulalions 
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 Febmary 2005 to 
evaluate the investigative reports of V&E and the City Attomey 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 Willkie constituted themselves as the Audit Committee 
ofthe 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 govemmenl, 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 Acl of 1934 in connection 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 infonnation 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 funher concluded 
that "[t]he City, through its officials, acted with scienter," because "City officials acted recklessly in 
failing to disclose material infonnation regarding [pension and retiree health care] liabilities." 

The Order also imposed certain remedial sanctions, including the retention of an independent 
consultant to review and assess the City's policies, procedures and intemal controls with respect to bond 
offerings, including disclosures made in its financial statements. On January 16, 2007, the City retained 
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the law finn of Edwards Angell Palmer & Dodge, LLP to serve as Independenl 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 Repon"). The Initial 
Report, as supplemented by the First Annual Report, included 36 recommendations with respect to, among 
other things, finalizing the City's intemal audit function and hiring a qualified internal auditor, completing 
the organization ofthe 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 ofthe 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 Mayor 
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. 

PursuanI lo recommendations made by V&E, the City established in 2004 its Disclosure Practice 
Working Group ("DPWG"), a collaborative, consensus-based group fonned to address the City's 
disclosure requirements. The purpose of DPWG is to ensure the compliance by the City (including the 
City Council, Cily 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 ofthe signatory, such offering documents do not make any untme statement of material fact or 

Olil i i iO Sia iC a iTiaiCriai l aCi nCCCSSaiy iH OTKICT IO ITiarvv LUC SLaiCmCHiS ITJauC, in l i g m O J m C CirCl i i i iSia i lCCS 

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 Attomey 
and the Deputy City Attorney for Finance and Disclosure) and two non-voting members (the City's 
outside Disclosure Counsel and the City Intemal 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 govemment agencies 
are still ongoing as lo 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 & Osbom, in connection wilh 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 Cily 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 delayed. KPMG, the City's outside auditor for the Fiscal Year 
2002-03 financial reports, issued an unqualified opinion on ihe 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 Cily'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 2004-05 
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 ofthe City and Macias, these revisions were not material and on Febmary 28, 2008, Macias 
issued a further unqualified opinion on the revised 2004-05 financial reports that also incorporated the 
October 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 Cily'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 financial statements, which were received and filed by the City Council on 

,2008.1 

City Ratings 

A fiirther 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 outlook and subsequently suspended its 
credit ratings on all City obligations. In connection with the release ofthe 2006 CAFR, the City received 
and currently maintains ratings from all three rating agencies. See "RATINGS" herein for a discussion of 
the ratings assigned to the Series 2009A Bonds. 

Tiie AuLituruy and ihe Curpui aiiuii 

The Authority is a Califomia 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, constmct, maintain, repair, operate and 
control certain capital facilities improvements for the City. The Corporation is a nonprofit charitable 
corporation duly organized and exisiing under and by virtue ofthe laws ofthe 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 ofthe City. 

Forward-Looking Statements 

Certain statements included or incorporated by reference in this Official Stalement 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 conlained in such forward-looking statements involve known and unknown 
risks, uncertainties and olher factors which may cause actual results, perfonnance or achievements 
described to be materially 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 ofthe 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 15c2-12(b)(5), 
promulgated by the U.S. Securities and Exchange Commission under the Securities Exchange Act of 1934 
(the "Rule"), certain annual financial infonnation 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 Tmstee 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 ofthe Series 2009A Bonds are referred to herein as the "Refunded Obligations"). 

REFUNDED OBLIGATIONS* 

Series 
Maturity 
Date(s) 

Principal 
Amount 

Prepayment 
Price 

Prepayment/ 
Pavment Date 

CUSIP t 

(Base 79730C) 

Series 1998 Certificates TBD ,(i) TBD (i) Various January 30, 2009 Various 

Series 2007A Notes January 30, 2009 $ 57,000,000 100% January 30, 2009 BU7 

Preliminary, subject to change. 
Copyright, American Bankers Associaiion. CUSIP data is provided by Slandard & Poor's CUSIP Service Bureau, a Division oflhe McGraw-Hill 
Companies, Inc., and is set forth herein for convenience of reference only. The Cily, the Authority, the Corporation and the Underwriters do not 
assume responsibility for tlie accuracy of such data. 
To be deiermined al 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 oflhe 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 ofthe Series 2009A Bonds $ 
Net Original Issue Premium 

Total Sources $ 

USES: 

Payment of Series 2007A Notes 
Prepayment of Series 1998 Certificates 
Deposit into Reserve Fund 
Costs of Issuance'1' 

Total Uses 

"' Includes Underwriters' discount, trusice fees, financial advisor fees, rating agency fees, escrow agent fees, bond counsel 
fees and expenses, disclosure counsel fees and expenses, verification agent fees, printing costs and other miscellaneous cixpenses. 

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 Tmst 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 accme interest from their date of delivery and interest thereon will 
be payable on Febmary 1 and August 3 ofeach 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 ofa 360-day year, comprised 
of twelve thirty-day months. Interest coming due on a dale 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 dale of authentication thereof, unless such dale of authentication is 
during the period commencing after a Record Date through and including the next succeeding Interest 
Payment Date, in which event it shall bear inieresl from such Interest Payment Dale, or unless such date of 
authentication is on or before the first Record Date, in which event it shall bear interest from its dated 
date; provided, however, that if on the date of authentication ofany 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 
Outstanding 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 Tmstee, such 
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interest to be paid by check mailed by first class mail on such Interest Payment Date to 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 Tmstee prior to the applicable Record Date. 

Other Parity Obligations 

The 2009A Installment Payments shall be Parity Obligations under the Installment Purchase 
Agreement and the payment of the 2009A Installment 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 ofthe Authority (upon the direction ofthe City), on or after August 1, 20 , at any 
time, from and to the extent of prepaid 2009A Installment 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 accmed thereon io the date fixed for redemption, without premium. 

Mandatory Sinking Fund Redemption. 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 accmed 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 applied 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 accmed 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 1) 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 Tmstee), 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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redeemed in part only, the specified portion ofthe principal amount thereof to be redeemed, and that from 
and after such redemption date, interest thereon shall cease to accme, and shall require that such Series 
2009A Bonds be then surrendered at the address of the Tmstee 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 Tmstee, 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 accme, and the Owners of such Series 2009A Bonds shall have no 
rights in respect thereof except to receive payment ofthe 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 2009A 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 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 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 "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 righl 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 amounl 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 

• "Outstanding 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 wilh 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 Drinking Water State Revolving Fund ("SRF") loan in the principal amount of approximately. $18.9 
miiiion, wnicn is pay no as on an diiiiuai oiSiS aiui iiialuics iii Z,UZ.J. a u d i orvr iumi cutisliiulcs a 
Subordinated Obligation payable on a parity with the outstanding Subordinated Obligations. The Waler 
Department has applied for an additional SRF loan in the approximate amount of $30 million. The 
Califomia 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 ils application was selecled 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 applied 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 "Waler 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 ofthe City. Pursuant to the Installment Purchase 
Agreement, all System Revenues shall be received by the City in tmst 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 Installment Purchase 
Agreement, the City shall pay from the Water Utility Fund: (i) directly or as otherwise required all 
Maintenance and Operation Costs of the Waler System; (ii) to the Tmstee, for deposit in the Payment 
Fund for Parity Obligations, including Reserve Fund Obligations that are Parity Obligations, the amounts 
specified in any Issuing Instmment, as payments due on account of Parity Obligations (including any 
Credit Provider Reimbursement Obligations that are Parity 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 (ii) and (iii) ofthe immediately preceding sentence, then said paymenls 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 ofa 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 unlil 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 ofall Parity Obligations. Any amounts ihereafter remaining in the Water Utility 
Fund may from time to time be used to pay the amounts specified in any Issuing Instmment 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 Operalion Cosls 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 
pursuanfto clauses (ii) and (iii) above. The Installment Purchase Agreement further provides that after the 
deposits described in this paragraph have been made, any amounts thereafter remaining in the Water 
Utility Fund may be used for any lawful purpose ofthe 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 ofthe 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 limiled to the Water System by or pursuant to law, and earnings on any Reserve 
Fund for Obligations, but only to the extent that such earnings may be utilized under the Issuing 
Instmment for the payment of debt service for such Obligations; (b) standby charges and Capacity 
Charges derived from the services and facilities sold or supplied through the Water Sysiem; (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 
govemmental 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 
olher 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 
Sysiem Revenues any amounts transferred into a Rate Stabilizalion Fund as pennitted by the Installment 
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 lo 
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" is 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 ofthe 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 lhan 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 hereafter 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 Installment Payments, and (6) all payments made 
pursuant to any Qualified Swap Agreement. "Qualified Take or Pay Obligation" means the obligation of 
the City io make usc oi any iacuiiy, propeity ut' services, or Suiiic puuiun ui uic capacily incicui, ui io 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 nol adversely affect the 
ability of the City to comply with the rate covenant contained in the Installment Purchase Agreement. As 
ofthe date of issuance ofthe Series 2009A Bonds, there will be no outstanding Take or Pay Obligations. 

Obligation ofthe City Under Installment Purchase Agreement 

Pursuant to the Installment Purchase Agreement, the City commits, absolutely and 
unconditionally, 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 Installment Payments ) shall not be subject to reduction whether by offset or 
otherwise and shall not be conditioned upon the performance or nonperfonnance by any party of any 
agreement for any cause whatsoever. 

Rate Covenant 

Tlie 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 (I) Net System 
Revenues 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% ofthe 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 il deems necessary, but shall nol 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 ofthe 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 Sysiem 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 Utility 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)) lo 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 Tmstee, 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 ofthe proceeds ofthe Series 2009A Bonds will be deposited in the Reserve Fund in an 
amount equal to the 2009 Reserve Requirement, which is, as ofany date of calculation, the least of [(i) ten 
percent (10%) ofthe proceeds (within the meaning of Section 148 ofthe Intemal Revenue Code of 1986, 
as amended, and the regulations thereunder, and any successor laws or regulalions (the "Tax Code")) of 
the Series 2009A Bonds; (ii) 125% of average annual debt service on the then-Outstanding Series 2009A 
Bonds; or (iii) the Maximum Annual Debt Service for that and any subsequenl 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 Tmstee 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 Authority 
may replace all or a portion ofthe Reserve Requirement, if originally funded with cash, with one or more 
Surety Bonds. 

The Series 1998 Certificates and tlie 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 oflhe 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 Sysiem 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 lo 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 Nel 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 

Parity Obligations under the Installment Purchase Agreemenl. 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 Sysiem 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 Instmment or any Credit Support Instmment, 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 al the City's option 
by a Consultant, showing that: (A) the Net Sysiem Revenues as shown by the books ofthe 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 grealer of (i) at least 1.20 limes 
the Maximum Annual Debt Service on all Parity Obligations to be Outstanding immediately after the 
: n n . . n « n » ^ . f *\*n n ^ n n n o ^ ^ D ^ - J t , , n W U n n r l n r k f I~.T- C' ' . \ n t l a n c f 1 CtfX t i - m w t U a K 4 1 V<»ii>*v> A n n , > n 1 F l a k * C n ^ . ^ a i C C i i i m ~ ' ~ ^ i " i » ^ . . o ^ o ^ w v . . « . . . _ , ^ ^ . . £ , ^ . . . ^ . . 0 v . ^ . i / " . . » . i w t l . w I . . . . W " . w . . . ^ ^ . ^ . . u . . . . w . w u u . i^^-^V i^w. , , „ „ 

on all Obligations to be Outstanding immediately after the issuance ofthe proposed Parity Obligations; or 
(B) the estimated Net System Revenues for the five Fiscal Years following the earlier of (i) the end ofthe 
period during which interest on those Parity Obligations is lo 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 oflhe 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 
Sysiem 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 estimale is being made; and (2) may lake 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 Waler 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 oflhe Water 
System shall initially be deemed to be equal lo 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 Cily 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 wiihin 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" is 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 a 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 Obligations; 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 lime and from lime to time issue or create additional 
Subordinated Obligations 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 Instmment has occurred and is continuing, the City may issue or incur Subordinated Obligations, 
and such Subordinated Obiigations shall be paid in accordance wiih the provisions uflusLailnienL Furcuasc 
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 Nel 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 Outstanding 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 ofthe period during which interest on those Subordinated Obligations is 
lo be capitalized or, if no interest is to be capitalized, the Fiscal Year in which the Subordinated 
Obligations are issued; or (ii) 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 Annual Debt Service on all Obligations to be Outstanding immedialely after the issuance ofthe 
proposed Subordinated Obligations. 

For purposes of preparing the certificate or certificates described in clause (A) in the preceding 
paragraph, the City and ils Consultant(s) may rely upon audited financial statements and, if audited 
financial statements 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 oflhe 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 Sysiem 
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 ofthe 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 inlo 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, with 
the proceeds of Obligations previously issued or with cash coniributions 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 ofthe 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 cosls 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 applicable, 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 Cily Representative shall be 
delivered showing that the sum of Debt Service for all remaining Fiscal Years on all 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 Outstanding prior to the issuance of such refunding Subordinated Obligations; 
or (ii) 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 
r? i-icj m M\ 4 * r>\7 ^ T T r>r>rKii-'TnAT J n/~- * i T^rM*'* i \ ifTTXTTC" -J.*.—1 1 i i~ 

Additional Bonds under the Indenture. Pursuant to the Indenture, the Tmstee 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 Default 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 shall be one or more ofthe following: (i) 
to provide moneys needed to providie 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 Outstanding under the Indenture, by depositing with the Tmstee moneys and/or investments 
required for such purpose under the defeasance provisions of the Indenture; or (iii) to provide moneys 
needed to refund or refinance all or part ofany other currenl or future obligations ofthe City with respect 
to the funding of the Water System. Such Supplemental Indenture may, bul shall not be required to, 
provide for the payment of expenses incidental to such purposes, including the Cosls of Issuance 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 Addiiional Bonds intended to provide for the 
payment or redemption of existing Bonds, or other Obligations ofthe 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 lo the Tmstee, from the proceeds of such 
Additional Bonds or from any olher 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 I and as to interest on Febmary 1 and August 1 ofeach 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 ofall ofthe 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 Tmstee shall be the Tmstee 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 lo 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 Waler System from 
time to lime to satisfy ils mission stalement, which is to provide safe, reliable water in an efficient, cost-
effective and environmentally responsible manner. In furtherance, of its mission, the City and other local 
retail water distributors fonned the San Diego County Water Authority ("CWA") in 1944 for the purpose 
of purchasing Colorado River water from the Metropolitan Water Dislrict of Southern Califomia 
("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 growlh 
will increase demand for potable water by approximately 21%. The City currently provides waier to 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 turn, currently purchases the majority of its imporled water from MWD, 
which is comprised of 26 public waler agencies. MWD obtains its water from the Colorado River through 

Preliminary, subject lo change. 
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the Federal Bureau of Reclamation and from northern Califomia, via the State Waler 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 Cily Attomey. A Director of Public Utilities, who reports to the Chief 
Operating Officer, oversees the Water Departmenl and the Metropolitan Wastewater Department. The 
day-to-day operational responsibility for the Water Department rests wilh the Water Department Assistant 
Director, who reports to the Director of Public Utilities. The Water Department management team is 
further comprised ofthe Water Department Deputy Directors who head each ofthe 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 Waler Executive Team that provides managemenl ofthe Water Depanment. The 
Waler Department and the Metropolitan Wastewater Department are examining whether combining 
certain common services through reorganization of the respective departments would create opportunities 
for savings and enhance services to both intemal 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 ofa 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 Sysiem see "WATER SYSTEM FINANCIAL OPERATIONS -
Establishment and Collection of Water Sen'ice Charges," " - Historical Rales and Charges," " - Current 
Rates and Charges" herein. In accordance wilh the provisions oflhe 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 ofPublic Utilities. Mr. Barrett is a licensed 
Professional Civil Engineer in the State of Califomia and has been with the Cily 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 Districl of Southern Califomia. He also serves as a member 
ofthe Association ofCalifomia Waler Agencies Federal Affairs Commitlee. Prior to joining the City, Mr. 
Barren served as Vice President of Federal Programs with Earth Tech, Incorporated, and retired from the 
U.S. Navy with extensive experience in infrastmcture, contract and utilities managemenl after more than 
twenty years of service. 

Mr. Alex Ruiz currently serves as the City's Assistant Director of the Water Department. Mr. 
Ruiz has been with the City of San Diego for 21 years. He is currently the Assistant Water Department 
Director responsible for the day-to-day operations ofall 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 projecl aclivities, 
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including assignment as the City's Labor Relations Manager. Mr. Ruiz received his Bachelor's Degree 
from the University ofCalifomia 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 fonnulating 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 ofthe Management Division. 

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

Mr. Rod Greek, a Certified Public Accountant with 18 years experience, currently serves as the 
Water Department's Deputy Director ofBusiness and Support Services. Mr. Greek is an active member 
of the California/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 a member of AWWA. 

Divisions. 

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

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

Water Operations. This division provides Water Purchases, Raw Water Storage and 
Distribution, Water Treatment, Water Laboralory Services, Treated Water Distribution, System 
Engineering, Constmction 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, Developmeni Review, Reclaimed water Program Management, Asset 
Management, and Watershed and Resources Protection. 

Oversight The Independent Rates Oversight Commitlee ("IROC") was established in 2007 to 
assume and expand upon the oversight previously undertaken by the Public Utilities Advisory 
Commission. The members of IROC are appointed by the Mayor and IROC serves as an official advisory 
body lo the Mayor and City Council on issues relating to the operations of the Waler Department and the 
Metropolitan Wastewater Department that might impact rales, including, but not limiled to, resource 
managemenl, planned expenditures, service delivery methods, public awareness and outreach efforts, 
quality and affordability of services. IROC 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. IROC meets monthly 
to review activities and issues for the Water Department and the Metropolitan Wastewater Department. 
The members of IROC consist of representatives ofeach rate class, and professional experts in fields such 
as finance, engineering, construction, and the environment. It is the vision ofthe 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 certain 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 ofthis Official Statement shows the boundaries ofthe service area ofthe Water System. 

Retail Customer Base. The City has six types of retail customer groups, consisting of Single 
Family Residential ("SFR"), Multi-Family, Commercial, Industrial, Temporary Construction and 
Irrigation. For Fiscal Year 2007-08, retail customers accounted for approximately 92% of total water 
deliveries and such sales represented approximately 95% ofthe revenues from total sales of water. Ofthe 
Water System's more than 270,000 retail service connections, approximately 91% are single family 
residential accounts and multi-family residential accounts, with the balance for commerciai, industrial 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 Familv Residenlial. 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 lotal 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 residenlial 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 Constmction. Temporary constmction refers to meters that are placed on fire hydrants 
during constmction in order to provide water to the constmction site unlil 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 
lotal water sales revenue for Fiscal Year 2007-08. 

Irrigation and Temporary Constmction customers typically have high peak demands characterized 
by relatively large amounts of water used in short periods of lime 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. 

Table 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 

Customer Type 2003-04 2004-05 2005-06 2006-07 2007-08 
Single Family 
Multi-Family(1) 

Commercial'1 J 

Industrial* ̂  
Irrigation'1^ 
Temporary 
Constmction•(1, 

Outside City{2) 

TOTAL 

Percent Growth 

217,009 
29,088 
15,609 

294 

7,278 

462 
52 

269,792 

0.83% 

217,933 
29,234 
15,542 ' 

269 
7,467 

422 
50 

270,917 

0.42% 

219,079 
29,276 
15,558 

253 
7,431 

391 
48 

272,036 

0.41% 

219,984 

29,239 
15,604 

231 
7,463 

374 
45 

272,940 

0.33% 

220,519 
29,208 
15,603 

215 
7,462 

345 
46 

273,398 

0.17% 

Source: City of San Diego Water Department. 
"* Established as separate cuslomer classification in Fiscal Year 2007-08: prior year figures developed from 

historical reports. 
( : ' Comprised of predominantly single family domestic customers outside ofthe City's limits to whom the 

Citj' has agreed to provide water. 
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Table 2 sets forth the 10 largest non-governmental retail customers and the top 10 govemmental 
customers of the Water System for Fiscal Year 2007-08, which provided approximalely 1.63% and 
10.67%, respectively, ofthe total sales revenues for such fiscal year. 

TABLE 2 
MAJOR NON-GOVERNMENTAL RETAIL CUSTOMERS 

AND TOP GOVERNMENTAL CUSTOMERS 
Fiscal Year 2007-08 

(Unaudited) 

Customers 
Millions of 
Cubic Feet Billings 

MAJOR NON-GOVERNMENTAL RETAIL CUSTOMERS 
CP Kelco 
Marine Park Corp 
San Diego Zoo 
Marriott Full Service 
Coca Cola Bottling Co 
Costa Verde Dev LLC 
Sharp Memorial Hospital 
Qualcomm Inc 
The Irvine Holding Co 
Kaiser Permanente 

TOTAL TOP 10 NON­
GOVERNMENTAL RETAIL 
CUSTOMERS 

187.64 $4,702,531 

% of Total 
Sales 

Revenues 

CUSTOMEI 
41.22 
35.62 
27.73 
17.10 
13.95 
11.56 
10.87 
10.71 
9.52 
9.36 

*S 
$ 1,006,594 

856,728 
675,092 
428,031 
334,889 
319,700 
286,379 
274.522 
267,079 
253,517 

0.35% 
0.30% 
0.23% 
0.15% 
0.12% 
0.11% 
0.10% 
0.10% 
0.09% 
0.09% 

1.63% 

TOP GOVERNMENTAL CUSTOMERS 
City of SanDiego 
U.S. Navy 
Universily ofCalifomia at San Diego 
Califomia Dept of Transportation 
San Diego Unified School District 
All Federal Agencies 
San Diego Port District 
San Diego State University 
County of San Diego 
Poway Unified School District 
, TOTAL TOP 10 GOVERNMENTAL 

CUSTOMERS 

423.13 
290.55 
104.10 
85.43 
56.57 
65.45 
32.85 
31.29 
20.35 
13.90 

1,123.62 

$11,543,256 
7,975,320 
2,632,737 
2,380,308 
1,896,418 
1,678,160 

929,739 
812.063 
575,140 
382,291 

$30,805,432 

4.00% 
2.76% 
0.91% 
0.82% 
0.66% 
0.58% 
0.32% 
0.28% 
0.20% 
0.13% 

10.67% 

Source: City of San Diego Water Department. 

• Wholesale Customer Base. For Fiscal Year 2007-08, wholesale customers accounted for 
approximately 6% of lotal waler deliveries and such sales represented approximately 5% ofthe revenues 
from total sales and/or treatment of water. The Cily currently sells and delivers or treats and delivers water 
on a wholesale basis to five wholesale customers: (1) the Caiifomia-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 ofthe City's integrated system-wide costs {i.e., the costs associated 
with treatment, storage and pumping ofthe treated water supplied to Cal-American), including 60% ofthe 
water purchase replacement costs, 17% ofthe transmission and distribution costs associated with usage of 
mains that are 16 inches and larger, and a proportionate share of debt service for. capilal cosls ofthe Water 
System. For Fiscal Year 2007-08, the Cily 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 Cily 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 ofthe 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 to existing comracis between the City and each of the 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 Irrigation 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 Districl. For Fiscal Year 2007-08, these water sales represented less lhan 0.1% of total, 
deliveries and such sales represented less than 0.5% ofthe revenues from total sales of waler. 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 ofthe amounts needed by the Water System customer base traditionally serviced by the OWTP. 
In 1999, the City entered inlo an agreement with the OWD to deliver up to 10 MGD of surplus treated 
water, which deliveries began in November 2005. Tlie 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 cosl and expenses of all operations, maintenance and overhead, capital 
improvements, repairs and replacements under $ 100,000 lo be incurred for or at the OWTP. This cost per 
acre foot, as determined pursuant to the preceding sentence, is added to the raw waler rate, to determine 
the projected actual cosl to OWD for the next succeeding fiscal year. PursuanI to the agreement, the 
OWD may elect to pay its proportional share of costs to expand the treatment plant lo meet its fulure 
treated water demands, estimated to be from 10 to 20 MGD. Any expansion would be subject to the City's 
discretion and the execution ofa separate agreement. 

Reclaimed Water Customer Base. Reclaimed water (also referred to as recycled waler) is 
produced from wastewater processed at water reclamation plants owned and operated by the City as part 
ofthe City's Wastewater System. Since 1997, the reclaimed water produced by the City has been carefully 
monitored by City and Slate health officials and waler quality-control agencies to ensure lhal it meets all 
federal, State and local water qualily standards, including the safely standards applicable to water coming 
into human contact set forth under Title 22 of the Califomia 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 Waler 
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 ofthis 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% ofthe 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 from total sales of water. 

Existing Water System Facilities 

The Water System consists of nine raw water slorage 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 slorage 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 ofthe Emergency 
Storage Project, which was developed through CWA to provide approximately 90,100 AF of reservoir 
c-mfQ*ina 2 " d f ; U r , r , " r t , ' ^ " , d ' c * n b U + ' r " ' 1 f a c i l i t i e s t r i ' ^ U ^ ' ^ l s m e r 1 * *>vic1-in(> f ^ m p m p - n r . M m o t o f c u r i n l i ^ ^ i r t ^.rsn 

Diego County in case ofa prolonged intermption of imported water supplies. Approximately 18% ofthe 
storage capacity at the Lake Hodges Reservoir 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 approximalely 
7.2 months ofthe annual requiremeni ofthe City's demand available in primary water storage facilities. 
This water is to be used during emergencies, in the event of substantial dismption or interruption of 
imported water service. This required amount is currently maintained by the City's Water System. In 
2006, a number ofthe 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 proteclion and 
improvement plan for its reservoirs. The application of-federal wastewater standards to drinking water 
reservoirs is being challenged through the courts in Florida. Iflhe challenge is unsuccessful and the 
determination with respect to the City's raw water storage reservoirs remains unchanged, the City will. 
implement a plan lo idenlify, manage and control the contaminant mn-off thai contributes to the 
determinations under Section 303(d) oflhe 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) 

Reservoir 
Storage Capacity 

(AF) Storage (AF) Percent Full 
Lake Hodges 
Lower Otay 
Barrett 
Morena 
El Capitan 
San Vincente 
Sutherland 
Lake Murray 
Miramar 

30,251 
49,849 
34,806 
50,694 

112.807 
89,312 
29,508 

4,684 
6,682 

408,593 

20,074 
36,880 
26,337 

7,508 
52,061 

eo^0'1 
6,948 
4,106 
5,289 

219,845 

66% 
. 74 

76 
15 
46 
68 
24 
88 
79 
54% 

Source; City of San Diego Water Department. 
<,, Approximately 32% ofthe raw water stored at the San Vincente Reservoir will be drawn down in Fiscal 
v„„-n i n m nv ^^^ -inno nn ;„ tw* t n l\s m^atf^ 

Water Treatment Plants. The Water Department maintains and operates three water treatment 
plants with a combined rated capacity of 324.2 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 fulure 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 CWA during Fiscal Year 2007-08. 

Alvarado Water Treatment Plant. The A WTP was originally constmcted in 1951 with an original 
rated capacity of 66 MGD. Several hydraulic improvements constmcted 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 Nalional 
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 Waler Treatment Plant. The MWTP was originally constmcted in 1962 and has a 
current rated capacily of 140 MGD. MWTP is located next to Miramar Resen'oir off Inlerslate 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. 

Qlav Waler Treaiment Plant. The currenl OWTP was constmcted 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 includes an upgrade to the plant that will increase its rated 
capacily 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 
Treatment 

Plant 

Alvarado 
Miramar 
Otay 

Total 

Original 
Design 

Capacity 

66 
100 
40 

206 

Source: City of San Diego Water 

Current, 
Rated 

Capacity 

150 
140 

34.2 
324.2 

Department. 

Future Rated 
Capacity"* 

200 
215 
40 

455 

Current 
Average 
Demand 

89.5 
88.1 
20.7 
198.3 

Current 
Peak/Max 
Demand 

116.8 
135.3 
30.5 

282.6(2) 

(2) 
MWTP and OWTP in the CIP by Fiscal Year 2010-11. 
Total 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 
acrm-pfffltp VmlH a rlni lv tntal n f smnmYimatplv 'JflO m i l l i nn anllnnc 

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 Departmentalso maintains and operates 49 water pump 
stations that deliver treated waler 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 Irrigation 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 Califomia State Associaiion of 
Counties-Excess Insurance Aulhority ("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% ofthe Water System's annual operaling budget. To date, 
the Water System has not experienced any significant power shortages and there has not been any 
dismption 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 cusiomers in the event of the occurrence of more 
significant power shortages. The Water Department recently completed installation of a 1 megawatt 
photovoltaic solar panel "farm" at the AWTP which supplies approximately 40% of the local electrical 
demand. 

WATER SUPPLY 

Current Water Supply 

The Water System 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 
Sysiem comes from local rain mnoff. This mnoff is seasonal and variable in nature. The balance of the 
Water System water supply is imported from Northern Califomia 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 ("IID") 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 amounl 
reaches 200,000 AFY. In addilion, CWA has rights lo 77,700 AFY of water supplies dedicated to CWA 
as a result of water-conserving canal lining projects on the Ail-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 
exnerienced significant drought events over the last several years 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-American 
deliveries, was approximately 217.8 MGD, with peak day demands as high as 298.5 MGD. Tlie City's 
three Water Treatment Planis 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 
METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA" attached hereto for a 
discussion of CWA's water supplies. 

The Ciiy is the largest purchaser of water from CWA. During 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 treated water. 

The Strategic Plan for Water Supply, which was adopled by the Cily 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 to resull 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 ihings, 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 ofthe 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 conservalion measures. Pursuant to Division 38 of Article 7 ofthe San Diego Municipal Code, 
a Stage 1 Voluntary Compliance Water Watch applies during periods when the possibility exists that the 
Water Departmenl will not be able to meet all of the waler 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 recommended 
future supplies were developed ihrough the Stralegic Plan, which was completed in 1998. The Strategic 
Plan estimated water demand through 2015, identified infrastmcture requirements necessary to ensure that 
facilities were in place to store, treat and distribute required supplies in an efficient and effective manner 
and approved a water rate increase to help fund the initial years ofthe CIP. 

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

The objectives ofthe Long-Range Water Resources Plan were to extend water demand projections 
through 2030 and also 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 conservation, water reclamation, groundwater desalination, groundwater 
storage, ocean desalination, marine transport. Central Valley Water Transfers, and imported supply from 
CWA and MWD. Various allemative 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 waler 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 Central Valley under long-term contracts or as spot commodity purchases. 

The Long-Range Water Resources Plan recommended, among other things, that the common 
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 deiermine 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 ofthe 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 variety 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 waler demands of 297,000 AF in calendar year 2030, if most ofthe 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 ofthe City's Water Conservation Program (the "Water Conservation Program"), 
improvements to the City's water treatmenl plants, identification and securing of additional sources of 
water and improve most of water supply reliability in the region ihrough grounuwaier inveyiigaiion, 
altemative slorage 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 W'ater 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 infonnation 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, efficient landscaping 
and irrigation management programs, park and recreation partnerships, and public education and outreach. 

The Water Departmenl works closely with the City's Planning and Development Services 
Departments to incorporate waler conservation requirements into the City's planning and permitting 
processes to ensure new communities and properties will have water-efficient landscapes. Changes in 
water consen'ation 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 Febmary 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 stmctures to make charges proportionate to use, more careful 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 ofthe 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 ofthe 
reclaimed 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 ofthe recommendations have already been 
implemented. Among the recommendations that have been implemented are a review ofthe 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 ofthe City, to the Tijuana River Valley 
in the south. The largest basin, the San Diego Formation, lies along the coast from the Mexican border to 
n _ : . . i T 

The City is presentiy 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 altemative 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 accme to the City's Wastewater System while revenues from the sale 
of reclaimed water accme to the Water System primarily because of a $70 million investment that the 
Water System made in expanding the non-potable reclaimed waler 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 Plant (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 trealed 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 
solids 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 ofthe waler 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 months, 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 complelion 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 irrigation 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, alternative rate 
stmctures 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. 

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

TABLES 
PROJECTED WATER SUPPLY SOURCES 

Fiscal Years 2009-10 to 2029-30 
(AFY) 

Water Supply 
Sources 

CWA 
Local Surface Water 
Reclaimed Water 
Total 

2010 

201,901 
29,000 

8.525 
239.426 

% 

84% 
12 
4 

100% 

2015 

205,178 
29,000 
12.200 

246.378 

% 

83% 
12 
5 

100% 

2020 

212:260 
29,000 
15.200 

256.460 

% 

83% 
11 
6 

100% 

2025 

222,238 
29,000 
15.200 

266.438 • 

% 

83% 
11 
6 

100% 

2030 

231,725 
29,000 
15.200 

275.925 

% 

84% 
11 

' 5 
100% 

Source: Urban Water Management Plan, as supplemented. 

WATER SYSTEM REGULATORY REQUIREMENTS 

Federal Requirements 

The City's Water Sysiem operations are subject lo 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 administered 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 

31 
19152.17031133 POS 

000322 



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 contaminanls 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 waler 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 ofthe Safe Drinking Water Act. 

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). Water systems are not required to adopt these secondary standards, but 
states may choose lo adopt and enforce them. The City currently meets such standards. See Appendix B - ' 
"REPORT ON THE ENGINEERING AND FINANCIAL FEASIBILITY STUDY" for a fiirther 
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 
vuiiuUS Siuic icQUirciViCiiLS, iiiCiUuiiig Lii£ .jtuiS Gi •^ujiiGniia i^nvirorirricriuii v^uaiiiy /-YCL, operaiionai 
requirements, design and constmction slandards 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 Califomia Department ofPublic 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 mles to address protection of public water systems against microbial contaminants, especially 
Cryptosporidium, and at the same lime, reduce potenliai health risks of disinfection byproducts. The 
Stage 2 DBPR requires operators of public water. systems lo determine if they exceed permitted 
disinfection byproduct concentration levels and, if so, identify actions that may be taken to mitigate future 
high disinfection byproduct levels. The City has complied with the inilial phase ofthe Stage 2 DBPR to 
date and expects to complete its initial distribution system evaluation and comply with its reporting and 
moniioring requirements by the compliance deadlines set forth in the Stage 2 DBPR, a ponion 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 compliance 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 
operalion of the Water System and its associaled costs. Also, the costs of proposed new regulations, 
including mles and regulations regarding arsenic, radon, sulfate, groundwater and filter backwash, are 
currently unknown. See "RISK FACTORS - Statutory and Regulatory Compliance" herein. 
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Compliance Order by the California Department ofPublic Health 

The State ofCalifomia Department ofPublic Health ("DPH") is the regulatory agency responsible 
for ensuring that water systems meet the federal regulalions 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 noled 
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 time, including most recently in May 
2007 (as amended to dale, 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 Febmary 26, 2007, the City authorized rate increases of 6.5% per year for Fiscal Years 2007-08 
through 2010-11 to finance projecls mandated in the DPH Compliance Order as well as other CIP projects. 

DPH has the authority to impose civil penalties if the Cily fails to meet DPH Compliance Order 
deadlines, although DPH has nol imposed such penalties to date. Violation ofthe DPH Compliance Order 
may be subject to judicial action, including civil penalties specified in Califomia Health and Safety Code 
Section 116725 ("Section 116725"). Pursuant to Section 116725, a violation ofa 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 conservalion, litigation and service 
connection moratoriums. 

The costs for bidding, constmcting and completing the required work will fluctuale 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 ihrough Fiscal Year 2012-13 is 
approximately $515 million. The Water Department anticipates financing such costs with existing net 
assets, present and future revenues, and financing proceeds secured by system revenues. 

Permits and Licenses 

The Water System holds a Water' Supply Pennit from the DPH for operation of certain of its 
facilities (the "Waler Supply Pennit"). 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 al the water Ireatment plants. The City works closely with the DPH during the design, 
constmction and subsequent operations of all improvements which result in amendments to the Water 
Supply Permit to ensure amendment approval. Various other permils and licenses are required to operate 
the water treatmenl planis, water impounding system, water quality lab and distribution system: The City 
does not anticipate any problems with continued Water System operation under exisiing 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, prbject sequencing and operational considerations. There are five 
fundamental driving forces behind the expansion and upgrades ofthe City's Water System: replacement of 
aging infrastmcture to reduce pipeline breaks and emergency repairs, increasing treatment capacity and 
improving process technology, expansion ofthe Water System 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 constmcted 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, 
• U o WTnta r - n o m t - t i v i a n t f n m - n ' i a t a A SIA f " . « i ' t l 1 m - n i o r . t c ; n n n r a n r , * ' * ^ ™ o ™ - . ~ « ™ f\*f\ \ ; ? , ^ 0 £ [P . - J ! z \W. ! ' . f \ l I? .T-..",rt 
c . w . . u i w ^ - W J ^ U J . m . s - . n . . ^ . . . ^ . w ^ w * . u » , > u ^ . » . f ~ j —OO" - o o — r t " J ~ L- J 1 

reflects 595. Please confirm correct amount] million between Fiscal Year 2002-03 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 Febmary 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 generaled by the Water System are expected to provide approximately 
$543 million to help finance approximately 99 CIP projects, including projects related to water treatment 
plants, pipelines, reservoirs and pump stations, projects related to anticipated growth within the City's 
service area, annual allocation projecl groups and projects required by or related to applicable State and 
federal regulations and orders. The CIP remains subjecl 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 Depanment has developed a comprehensive CIP to address current and fulure 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 Stralegic 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 localion ofthe major CIP projects. Brief descriptions ofthe projects in each ofthe 
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 meel future water demands through 2030. The 
MWTP will be expanded to a capacity of 215 MGD by Fiscal Year 2009-10 to meel 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 waler 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 Califomia 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 
stmctures on three reservoirs and make emergency outlet improvements at the Lower Otay Resen'oir. 

Treated Water Storage Facilities. The rehabilitation and constmction 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 ofthe CIP projects began. 

Reduimeu Water Fucilules. Tiic NoiUi wiiy RcCmmaiion Plan System Expansion is Curreritiy in 
the design phase and constmction will begin in Fiscal Year 2010. Currently, there is an annual allocation 
of $500,000 to expand the reclaimed water system to connect new customers. 

Groundwater Projects. 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 Cenler localed in the city of Chollas. 

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

Project Schedule and Costs 

The currenl cost estimate of CIP projects for the period 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 City Council 
and adjustments to such budget require approval ofthe City Council. 

35 
' 19152.17031133 POS 

000326 



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 PROJECTS0' 

Fiscal Years 2008-09 through 2012-13 

Description 2008-09 2009-10 2010-11 2011-12 2012-13 Total 
Water Treatment Plants 
Pipelines 
Pump Stations 
Raw Water Reservoirs 
Treated Water Reservoirs 
Reclaimed Waler Facility 
Groundwater 
Security 
Miscellaneous 
Total 

$ 86.756,020 
57,705,209 
9,550,000 
2.333,035 
4,461,387 
3,104,606 
2,019.816 
3,796,050 . 
7.897.506 

$177,623,629 

$ 83,881,204 ' 
48,074,621 

3,840,792 
449,014 
493,575 

7,106,101 
7,643,634 

10,109,000 
7.800.000 

$169,397,941 

$ 31,310,409 
53,410,139 

831,375 
914.062 
608,607 

7,414,401 
18,528,908 
7,592,776 

21.178.596 
$141,789,273 

$ 1,639,389 
61,430,309 
2,438,729 
3,440,796 

768,112 
2,980,224 

20,127,520 
326,295 

29.023.958 
$122,175,332 

$ 3,905,061 
59,022,991 
3,523,976 
9,135,167 
1,848,048 
1,000,000 
1,209,935 

0 
33.762.636 

$113,407,814 

$207,492,083 
279,643,269 

20,184.872 
16,272,074 
8,179,729 

21,605,332 
49,529,813 
21,824,121 
99.662.696 

$724,393,989 

Source: City of San Diego Water Depanment. 
0) Amounts reflect the aggregate costs ofall CIP projects required to satisfy the DPH Compliance Order 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 cosl 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 expecis that approximately 80% ofthe costs ofthe 
CIP through 2013 will be funded with the proceeds of future financings, including water revenue bonds lo 
be issued later in 2009 on either a parity or a subordinated basis, as further described below: 

Fiscal Year Total 
2008-09 $391 milIion", 

2010-11 $124 million 
2011-12 $206 million 

1 ' Consists ofthe Series 2009A Bonds in the amount of [Series A Par Amount]* 
to pay in full the Series 2007 A Notes and an addirional series of water revenue 
bonds on either a parity or subordinated basis to refund the Series 2008A Notes 
and finance approximately $150 million of CIP costs. Excludes the prepayment 
of all or a portion of the Scries 1998 Certificates currently outsianding in the 
amount of 5245.010,000. 

Preliminary, subjecl to 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 Depanment 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 to $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 Califomia Enviromnental Quality 
Act ("CEQA"), as amended (Division 13 of the Califomia Public Resources Code). Under CEQA, a 
projecl 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 ofthe project's potential impacts, but also the comments of other agencies with some 
form of jurisdiction over the project and the comments of interested members ofthe 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 to eliminale 
or minimize such effects; altematives 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, il may adopt a writlen stalement (called a 
"Negative Declaration") to that effect and need not prepare an EIR. A Negative Declaration was prepared 
for approximalely 2% of CIP projects reviewed between May 2002 and [August 2008]. A Mitigated 
Negative Declaralion ("MND") is appropriale for projects thai could potentially result in a significanl 
environmental impact, bul revisions or slandard 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 ofa MND. Statutory exemptions are aclivities thai are nol subjecl to 
CEQA. CIP projecls 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 caiegorical exemption. Once an agency approves or determines lo cany 
out a project, either following an EIR process or after adopting a negative declaration, it must file a notice 
of such delenn inal ion. Any action or proceeding challenging the agency's detennination must be brought 
within 30 days following the filing of such notice. 

As part 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 regulalions. 
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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 replacemenl, upgrading or increasing capacity of existing 
facilities, the City does not believe that enviromnental considerations will adversely affect the completion 
oflhe CIP within the contemplated budget or the current timetable. 

Project Management for the CIP 

Prior to October 2007, the engineering design and constmction 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 Cily as a'whole, including the Water Department's 
divisions and their respective responsibilities, resulted from recommendations of a steering committee 
assembled as part of the City's Business Process Reengineering program initiative to enhance ihe 
efficiencies and effectiveness of Cily govemment 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. Projecl 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 projecls are conducted 
and monitored by the Water Policy and Strategic Planning Division of the Water Departmenl. See 
"ORGANIZATION AND MANAGEMENT - Governance and Management" herein. 

types of infrastmcture 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 permitted in the right-of-way; and surveying and 
materials testing. E&CP's. activities include work on various public infrastmcture 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 ihe design and project 
management of water treatment plants, reservoirs and pump slation projects. 

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

Project Implementation and Technical Senices 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, projecl 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 infrastmcture, and utilities under-grounding projects. 
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Contract Disputes 

From time lo 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 contraclors 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 
automobile liability insurance of $1 million combined single limit per accident; contractors builders risk 
property insurance in an amount equal to the replacement cost ofthe 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 uiility 
customers are collected on a municipal water bill, which also includes sewer charges and slonn 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 meel cuslomer 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 financings and rale adjustments, involves an 
extensive technical review by senior staff with oversight from senior city management. 

Subsequent to consideration ofthe recommendations set forth in the December 14, 2006 Cost of 
Service Rate Study (as adopted by the City Council in 2007, the "2007 Rale Case"), in Febmary 2007 the 
City Council adopted rate increases of 6.5% per year for Fiscal Years 2007-08 through 2010-1] 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 
less than 1 % of the median household income 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 ofa 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 ofthe 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 constmcti on/irrigation. The three-tiered 
rate stmcture 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 infrastmcture, operation and maintenance of CWA's 
water supply system and the cost CWA 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 
thp f n l l n w i n o Tflnnarv FnllnwiTUT a C'XK/ A onnnnnf-p-nipnt o f h i g h e r fStPS. the C i tv ca l cu l a t e s the ilT!TV9!̂ t t a 

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 rale 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 stmcture. In 
October 2007, the City Council 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 will 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 ofa $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. Tlie approved commodity charge rate increase is scheduled to remain in 
effeci 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 uiility costs. Utility cost-related increase;; have not occurred since the 1980s. Any such increases will be 
subject to the procedures necessary to satisfy Proposition i lS ' s public notice and hearing requirements and procedures established by the City. See 
"Compliance Order by the California Department ofPublic Health" herein. 

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

TABLE 7 
FIVE-YEAR WATER SERVICE CHARGE HISTORY FOR SINGLE FAMILY 

RESIDENTIAL UNITS AND MULTI-FAMILY, COMMERCIAL, INDUSTRIAL AND IRRIGATION/TEMPORARY CONSTRUCTION 
Fiscal Years 2004-05 through 2008-09 

Justification 
BASE 
FEES'" 
Meter Size: 

for Increase: 

5/8 inch 
VA inch 

1 inch 
1 'A inch 

2 inch 
3 inch 
4 inch 
6 inch 
8 inch 

10 inch 
12 inch 
16 inch 

Revenue 
Requirement 

7/1/04 
$13.08 

13.08 
13.97 
62.52 
96.24 

345.44 
576.30 

1,286.28 
1,733.10 
2,323.85 
3,232.55 
5,394.93 

increase in 
Water Costs 
from CWA 

1/1/05 
$13.08 

13.08 
13.97 
62.52 
96.24 

345.44 
576.30 

1,286.28 
L733.10 
2,323.85 
3.232.55 
5.394.93 

Revenue 
Requirement 

7/1/05 
$14.31 

14.3! 
15.29 
68.41 

105.31 
377.98 
630.59 

1,407.45 
1,896.36 
2,542.76 
3,537.06 
5,903.13 

Increase in 
Water Costs 
from CWA 

1/1/06 
$14.56 

14.56 
15.69 
69.16 

106.61 
380.38 
634.69 

L414.95 
1,909.36 
2,562.26 
3,570.06 
5,974.63 

Revenue Revenue 
Requirement Requirement 

7/1/06 
$15.87 

15.87 
17.11 
75.41 

116.24 
414.73 
692.00 

1,542.72 
:!,081.78 
:!,793.63 
3,892.44 
6,514.14 

7/l/07(3, 

$15.18 
15.18 
22.17 
38.13 
58.09 

104.98 
171.83 
337.46 
537.01 
770.49 

1,435.00 
2,499.62 

Increase in 
Water 

Costs from 
CWA 

1/1/08 
$15.32 

15.32 
22.41 
38.59 
58.83 

106.38 
174.17 
342.12 
544.47 
781.23 

1,455.06 
2.534.62 

Revenue 
Requirement 

7/1/08 
$16.32 

16.32 
23.86 
41.10 
62.66 

113.29 
185.49 
364.36 
579.86 
832.01 

1,549.64 
2,699.37 

Increase in 
Water 

Costs from 
CWA and 

IPR Project 

1/1/09 
$16.52 

16.52 
24.20 
41.76 
63.72 

115.29 
188.83 
371.02 
590.52 
847.35 

1,578.30 
2,749.37 

o 
o 
o 
CO 
CO 

ro 
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Increase in Increase in Increase in 
Revenue Water Costs Revenue Water Costs Revenue Revenue Water Costs Revenue 

Justification for Increase: Requirement from CWA Requirement from CWA Requirement Requirement from CWA Requirement 

Increase in 
Water Costs 
from CWA 

and IPR 
Project 

COMMODITY CHARGE 
Customer , , 

Usage 
l y p e : b-
Single Family Tiered 
Dwelling structure 

Tier I 0-7 HCF 
Tier 2 8-14 HCF 
Tier 3 15 +HCF 

One rate for 
Multi-family I i r , r , ^ ... , 2 / per HCF 
Dwelling1 

Commercial . . _„ 
12) per HCF 

Industrial12' per HCF 
Irrigation,2* per HCF 
Temporary 
Construction per HCF 
(2) 

7/1/04 

$1,487 
1.884 
2.076 

all usage amounts 

1.737 

1.737 

1.737 
-

1/1/05 

$1,541 
1.938 

,2.130 

1.791 

1.7.91 

1.791 

7/1/05 

$1,609 
2.023 
2.223 

1.870 

1.870 

1.870 
-

1/1/06 

$1,656 
2.070 
2.270 

1.917 

1.917 

1.917 
-

7/1/06 

$1,731 
2.163 

•2.372 

2.003 

2.003 

2.003 
-

7/1/07 

$2,262 
2.461 
2.775 

2.461 

2.357 

2.357 
2.524 

' 
2.524 

1/1/08 

$2,352 
2.551 
2.865 

2.551 

2.447 

2.447 
2.614 

2.614 

7/1/08 

$2,505 . 
2.717 
3.051 

2.717 

2.606 

2.606 
2.784 

2.784 

1/1/09 

$2,795 
3.032 
3:404 

3.032 

2.908 

2.908 
3.107 

3.107 

Souice- Cily of San Diego Water Dcparlment 
'•'' The base lee is dependent on ihe meler size, 
'^ In July 1. 2007, the City eslablished separate categoties for Multi-Family Dwelling, Commercial/Industrial and Irrigalion/Temporaiy Construction. 
HCF (Hundred Cubic Feet) = 748 Gallons 
'•11 Decrease in base lees for 2-incli and smaller meters rellect the 2007 Rate Case and pricing methodologies revised lo reflecl American Water Work Association melhodologies. 
Note: No late increase in January 2007. 

o 
o 
o 
CO 
CO 
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Water Service Charges. The Water System's waler 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 commodity rate is applied to 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. 

TABLES 
BASE FEE 

Fiscal Years 2009-10 and 2010-11 
(As 

Meter Size 
(inch) 

5/8 
3/4 

1 
1 1/2 

2 " 
3 
4 
6 
8 

. 10 

of January 1, 

July 1, 2009 

$ 17.59 
17.59 
25.78 
44.47 
67.86 

122.79 
201.10 
395.14 
628.93 
902.43 

2009) 

Juiy 1, 2010 

$ 18.73 
18.73 
27.45 
47.37 
72.27 

130.77 
214.17 
420.82 
669.79 
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 Constmction, and Irrigation) are billed under the same 
uniform commodity rale for their respective customer classification. SFR customers have a tiered rate 
stmcture 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) 

Customer Class 

SFR 
Block 1 
Block 2 
Block 3 

Multi-family Dweliing 
Commercial 
InHnstrial 

Irrigation 

Volume Block 
HCF 

0-7 
8-14 
Over 14 

All Volume 
All Volume 
A!! Vnlnrne 

All Volume 

July 1, 2009 
$/HCF 

- 2.977 
, 3.229 

3.625 

3.229 
3.097 
3.097 
3.309 

July 1,2010 
S/HCF 

3.073 
3.333 
3.742 

3.333 
3.196 
3,196 
3.415 

Source: City of San Diego Water Department. 

Capacity Charges. In Febmary 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 Slate law, capacity 
charges can be applied only for the purpose of paying costs associated with capital expansion, bonds, 
contracts, or olher indebtedness of the Water System related to expansion. Because capacity charges are 
primarily collected on new constmction within the Cily, revenues obtained from such charges vary based 
upon constmction 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) 

Fiscal Year 
2003-04 
2004-05 
2005-06 
2006-07 
2007-08 

Source: City of 5 
' ' Fio-iirp rf 

Water Capacity 
Charges (Per EDU) 

$2,500 
2,550 
2,550 
2,550 
3,047 

lan Diego Water Depanment. 

% Increase/ 
(Decrease)01 

0.0% 
2.0 

.0.0 
0.0 

19.5 

im nrinr vpnr 

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 rale by the number of units because of individual customer account 
characteristics, such as a customer's credit score and the availability 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 constmction. 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 

Fiscal Vear 

2003-04 
2004-05 
2005-06 
2006-07(,) 

2007-08(3) 

New Equivalent 
Dwelling Units'" 

7,475 
5.602 
5,713 
5,788 
4,338 

Capacity Charge 
Revenues*21 

$17,653,915 
13,113,046 
12,897,676 
13,682,238 
9,691,554 

Sources: Water Department and Comptroller's Office, City of San Diego 
l " Unaudited. 
i:> Audited and included wilh Capilal Coniribuiions on Sialement of Revenues, Expenses and Changes in Net Assets in 

comprehensive audited financial report ofthe indicated year, except as otherwise indicated. 
0 i Estimated. 

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 
ofthe properly to which the water is delivered. Regardless of cuslomer class, the customer has a meter 
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from which the City measures the amount of the waler 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. 

PursuanI 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 lime extensions for payment are granted by Water 
Department management under limited conditions, including health and safely-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 relumed 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 is issued. This procedure resulls in almost 
all past due bills being paid. If necessary, the City establishes time payments for cusiomers who are 
unable to pay a past due amount. If an accounl is closed with an amount due which remains unpaid, that 
account is referred to the Cily Treasurer for collection activilies. An allowance is taken each 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 informaiion 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 

($ In Thousands) 

Water Sales Revenue 
Accounts Receivable 
Accounts Receivable Over 120 Days'2* 
% of Total Water Sales Revenues 
No. of Shut-Offs 
Write-Off Amounts(4) 

2003-04 

$221,623 
$ 20,957 
$ 1,450 

0.7% 
21,689 

$ 478 • 

2004-05 

$245,287 
$ 33,622 
$ 1,727 

0.7% 
24,459 

$ 402 

2005-06 

$ 258,900 
$ 25,404 
$ 3,672 

1.42% 
21,230 

$ 325 

2006-07 (D 

$289,127 
$ 28,126 
$ 3,644 

1.26% 
20,451 

$ 531 

Source: 
(0 
(!) 
(31 

Water Department & Comptroller's Office, City of San Diego. 
Fiscal Year 2007-08 figure is preliminary and unaudited. 
As of June 30 
Shut-Offs for non-payment may include multiple shut-offs at the same address throughoul the fiscal year. 
Write-Off amounl for entire water bill, which includes billing for water, sewer, and storm drain services. 

2007-08 

$288,741 
$ 25,995 
$ ' 2,940 

1.02% 
22,420 

$ 564 
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Revenues 

The Water Utility Fund's principal 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 ofthe fiscal years from Fiscal Year 2003-04 to 2007-08. 

TABLE 13 
HISTORICAL SOURCES OF WATER SERVICE REVENUES'1* 

(In Thousands) 
Fiscal Years 2003-04 through 2007-08 

Sources 2003-04 2004-05 2005-06 2006-07 2007-08 

Retail'2* 

Single Family Domestic 
Multi-Family'3* 
Commercial 
Industrial 
Reclaimed 
Outside Cily 

Wholesale to Other 
Retailers'2* 

Irrigation Districts 

TOTAL'5' 

Source: The City's 2004 - 2006 Comprehensi 
Comptroller's Office, City of San Diego with r 
('1 Does not include capacity charges or othe 
0 Unaudited. 
' 3 ' Mn l t i .Pnmi lv nn'mnHlv r n n w l * n f m n l t U 

$ 85,262 
46,230 
75,571 
3,951 
3.465 

93 

6,505 
'546 

$ 92,630 
51,505 
82,477 

3,914 
3,751 

123 

10,439 
448 

$102,505 
55,514 • 
82,669 

3,880 
4,452 

246 

8,982 
'652 

$221,623 $245,287 $258,900 

ve Annual Financial Reports with respect to the "Total" 
espect to all other amounts, 
r operating revenues. 

•nmilv rfwplHncFs 

$ 114,461 
61,754 
93,042 

3,091 
5,528 

144 

9,776 
L331 

$289,127 

' amounts; Water Dc 

$123,063 
61,193 
85,644 

2,663 
2,073 

45 

12 780 
• K280 

$288.741a 

parunent & 

M1 Primarily reflects wholesale revenues from Cat-American. 
(5) Audited, excepl for data for Fiscal Years 2006-07 and 2007-08, 

The four annual water rate increases approved in Febmary 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 2010-11. 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 lhal 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 cosl increases become effective, usually in January ofeach year. 

Operation and Maintenance Expenditures 

Operation and Mainienance expenditures include the cosl of operating and maintaining water 
supply, treatment, storage, and distribution facilities. Operalion and Mainienance 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 managemenl of the Water Department (collectively, "Operation and 
Maintenance expenditures"). The City used an inflationary factor of 4% in projecting all Operalion and 
Maintenance expenditures, excepl 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 dala processing costs were based on a long-range plan which reflected planned 
changes lo 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 
lo $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 Ciiy makes 
corresponding adjustments to its customer rates, subject lo the requiremenls of Proposition 218. Absent 
those price adjustments from MWD and CWA, water purchase costs were forecast lo increase at an 
average of 0.9%, based on the growth in accounts, over the same period. This can be attributed lo the fact 
that conservation efforts and the reclaimed water program will partially offset the demand for additional 
potable water supplies that will resull from population growth. The current water rate model has since 
been adjusted to reflect an assumed 15% reduction in waler 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 Waler Department has included 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 stalement of revenues, expenses and changes in fund net assets for Fiscal 
Years 2002-03 through 2006-07. 

TABLE 34 
REVENUES, EXPENSES, CHANGES IN FUND NET ASSETS 

(In Thousands) 
Fiscal Years 2002-03 through 2006-07 

(Audited) 

2002-03 2003-04 2004-05 2005-06 2006-0712* 
OPERATING REVENUES 

Sales of Water 
Charges for Services 
Revenue from Use of Property 
Recreation 
Storage and Transportation of Water 

for Other Agencies 
Usage Fees 
Other 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
Maintenance and Operations 
Cost of Purchased Water Used 

•Administration 
Depreciation 

TOTAL OPERATING EXPENSES 
OPERATING INCOME (LOSS) 

NONOPERATING REVENUES (EXPENSES) 
Earnings on Investments 
Federal Grant Assistance 
Other Agency Grant Assistance 
Gain (Loss) on Sale / Retirement of Capital Assets 
Debt Service Interest Expense 
Other 

TOTAL NONOPERATING REVENUES 
(EXPENSES) 

INCOME (LOSS) BEFORE 
CONTRIBUTIONS AND TRANSFERS 

Capital Contributions 
Transfers from Otiier Funds 
Transfers from Govemmental Funds 
Transfers to Other Funds 
Transfer to Governmental Funds 

CHANGE IN NET ASSETS 

Net Assets ai Beginning of Year 
NET ASSETS AT END OF YEAR 

$ 

$ 

$ 

$ 
• $ 

$ 

$ 

206,383 
887 

4,075 
-

178 
1,239 
9,700 

222,462 

94,345 
100,094 

i i^n 

30,134 
19,045 

244,878 
(22,416) 

11.590 
565 

1,068 
(707) 

(23.075) 
857 

(9,702) 

$ 

$ 

$ 

$ 
$ 

$ 

$ 

221,623 
965 

4,969 
1,426 

188 
1,426 

10,362 

239,533 

95,182 
100.445 

i i c n 

33,602 
21,745 

252,333 
(12,800) 

7,643 
506 
50 

(1,251) 
(15.925) 

606 

(8,371) 

$ 

$ 

$ 

$ 
$ 

$ 

$ 

245,287 
1,027 
4;701 

-

230 
1,756 

14,648 

267,649 

92,959 
102,096 

i A c n 

37,762 
27.277 

261,551 

6,098 

7.258 
640 
694 

(26,141) 
(12.737) 

32 

(30,254) 

$ 

$ 

$ 

$ 
$ 

$ 

$ 

258,900 
1,031 
4,833 

-

_ 
1,943 

13,860 

280.567 

94,433 
110,263 

c-inO) 

35,370 
29.230 

269,866 

10,701 

6,966 
424 
359 

(9,819) 
(23,935) 

(67) 

(26,072) 

$ 

$ 

$ 
$ 

$ 

$ 

289,127 
1,147 
6,162 

-

_ 
1.594 

12,262 

310,292 

97,736 
124,880 

I*-*") 

30,943 
27,644 

281,366 

28.926 

11,461 
283 
284 

(5,076) 
(26,370) 

175 . 

(19.243) 

$ (32,118) $ (21.171) $ (24.156) $ (15.373) $ 9,683 

86,376 
1,204 

14 
(422) 

(1,021.) 

$ 54,033 

1.075,816 

$1,129,849 

$ 

1. 

72,040 
197 

(238) 
(1.563) 

49.265 

,129.849 

$1,179,114 

$ 

1 

41,954 
3,377 

27 
(319) 

(1,046) 

19.837 

,179.114 

$1,198,951 

$ 

1 

$1 

44.262 
220 

(158) 
(1,481) 

27.472 

.198.951 

.226,423 

$ 

1 

$1 

80.858 
352 
84 

(234) 
(1,713) 

89.030 

.226,423 

.315.453 

Source: 

a) 

Comprehensive audited financial report nf the indicated year, except as otherwise indicated. 
Decrease represents in lieu taxes paid to the CWA and property taxes paid to the Counly Tax Collector. 
Unaudited. Source: City of San Diego Water Department. 
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Table 15 sets forth the debt seivice 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 Obligations01 

Fiscal V*ar 
Emlfd 

June 3(1 

2002-03 
2003-04 
2004-05 
2005-06 
2006-07'1' 

Total 
Income 

$256,968 
267.649 
294.904 
303.453 
336.599 

Toiiil 
Expenses 

$226,058 
232.193 
234.392 
242.180 
255.486 

Net 
S vsl em 

Revenue 

$30,910 
35.456 
60.512 
61.273 
81.113 

Earnings 
on Reserve 

Fund 

($1,305) 
(1.296) 
(1.262) 
(1.228) 
(1.346) 

Adjusted 
Nef Sysiem 

Revenue 

$29,605 
34.160 
59.250 
60.045 
79,767 

Tfl tal 
Debt Service 

$23,363 
21.355 
21,355 

• 21,355 
21,351 

Eess: 
Interesl 

Entnings 

($1,305) 
( 1 3 6 ) 
( U 6 2 ) 
11.228) 
(1,346) 

Adjusted 
Uehl 

Service 

$22,058 
20,059 
20.093 
20.127 
20,005 

Adjusled 
Deb( Service 

Coverage 

1.34x 
1.70 ' 
2.95 
2.98 
3.99 

Tolal 
l>eb( Senice 
(Paritv and 

Subordinated) 

$27,002 
34.861 

. 35.549 
36.237 
39.412 

Aggregate I>ebl 
Service Coverage 

I.ISx 
1.02 
1.70 
1.69 
1.99 

Source: Comprehensive audited Jlnancial repoit ofthe indicated year lor parity obligations for Fiscal Years 2002-03 through 2005-06;.City of San Uiego Water Departmenl for Fiscal Year 2006-07 
amounts and subordinated obligations amounts. 
( " Based on debt service coverage calculations set forth in the Installment Purchase Agreement. 
<;i Unaudrled. 

o 
o 
o 
CO 

ro 
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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 million from the previous year. This increase is primarily the result of increased net 
water sales revenues of $30.2 miiiion and increased capital assets, net of related debt and depreciation, of 
$40.3 million. 

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 liabilities 
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 paymenls 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 ofthe Series 2009A Bonds described in this Official Statement. 

Total operating revenues for Fiscal Year 2006-07 were $310.3 miiiion, 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. TTiis was a result of an increase in interest 

contributions increased by $36.6 million 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 mainly 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% ofthe water distributed from the San Diego County Water Authority. 

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 approximalely 3,400 miles of distribution mains and associaled 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 year. 

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 June 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 Departmenl had outstanding debt of approximately $757.7 million. 
More detailed informaiion 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 

52 
19152.17031133 POS 

000343 



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 coverage ratios are 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 lo 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% ofthe annual budget for the 
purchase of water and may be used as an emergency reserve for the purchase of water in the event of a 
drought or other emergency that unexpectedly disrupts the City's nonnal 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 cunent Water Sysiem 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 cunently no expected transfers to or from the Secondary Purchase Fund, other than those 
necessary to 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 Approprialed Resen'e 
described below). The Operating Reserve is required lo be replenished during any fiscal year in which 
amounts were withdrawn. The Fiscal Year 2008-09 budget included approximalely $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 Cily include an SRF Loan Reserve (the "SRF Loan Resen'e") 
for payment of principal and interest on its SRF loan; two Debt Senice Resene Funds (the "Debt Service 
Resene 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 Resene (the "Appropriated Resene") annually 
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budgeted in at amounl detennined by the Water Department in ils discretion to provide for unanticipated 
needs that may arise during the course ofthe year, including payment of unanticipated operating expenses, 
which requires the approval ofthe Director ofthe Water Departmenl, and payment of unanticipated capital 
needs, which requires approval ofthe Cily 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 aciions related to reducing cosls ofthe 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 ofeach 
fiscal year, any savings not required for compliance with established reserve policies will be transfened 
into the DRES. Al the end of four years, any funds transfened into the DRES and not used for capital 
improvements will be used to lower future rates for the Water System. The DRES has nol been funded as 
ofthe date ofthis Official Statement. 

Table 16 sets forth the 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) 

FimH Nnmp FunHino I .PVP! 

Rate Stabilizalion Fund $ 20,500,000 
Secondary Purchase Fund 7,132,377 
Operating Resene 19,936,102 
SRF Loan Resene 1,376,000 
Debt Senice Reserve 47,312,000 
Funds 
Emergency Reserve 5.000.000 

$101.256r479 

Source: City of San Diego Water Depanmenl. 

For information on the possible limitation on the City's ability to sel rales and charges at levels 
which would permil 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 cunently 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) 

DESCRIPTION 

Net Operating Revenues (1) 

Interest Income on Operating Funds 
Interest Income on Capital Monies <2) 

Capacity Fee Proceeds 
Total Adjusted Net System Revenues (3> 

Projected Senior Debt Senice 
Senior DSRF Interest(4> 

Adjusted Debt Service 
Senior Debt Service Coverage ^ 

Aggregate Debt Service Coverage 
Net Operating Revenues 
Interest Income on Operating Funds 
Interest Income on Capilal Monies 
Capacity Fee Proceeds 
Debt Service Reserve Fund Interest 
Total Net Sysiem Revenues 

Projected Senior Debt Service 
Projected Subordinate Debt Service 
Aggregate Debt Senice ( 5 ) 

Aggregate Debt Coverage (6) 

2007-08 
Estimated 

$43,862 
8,268 
2,465 
8,459 

$63,053 

$21,354 
$ 1,370 
$19,984 

316% 

$43,862 
8,268 
1,922 
8,459 
2,435 

$64,945 

$21,354 
$21,728 
$43,082 

151% 

2008-09 
Budgeted 

$69,742 
5,167 
5,187 

11,466 
$91,561 

$21,354 
. $ 998 

$20,356 
450% 

$69,742 
5,167 
4,638 

11,466 
1,546 

$92,559 

$21,354 
$26,271 
$47,625 

194% 

2009-10 
Rate Case 

$ 87,175 
6,323 
4,725 

14,224 

$112,447 

$ 41,180 
$ 1,634 
$ 39,546 

284% 

$ 87,175 
6,323 
4.067 

14,224 
2,292 

$114,081 

$41,180 
$33,504 
$ 72,684 

157% 

2010-11 
Rate Case 

$142,299 
8,647 
3.257 

13,510 

$167,713 

$ 41,180 
$ 2,063 
$ 39,117 

429% 

$142,299 
8,647 
2,489 

13,510 
2,831 

$169,776 

$41,180 
$ 28,668 
$ 69,849 

243% 

2011-12 
Projected 

$143,664 
12,682 
5,704 

14,339 
$176,190 

$ 50,355 
$ 2,837 
$ 47,318 

372% 

$143,664 
12,682 
4,827 

14,139 
3,714 . 

$179,026 

$ 50,155 
$ 28,672 
$ 78,827 

227% 

Source: Feasibility Engineer. 
n> Fiscal Year 2008-09 and Fiscal Year 2009-10 figures reflect an anticipated 15% water conservalion. Thereafter, figures 

reflect pre-water consen'ation levels, includes service charges and reclaimed water sales. Includes revenues generated from 
proposed rate adjustmenl to pass through CWA purchased water cost increases for Fiscal Year 2008-09 hut not polenlial future 
adjustments to pass through CWA supply cost increases. 
Includes interesl income on Subordinate Dcbl Service Reserve Fund. 
As defined in the Installment Purchase Agreement. 
Includes anticipated bond issuances subsequenl to Fiscal Year 2008-09. 
Includes Parity Obligations, Subordinated Obligations, and SRF debt sen'ice without adjustmenl for Debt Service Reserve 
Fund earnings. 
Ratio of total Net System Revenues to Aggregate Debt Service. 

(21 

(3) 

(61 

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 cunent 
number of accounts from the Water Utilities Customers Information System Monthly Rate Code Summary 
(Actual). 

Reclaimed water revenues, which are a component of waler sales, are expected to increase from 
approximately $2 million to $9.5 million over the period from Fiscal Year 2006-07 to Fiscal Year 2010-11 
due to new customers and increased demand from existing customers. Reclaimed revenues will conlinue 
to supplant revenues from potable water senice charges as existing cusiomers 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 ofthe 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 cunent 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 

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 Department'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 to 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 0%), 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 Construction Cost Index most recent 10-
year annual average and 15-year annual average. 

The Water Department's cunent 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 Depanment's five-year financial plan. The Water Department reduced 
63.16 positions in Fiscal Year 2007-08 (net of hires) to reflecl 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 arid 
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 reductions 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 Utility Fund's 
proportionate share to fiilly fund the City's annual required contribution to the Pension System. See 
"WATER SYSTEM FINANCIAL OPERATIONS - Water Sysiem Share of Contribution to Pension 
System and NPO" herein. The Water Utility Fund also contributes its proportional share lo 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 ofthe 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 Govemment Services are reflected based on the 
reorganization of the City govemment 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, consenation is compared to water sales 
in Fiscal Year 1988-89. Conservation is anticipated to increase from 11.38% in Fiscal Year 2007-08 lo 
•. -. / - / i n / :.. !-•: 1 \ t t / r i - i t o — - l i l - — - J J ; * ; 1 i n / _ J J _ J ., ,- . .- .1- , , - „ , . C:-.,. , , . , , - ; .i.-.i-..- - -.— • ; - ! T . 
I J . J U / O 111 J~Ji<_ai 1 c i U Z.U 1 / - 1 0 W i l l i Oi l a u u i t i w u a i i . / u u u u V ' U k . t i w i y V-UJ i u i J J U J J J V I , w u c i i v i v u n u i i . m 

addition, in Fiscal Year 2008-09 and Fiscal Year 2009-10, the City is assuming an additional consenation 
factor of 15% to reflect potential restricted water supplies. 

See a descriplion ofthe Waier Department's long-term debt as presented in Note 6 lo the City's 
CAFR attached as Appendix D hereto. Except for covenants relating to its continuing disclosure 
undertakings, the Water 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, consisting of loans payable to the 
State ofCalifomia Water Resources Control Board. 

PursuanI lo Section 90 of the Cily Charier, general obligation bonded indebtedness for the 
development, conservation and furnishing of water shall not exceed 15% ofthe last preceding assessed 
valuation ofall real and personal property ofthe City subject to direct taxation. The Water Department has 
nol issued any general obligation balance as of June 30, 2008. 

Table 18 sets forth the outstanding indebtedness payable from Nel,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 ofthe Series 2009A Bonds. 
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TABLE 18' 
OUTSTANDING DEBT 
As of September 1,2008 

(In Thousands) 

Series Final Maturity 
Outstanding 

Amount 
Amount to be 

Refunded 

Parity Obligations: 
Series 1998 Certificates 

Tolal Parity Obligations: 
Subordinated Obligations: 

Series 2002 Subordinated Bonds 
Series 2007A Notes 
Series 2008A Subordinated Notes 
State Revolving Fund Loan 
. Total Subordinated Obligations: 

Total Parity Obligations and 
Subordinated Obligations: 

August 1,2028 

August 1,2032 
January 30, 2009 
August 28, 2009 

July 1,2025 

$245.010.000 
$245.010.000 

$272,845,000 
57,000,000 

150,000,000 
18.940.380 

$498.785.380 

3i743.795.3R0 

Source: City of San Diego. Debt Management Department. 
Preliminary, subjecl 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. 

TABLE 19 
DEBT SERVICE ON ALL PARITY OBLIGATIONS AND SUBORDINATED OBLIGATIONS 

Fiscal 
Year 

2008-09 
2009-10. 
2010-11 
2011-12 
2012-13 
2013-14 
2014-15 
2015-16 
2016-17 
2017-18 
t m o i n 

2019-20 
2020-21 
2021-22 
2022-23 
•2023-24 
2024-25 
2025-26 
2026-27 
2027-28 
2028-29 
2029-30 
2030-31 
2031-32 
2032-33 

Total: . 

Series 
1998 

Certificates*1' 

$ 6,044,536 
12,089,073 
12,089,073 
12,089,073 
12,089,073 
12.089.073 
12,089,073 
12,961,698 
25,372,573 
25,371,573 
t c l A n £(\9 

25,310,073 
25,370,698 
25,369,573 
25,370,603 
25,374,423 
25,369,800 
25,370,750 
25,370.156 
25,373,619 
25,373,644 

$421,367,855 

Series 2002 
Subordinated 

Bonds 

$ 18,036,568 
27,299,110 
27,292,513 
27,296,456 
27,299,238 
27.298.400 
27.295,813 
26,924,438 
13,733,800 
13,735,350 
i -J T i t t e n 

13,732,525 
13,733,925 
13,735,138 
13,736,875 
33,735,325 
13,732,525 
13,737,263 
13,733,413 
13,734,625 
13,734,500 
13,736,875 
13,735.375 
13,733,625 
13,735,000 

$442,235,925 

Series 
2008A 
Notes(2) 

$ 4,551,000 
152,829,000 

• 

$157,380,000 

Series 2009A Bonds (3) 

Principal Interest 
Total Principal 

and Interest 
Total 

Debt Service 

Source: City of San Diego, Debl Managemenl Department. 
(i) 

(2) 

(3) 

A portion of the Series 1998 Certificates wilt be prepaid with proceeds of the Series 2009A Bonds; such prepayment is not 
reflected in Ihe figures above. See "PLAN OF FINANCE" herein. 
Matures on August 28. 2009; will be prepaid in full priorto maturity on or about April '2009. 
Proceeds ofthe Series 2009A Bonds will be used to pay in full Ihe 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 Waler 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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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 July 1, 
2005 labor agreement will be reinstated as a resull of provisions of such labor agreement. 

Worker-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 occunence. 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 liabilities and expenditures for liability claims of the 
Water Sysiem 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 
2003-04 1,447,227 1,125,404 
2004-05 966,319 l[ 146/732 
2005-06 2,852,333 3,028,169 
2006-07(2) 4,794,657 2,483,122 

Source: Comprehensive audited financia! report ofthe indicated year, except as otherwise indicated. 
(1) Accrued Estimated Liabilities includes actual cash expenditures plus the change in accrued 

. liabilities from the previous fiscal year.' 
(2) 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 occunence 
with a $25,000 deductible on all City buildings, with earthquake insurance coverage ofup lo $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 nol 
maintain any casualty insurance on the pipelines of the Waler Sysiem as such insurance is not 
commercially available. 

Investment of Funds 

Amounts in the funds and accounts ofthe Water Utility Fund, including proceeds ofthe 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 ofthe City. 

City Pool. In accordance with the Charter oflhe 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 Cily 
Pool is delegated lo the City's Chief Investment Officer. The Cily and certain relaied entities are the only 
participants in the City Pool; there are no other City Pool participants either voluntary or involuntary. The 
investment objectives ofthe City Pool are presenation of capital, liquidity and return. 
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Oversight and Reporting Requirements. The City Treasurer provides an investtnent report on a 
monthly basis to the Chief Financial Officer, the City Comptroller and the Cily 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, 
cunently the Chief Financial Officer and the Director of Debl Management, and three investment 
professionals from the private sector and is charged with overseeing the review ofthe 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 oflhe City's financial statements. 

The Cily's investment section uses oulside senices to provide investment portfolio valuations and 
accounting and reporting senices. These senices provide monlhly 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 lo 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, U.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 State Poo"1. P.everse re^urcniis*? yr^rn^nts • reverse, renos"1! arp rcsnif-fp-Q fn 70% nf rhp. nggp 
value ofthe 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 ofa variety 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 portfolios. 

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% ofthe pool investments 
mature within 62 days, 17% within 92 days and 28% within 184 days, 53% within 1 year, 79% within 2 
years, 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 years (459 days) and its weighted yield was 2.938%. 
For purposes of calculating weighted average maturity, 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 ofthe 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 value hy 1.67% for 
every 1% increase in market interest rates. The City Pool's composition is designed with a goal of having 
sufficienl liquid funds available to meel 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 
ofthe City, maturity or sale of investments, purchase of new securities, and fluctuations in interesl 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(1> 

at September 30, 2008 
In Thousands 

(Preliminary Unaudited) 

Investment Instrument 

U.S. Treasury Bills and Notes 
Federal Agency Securities (2J , 
Medium Term Notes (Corporate)<3) 

Money Market Instruments (4) 

Local Agency Investment Fund, 

NET ASSETS 

Book Value 

$ 832,410 
922,536 

88,112 
86,264 

24,226 

$1,953,548 

Market Value 

$ 841,869 
924,677 

86,012 
87,185 

24,226 

$1,963,969 

Percent of 
Total ( , ) 

42.61% 
47.22 

4.51 
4.42 

1.24 

100.00% 

Source: City of San Diego, Office of the City Treasurer 
" ' Based on book value. 
^ Federal National Mortgage Association ("Fannie Mae") securities and Federal Home Loan Mortgage Corporation ("Freddie 

Mac") securities represent 36.16% and 21.42%, respectively, of total Federal Agency Securities, which is approximately 
i7.07% ami iO.iz'yb, respcciiveiy, ol the City Pooled Invesimem Fund. 

( ' These notes consist of both fixed and floating interest rate securities. The notes with floating interest rates are reset at 
intervals ranging from one day to three months. 

^ These securities consist of commercial paper, negotiable certificates of deposit. Certificate of Deposit Accounl Registry 
Service certificate of deposit, lerm and overnight repurchase agreements, banker's acceptances, bank notes and/or thrift 
notes. 

San Diego City Employees' Retirement System 

77je City faces significant financial challenges in addressing an unfunded pension liability of 
approximately Si.2 billion, as of June 30, 2007. This liability is the product of a number of factors, 
including (i) improvements in benefits lo members without corresponding funding, (ii) the use of pension 
funds lo pay non-pension benefils, including contingent benefits and certain healthcare costs, rather than 
retaining such earnings in ihe Pension System (herein described), (Hi) funding by the City al lower than 
actuarially required levels, (iv) use of realized earnings in excess oflhe assumed actuarial rale of return 
lo make supplemental or contingent paymenls, and (v) investment returns lower lhan the actuarially 
assumed rate of return. Factors (i) Ihrough (iv) have been corrected through changes fo City polices and 
practices; factor (v) is the resull of market conditions and may recur in the future. The challenges posed 
by the unfunded pension liability are significant and. together with significant costs related lo post-
retirement healthcare benefits, pose a threat to the fulure fiscal heallh oflhe Cily. However, as explained 
below under the caption, "Water Sysiem Share of Conlribution lo Pension System and NPO. " the Water 
System's proportionate share of the City's annual required coniribuiions to the Pension Sysiem is 
approximalely 5%. Eslimales of the Water System 's share of ihe City s annual contributions of 
approximately SI 1.5 million for each of Fiscal Years 2007-08 through 2010-11 were included in the 2007 
Rate Case model that sewed as the basis for the annual rate increases ihrough Fiscal Year 2010-11 that 
were approved by the City Council. For Fiscal Years 2007-08 and 2008-09, the actual contributions 
required from the Water System were less than the amounts that were assumed in the 2007 Rate Case 
model. The City fully funded its annual required contribution lo the Pension Sysiem in Fiscal Years 2005-
06 through 2008-09. 
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The amounts and percentages set forth under this caption relating to the City's Pension Sysiem, 
including, for example, actuarial accrued liabilities and funded ratios, are based upon numerous 
demographic and economic assumptions, including investment return rates, inflation rales, salary 
increase rates, cost of living adjustments, post-retirement mortality, active member mortality, and rates of 
retirement. The prospective purchasers ofthe Series 2009A Bonds are cautioned to review, and carefully 
assess the reasonableness ofthe assumptions set forth in the documents thai are ciled as the sources for 
the information under this caption. In addilion, the prospective purchasers ofthe Series 2009A Bonds are 
cautioned that such sources and the underlying 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 ofthe 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 ofthe Airport Authority or the District. Through June 30, 2005, the plan assets 
of the City, the Airport Authority and the Districl 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 ofthe 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 
for Fiscal Year 2uu6-07. 

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 tolal actuarial accmed liability) of the SDCERS fund as of June 30, 2007 was 
78.8%, and the SDCERS fund had an unfunded actuarial 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 accmed 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: 8.00% 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 year, compounded annually. 

3. Interest credited to member contributions: 8.00%, compounded annually. 

4. Salan increase rales: 4.75% a year, comprised of a 4.25% inflation rate and a 0.50% merit 
and longevity component. 

5. Annual Cost-of-Living 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 II , 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 ihrough 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 cunent 8.00% assumed investment return 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 
cunent assumptions. However, any changes from the economic and demographic assumptions cunently 
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 ofthe valuation date, the value ofthe assets as if they were liquidated 
on that date. The actuarial value of assets is a value that attempts to smooth annual investment return 
peiiomiance over iiiiiiiipic ysars LO rs,juC£ aniiLxai invsoiincni voiuiJiiiy. inc aciuariai varuc Oi ass^is ia 
what is used to determine SDCERS' contribution rates for the Cily. As of June 30, 2007, the market value 
of plan assets was $4,641 billion, and the actuarial value was $4,414 billion. By the smoothing method 
used in the 2007 Valuation, the calculation ofthe actuarial value of assets at June 30, 2007 started with the 
actuarial value of assets at June 30, 2006, added to that 300% ofthe actuarially assumed rale of return 
(8%), plus the conlribution towards plan assets, less payments out from plan assets, plus 2 5 % 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 ofthis 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 nel gain or a net loss. 

City Contributions to SDCERS 

The City's annual required conlribution ("ARC") consists of: (i) the "normal cost," being the 
present value ofthe benefits that SDCERS expects to become payable in the future attributable to a cunent 
year's employment, and (ii) payments made to amortize the UAAL. SDCERS cunently 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 descriplion ofthe 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 assets at greater than the actuarially assumed rate of 8% being credited 
against contributions, payments pursuant to litigation settlements that were mistakenly characterized as 
"contingent" and therefore not made in certain years, and other reasons explained in detail in Note 12 lo 
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 ofthe 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 detennined 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 tolal pension payment was $165 million. The City's pension 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 funding 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' 
(June 30) 

2003 
2004(3) 

2005 
2006<3) 

2007<2, 

Valuation 
Assets 

$2,375,431 
• 2,628,680 

2,983,080 
3,981,932 
4,413,411 

AAL 

$3,532,626 
3,997,328 
4,377,093 
4,982,699 
5,597,653 

Funded 
Ratio 

67.2% 
65.8 
68.2 
79.9 
78.8 

UAAL(,) 

$1,157,194 
1,368,648 
1,394,013 
1,000,768 
1,184,242 

Source: SDCERS Comprehensive Annual Financial Report ofthe 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 ofthe 2007 Actuarial Valuation. 
(2) Reflects revised actuarial methodologies, including the return to the entry age normal actuarial funding method. 
(3) Reflects revised actuarial melhodologies. 

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 
contribution 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 Waler 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 lo pay the Water Utility 
Fund's proportionate share to 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-Cunent Liabilities - Net Pension Obligation" under the table entitled "Proprietary 
Funds - Slatement of Net Assets". 

Table 23 sets forth, for Fiscal Years 2007-08 through 2010-11, the City's pension payments, the 
pension contributions included in the Waler System's 2007 Rate Case projection and the conesponding 
actual/budgeted amounts, which have been lower than the projected amounts. 

TABLE 23 
CITY OF SAN DIEGO AND WATER DEPARTMENT 

Pension Contribution 
Fiscal Vears 2007-08 through 2010-11 

(In Millions) 

Fiscal Year 

2007-08 
2008-09 
2009-10 

2010-11 

City 
Pension Payment 

$165.0(l) 

161.7(3) 

]69.0(d) 

176.0(d) 

Water Department 
Rate Case Projection 

$11.5 
11.5 
11.5 

11.5 

Actual/Budgeted 

$8.8(2, 

S.I'3' 
-

— 

.Source: City of San Diego Financia! Management Department and Water Department. 
UnauuiLcu aul um. CUIISIMS UI inc ^ u y s AJVI„ UI J I I J I . / iViiiiiuii, aii auui'iiuiiai i i u iViiiiiuii iu 

ensure nb negative amortization ofthe UAAL and an additional $7.3 million to offset contribution shortfalls 
from prior fiscal years. 
(2) Unaudited actual. 
t3) Final budgeted. 
<4) Estimated annual required conlribution to the Pension System; projections assume a 4.25% growth 
rate per the Mayor's Five-Year Financial Outlook. 

Post-Retirement Healthcare 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 (unaudited) for Fiscal Years 2005-06 and 2006-07, respectively. The City expects lo 
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 Waler Utility Fund's proportionate share. 

The Cily has laken various actions to ensure that sufficient resources are available to pay for 
retiree healthcare expenses in future periods, including entering into an agreement with CalPERs on 
January 18, 2008 as a participating employer in the CalPERS inevocable retirement tmst 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 employmeni healthcare benefits will be credited toward the City's 
ARC for.retiree healthcare liabilities in accordance with Govemmental 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 Appendix D for a description of GASB 45 and the City's intended OPEB funding 
schedule. 

An actuarial valuation ofthe City's post-retirement medical benefit program as of June 30, 2007 
(the "2007 OPEB Valuation") was perfonned by Buck Consultants for the purpose of determining the 
Cily'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 to the 2007 OPEB Valuation, using the 
assumptions discussed above and consistent with GASB 43 and GASB 45, the actuarial accmed liability 
for OPEB for all retirees, defened 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 
conesponding actual/budgeted amounts, which have been lower than the projected amounts. The City 
expects that such amount will be sufficient to pay the Water Utility Fund's proportionate share to fimd the 
City's contribution to OPEB for such years. 

TABLE 24 
WATER DEPARTMENT 

Retiree Health Contribution 
Fiscal Years 2007-08 through 2010-11 

(In Millions) 

Fiscal Year 

2007-08 
2008-09 
2009-10 
2010-11 

Rate Case Proj 

$3.7 
5.7 
6.0 
6.0 

ection Actual/Budgeted 

$3.9(,) 

3.6(2) 

-
— 

Source: City of San Diego, Financial Managemenl Department. 
11) Unaudited actual. Consists ofthe Water Utility Fund's proponionate share of pay-as-you-go post-retirement 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 ofthe events which could prevenl the City 
from receiving a sufficient amount of Net Revenues to enable it lo 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 ofthe 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 Tmst 
Indenture. The 2009A Installment Payments are payable solely from Net System Revenues ofthe Waler 
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System. No assurance can be made that Net System Revenues, estimated or olherwise, will be realized by 
the City in amounts sufficient to pay the 2009A Installment Payments. Tlie realization of future Net 
System Revenues is subject to, among other things, the capabilities of management ofthe City, the ability 
of the City to provide waler to its customers, and the ability of the City to establish, maintain and collect 
rates and charges sufficient pay for Operation and Mainienance costs and debt service. See "WATER 
SYSTEM FINANCIAL OPERATIONS - Hislorical Rates and Charges." 

Among other matters, drought, general and local economic conditions and changes in law and 
govemment regulations (including initiatives and moratoriums on growth) could adversely affect the 
amounl 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 Operalion costs for 
the Water System 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 lo 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 
fVi*» ( "StT/ 'e T r > n o _ P Qn(T*» W I o t t * r T? ^ c m i r r - p c P l a n n n H t n ( - n m n l v w i t t i f H p m t f * ( " • m f o n a n t Ciii^Vt i -ofo i n r - t - o o o o o 

could increase the likelihood of nonpayment, and could also decrease demand. 

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 Califomia electorate, which added Articles XIIIC and 
XIIID to the Califomia Constitution, affects the City's ability to impose future rale 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 effeci water 
senice rate increases in compliance with Proposition 218. The rale increases approved lo date by the City 
Council have been effected in compliance with Proposition 218. 

Statutory and Regulatory Compliance 

Laws and regulations governing Ireatment and delivery of water are enacted and promulgated by 
govemment agencies on the federal, state and local levels. Compliance with these laws and regulalions is 
and will continue to be costly, and, as more stringent standards are developed lo 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 significanl. Such claims are payable from assets of the Water Sysiem 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 lo 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 
nol adversely affect the ability ofthe Water System to generate Net Sysiem Revenues sufficient to pay the 
2009A Installment Payments. See "WATER SYSTEM REGULATORY REQUIREMENTS -
Compliance Order by the Califomia Department ofPublic 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 senice 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 o f the Water 
System to generate Nel System Revenues sufficient to pay the 2009A Installment 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 Cily, including CWA and MWD, have planned and managed resene supplies to accounl for 
normal occunences of drought conditions, decreased mnoff from Siena Nevada snow pack and 
cllViJ'Oillitciitai l i i u e s in inc jaCiainci ' i iO-oaii jOaquii i L/cita d i e i'cStiiCtuig tile aOhit'y iO uai iSpOrt Water 

supplies to Southern Califomia. Due lo drought conditions and court-ordered restrictions, on June 4, 
2008, Califomia Governor Arnold Schwarzenegger issued an Executive Order proclaiming a condition of 
statewide drought (the "Executive Order"). The Executive Order directs DWR to expedite existing 
conservation grant programs, facilitate water transfers, conducl • a water consenation and outreach 
campaign in cooperation with local water agencies and organizations, and take additional drought 
response and water consenation actions. The Executive Order recognizes that some communities have 
worked to improve their drought preparedness and ability to cope with waler shortages, but there are wide 
variations within the State. It orders Slate and local agencies to identify public water systems at risk of 
health and safety impacts due to drought and water delivery limitations and lo mitigate tliese 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 Cily through CWA, is 
cunently drawing on its stored water supplies to meet near-term demands and anticipates additional 
actions to stretch reserve supplies. The City has laken into account the effeci of the cunent drought on 
operations in the Water Department's Fiscal Year 2008-09 and Fiscal Year 2009-10 budgets by assuming 
a 15% reduction in waler 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 - Cunent Water Supply," the City has declared a Stage 1 Voluntary 
Compliance Water Watch. 

Earthquakes, Wildfires and Other Natural Disasters. Earthquakes or other natural disasters 
could intenupt operation of the Waler System and thereby intermpt 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 constmcts all facilities ofthe Water System to the seismic codes in effect at the time of design of tlie 
project. Additionally, the Water Department has two capital improvement projects cunently underway to 

69 
19152.17031133 POS 

000360 



mitigate earthquake damage to selected pipelines. The Water System has not experienced any significant 
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 departmenl lo 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 ofthe Water Sysiem and operations and maintenance crews are dispatched to ensure 
that all above-ground facilities remain safe and operational. Further, during fires, the Water Department 
works closely with the City's fire department and law enforcement officers lo monilor and proiect 
facilities of Ihe 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 intermption in imported water deliveries. 
Cunently, 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 cul off the County's imported 
water supply for up to six months. As part of the Emergency Storage Project, CWA is increasing the 

which will increase the amount of w'ater 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 cunently anticipated. Further, damage to components of 
the Water System could have a material increase in costs for repairs or a corresponding material adverse 
impact on Net System Revenues. The City is 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 Waler 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 ofthe world, they are considered an invasive species with significant adverse impact on 
the ecosystem. Presence ofthe 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 occuned in August 2007. It is suspecled 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 resenoirs. To date, the City has found Quagga mussels in San Vicente, 
EI Capitan, Otay, Munay, Miramar, and Hodges Resenoirs. Quagga mussels pose a significant risk to the 
aquatic life and ecosystem within reservoirs and to the operation and maintenance ofthe Water System. 
At this time, the ultimate impact is unknown; however, it has the potenliai to generate significant capital 
and annual operational and maintenance costs. 

Security ofthe Water System. Military conflicts and tenorisl activities may adversely impact the 
operations and finances of the Water System. The Water Department continually plans and prepares for 
emergency situations and immedialely 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 waler treatmenl and distribution system on a routine basis throughout the year, 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 Califomia 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, 
resenoirs, and olher 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 lenorist 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 ofthe Water System could require the Cily to increase 
expenditures for repairs to the Water System significantly enough to adversely impact the City's ability to 
pay debt senice on the Series 2009A Bonds. The Capital Improvement Program ofthe 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 
Operaling Resene (the "Operating Reserve") funded at a minimum 45 days' operaling 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 
waler from the Colorado River Aqueduct and the SWP. MWD has reported that it has increased ground 
and air patrols of the Colorado River Aqueuuci. In audiiioii, MWD has iiiCieaseu the frequency of 
monitoring and testing at all treatment plants in addition to various sites along the Colorado River 
Aqueduct. Although MWD has constmcted 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 nol materially adversely affect the operations of the Water System. Also, the Water Department 
cannot guarantee 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" lo 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 limiled obligation ofthe City and is not secured by a legal or equitable pledge or charge or lien 
upon any property of the City or any of ils income or receipts, except the Net System Revenues. The 
obligation ofthe City to make the 2009A Installment Payments does not constitute an obligation ofthe 
Cily 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 ofthe Owners ofthe Series 2009A Bonds, and the obligations incuned by the City, may become 
subject to the federal bankmptcy code and applicable bankmptcy, 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 ofthe 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 Stale and its govemmental bodies in the interest of serving a significant and legitimate public 
purpose, and the limitations on remedies against counties in the State. Bankmptcy proceedings, or the 
exercise of powers by the federal or State govemment, if initiated, could subject the Owners ofthe 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 oftheir rights. 

CONSTITUTIONAL LIM1 IAI IONS ON TAXES AND WATER KATES AND CHARGES 

Article XIII A 

Article'XIII A ofthe State Constitution provides that the maximum ad valorem tax on real property 
cannot exceed 1% of the "fuil 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 constmcted, or a change in ownership has occuned after the 1975 
assessment", subject to exceptions for certain circumstances of transfer or reconstmction and except with 
respect to certain voter approved debt. The "full cash value" is subject lo annual adjustment to reflect 
increases, not to exceed 2% per year, or decreases in the consumer price index or comparable local data, or 
to reflect reduction in property value caused by damage, destmction or other factors. 

Article XIIIA 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 XIIIA exempts from the 1% tax limitation any taxes above that level 
required to pay debl sen'ice on certain voter-approved general obligation bonds for the acquisition or 
improvemenl of real property. In addition, Article XIIIA requires the approval of two-thirds of all 
members ofthe State Legislature lo change any Slale laws resulting in increased tax revenues. 

Under Califomia law, any fee which exceeds the reasonable, cost of providing the sen'ice for 
which the fee is charged is a "special tax," which under Article XIIIA musl be authorized by a two-thirds 
vote of the electorate. Accordingly, if a portion of the District's water or wastewater user rales or 
Capacity Fees were determined by a court lo 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 ofthe votes cast in an election lo authorize the collection of that portion oflhe rales or fees. The 
reasonable cost of providing wastewater senices has been detemiined by the State Controller to include 
depreciation and allowance for Ihe cost of capital improvements. In addition, the Califomia courts have 
detennined that fees such as capacity fees will not be special taxes if they approximate the reasonable cost 
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of constmcting 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 ofthe Califomia Constitution limits the annual appropriations of proceeds of taxes 
by Slate and local govemmenl entities to the amount of appropriations of the entity for the prior fiscal 
year, as adjusled for changes in the cost of living, changes in population and changes in senices rendered 
by the entity. User fees and charges are considered proceeds of taxes only to the extent they exceed ihe 
reasonable costs incuned by a govemmental entity in supplying the goods and senices for which such 
fees and charges are imposed. 

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 Resene Fund), the City believes that such moneys are not subject lo the annual 
appropriations limit of Article XIIIB. 

Articles XIIIC and XIIID 

On November 5, 1996, the voters ofthe 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 Califomia Constitution and contained a number of intenelated provisions affecting the 
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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 requirements. The City has not 
enacted, imposed, extended or increased any lax since the effective date of Proposition 218. 

Section 3 of Article XIIIC expressly extends tlie initiative power to 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. Seclion 3 expands the initiative power lo include reducing or repealing 
assessments, fees and charges, which had previously been considered administrative rather than legislative 
matters and therefore beyond the initiative power. This extension oflhe initiative power is not limiled by 
the tenns of Article XIIIC 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 XIIIC 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 XIIIC and Article XIIID ("SB 919"). However, on July 24, 2006, 
the California Supreme Court mled in Bighorn-Desert View Water Agency v. Virjil (Kelley) (the "Bighorn 
Decision") thai 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 Califomia 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 nol 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 subjecl 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 constmed 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 Outstanding Obligations. 

Notwithstanding the fact that water service charges may be subject to reduction or repeal by voter 
initiative undertaken pursuant to Seclion 3 of Article XIIIC, the City has covenanted to levy and charge 

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 senice. 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 Anicle 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 ofeach 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 ifa majority of owners ofthe 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 meler 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 ofthe City's 
water fees and charges approved since the effective dale of Proposition 218. While the City Attomey is of 
the opinion, 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 ofa challenge to the increases in the City's water rates 
and charges that were not approved in accordance with the notice and hearing requiremenls 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 effeci 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 amounl 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 senice attributable 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 potenliai or future use ofa service are not permitted. 

Article XIIID eslablishes procedural requirements for the imposition of assessments, which are 
defined as any charge upon real property for a special benefit confened upon the real property. Standby 
charges are classified as assessments. Procedural requirements for assessments under Article XIIID 
include 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 ifa majority ofthe ballots returned 
oppose the assessment, with each ballot weighted according to the proportional financial obligation ofthe 
afTected 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 XIIID. Expressly exempt assessments include (i) an 
assessmeni imposed exclusively io finance capital costs or maintenance and operation expenses for 
sewers, water, flood control and drainage systems, bul subsequent increases are subjecl to the procedures 
and approval requirements; (ii) an assessmeni imposed pursuant to a petition signed by all affected 
landowners (but subsequenl 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 violate 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 requirements). 

On July 14, 2008, the Califomia Supreme Court mled in Silicon Valley Taxpayers Associaiion, 
Inc. v. Santa Clara Counly 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 Counly 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" musl 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 ofa "special benefit'" and the assessment 
was not proportional lo the special benefits confened. Finally, the Court held that the Santa Clara Open 
Space Authority did not meet the proportionality requirement of Article XIIID 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 Cily Attorney are of the opinion that cunent 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 sel 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 cunent water capacily fees are not subject to Proposition 218. Should it become necessary to 

7 5 
19152.17031133 POS 

000366 



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 
legal 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 mamtenance of uncommitted cash reserves. See " -
Financial Projections and Modeling Assumptions" herein. 

The interpretalion and application of Proposition 218 will ultimately be determined by the courts 
or through implementing legislation with respect to a number ofthe matters discussed above, and it is not 
possible at this time lo predict with certainty the outcome of such determination or the nature or scope of 
any such legislation. 

TAX EXEMPTION 

The delivery oflhe Series 2009A Bonds is subject to delivery ofthe opinion of Bond Counsel, to 
the effect that interest on the Series 2009A Bonds for federal income tax purposes under existing statutes, 
regulations, published mlings, and court decisions (1) will be excludable from the gross income, as 
defined in section 61 ofthe Intemal Revenue Code of 1986, as amended to the date of initial delivery of 
the Series 2009A Bonds (the "Code"), ofthe owners thereof pursuant to section 103 ofthe Code, and (2) 
will not be included in computing the altemative minimum taxable income ofthe owners thereof who are 
individuals or, except as hereinafter described, corporations. The delivery of the Series 2009A Bonds is 
also subject to the delivery ofthe opinion of Bond Counsel, based upon existing provisions ofthe laws of 
the State of California, that interest on the Senes 2009A Bonds is exempt from personal income taxes of 
the State of Califomia. The form of Bond Counsel's anticipated opinion is included as Appendix F. 
The statutes, regulations, mlings, and court decisions on which such opinions will be based are subject lo 
change. 

Interesl on all tax-exempt obligations, including the Series 2009A Bonds, owned by a corporation 
will be included in such corporation's adjusted cunent earnings for purposes of calculating the altemative 
minimum taxable income of such corporation, other than an S corporation, a qualified mutual fund, a 
financial asset securitization investment tmst, a real estate investment tmst (REIT), or a real estate. 
mortgage investment conduit (REM1C). A corporation's alternative minimum taxable income is the basis 
on which the altemative minimum tax imposed by section 55 ofthe Code.. 

In rendering the foregoing opinions, Bond Counsel will rely upon the representations and 
certifications ofthe Authority and the City made in a certificate of even date with the initial delivery ofthe 
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 ofthe 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 stale or local 
govemmental units, the manner in which the proceeds of the Series 2009A Bonds are to be invested, the 
calculation and payment, if required, to the United States Treasury of any "arbitrage profits" and the 
reporting of certain information lo 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 ofthe issuance ofthe 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 2009A Bonds. Prospective 
purchasers ofthe 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 lo, 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 earned income tax credit, owners of an interest in a financial asset securitization investment tmst, 
and taxpayers who may be deemed to have incuned or continued indebtedness to purchase or carry, or 
who have paid or incuned certain expenses allocable to, tax-exempt obligations. Prospective purchasers 
should consult their own lax advisors as to the applicability of these consequences lo their particular 
circumstances. 

Bond Counsel's opinion is not a guarantee ofa result, but represents its legal judgment based upon 
its review of exisiing statutes, regulations, published mlings and court decisions and the representations 
and covenants of the Authority and the District described above. No mling has been sought from the 
Intemal Revenue Service (the "Service") or the State of Califomia with respect to the matters addressed in 
the opinion of Bond Counsel, and Bond Counsel's opinion is not binding on the Senice or the State of 
Califomia. 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 cunent procedures, the 
Service is likely to treat the Authority as the "taxpayer," and the Owners ofthe Series 2009A Bonds would 
have no right to participate in the audit process. In responding to or defending an audit ofthe 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, regardless of its ultimate outcome. 

A copy ofthe 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 amounl payable on such Series 2009A Bonds at maturity. An amount equal to the difference 
between the inilial 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 inilial purchaser, 
will, upon the disposition of such Discount Bond (including by reason of its payment al maturity), be 
treated as interest excludable from gross income, rather than as taxable gain, for federal income tax 
purposes and exempt from Califomia personal income tax, on the same terms and condilions as those for 
other interest on the Series 2009A Bonds described above. Such interest is considered to be accmed 
actuarially in accordance with the constant interest method over the life ofa Discount Bond taking inlo 
account the semiannual compounding of accmed interest at the yield to maturity on such Discount Bond, 
and generally will be allocated to an original purchaser in a differenl amounl 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 dciermining the altemative 
minimum taxable income of a corporation, for purposes of calculating a corporation's altemative 
minimum tax imposed by section 55 ofthe Code, and the amount ofthe branch profits tax applicable to 
certain foreign corporations doing business in the United States, even though there will not be a 
conesponding 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 aninterest 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 incuned or continued indebtedness to purchase or cany, or who have paid or incuned certain 
expenses allocable to, tax-exempt obligations. Moreover, in the event of the redemption, sale or other 
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taxable disposition ofa 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 to 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 
detemiination for federal income tax purposes of accmed 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, accmed interest on 
Discount Bonds may be deemed to be received in the year of accmal even though there will not be a 
conesponding cash payment. 

The initial offering price (as furnished by the Underwriters) of certain Series 2009A Bonds (the 
"Premium Bonds"), may be greater lhan the amount payable on such Series 2009A Bonds at maturity. An 
amount equal to the difference between the initial public offering price ofa Premium Bond (assuming that 
at least 10% ofthe Premium Bonds of that maturity,are sold to the public at such price) and the amount 
payable at maturity constitutes premium to the inilial 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 ofany gain (or decrease the amount ofany loss) to be recognized for federal income lax purposes 
upon a sale or other taxable disposition of a Premium Bond. The amount of premium which is 

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 fof federal income 
purposes and with respect to the slate and local tax consequences of owning Premium Bonds. 

CONTINUING DISCLOSURE 

Pursuant lo the Continuing Disclosure Certificate of the City (the "Disclosure Certificate"), the 
City has agreed to provide, or cause lo be provided, to each nationally recognized municipal securities 
information repository and any public or privale repository or entity designated by the State as a state 
repository for purposes of Rule 15c2-12(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 Cily is to be filed not later than 270 days foiiowing the end ofthe City's Fiscal 
Year (currently June 30), commencing with the Annual Report for Fiscal Year 2007-08, and is lo include 
audited financial statements ofthe City. 

Prior to March 2004, the City had never failed to comply with its previous undertakings with 
regard to Rule 15c2-12 to provide annual reports or notices of material events. Since that date, the Cily 
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 - Cenain investigations Regarding the City" herein. 

On Febmary 8, 2008, the City filed annual reports (including financial statements) relating to 
securities issued by the Pubiic 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 direclly 
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 Cily 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 ofthe 
Series 2009A Bonds or in any way contesting or affecting the validity of the Series 2009A Bonds or the 
Authorizalions 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 ofthe proceeds ofthe Series 2009A Bonds. 

There are no pending lawsuits that in the opinion oflhe City Attomey challenge the validity ofthe 
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 to not only litigation pending against the City, but also 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 constmction claims and certain other alleged liabilities arising during 
the ordinary course of operations of the Water System. 

• John Trunkey v. City of San Diego (claims stage). On June 21, 2007, Claimant John 
Tmnkey 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 a i v. City of San Diego. On August 6, 2006 a water main break 
caused flooding along a private streel in La Jolla belonging to the Colony Hills Homeowners Association. 
Plaintiffs filed a lawsuil against the Cily 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 resull 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 
mulliple plaintiffs. The alleged damages are estimated at between $40 and $60 million. Below are three 
cases that have been filed against the City as ofthe date ofthis Official Statement: 

Crabbe, et al. v. City of San Diego was filed on behalf of twenty-six owners of 
sixteen separate homes. 

Al-Quraini, el al. v. City of San Diego was filed on behalf of thirty-two claimants 
owning twenty-three residences. 
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McCormick, el 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 Attomey, 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 effeci on the Water Utility Fund's financial position. 

LEGAL OPINION 

The validity of the Series 2009A Bonds and certain other matters are subjecl lo the approving 
opinion of Fulbright & Jaworski L.L.P., Los Angeles, Califomia, Bond Counsel. A complete copy ofthe 
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, Califomia, Disclosure Counsel, and by Michael Aguine, 
City Attomey, and for the Underwriters by their counsel, Nixon Peabody LLP, Los Angeles, Califomia. 

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 
ofthe significance of such ratings should be obtained from the ratine agencv furnishing the Sflme. 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 infomialion 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 lime 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 wanant. Any such downward revision or withdrawal of such ratings 
may have an adverse effect on the market price ofthe 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 lo this Official Stalement (collectively, ihe 
"Underwriters"). The Underwriters have agreed, subject to certain conditions, lo purchase the Series 
2009A Bonds al 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 ofthe underwriters oflhe Series 2009A Bonds, has entered into 
an agreement (the "Distribution Agreement") wilh UBS Financial Senices Inc. for the retail distribution 
of certain municipal securities offerings, including the Series 2009A Bonds, al the original issue prices. 
Pursuant to the Distribution Agreement, J.P. Morgan Securities Inc. will share a portion of its underwriting 
compensation with respect to the Series 2009A Bonds with UBS Financial Senices Inc. 
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PROFESSIONAL ADVISORS 

Montague, DeRose and Associates LLC, Walnut Creek, Califomia served as Financial Advisor lo 
the City with respect to the sale ofthe 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 conlained 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 ofthe 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 ofthe City for Fiscal Year 2002-03. The CAFR ofthe 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 lo 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 letter of 
transmittal from the Mayor, required supplementary information with respect lo the City's Pension System 
and unaudited statistical information regarding debt senice coverage on Parity Obligations. Certain ofthe 
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 infonnation presented there is 
not part ofthis 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 Stalement has been duly approved, executed and delivered by the Authority. 

There are appended lo this Official Statement a summary of certain provisions ofthe principal and 
legal documents, portions ofthe City's 2006 and 2007 CAFRs, including financial statements ofthe 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 ofthe Book-Entry Only System. The Appendices are 
integral parts of this Official Stalement and must be read together with all other parts of this Official 
Statement. 
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This Official Statement is not to be constmed 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 
Stalement 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 dale hereof. 

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 he reliable, but such information is not guaranteed as to 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 facts. The information and expressions of opinion herein are subject to change 
without notice, and neither delivery ofthis Official Statement nor any sale thereafter ofthe securities 
offered hereby 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 Cily 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 Califomia. 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 
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California Department of Finance in May 2008. In addition to having a favorable ciimale, the City offers 
a wide range of cultural and recreational services to both residents and visitors. Major components ofthe 
City's diversified economy include manufacturing, defense, tourism, agriculture, 
biotechnology/biosciences, financial and business senes, 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 2009A Bonds (as defined in this Official Statement) are not a debt of the 
County, the State of California (the "State"), or any of its political subdivisions, and neither the 
County, the State nor any of its political subdivisions is liable thereon. The Series 2009A Bonds are 
payable from System Net Revenues and not from any other funds ofthe City, including amounts in the 
City's General Fund. See "Security for the Series 2009A Bonds" in this Official Statement 

Population 

The following Table A-l sets forth annual population figures for the City, the County and the 
State for calendar years 1999 through 2008. 

Table A-l 
Population Growth 

Calendar Years 1999 through 2008 

Calendar 
' Year™2 ' 

1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 

City of San 
Diego 

1,189,885 
1,207,003 
1,242,148 
1,256,643 
1,279,790 
1,287,703 
1,296,869 
1,306,028 
1,317,625 
1,336,865 

Annual 
Growth 

Rate 

1.9% 
1.4 
2.9 
1.2 
1.8 
0.6 
0.7 
0.7 
0.9 
1.5 

County of 
San Dieeo 

2,751,011 
2,801,336 
2,865,208 
2,922,758 
2,975,082 
3,011,770 
3,038,074 
3,065,077 
3,100,132 
3,146,274 

Annual 
Growth 

Rate 

1.8% 
1.8 
2.3 
2.0 
1.8 
1.2 
0.9 
0.9 
1.1 
1.5 

State of 
California 

33,140,771 
33,721,583 
34,430,970 
35,063,959 
35,652,700 
36,199,342 
36,675,346 
37,114,598 
37,559,440 
38,049,462 

A n n u a l 
G r o w t h 

R a t e 

1.5% 
1.8 
2.1 
1.8 
1.7 
1.5 
1.3 
1.2 
1.2 
1.3 

Source: . State ofCalifomia Departmenl of Finance, Demographic Research Unit. 
(11 As of January 1 of the calendar year. 
(2> Population figures and respective growth rates reflecl revised figures that are benchmarked lo base year 2000. 
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Employment 

The following Table A-2 sets forth information regarding the size ofthe labor force, employment 
and unemployment rales 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(1J 

Calendar Years 2003 through 2007 

2003 2004 2005 2006 2007 

Civilian Labor Force 
City of San Diego 

Employed 
Unemployed 

Unemployment Rates 
City 
County 
Califomia 
United States 

621,300 
34,100 

5.2% 
5.2 
6.8 
6.0 

634,000 
31,500 , 

4.7% 
4.7 
6.2 
5.5 

643,100 
29,200 

4.3% 
4.3 
5.4 
5.1 

651,700 
27,000 

• 4.0% 
4.0 
4.9 
4.6 

656,900 
31,600 

4.6% 
4.6 
5.4 
4.6 

source: Mate oi camomia employment ueveiopmeni uepanmem, Laoor iviarKei inrormation uivision; ana tne u.i . 
Department of Labor, Bureau of Labor Statistics. 

01 The revised labor force data are based on a 2007 benchmark. 

The State of Califomia 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 ofthe County at 6.4% and was below 
the unemployment rate ofthe Stale, which was 7.6%. However, the Cily'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 infonnation is not compiled by sector for the City. 

Table A-3 
County of San Diego 

Wage and Salary Employment 
Calendar Years 2003 through 2007(1) 

Industry Category 

Natural Resources & Mining 
Constmction 
Manufacturing 

Nondurable Goods 
Durable Goods 

Transportation, Warehousing & 
Utilities 
Trade 

Wholesale 
Retail 

Financial Activities'2* 
Services^' 
Govemment 

Federal 
State and Local 

TOTAL NONAGRiCULTURAL(4) 

2003 2004 2005 2006 2007 

' 300 
80,200 
105,300 
26,500 
78,800 
27,300 

182,400 
41,600 
140,800 
79,900 

547,400 
217,300 
40,100 
177.100 

400 
87,700 
104,300 
26,200 
78,100 
28,400 

186,800 
41,900 
144,900 
81,900 

556,400 
214,300 
39,700 
174.600 

400 
90,800 
104,500 
25,400 
79,100 
28,400 

191,000 
43,600 
147,400 
83,200 

568,700 
215,100 
39,700 
175.400 

500 
92,700 
103,900 
. 25,500 

78,400 
28,700 

193,400 
45,100 
148,300 
83,700 

580,900 
217,900' 
40,400 
177.500 

400 
87,200 

102,100 
25,000 
77,100 
28,800 

194,200 
45,500 
148,700 
80,400 

593,000 
222,100 
40,800 
181.400 

L24Q.1Q0 1-260.300 1,282,100 1.301.600 1.308.200 

Source: 
ID 

(2) 

O) 

14) 

State of Califomia Employment Developmeni Department. Labor Markel Information Division. 
All figures are based on a March 2007 Benchmark. 
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 independenl 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 seclion 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) 

2002 2003 2004 2005 2006 

Retail Stores 
Apparel 
General Merchandise 
Food 
Eating and Drinking 
Home Furnishings and 
Appliances 
Building Materials and 
Farm Imulements 
Auto Dealers and 
Supplies 
Service Stations 
Other Retail Stores 

Total Retail Stores 
All Other Outlets 
TOTAL ALL OUTLETS 

$ 681,338 
1,926,369 

690,819 
1,931,214 

664,607 

1.160.915 

2,033,999 
959,059 

2.085.876 
$12,134,196 

4.491.659 
$16,625,855 

$ 732,526 
2,040,450 

696,398 
2,066,425 

690,345 

1.248.903 

2,138,480 
1,085,386 
2.232.817 

$12,931,730 
4.533.632 

$17,465,362 

$ 785,563 
2,142,892 

741,899 
2,197,430 

728,841 

1.440.726 

2,213,662 
1,232,354 
2.375,353 

$13,858,720 
4.679.723 

$18,538,443 

$ 865,833 
2,170,831 

801,351 
2,311,013 

747,339 

1.396.894 

2,228,510 
1,398,512 
2.465.882 

$14,386,165 
5.105.581 

$19,491,746 

$ 924,301 
2,236,087 

843,800 
2,466,681 

706,043 

1.427.987 

2,132,207 
1,567,032 
2.527.653 

$14,831,791 
5.227.476 

$20,059,267 

Source: Califomia State Board of Equalization. 
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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'1' 
Calendar Years 2003 through 2007 

(In Billions) 

Calendar Year 

2003 
2004 
2005(2, 

2006(2) 

2007(2) 

Amount 

$5.33 
5.52 
7.22 
7.72 
7.90 

Source: San Diego Convention and Visitors Bureau, 
(1) - Visilor spending is an estimate of total direct and indirect visitor expenditures as derived from the Visitor Activily 

H I - J - K I ' : . , : . „ . . n c t . n . . . J . . i u . . J"!.— n u T — r__ .1 . . o — r-\: f . : - . . . . , . .1 i r- --. >i. . . . . . 

,.,,,^.^^1 . i j i i u i , j u u j ^ ^..MVIJ p i UJJUI wu u j 1^1^ ivt.jwui t,ii, ii iv. i u i im- J a u L/n-gu '_ii)i v t m u f j ] OJIU v inuuif. u u i C d u . 
<:!, Figure reflects revised estimate to inciude Mexican day visitors, non-resident air travelers and conference and 

convention planners and exhibitor companies. 

The following Table A-6 sets forth the Cily'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 

2002-03 
2003-04 
2004-05 
2005-06 
2006-07n) 

Amount 

$105,263 
113,209 
120,792 
136.803 
154,810 

Source: Comprehensive audited financial report ofthe indicated year, excepl as otherwise indicated. 
{l) Unaudited. 

The City is the focal point for tourism in the County. The Convention Center, approximately 70% 
ofthe County's hotel and motel rooms, and most ofthe County's major tourist attractions, including the 
world-ren owned 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 activilies. 
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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 pennanent attractions available to visitors, 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 Toney Pines Golf Course. Toney 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 Bowl since 1978 
and the Poinsettia Bowl since 2005. 

The San Diego Convention Center has 2.6 million total gross square feet. According lo 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. 

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. Pendleton; the Marine Corps Recruit Depot 
(MCRD); Marine Corps Air Station at Miramar; Naval Air Station North Island; Naval Station San 
Diego; and Navai Submarine Base, San Diegu. 

Military base realignments and closures in the 1990s proved to benefit the County. Despite losing 
the Naval Training Cenler 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 
acquisilion and life-cycle management of communications and warfare systems. SPAWAR employs 
neariy 6,400 military, civilian, and on-site contractors in the Counly and had an operating budget of $5 
billion in 2007. The closing of the Long Beach Naval Shipyard also transfened millions of dollars in 
shipbuilding and repair contracts to private San Diego companies. Coronado Naval Air Station will is ihe 
homeport to three nuclear-powered aircraft carriers. 
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The following Table A-7 sets forth the military and related defense expenditures and personnel in 
the City for the.federal Fiscal Years ended September 30, 2002 through September 30, 2006. 

Table A-7 
City ofSanDiego ( l ) 

Total Defense Expenditure and Personnel 
Federal Fiscal Years 2001-02 through 2005-06 

Expenditures fin Thousands) Military & Civilian Personnel 

Fiscal 
Year 

2001-02 
2002-03 
2003-04 
2004-05(3 

2005-06(3 

Source: 
{i) 

(2) 

(3) 

Payroll 
Outlavs(2> 

$2,961,646 
3,180,150 
3,456,175-
3,537,765 
3,248,103 

Department of Defense 

Grants/ 
Contracts 

$3,752,107 
4,159,879 
3,898,720 
4,336,712 

Total 

$6,713,753 
7,340,029 
7,354,895 
7,874,477 

4,363,867 . 7,611,970 

Statistical Information Analysis Division 
Does not include Miramar Naval Air Station. 
Military & Civilian. 
700^ nnH 9006 nprsonr 

Active Duty 
. Military 

22,568 
22,263 
17,801 
45,899 

. 43,292 

Work Force Publications 

Civilian 

12,351 
12,055 
12,934 
11,758 
6,184 

7001-7004 n^r 

Total 

34,919 
34,318 
30,735 
57,657 
49,476 

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 
S25,000. 

Internationa) 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 
Valuation of Exports 

Originating in San Diego Customs District'1' 
Calendar Years 2003 through 2007 

(In Millions) 

Calendar Year 

2003 
2004 
2005 
2006 
2007 

Amount 

$12,721 
14,049 
14,990 
15,980 
16,002 

Source; RAND California. Business and Economic Statistics and US Census Bureau Foreign Trade Statistics. 
' " The San Diego Customs Districl includes ihe ports of San Diego. Andrade, Calexico, San Ysidro, Tecate, Oiay 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(1) 

(Unaudited) 

Emnlover 

United States Navy(3) • 
Science Applications International Corp 
San Diego County*4* 
San Diego Unified School District'51 

Scripps Health 
City of San Diego(6) 

Sempra Energy 
Solar Turbines 
Kaiser Permanente 
San Diego County Community College Dislrict 

TOTAL TOP EMPLOYERS 

Number of 
Emolovees 

71,423 
44,000 
17,040 
15,800 
11,000 
10,685 
5,600 
5,500 
4,992 
4.778 

190.818 

Percentage of 
Total 

EmDlovment*2' 

10.54% 
6.49 
2.51 
2.33 
1.62 
1.58 
0.83 
0.81 
0.74 
0.71 

mM% 
Source: 2006-07 CAFR unaudited statistical 
(1J Past data going back to fiscal year-end 1998 is not available for a 10 year comparison. 

Percentage based on total employmeni of 677.700 provided by the State of California's Employment 
Development Depanment Labor Force Data. 
Employee counl includes Navy personnel only (civilian/military). 
Employee count is county-wide. 
Employee count is districl-wide. 

, Employee count is provided by the City of San Diego, Office ofthe Comptroller - 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 

2003<l) 

2004(1) 

2005(1) 

2006(1) 

2007f2) 

Countv of San 
Diego 

$35,676 
38,452 
40,383 
42,801 
44,832 

California 

$33,554 
35,440 
37,462 
39,626 
41,571 

Source: U.S, Departinent of Commerce, Bureau of Economic Analysis. 
(11 Fiscal Year 2002-03 through Fiscal Year 2005-06 data reflects population estimates available as of April 2008. 
'^ Fiscal Year 2006-07 county and state data are preliminary, based on estimates released on August 7, 2008 and March 26, 

2008, respectively. 

Property Value and Construction 

The following Table A-l 1 sets forth total City assessed value, building permit valuations and the 
number of new constmction pemiits issued in the City for Fiscal Years 2003-04 through 2007-08. The 
valuation of commercial permits includes both private, commercial constmction 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 downturn. 

Table A-l l 
City of San Diego 

Property Value and Construction 
Fiscal Years 2003-04 through 2007-08 

Construction Permits Issued 

Fiscal Assessed 
Vear Value*"01 

2003-04 $114,853,720 
2004-05 125,550,046 
2005-06 142,010,987 
2006-07 158,286,234 
2007-08 172,990,395 

Source: County of San Diego Repor 

Commercial 

Number of 
Units 
2,543 
2,516 
2,562 
2,543 

Value'1' 
$717,693 
641,857 
953.714 
670,497 

2,567 . 724,811 

1 ID VAL File-01 PSVVP7/Califomia Mi 
Services Department. City of San Diego. 

(1) Net all other exemptions, ex cepl homeowners' 

Residential 

Number of 
Units 

5,882 
6,605 
4.550 
3,907 

839 

jnicipal Statistics, Inc.: 

Value11' 
$1,227,388 

1,321,526 
1,006,375 

820,581 
674,315 

; and Development 

exemption which is reimbursed by the State ofCalifomia. 
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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 
36.00% 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% ofthe 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 

Calendar Vear 

2004 

2005 

2006 

2007 

2008(2) 

r oreciosures 

_ 553 

559-

2,065 v 

8,417 

13,757 

Total number 
of 

Housins Units ' 

1,093,198 

1,107,985 

1,118,283 

1,131,749 

1,140,349 

% of Total 
Housins Unirs 

0.00% 

0.00 

0.18 

0.74 

0.81 

Source: Counly of San Diego, Assessor's Records; and SANDAG. 
(1) As of January 1 of the indicated year. 
f21 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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