




















































































































































































































































































































































































































































































































































































































































































































































































































































































































NEW ISSUE-FULL BOOK-ENTRY ONLY RATINGS:  (Insured) Moody’s:  Aaa/VMIG-1; S&P:  AAA/A-1+
(Underlying)  Moody’s:  A2; S&P:  A+

(See “Ratings” herein)

In the opinion of Sidley Austin LLP, San Francisco, California, Special Counsel, based on existing statutes, regulations, rulings and judicial 
decisions and assuming compliance with certain covenants in the documents pertaining to the 2008 Certifi cates and requirements of the Internal 
Revenue Code of 1986, as amended (the “Code”), as described herein, interest with respect to the Certifi cates is not includable in the gross income of 
the owners of the Certifi cates for federal income tax purposes.  In the further opinion of Special Counsel, interest with respect to the 2008 Certifi cates is 
not treated as an item of tax preference in calculating the federal alternative minimum taxable income of individuals and corporations.  Interest with 
respect to the Certifi cates, however, is included as an adjustment in the calculation of federal corporate alternative minimum taxable income and may 
therefore affect a corporation’s alternative minimum tax liability.  In the further opinion of Special Counsel, interest with respect to the 2008 Certifi cates 
is exempt from personal income taxes imposed by the State of California.  See “TAX MATTERS” herein.

$47,625,000
CITY OF MODESTO, CALIFORNIA

WATER REFUNDING REVENUE CERTIFICATES OF PARTICIPATION
2008 SERIES A

Dated:  Date of delivery Price:  100% CUSIP† 607804AB7 Due:  October 1, 2036

The 2008 Certifi cates are being executed and delivered pursuant to the 2008 Trust Agreement, dated as of May 1, 2008, by and between the Modesto Public 
Financing Authority and The Bank of New York Trust Company, N.A., as trustee, for the principal purpose of refi nancing certain improvements to the Water 
Utility System of the City of Modesto.  The 2008 Certifi cates are payable solely from installment payments to be made by the City to the Authority pursuant to 
the Master Installment Purchase Contract, dated as of November 1, 1997, as supplemented by the 2008 Supplemental Installment Purchase Contract, dated 
as of May 1, 2008, by and between the City and the Authority.  The obligation of the City to make such installment payments is a special obligation of the City 
payable solely from Gross Revenues of its Water Utility System and certain funds and accounts created under the 2008 Trust Agreement.  As described herein, 
those Gross Revenues are also pledged to the payment of certain other Parity Obligations of the City.

The 2008 Certifi cates will be initially executed and delivered in the Weekly Mode, and interest with respect to the 2008 Certifi cates in the Weekly Mode will 
be evidenced at the Weekly Rate.  In general, the Weekly Rate is the rate of interest per annum determined by Banc of America Securities LLC, as Remarketing 
Agent, on and as of the applicable Rate Determination Date to be the minimum rate of interest which would result in the sale of the 2008 Certifi cates at a 
price equal to 100% of the principal amount thereof.  Such interest is payable on the fi rst Business Day of each month.  The 2008 Certifi cates are subject to 
conversion to a different interest rate mode pursuant to the 2008 Trust Agreement.  This Offi cial Statement describes the 2008 Certifi cates only while they are 
in the Weekly Mode.

While the 2008 Certifi cates are in the Weekly Mode, they are subject to optional and mandatory tender for purchase under the circumstances described 
herein.  Funds for the payment of the purchase price of the 2008 Certifi cates that are so subject to optional tender or mandatory tender for purchase and that 
are not remarketed by the Remarketing Agent will be available (subject to certain conditions precedent and automatic termination events) under a Standby 
Certifi cate Purchase Agreement, dated as of May 1, 2008, between the Authority and Bank of America, N.A., as the Liquidity Facility Provider.

The Standby Certifi cate Purchase Agreement does not support, secure or guaranty the payments of the principal of, premium, if any, or interest with respect 
to the 2008 Certifi cates.  

The 2008 Certifi cates are being executed and delivered in book-entry form only and when executed and delivered will be registered in the name of Cede & 
Co., as nominee of The Depository Trust Company, New York, New York.  Benefi cial interests in the 2008 Certifi cates while the 2008 Certifi cates are in the 
Weekly Mode will be available for purchase in denominations of $100,000 and any integral multiple of $5,000 in excess thereof.  Purchasers of such benefi cial 
interests will not receive certifi cates representing their benefi cial ownership in the 2008 Certifi cates but will receive credit balances on the books of their 
respective nominees.  The principal of and interest evidenced by the 2008 Certifi cates are payable by the Trustee to Cede & Co.; and such interest and principal 
payments are to be disbursed to the benefi cial owners of the 2008 Certifi cates through their nominees.  

The 2008 Certifi cates are subject to optional prepayment and mandatory sinking fund prepayment prior to maturity as well as optional 
and mandatory tender for purchase as described herein.

The scheduled payment of principal of and interest with respect to the 2008 Certifi cates when due will be guaranteed under a fi nancial guaranty insurance 
policy to be issued concurrently with the delivery of the 2008 Certifi cates by Assured Guaranty Corp.

THE OBLIGATION OF THE CITY TO PAY INSTALLMENTS OF PRINCIPAL AND INTEREST IS A SPECIAL OBLIGATION OF THE 
CITY PAYABLE SOLELY FROM THE GROSS REVENUES OF ITS WATER UTILITY SYSTEM LESS MAINTENANCE AND OPERATIONS 
COSTS THEREOF (AS DEFINED IN THE MASTER INSTALLMENT PURCHASE CONTRACT), ALL AS FURTHER DESCRIBED HEREIN.  
SAID OBLIGATION DOES NOT CONSTITUTE A DEBT OF THE CITY OR THE STATE OF CALIFORNIA, OR ANY POLITICAL SUBDIVISION 
THEREOF, WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR RESTRICTION.  NEITHER THE 
FAITH AND CREDIT NOR THE TAXING POWER OF THE CITY OR THE STATE, OR ANY POLITICAL SUBDIVISION THEREOF, IS PLEDGED 
TO THE PAYMENT OF THE INSTALLMENT PAYMENTS OR THE INTEREST THEREON.

THIS COVER PAGE CONTAINS CERTAIN INFORMATION FOR GENERAL REFERENCE ONLY.  IT IS NOT A SUMMARY OF THIS ISSUE.  
INVESTORS ARE ADVISED TO READ THE ENTIRE OFFICIAL STATEMENT TO OBTAIN INFORMATION ESSENTIAL TO THE MAKING OF AN 
INFORMED INVESTMENT DECISION.

The 2008 Certifi cates are offered when, as and if delivered and received by the Underwriter, subject to the approval of legality by Sidley Austin LLP, San 
Francisco, California, Special Counsel, and certain other conditions.  Certain legal matters will be passed upon for the City and the Authority by the City Attorney 
of the City and by Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach, California, Disclosure Counsel; for the Trustee by the Jensen 
Law Offi ce, Orinda, California; for the Liquidity Facility Provider by Kathleen C. Johnson, Esq., Santa Barbara, California and for the 2008 Certifi cate Insurer 
by its General Counsel.  It is anticipated that the 2008 Certifi cates will be available for delivery to The Depository Trust Company or its agent on or about May 30, 
2008.

Dated:  May 29, 2008

†    CUSIP® is a registered trademark of the American Bankers Association.  Copyright© 2008 Standard & Poor’s, a Division of the McGraw Hill Companies, 
Inc.  CUSIP® data herein is provided by Standard & Poor’s CUSIP Service Bureau.  This data is not intended to create a database and does not serve in any 
way as a substitute for CUSIP services.  CUSIP® numbers are provided for convenience of reference only.  None of the Authority, the City or the Underwriter 
takes any responsibility for the accuracy of such numbers.



 

 

CITY OF MODESTO, CALIFORNIA 
1010 10th Street 

P.O. Box 642 
Modesto, California 95353 

(209) 577-5369 
TDD (209) 526-9211 Hearing and Speech Impaired Only 

 
CITY COUNCIL 

Jim Ridenour, Mayor 
Garrad Marsh, Vice Mayor 

Dave Lopez 
Janice Keating 
Will O’Bryant 
Kristin Olsen 
Brad Hawn 

 
CITY OFFICIALS 

James E. Niskanen, Interim City Manager 
Susana Alcala Wood, City Attorney 

Wayne Padilla, Finance Director/Treasurer 
Nick Pinhey, Director of Public Works 

 
   

 
SPECIAL SERVICES 

Special Counsel 

Sidley Austin LLP 
San Francisco, California 

Trustee 

The Bank of New York Trust Company, N.A. 
San Francisco, California 

Financial Advisor 

Public Financial Management, Inc. 
San Francisco, California 

Disclosure Counsel 

Stradling Yocca Carlson & Rauth, a Professional Corporation 
Newport Beach, California 



 

 

All the information which the City of Modesto intends to present investors regarding the City, the Authority, and 
the 2008 Certificates is contained in this Official Statement.  While the City maintains an internet website for various 
purposes, none of the information on that website is intended to assist investors in making any investment decision, or to 
provide any continuing information, with respect to the 2008 Certificates or any other obligations of the City.  Moreover, 
none of the information on the website is incorporated herein by reference.  No dealer, broker, salesperson or other person 
has been authorized by the City, the Authority, the 2008 Certificate Insurer or the Underwriter to give any information or to 
make any representations other than those contained in this Official Statement in connection with the offering made hereby 
and, if given or made, such other information or representations must not be relied upon as having been authorized by the 
City, the Authority, the 2008 Certificate Insurer or the Underwriter.  This Official Statement does not constitute an offer to 
sell or the solicitation of an offer to buy nor shall there be any sale of the 2008 Certificates by a person in any jurisdiction in 
which it is unlawful for such person to make such an offer, solicitation or sale. 

This Official Statement is not to be construed as a contract with the purchasers of the 2008 Certificates.  
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 obtained from sources which are believed to be reliable, but it is not 
guaranteed as to accuracy or completeness.  The information and expression of opinions herein are subject to change 
without notice and neither 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 or the 2008 Certificate Insurer since the date 
hereof.  All summaries of documents contained herein are made subject to the provisions of such documents and do not 
purport to be complete statements of any or all such provisions. 

      

The Underwriter has provided the following sentence for inclusion in this Official Statement: 

The Underwriter has reviewed the information in this Official Statement in accordance with, and as part of, its 
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this transaction, 
but the Underwriter does not guarantee the accuracy or completeness of such information. 

      

The 2008 Certificate Insurer has provided the following sentence for inclusion in this Official Statement: 

Assured Guaranty makes no representation regarding the 2008 Certificates or the advisability of investing in the 
2008 Certificates.  In addition, Assured Guaranty makes no representation regarding, nor does it accept any responsibility 
for, the accuracy or completeness of this Official Statement or any information or disclosure contained herein, or omitted 
herefrom, other than with respect to the accuracy of the information regarding Assured Guaranty supplied by Assured 
Guaranty and presented under the heading “CERTIFICATE INSURANCE” and Appendix E — “SPECIMEN 
FINANCIAL GUARANTY INSURANCE POLICY.” 

      

CAUTIONARY INFORMATION REGARDING FORWARD-LOOKING STATEMENTS IN 
THIS OFFICIAL STATEMENT 

Certain statements included or incorporated by reference in this Official Statement constitute “Forward-Looking 
Statements” within the meaning of the United States Private Securities Litigation Reform Act of 1995, Section 21E of the 
United States Securities Exchange Act of 1934, as amended, and Section 27A of the United States Securities Act of 1933, 
as amended.  Such statements are generally identifiable by the terminology used, such as “plan,” “expect,” “estimate,” 
“budget” and other similar words and include, but are not limited to, statements that describe possible future connections to 
and revenues and expenses of the Water Utility System. 

The achievement of certain results or other expectations contained in such forward-looking statements involves 
known and unknown risks, uncertainties and other factors which may cause actual results, performance or achievements 
described to be materially different from any future results, performance or achievements expressed or implied by such 
forward-looking statements. 

      

THE 2008 CERTIFICATES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS 
AMENDED, IN RELIANCE UPON AN EXEMPTION CONTAINED IN SUCH ACT.  THE 2008 CERTIFICATES 
HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY STATE. 



[THIS PAGE INTENTIONALLY LEFT BLANK] 



TABLE OF CONTENTS 
Page 

i 
 

INTRODUCTION ................................................................................................................................. 1 
General ............................................................................................................................................. 1 
The 2008 Certificates ....................................................................................................................... 1 
Security for the 2008 Certificates .................................................................................................... 2 
Certificate Insurance / Reserve Fund Insurance Policy ................................................................... 3 
Liquidity Facility ............................................................................................................................. 4 
Swap Agreement .............................................................................................................................. 4 
The City ........................................................................................................................................... 4 
The Water Utility System ................................................................................................................ 5 
Tax Matters ...................................................................................................................................... 5 
No Continuing Disclosure ............................................................................................................... 5 
Disclosure of Identity of Purchasers ................................................................................................ 5 
Changes to Preliminary Official Statement ..................................................................................... 5 

REFINANCING PLAN ......................................................................................................................... 5 

THE 2008 PROJECT ............................................................................................................................. 6 

ESTIMATED SOURCES AND USES OF FUNDS ............................................................................. 7 

THE 2008 CERTIFICATES .................................................................................................................. 7 
General ............................................................................................................................................. 7 
Book-Entry-Only System ................................................................................................................ 7 
Interest Rate Provisions ................................................................................................................... 8 
Optional Tender ............................................................................................................................... 9 
Mandatory Tender for Purchase Upon Change of Mode ................................................................. 9 
Other Mandatory Tenders .............................................................................................................. 11 
Purchase Fund ................................................................................................................................ 11 
Liquidity Facility ........................................................................................................................... 12 
Delayed Remarketing Period ......................................................................................................... 13 
Prepayment .................................................................................................................................... 14 
Purchase in Lieu of Prepayment .................................................................................................... 15 
Parity Obligations .......................................................................................................................... 16 

SECURITY FOR THE 2008 CERTIFICATES ................................................................................... 16 
General ........................................................................................................................................... 16 
2008 Payments ............................................................................................................................... 16 
Pledge of Gross Revenues ............................................................................................................. 18 
Rate Covenant ................................................................................................................................ 18 
Parity Reserve Fund ....................................................................................................................... 19 
Flow of Funds ................................................................................................................................ 20 
Existing and Future Parity Obligations .......................................................................................... 23 
2008 Swap Agreement ................................................................................................................... 25 

CERTIFICATE INSURANCE ............................................................................................................ 26 
Certificate Insurance Policy ........................................................................................................... 26 
The Reserve Fund Insurance Policy .............................................................................................. 27 
Assured Guaranty Corp. ................................................................................................................ 27 



TABLE OF CONTENTS 
(continued) 

Page 
 

ii 
 

LIQUIDITY FACILITY ...................................................................................................................... 30 
Initial Liquidity Facility ................................................................................................................. 30 
Bank of America, N.A. .................................................................................................................. 34 

REMARKETING ................................................................................................................................ 35 

THE WATER UTILITY SYSTEM ..................................................................................................... 36 
History of the Water Utility System .............................................................................................. 36 
Existing Facilities .......................................................................................................................... 39 
Sources of Water ............................................................................................................................ 39 
Treatment and Delivery Agreement .............................................................................................. 40 
Water Quality ................................................................................................................................. 43 
DBCP Settlement Agreement ........................................................................................................ 44 
PCE Litigation ............................................................................................................................... 45 
Employees...................................................................................................................................... 45 
Retirement Programs ..................................................................................................................... 46 
Insurance ........................................................................................................................................ 47 
Service Area and Customers .......................................................................................................... 47 
Water Charges and Billing ............................................................................................................. 48 
Delinquencies ................................................................................................................................ 52 
Historical Operating Results .......................................................................................................... 53 
Capital Improvement Program ...................................................................................................... 53 
Summary of Projected Operating Results of the Water Utility System ........................................ 54 
Impact of Proposition 218 on Water Utility System Fees and Charges ........................................ 55 
Effect of Proposition 218 and of Possible General Limitations on Enforcement Remedies ......... 57 
Investment Policy .......................................................................................................................... 57 
Financial Statements ...................................................................................................................... 58 

RISK FACTORS ................................................................................................................................. 58 
General ........................................................................................................................................... 59 
Earthquakes, Floods and Other Natural Disasters ......................................................................... 59 
Demand for Water ......................................................................................................................... 60 
Water Supply ................................................................................................................................. 60 
Water Utility System Expenses ..................................................................................................... 60 
Rate Process ................................................................................................................................... 60 
Statutory and Regulatory Impact ................................................................................................... 60 
Limitations on Remedies and Bankruptcy ..................................................................................... 61 
Limited Obligations ....................................................................................................................... 61 

THE AUTHORITY ............................................................................................................................. 62 

APPROVAL OF LEGAL PROCEEDINGS ........................................................................................ 62 

LITIGATION ....................................................................................................................................... 62 

TAX MATTERS .................................................................................................................................. 62 
Information Reporting and Backup Withholding .......................................................................... 63 
State Tax Exemption ...................................................................................................................... 63 



TABLE OF CONTENTS 
(continued) 

Page 
 

iii 
 

Future Developments ..................................................................................................................... 64 

RATINGS ............................................................................................................................................ 64 

FINANCIAL ADVISOR ..................................................................................................................... 64 

CERTAIN RELATIONSHIPS ............................................................................................................ 64 

UNDERWRITING .............................................................................................................................. 65 

MISCELLANEOUS ............................................................................................................................ 65 
 

APPENDIX A – EXCERPTS FROM THE CITY’S FINANCIAL STATEMENTS ....................... A-1 

APPENDIX B – DEFINITIONS AND SUMMARY OF PRINCIPAL LEGAL DOCUMENTS .... B-1 

APPENDIX C – PROPOSED FORM OF OPINION OF SPECIAL COUNSEL ............................. C-1 

APPENDIX D – INFORMATION CONCERNING DTC ............................................................... D-1 

APPENDIX E – SPECIMEN FINANCIAL GUARANTY INSURANCE POLICY ....................... E-1 

APPENDIX F – CERTAIN INFORMATION ABOUT THE CITY ............................................... F-1 

 



[THIS PAGE INTENTIONALLY LEFT BLANK] 



 

1 
 

$47,625,000 
CITY OF MODESTO, CALIFORNIA 

WATER REFUNDING REVENUE CERTIFICATES OF PARTICIPATION 
2008 SERIES A 

INTRODUCTION 

General 

This Official Statement, including the cover page and all appendices attached hereto, 
provides certain information concerning the City of Modesto Refunding Water Revenue Certificates 
of Participation, 2008 Series A (the “2008 Certificates”), evidencing and representing the 
proportionate interests of the Owners thereof in certain payments to be made by the City of Modesto, 
California (the “City”).  Descriptions and summaries of various documents hereinafter set forth do 
not purport to be comprehensive or definitive, and reference is made to each document for complete 
details of all terms and conditions thereof.  Capitalized terms used and not otherwise defined herein 
shall have the meanings ascribed to them in APPENDIX B — “DEFINITIONS AND SUMMARY 
OF PRINCIPAL LEGAL DOCUMENTS.” 

The 2008 Certificates are being executed and delivered primarily to refinance certain 
improvements (collectively, the “2008 Project”) to the City’s water utility system (the “Water Utility 
System”) as further described under the caption “THE 2008 PROJECT” below.  Proceeds derived 
from the sale of the 2008 Certificates, along with other funds available for such purposes, will also be 
used to pay the costs of executing and delivering the 2008 Certificates and to make a cash deposit 
into, and to pay the premium for a reserve fund financial guaranty insurance policy (the “Parity 
Reserve Fund Insurance Policy”) that will be credited to, the debt service reserve fund for the Parity 
Obligations (as hereinafter defined) (the “Parity Reserve Fund”).  See “REFINANCING PLAN” and 
“ESTIMATED SOURCES AND USES OF FUNDS.” 

The 2008 Certificates 

The 2008 Certificates represent the proportionate undivided interests of the registered owners 
thereof (the “Owners”) in installment payments (the “2008 Payments”) payable by the City under the 
Master Installment Purchase Contract, dated as of November 1, 1997 (the “Master Contract”), by and 
between the City and the Modesto Public Financing Authority, a California joint exercise of powers 
agency (the “Authority”), as supplemented by supplemental purchase contracts including the 2008 
Supplemental Installment Purchase Contract, dated as of May 1, 2008 by and between the City and 
the Authority (the “2008 Contract” and, collectively with the Master Contract, the “Contract”).  The 
2008 Certificates are being executed and delivered pursuant to the Trust Agreement, dated as of 
May 1, 2008 (the “2008 Trust Agreement”), by and between the Authority and The Bank of New 
York Trust Company, N.A., as trustee (the “Trustee”).  Pursuant to the 2008 Trust Agreement, the 
Authority has assigned to the Trustee for the benefit of the Owners of the 2008 Certificates all its 
rights under the Contract, including its right to receive 2008 Payments payable under the Contract 
and its right to enforce payment by the City of the 2008 Payments when due. 

The 2008 Certificates will be dated the date on which they are executed and delivered and 
will mature on October 1, 2036 (the “Maturity Date”), subject to prepayment prior thereto.  See 
“THE 2008 CERTIFICATES — Prepayment.”  The 2008 Certificates will be initially executed and 
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delivered in the Weekly Mode, and interest with respect to the 2008 Certificates in the Weekly Mode 
will be evidenced at the Weekly Rate.  In general, the Weekly Rate is the rate of interest per annum 
determined by Banc of America Securities LLC, as Remarketing Agent (the “Remarketing Agent”), 
on and as of the applicable Rate Determination Date to be the minimum rate of interest which would 
result in the sale of the 2008 Certificates at a price equal to 100% of the principal amount thereof.  
Such interest is payable on the first Business Day of each month.  See “THE 2008 
CERTIFICATES.”  The 2008 Certificates are subject to conversion to a different interest rate mode 
pursuant to the 2008 Trust Agreement.  This Official Statement describes the 2008 Certificates only 
while they are in the Weekly Mode. 

While the 2008 Certificates are in the Weekly Mode, they are subject to optional and 
mandatory tender for purchase under the circumstances described herein.  Funds for the payment of 
the purchase price of the 2008 Certificates that are so subject to optional tender or mandatory tender 
for purchase and that are not remarketed by the Remarketing Agent will be available (subject to 
certain conditions precedent and automatic termination events) under a Standby Certificate Purchase 
Agreement, dated as of May 1, 2008 (the “Liquidity Facility”), between the Authority and Bank of 
America, N.A., as Liquidity Facility Provider (the “Liquidity Facility Provider”).  The Liquidity 
Facility does not support, secure or guaranty the payments of the principal of, premium, if any, or 
interest with respect to the 2008 Certificates.  For a description of the Standby Certificate Purchase 
Agreement and information concerning Bank of America, N.A., see “LIQUIDITY FACILITY.” 

Security for the 2008 Certificates 

General.  The 2008 Certificates represent the proportionate interests of the Owners in the 
2008 Payments.  The City is required to make the 2008 Payments pursuant to the provisions of the 
Contract.  The 2008 Payments represent the purchase price of the 2008 Project, which the Authority 
is selling to the City. 

The Master Contract.  The Master Contract establishes the terms and conditions upon which 
certain obligations of the City will be incurred and secured.  Pursuant to the Master Contract, all 
Gross Revenues (as defined in the Master Contract) of the Water Utility System are pledged to the 
payment of the 2008 Payments, all payments required to be made under all other Parity Obligations 
and Maintenance and Operations Costs; and amounts on deposit in the Parity Reserve Fund are 
pledged to the payment of the 1997 Payments (defined below), the 2008 Payments and any other 
obligations hereafter issued in connection with a Supplemental Contract.  The City has previously 
incurred, and may in the future incur, obligations payable from Gross Revenues on a parity with the 
2008 Payments (“Parity Obligations”) pursuant to the terms and conditions of the Master Contract.  
See “SECURITY FOR THE 2008 CERTIFICATES — Existing and Future Parity Obligations.”  To 
provide additional security for the 2008 Certificates and Parity Obligations, the Master Contract 
contains a rate covenant which requires the City to fix, prescribe, and collect certain minimum rates, 
fees and charges for the water service, calculated in accordance with the Master Contract.  See 
“SECURITY FOR THE 2008 CERTIFICATES — Rate Covenant.”   

The 1997 Contract.  The City has previously financed and refinanced certain improvements 
to its Water Utility System pursuant to a 1997 Supplemental Installment Purchase Contract, dated as 
of November 1, 1997, by and between the City and the Authority (the “1997 Contract”), under which 
the City is obligated to make certain payments (the “1997 Payments”) to the Authority as payment of 
the purchase price for those improvements.  The 1997 Payments are payable from Gross Revenues 
on a parity with the 2008 Payments. 
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The 2006 Contract.  Subsequent to its execution of the 1997 Contract, in order to finance the 
cost of additional improvements to the Water Utility System (the “2006 Project”), the City entered 
into the 2006 Supplemental Installment Purchase Contract with the Authority (the “2006 Contract”), 
supplementing the Master Contract.  Pursuant to the 2006 Contract, the City obligated itself to make 
certain payments (the “2006 Payments”) to the Authority; and pursuant to a related trust agreement 
the Authority assigned to The Bank of New York Trust Company, N.A., as trustee (the “2006 
Trustee”), its right to receive the 2006 payments.  The Authority and the 2006 Trustee executed and 
delivered certificates of participation in the 2006 Payments (the “2006 Certificates”), and proceeds 
from the sale of the 2006 Certificates are being used to pay the costs of constructing the 2006 Project.  
In connection with the 2008 Contract, the City will reconvey the 2006 Project to the Authority for 
sale back to the City as the 2008 Project; and proceeds from the sale of the 2008 Certificates, along 
with other funds available for such purpose, will be applied to prepay the 2006 Payments.  As a result 
of the foregoing, the City’s obligations with respect to the 2006 Contract will be extinguished, and 
the 2006 Certificates will be defeased, concurrently with the execution and delivery of the 2008 
Certificates, provided, however, that certain amendments to the Master Contract contained in the 
2006 Contract will remain in full force and effect. 

The 2008 Contract.  The 2008 Contract is a Parity Obligation executed and delivered under 
the provisions of the Master Contract.  In consideration of the Authority’s agreement to finance the 
2008 Project pursuant to the provisions of the 2008 Contract, the City agrees to pay the 2008 
Payments to the Authority, solely from Gross Revenues on parity with all other Parity Obligations 
and Maintenance and Operation Costs, as provided in the 2008 Contract.  The obligation of the City 
to make the 2008 Payments from Gross Revenues is absolute and unconditional; and, until such time 
as the 2008 Payments have been paid in full (or provision for the payment thereof shall have been 
made pursuant to the Master Contract), the City will not discontinue or suspend any such payments 
required to be made by it under the 2008 Contract when due whether or not the Water Utility System 
or any part thereof is operating or operable, or its use is suspended, interfered with, reduced, curtailed 
or terminated in whole or in part.  See “SECURITY FOR THE 2008 CERTIFICATES — 2008 
Payments.”   

THE OBLIGATION OF THE CITY TO PAY THE 2008 PAYMENTS IS A SPECIAL 
OBLIGATION OF THE CITY PAYABLE SOLELY FROM GROSS REVENUES OF THE 
WATER UTILITY SYSTEM AND DOES NOT CONSTITUTE A DEBT OF THE CITY OR OF 
THE STATE OF CALIFORNIA OR ANY POLITICAL SUBDIVISION THEREOF IN 
CONTRAVENTION OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR 
RESTRICTION.  NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE 
CITY OR THE STATE OF CALIFORNIA, OR ANY POLITICAL SUBDIVISION, THEREOF IS 
PLEDGED TO THE PAYMENT OF THE 2008 PAYMENTS. 

Certificate Insurance / Reserve Fund Insurance Policy 

Assured Guaranty Corp. (“Assured Guaranty” or the “2008 Certificate Insurer”) has issued a 
commitment to issue, simultaneously with the delivery of the 2008 Certificates, a municipal bond 
insurance policy (the “2008 Certificate Insurance Policy”) relating to the 2008 Certificates, effective 
as of the date of delivery of the 2008 Certificates.  By the terms of the 2008 Certificate Insurance 
Policy, Assured Guaranty agrees to pay the principal and interest represented by the 2008 Certificates 
which come due for payment but which are unpaid, to the extent that the Trustee has not received 
sufficient funds from the City with which to make such payment.  See “CERTIFICATE 
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INSURANCE” and APPENDIX E — “SPECIMEN FINANCIAL GUARANTY INSURANCE 
POLICY.”  

Assured Guaranty will also issue the Parity Reserve Fund Insurance Policy (see 
“CERTIFICATE INSURANCE — The Reserve Fund Insurance Policy”); and, in connection 
therewith, the City and the Trustee will enter into an agreement with Assured Guaranty, dated as of 
May 1, 2008 (the “Reimbursement Agreement”).  The City’s obligations under the Reimbursement 
Agreement will be Parity Obligations. 

Liquidity Facility 

While the 2008 Certificates are in the Weekly Mode, they are subject to optional tender and 
mandatory tender for purchase.  Funds for the payment of the purchase price of 2008 Certificates that 
are so tendered for purchase and that are not remarketed by the Remarketing Agent will be available 
(subject to certain conditions precedent and automatic termination events) under the Liquidity 
Facility.  The Liquidity Facility does not support, secure or guaranty the payments of the principal of, 
premium, if any, or interest with respect to the 2008 Certificates.  See “LIQUIDITY FACILITY.” 

Swap Agreement 

In connection with the execution and delivery of the 2006 Certificates, the City entered into 
an interest rate swap agreement in the form of an ISDA Master Agreement (Local Currency – Single 
Jurisdiction), the U.S. Municipal Counterparty Schedule thereto, a Credit Support Annex and a 
Confirmation each dated as of and entered into on September 27, 2006 (collectively, the “2006 Swap 
Agreement”) with Bank of America, N.A. (the “Swap Provider”).  In connection with the execution 
and delivery of the 2008 Certificates, the City and the Swap Provider will amend the 2006 Swap 
Agreement in various respects, including increasing the notional amount thereof, revising schedule 
pursuant to which the notional amount is to be reduced and providing for certain payments 
thereunder to be insured by Assured Guaranty (as so amended, the “2008 Swap Agreement”).  The 
2008 Swap Agreement is scheduled to expire on the Maturity Date of the 2008 Certificates; and the 
notional amount of the 2008 Swap Agreement is scheduled to be reduced on the same dates and in 
the same amounts as the principal evidenced by the 2008 Certificates is scheduled to be reduced.  
Pursuant to the 2008 Swap Agreement, the City will be required to make periodic payments to the 
Swap Provider calculated on the basis of a fixed rate of interest on an initial notional amount equal to 
the principal amount represented by the 2008 Certificates.  In return, the Swap Provider will be 
required to make periodic payments to the City calculated on the basis of a variable rate of interest 
equal to a percentage of LIBOR on the same notional amount.  The amounts payable by each party 
pursuant to the 2008 Swap Agreement are netted against the payments to be received by such party 
thereunder.  See “SECURITY FOR THE 2008 CERTIFICATES — 2008 Swap Agreement.” 

Bank of America, N.A. (the Swap Provider and the Liquidity Facility Provider) and Banc of 
America Securities LLC, (the Underwriter and Remarketing Agent), are affiliates, both being 
subsidiaries of Bank of America Corporation. 

The City 

The City was incorporated in 1884, is the county seat of Stanislaus County, had an estimated 
population of over 209,000 as of January 1, 2008, and covers approximately 36 square miles.  The 
City operates under a council-manager form of government pursuant to a charter adopted in 1963.  It 
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is located in Central California, approximately 93 miles east of San Francisco.  See APPENDIX F — 
“CERTAIN INFORMATION ABOUT THE CITY.”   

The Water Utility System 

The Water Utility System provides potable water service to residential, commercial and 
industrial consumers located within the incorporated area of the City and in neighboring areas of 
Stanislaus County.  The City owns, operates and maintains the Water Utility System, which is the 
sole retail provider of water service in the City.  See “THE WATER UTILITY SYSTEM.” 

Tax Matters 

For description of the tax status of interest with respect to the 2008 Certificates, see “TAX 
MATTERS” herein and see the complete copy of the proposed form of opinion of Special Counsel 
set forth in APPENDIX C — “PROPOSED FORM OF OPINION OF SPECIAL COUNSEL.” 

No Continuing Disclosure 

While in the Weekly Mode, the 2008 Certificates are exempt from the continuing disclosure 
requirements of Rule 15c2-12 under the Securities Exchange Act of 1934, as amended. 

Disclosure of Identity of Purchasers 

Any person who purchases a beneficial interest in the 2008 Certificates in connection with 
the initial offering thereof agrees that the underwriters of the 2008 Certificates may disclose such 
person’s identity to the City and Authority unless such person advises his or her sales representative 
otherwise. 

Changes to Preliminary Official Statement 

In addition to the usual changes associated with finalizing a preliminary official statement, 
this final Official Statement includes a new section titled “CERTIFICATE INSURANCE — The 
Reserve Fund Insurance Policy,” revisions to the discussion of events of default and remedies under 
the Liquidity Facility (see “LIQUIDITY FACILITY — Initial Liquidity Facility”) and revisions to 
the table showing the projected operating results of the Water Utility System to reflect debt service 
with respect to the 2008 Certificates (see “THE WATER UTILITY SYSTEM — Summary of 
Projected Operating Results of the Water Utility System”). 

REFINANCING PLAN 

Proceeds from the sale of the 2008 Certificates, along with other funds available for such 
purpose, in an aggregate amount equal to the outstanding principal amount of the 2006 Certificates 
and the interest payable with respect thereto on May 30, 2008, will be deposited with the 2006 
Trustee concurrently with the execution of the 2008 Certificates.  The 2006 Trustee has previously 
given a conditional notice of full prepayment of the 2006 Certificates to the registered owners 
thereof.  Said notice states that the 2006 Certificates will be prepaid in full on May 30, 2008, subject 
to receipt by the 2006 Trustee of funds sufficient to pay the prepayment price of the 2006 Certificates 
on said date.  Thus, upon execution and delivery of the 2008 Certificates and the deposit of proceeds 
from the sale thereof in the amount described above with the 2006 Trustee, the 2006 Certificates will 
no longer be outstanding.   
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THE 2008 PROJECT 

The 2008 Project consists of the City’s conveyance to the Authority of the improvements that 
comprise the 2006 Project and the Authority’s reconveyance thereof to the City in order to effect the 
refinancing of the 2006 Project.  The 2006 Project consists of improvements required to be made by 
the City in connection with the Modesto Irrigation District’s expansion of the Modesto Regional 
Water Treatment Plant (the “Water Treatment Plant”), including the construction of several new 
downstream water facilities and various water distribution system improvements to insure the 
reliability of water supply to both existing and future customers.  The 2006 Project includes the 
acquisition of land and rights of way as well as design and construction costs related to the new 
facilities and improvements.  The facilities include the acquisition, construction and installation of 
three storage tanks and connecting transmission facilities, construction and improvement of 
transmission/distribution mains and associated pump stations, and installation of motor-operated 
control valves controlling the flow of treated surface water from the Water Treatment Plant to the 
City system.  The 2006 Project facilities and improvements are intended to help replace less reliable 
groundwater production capacity, improve the City’s ability to maintain desired system operational 
pressures during high-demand periods and meet other operational criteria.  These facilities are also 
intended to improve system distribution capabilities to future customers.   

The Water Treatment Plant was constructed and is owned and operated by the Modesto 
Irrigation District (“MID”).  Pursuant to an agreement with the City (the “Treatment and Delivery 
Agreement”), MID has agreed to an expansion of the Water Treatment Plant, doubling its rated 
capacity from approximately 30 million gallons per day to approximately 60 million gallons per day.  
(The Water Treatment Plant has been designed to accommodate a possible further expansion subject 
to a future agreement between the City and MID.)  On June 26, 2007, the Modesto Irrigation District 
Financing Authority issued bonds in a principal amount of $93,190,000 (the “MIDFA 2007 Bonds”) 
in order to provide financing for the Water Treatment Plant expansion described above.  The ultimate 
source of funds expected to be used to pay debt service on the MIDFA 2007 Bonds consists of 
payments to be made by the City to MID pursuant to the Treatment and Delivery Agreement.  See 
“THE WATER UTILITY SYSTEM — Treatment and Delivery Agreement.” 

The 2006 Project is expected to be completed in the third quarter of 2009, the expansion of 
the Water Treatment Plant is expected to be completed in the fourth quarter of 2009 and the 
expanded plant is expected to be fully operational early in 2010. 



 

7 
 

ESTIMATED SOURCES AND USES OF FUNDS 

The table below sets forth the estimated sources and uses of the proceeds of the 2008 
Certificates and certain other funds: 

Sources:  
 Principal Amount of the 2008 Certificates  $ 47,625,000.00 
 Funds Held for 2006 Certificates   1,957,071.79 
 Less: Underwriter’s Discount  ( 153,920.63) 
  Total  $ 49,428,151.16 
Uses:  
 Transfer to 2006 Trustee(1)  $ 46,286,841.26 
 Parity Reserve Fund(2)   1,834,552.07 
 Costs of Issuance(3)   1,196,042.80 
 Capitalized Interest   110,715.03 
  Total  $ 49,428,151.16 

    
(1) Equal to the principal amount of the 2006 Certificates and the interest payable with respect thereto on May 30, 2008, the 

date designated for the prepayment of the 2006 Certificates. 
(2) The Reserve Fund Requirement, which is described herein under the caption “SECURITY FOR THE 2008 

CERTIFICATES — Parity Reserve Fund,” will be satisfied in connection with the execution and delivery of the 2008 
Certificates by (a) the retention in the Parity Reserve Fund of cash currently held therein in connection with the 2006 
Certificates in the amount of $1,834,515.50, (b) a cash deposit of $36.57 and (c) the delivery to the Trustee of the Parity 
Reserve Fund Insurance Policy, with a policy limit of $2,082,512.74.  See “CERTIFICATE INSURANCE — The Reserve 
Fund Insurance Policy.” 

(3) Includes the premium for the 2008 Certificate Insurance Policy and the Parity Reserve Fund Insurance Policy, fees and 
expenses of Special Counsel, Disclosure Counsel, Financial Advisor, and Trustee, and printing and other miscellaneous 
expenses. 

THE 2008 CERTIFICATES 

General 

The 2008 Certificates represent the proportionate interests of the Owners in the 2008 
Payments.  The 2008 Certificates will be dated the date on which they are executed and delivered and 
will mature on the Maturity Date, subject to prepayment prior thereto as described below under 
“Prepayment.”  The 2008 Certificates will be initially executed and delivered in the Weekly Mode, 
and interest with respect to the 2008 Certificates in the Weekly Mode will be evidenced at the 
Weekly Rate.  See “Interest Rate Provisions” below. 

Upon delivery, the 2008 Certificates will be registered in the name of Cede & Co., as 
nominee of The Depository Trust Company, New York, New York (“DTC”).  DTC will act as 
securities depository for the 2008 Certificates.  Ownership interests in the 2008 Certificates may be 
purchased in book entry form only.  See “Book-Entry-Only System” below.  While the 2008 
Certificates are in the Weekly Mode such ownership interests may be purchased in denominations of 
$100,000 and integral multiples of $5,000 in excess thereof. 

Book-Entry-Only System 

The 2008 Certificates will be executed and delivered in book-entry form only.  Purchasers of 
the 2008 Certificates will not receive certificates representing their ownership interests in the 2008 
Certificates purchased but will receive credit balances on the books of their respective nominees.  All 
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payments with respect to the 2008 Certificates are to be made by the Trustee directly to DTC.  DTC 
is expected to credit such payments to the respective accounts of its Direct Participants which, in 
turn, are expected to make payment thereof to the purchasers of the 2008 Certificates. 

As long as Cede & Co. is the registered owner of the 2008 Certificates, references herein to 
the Owners of the 2008 Certificates shall refer to Cede & Co. and not to the beneficial owners of the 
2008 Certificates (the “Beneficial Owners”).  Neither the Authority nor the City gives any assurance 
that DTC, its Participants or others will distribute payments with respect to the 2008 Certificates or 
notices concerning the 2008 Certificates to the Beneficial Owners thereof or that DTC will otherwise 
serve and act in the manner described in this Official Statement.  See APPENDIX D — 
“INFORMATION CONCERNING DTC” for a further description of DTC and its book-entry 
system.  The information presented therein is based solely on information provided by DTC. 

The Authority may decide to discontinue the use of book-entry transfers through DTC (or a 
successor Securities Depository).  In that event, the 2008 Certificates will be printed and delivered to 
the Beneficial Owners and will be governed by the provisions of the 2008 Trust Agreement with 
respect to the payment of principal and interest and rights of exchange and transfer. 

Interest Rate Provisions 

Establishment of the Weekly Rate.  The 2008 Certificates will be executed and delivered in 
the Weekly Mode.   The interest rate for the 2008 Certificates while they are in the Weekly Mode 
will be the rate of interest per annum determined by the Remarketing Agent on and as of the 
applicable Rate Determination Date (each Wednesday or, if Wednesday is not a Business Day, then 
the Business Day next succeeding such Wednesday) as the minimum rate of interest which, in the 
opinion of the Remarketing Agent under then-existing market conditions, would result in the sale of 
the 2008 Certificates at a price equal to 100% of the principal amount thereof.  While the 2008 
Certificates are in the Weekly Mode, the Remarketing Agent is obligated to establish the Weekly 
Rate by 4:00 p.m. New York City time on each Rate Determination Date; and the Weekly Rate shall 
be in effect during the applicable Weekly Rate Period (generally, the period commencing on 
Thursday of each week to and including Wednesday of the following week). 

Notification of the Weekly Rate.  The Remarketing Agent is required to make the Weekly 
Rate available no later than 5:00 p.m. New York City time on the Business Day following the Rate 
Determination Date by telephone or Electronic means to the Authority, each other Notice Party and 
any Beneficial Owner requesting such rate. 

Alternate Rate.  When the 2008 Certificates are in the Weekly Mode, in the event (i) the 
Remarketing Agent fails or is unable to determine the interest rate for the 2008 Certificates, (ii) the 
method by which the Remarketing Agent determines the interest rate with respect to the 2008 
Certificates shall be held to be unenforceable by a court of law of competent jurisdiction, or (iii) the 
Remarketing Agent suspends its remarketing effort in accordance with the provisions of the 
Remarketing Agreement (as hereinafter defined), then the 2008 Certificates shall evidence interest 
during each subsequent Interest Period for the 2008 Certificates at the Alternate Rate in effect on the 
first day of such Weekly Rate Period.  The Alternate Rate for the 2008 Certificates in the Weekly 
Mode as of any Rate Determination Date is a rate per annum equal to (a) the SIFMA Municipal 
Swap Index (the “SIFMA Rate”) most recently available as of the date of determination, or (b) if 
such index is no longer available, or if the SIFMA Rate is no longer published, the S&P Weekly 
High Grade Index (formerly the J.J. Kenny Index), or (c) if neither the SIFMA Rate nor the S&P 
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Weekly High Grade Index is published, the index determined to equal the prevailing rate determined 
by the Remarketing Agent for tax-exempt state and local government bonds meeting criteria 
determined in good faith by the Remarketing Agent to be comparable under the circumstances to the 
criteria used by the Securities Industry and Financial Markets Association (“SIFMA”) to determine 
the SIFMA Rate just prior to when the SIFMA stopped publishing the SIFMA Rate.  If there is no 
Remarketing Agent for the 2008 Certificates, if the Remarketing Agent fails to make any such 
determination or if the Remarketing Agent has suspended its remarketing efforts in accordance with 
the Remarketing Agreement, then the Trustee shall make the determinations required by this 
definition, or if the Trustee shall decline to make such determination, a financial advisor, investment 
banker or other qualified party shall make such determination at the expense of the Authority.  Such 
provisions will continue to apply until such time as the Remarketing Agent (or the Authority, if 
applicable) resumes making such determinations.  In the case of clause (ii) above, the Remarketing 
Agent (or the Authority, if applicable) shall resume making such determination at such time as there 
is delivered to the Remarketing Agent or the Authority, as applicable, an opinion of Special Counsel 
to the effect that there are no longer any legal prohibitions against the Remarketing Agent or 
Authority, as applicable, making such determinations. 

Optional Tender 

Subject to the availability of sufficient funds from either the remarketing of such 2008 
Certificates or the Liquidity Facility, while the 2008 Certificates are in the Weekly Mode, any 2008 
Certificate or portion thereof in a principal amount equal to an Authorized Denomination is required 
to be purchased on any Business Day at a price equal to the Purchase Price, upon delivery of a 
Tender Notice to the Trustee by 5:00 p.m. New York City time on the Business Day seven days prior 
to the applicable Purchase Date.  See, “Purchase Fund,” “Delayed Remarketing Period,” “Liquidity 
Facility” and “LIQUIDITY FACILITY — Initial Liquidity Facility.”  A Tender Notice is a notice 
delivered by Electronic means or in writing that states: (i) the principal amount of the 2008 
Certificates to be purchased pursuant to the optional tender provisions of the 2008 Trust Agreement; 
(ii) the Purchase Date on which such 2008 Certificates are to be purchased; (iii) applicable payment 
instructions with respect to such 2008 Certificates being tendered for purchase; and (iv) an 
irrevocable demand for such purchase.  For so long as the 2008 Certificates are registered in the 
name of Cede & Co., as nominee for DTC, the tender option rights of Owners of 2008 Certificates 
may be exercised only by a Direct Participant of DTC acting, directly or indirectly, on behalf of a 
Beneficial Owner of 2008 Certificates by giving notice of its election to tender 2008 Certificates or 
portions thereof at the time and in the manner described above.  Beneficial Owners will not have any 
rights to tender 2008 Certificates directly to the Trustee. 

If funds sufficient to pay the Purchase Price of any Certificate are held by the Trustee on any 
Purchase Date, such 2008 Certificate shall be deemed to have been purchased and shall be purchased 
according to the terms of the Trust Agreement, for all purposes of the Trust Agreement, irrespective 
of whether or not such 2008 Certificate shall have been delivered to the Trustee; and neither the 
former Owner of such 2008 Certificate nor any other person shall have any claim thereon, under the 
Trust Agreement or otherwise, for any amount other than the Purchase Price thereof. 

Mandatory Tender for Purchase Upon Change of Mode 

Changes in Mode.  At the option of the Authority, the 2008 Certificates in the Weekly Mode 
may be changed to another Mode (other than a Fixed Rate Mode) as set forth below, provided that all 
the 2008 Certificates shall be converted. 
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Unless otherwise specified in the 2008 Trust Agreement, notice of the proposed change in 
Mode must be given by the Trustee to the Owners of the 2008 Certificates not less than the 15th day 
next preceding the applicable Mode Change Date.  Such notice must state the Mode to which the 
conversion will be made and the proposed Mode Change Date and, if applicable, shall be combined 
with the notice of mandatory purchase required to be delivered by the Trustee pursuant to the 2008 
Trust Agreement.  The new Mode shall commence on the Mode Change Date and the interest rate(s), 
together, in the case of a change to the Flexible Mode, with the Interest Period or Interest Period(s), 
as applicable, shall be determined by the Remarketing Agent (or the Authority in the case of the 
Interest Period for the 2008 Certificates being converted to a Term Rate Mode) in the manner 
provided in the 2008 Trust Agreement. 

In the case of a change from the Weekly Mode, the Mode Change Date can be any Business 
Day.  The 2008 Certificates shall be subject to mandatory tender for purchase on such Mode Change 
Date as described below: and, except as is otherwise described herein, the 2008 Certificates shall be 
purchased on the Mode Change Date at a Purchase Price equal to 100% of the principal amount 
thereof; provided, however, that if the 2008 Certificates are to be purchased on an Interest Payment 
Date other than the last Interest Payment Date applicable to the 2008 Certificates, and if the 2008 
Certificates would otherwise be subject to optional prepayment on such Mode Change Date at a 
prepayment price of more than 100% of the principal amount thereof, then the 2008 Certificates shall 
be purchased at a Purchase Price equal to such prepayment price. 

Conditions Precedent.  It is a condition precedent to a change in Mode that certain items 
shall have been delivered to the Authority, Trustee, the 2008 Certificate Insurer, and the Remarketing 
Agent on or prior to the Mode Change Date.  Those items include (a) in the case of a change from the 
Weekly Mode to any Mode other than the Daily Mode, a Favorable Opinion of Special Counsel 
dated the Mode Change Date and (b) a notice from the Rating Agencies of the rating(s) to be 
assigned to the 2008 Certificates on such Mode Change Date.  In addition, the Authority must also 
have obtained and delivered to the Trustee the written consent of the 2008 Certificate Insurer to the 
change in Mode. 

Failure to Satisfy Conditions.  In the event that the Authority has not withdrawn any election 
by it to change a Mode as described below and the conditions referred to above have not been 
satisfied by the applicable Mode Change Date, then the New Mode shall not take effect (although 
any mandatory purchase shall be made on such date if notice has been sent to the Owners stating that 
the 2008 Certificates would be subject to mandatory purchase on such date).  In the case of a failed 
change in Mode from the Weekly Mode, the 2008 Certificates shall remain in the Weekly Mode with 
interest rates established in accordance with the provisions described above under “Interest Rate 
Provisions” on and as of the failed Mode Change Date. 

Rescission of Election to Change Mode.  The Authority may rescind any election by it to 
change a Mode prior to the Mode Change Date by giving written notice thereof to the Notice Parties 
prior to such Mode Change Date.  If the Trustee receives notice of such rescission prior to the time 
the Trustee has given notice to the Owners of the 2008 Certificates, then such notice of change in 
Mode shall be of no force and effect.  If the Trustee receives notice from the Authority of rescission 
of a Mode change after the Trustee has given notice thereof to the Owners of the 2008 Certificates, 
then if the proposed Mode Change Date would have been a Mandatory Purchase Date, such date 
shall continue to be a Mandatory Purchase Date.  If the proposed change in Mode was from the 
Weekly Mode, the 2008 Certificates shall remain in the Weekly Mode with interest rates established 
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in accordance with the provisions described above under “Interest Rate Provisions” on and as of the 
proposed Mode Change Date. 

Mandatory Tender for Purchase on Change of Mode.  A change from the Weekly Mode to 
any other Mode will result in the mandatory purchase of the 2008 Certificates on the Mode Change 
Date.  The Trustee is required to give notice of each such mandatory purchase by mail to the Owners 
of the 2008 Certificates subject to mandatory purchase no less than 15 days prior to the applicable 
Mandatory Purchase Date, which is the Mode Change Date.  Such notice is required to state the 
Mandatory Purchase Date, set forth the Purchase Price applicable on such Mandatory Purchase Date, 
and identify the 2008 Certificates to be purchased.  Such notice must also state that interest on the 
2008 Certificates subject to mandatory purchase shall cease to accrue from and after the Mandatory 
Purchase Date.  The failure to mail such notice with respect to any 2008 Certificate shall not affect 
the validity of the mandatory purchase of any other 2008 Certificate with respect to which notice was 
so mailed.  Any notice mailed will be conclusively presumed to have been given, whether or not 
actually received by any Owner. 

Other Mandatory Tenders 

The 2008 Certificates are subject to mandatory tender for purchase on each Mandatory 
Tender Date,  In addition to Mode Change Dates, Mandatory Purchase Dates applicable to 2008 
Certificates in the Weekly Mode are: (i) any Substitution Date (the date on which an Alternate 
Liquidity Facility is substituted for the Liquidity Facility then in effect); (ii) the fifth Business Day 
prior to an Expiration Date (the stated expiration date of a Liquidity Facility, as it may be extended 
from time to time as provided in such Liquidity Facility, or any earlier date on which such Liquidity 
Facility shall terminate at the direction of the Authority, expire or be cancelled, other than the date on 
which a Liquidity Facility shall terminate as a result of an Automatic Termination Event or an event 
of default under the Reimbursement Agreement entered into in connection with such Liquidity 
Facility); (iii) the date specified by the Trustee following the occurrence of an event of default with 
respect to the Liquidity Facility which requires or gives the Liquidity Facility Provider the option to 
terminate the Liquidity Facility upon notice and requires that all Outstanding 2008 Certificates 
secured by such Liquidity Facility be tendered for purchase under the applicable Reimbursement 
Agreement, which date shall be a Business Day not less than 20 days after the Trustee’s receipt of 
notice of such event of default from the applicable Liquidity Facility Provider and in no event later 
than the Business Day preceding the termination date specified in the notice of event of default 
delivered to the Trustee by such Liquidity Facility Provider; and (iv)  any Business Day specified by 
the Authority in a notice delivered to the Trustee, which Mandatory Purchase Date shall be not less 
than twenty (20) days after the Trustee’s receipt of such notice from the Authority. 

The Trustee is required to give notice of each such mandatory purchase at the same time and 
in the same manner as is described above under “Mandatory Tender for Purchase upon Change of 
Mode - Mandatory Tender for Purchase on Change of Mode.” 

Purchase Fund 

The Trust Agreement requires the Trustee to establish and maintain a separate fund to be 
designated as the “2008 Purchase Fund” (the “2008 Purchase Fund”) and separate accounts therein to 
be designated as the “Remarketing Proceeds Account,” the “Liquidity Facility Account” and the 
“Authority Account.”  The 2008 Purchase Fund shall be held in trust solely for the benefit of the 
Owners of tendered 2008 Certificates. 
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Upon receipt of the proceeds of a remarketing of any 2008 Certificate on the date such 2008 
Certificate is to be purchased, the Trustee is required to deposit such remarketing proceeds in the 
Remarketing Proceeds Account to be applied to the payment of the Purchase Price of such 2008 
Certificate.  Upon receipt of the proceeds of a draw on a Liquidity Facility, the Trustee is required to 
deposit such Liquidity Facility proceeds in the Liquidity Facility Account to be applied to the 
payment of the Purchase Price of the 2008 Certificates to the extent that the moneys on deposit in the 
Remarketing Proceeds Account shall not be sufficient.  Any amounts deposited in a Liquidity 
Facility Account and not needed for the payment of the Purchase Price of the 2008 Certificates shall 
be immediately returned to the applicable Liquidity Facility Provider.  Upon receipt of funds from 
the Authority provided at its sole discretion for such purpose, the Trustee is required to deposit such 
funds in the Authority Account to be applied to the payment of the Purchase Price of the 2008 
Certificates.  Any amounts deposited in an Authority Account and not  needed for the payment of the 
Purchase Price of the 2008 Certificates shall be immediately returned to the Authority.  Amounts 
held in the Remarketing Proceeds Account, the Liquidity Facility Account and the Authority 
Account are not permitted to be commingled with any other funds held by the Trustee and must be 
held uninvested. 

Each of the Remarketing Proceeds Account and the Liquidity Facility Account shall meet the 
requirements of an Eligible Account. 

Liquidity Facility 

Requirement.  While the 2008 Certificates are in the Weekly Mode, the Authority is required 
to provide a Liquidity Facility.  Each such Liquidity Facility (and any Alternate Liquidity Facility 
provided in replacement thereof) must  (i) be in an amount equal to the Required Stated Amount, 
(ii) be provided by a Liquidity Facility Provider and (iii) provide for the purchase of the 2008 
Certificates upon their optional or mandatory tender in accordance with the provisions of the Trust 
Agreement.  The Authority is not permitted to voluntarily terminate such Liquidity Facility or any 
Alternate Liquidity Facility without providing at least 30 days written notice to the Trustee and each 
of the other Notice Parties. 

Draws.  If a Liquidity Facility is in effect with respect to the 2008 Certificates, on each date 
on which a 2008 Certificate is to be purchased, the Trustee, by demand given by Electronic means 
before 12:30 p.m. New York City time, is required to draw on the applicable Liquidity Facility in 
accordance with the terms thereof so as to receive thereunder by 2:30 p.m. New York City time on 
such date an amount, in immediately available funds, sufficient, together with the proceeds of the 
remarketing of such 2008 Certificates on such date, to enable the Trustee to pay the Purchase Price in 
connection therewith.  The proceeds of such draw shall be paid to the Trustee, who shall deposit said 
proceeds in the Liquidity Facility Account. 

Alternate Liquidity Facility.  The Authority may provide an Alternate Liquidity Facility on 
any Business Day not later than the fifth Business Day prior to the Expiration Date of the Liquidity 
Facility then in effect for the 2008 Certificates.  Any such Alternate Liquidity Facility must be 
approved by the 2008 Certificate Insurer.  The Authority must give at least 30 days’ written notice to 
the Trustee and each of the Notice Parties of its intent to furnish an Alternate Liquidity Facility, 
which notice shall specify the nature of such Liquidity Facility, the identity of the Liquidity Facility 
Provider and the proposed Substitution Date.  The Trustee must then give notice of each Mandatory 
Purchase Date resulting from the proposed delivery of an Alternate Liquidity Facility in accordance 
with the provisions set forth in the Trust Agreement. 
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On or before the Substitution Date, there must be delivered to the Trustee:  (i) the Alternate 
Liquidity Facility in substitution for the Liquidity Facility then in effect, (ii) a Favorable Opinion of 
Special Counsel and (iii) a written Opinion of Counsel for the provider of Alternate Liquidity Facility 
to the effect that such Alternate Liquidity Facility is a legal, valid, and binding obligation of the 
provider thereof and covering such other matters as the Authority shall require.  Upon the satisfaction 
of such conditions, the Trustee must accept such Alternate Liquidity Facility and surrender the 
Liquidity Facility then in effect to the provider thereof on the Substitution Date; provided that if there 
are insufficient remarketing proceeds to pay the Purchase Price of all 2008 Certificates subject to 
mandatory purchase on such Substitution Date, the Trustee may not surrender the Liquidity Facility 
then in effect until the Trustee shall have drawn upon the existing Liquidity Facility to pay the 
Purchase Price for the 2008 Certificates subject to mandatory purchase on such Substitution Date.  If 
any condition precedent to the substitution of an Alternate Liquidity Facility is not satisfied, the 
substitution shall not occur, but the affected 2008 Certificates shall remain subject to mandatory 
purchase on the proposed Substitution Date. 

Delayed Remarketing Period 

If sufficient funds are not available to pay the Purchase Price of all tendered 2008 Certificates 
(“Tendered Certificates”) to be purchased on any Purchase Date: (i) no purchase of such Tendered 
Certificates shall be consummated on such Purchase Date; (ii) all such Tendered Certificates shall be 
returned to the Owners thereof; (iii) all remarketing proceeds shall be returned to the Remarketing 
Agent for return to the persons providing such moneys; and (iv) such insufficiency and the failure to 
pay the Purchase Price on any Payment Date shall not constitute an Event of Default under the Trust 
Agreement.  All such Tendered Certificates shall evidence interest at the Maximum Rate during the 
period of time from and including the applicable Purchase Date to (but not including) the date that all 
such Tendered Certificates are successfully remarketed (the “Delayed Remarketing Period”). 

The Authority may direct the conversion of such Tendered Certificates to a different Mode 
during a Delayed Remarketing Period in accordance with the provisions of the Trust Agreement, but 
the Authority is not required to comply with the notice requirements otherwise applicable to a change 
of Mode. 

During a Delayed Remarketing Period, the Remarketing Agent shall continue to use its best 
efforts to remarket such Tendered Certificates.  Once the Remarketing Agent has advised the Trustee 
that it has a good faith belief that it is able to remarket all of such Tendered Certificates, the Trustee 
shall give written notice by mail to the Owners of such Tendered Certificates not later than five 
Business Days prior to the proposed Purchase Date, which notice shall state: (i) that such Tendered 
Certificates will be subject to mandatory tender for purchase on the proposed Purchase Date; (ii) the 
proposed Purchase Date; (iii) the Mode applicable to such Tendered Certificates from and after the 
proposed Purchase Date; (iv) the procedures for such mandatory tender for purchase; (v) the 
Purchase Price applicable to such Tendered Certificates; and (vi) the consequences of a failed 
remarketing. 

The Trustee may, upon direction of the Authority, apply amounts on deposit in the 2008 
Prepayment Subaccount of the 2008 Principal Account to the prepayment of Tendered Certificates, 
as a whole or in part on any Business Day during such Delayed Remarketing Period, at a prepayment 
price equal to the principal amount thereof, together with interest accrued thereon to the date fixed 
for prepayment, without premium.  The Trustee shall give five (5) Business Days’ notice of such 
prepayment to the Owners of the 2008 Certificates to be prepaid. 
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Interest on Tendered Certificates shall be paid to the Owners thereof (i) on the first Business 
Day of each calendar month occurring during a Delayed Remarketing Period and (ii) on the day after 
the last day of such Delayed Remarketing Period. 

Prepayment 

Optional Prepayment.  Each 2008 Certificate in the Weekly Mode is subject to prepayment 
at the option of the Authority, in whole or in part, in Authorized Denominations on any Business 
Day, at a prepayment price equal to 100% of the principal amount thereof, plus, accrued interest, if 
any, to the Prepayment Date, without premium. 

Mandatory Sinking Fund Prepayment.  Except in the case of 2008 Certificates that have 
been converted to Serial Certificates upon a change to the Fixed Rate Mode, the 2008 Certificates are 
subject to mandatory prepayment from Sinking Fund Payments prior to the Maturity Date, in part by 
lot, on October 1 of each year on and after October 1, 2008, in accordance with the schedule set forth 
below upon notice hereinafter described, from and in the amount of the principal installment of the 
2008 Payments due and payable on such dates, at a prepayment price equal to the sum of the 
principal amount evidenced and represented thereby plus accrued and unpaid interest evidenced and 
represented thereby to the Prepayment Date, without a prepayment premium.  In addition, if any 
2008 Certificates have been optionally prepaid, the amounts of such Sinking Fund Payments shall be 
reduced as directed by the Authority, or if not so directed, proportionality in increments of 
Authorized Denominations, by the principal amount evidenced and represented by all such 2008 
Certificates so optionally prepaid. 

Mandatory Sinking 
Fund Payment Date 

(October 1) 
Sinking Fund 

Payment 

Mandatory Sinking  
Fund Payment Date 

(October 1) 
Sinking Fund 

Payment 

2008 $290,000 2023 $2,300,000 
2009 285,000 2024 2,410,000 
2010 285,000 2025 2,515,000 
2011 285,000 2026 2,595,000 
2012 310,000 2027 2,705,000 
2013 310,000 2028 2,810,000 
2014 340,000 2029 2,945,000 
2015 340,000 2030 3,055,000 
2016 365,000 2031 3,185,000 
2017 365,000 2032 3,295,000 
2018 395,000 2033 3,430,000 
2019 395,000 2034 3,570,000 
2020 395,000 2035 3,705,000 
2021 425,000 2036 (maturity) 3,870,000 
2022 450,000   

 
Notwithstanding the foregoing, no 2008 Certificate (other than a Liquidity Provider 

Certificate) shall be optionally prepaid while any Liquidity Provider Certificate is Outstanding unless 
all Outstanding Liquidity Provider Certificates are prepaid or purchased by the Trustee and cancelled 
concurrently with such prepayment or purchase. 
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If for any reason, the Liquidity Provider Certificates remain in book-entry but have not been 
assigned a separate CUSIP number, the Trustee shall apply the amounts in the 2008 Sinking Fund 
Subaccount set aside for prepayment to the purchase from the Liquidity Facility provider of Liquidity 
Provider Certificates in an aggregate principal amount not in excess of the principal amount intended 
to be prepaid at a purchase price equal to the prepayment price specified above.  The Liquidity 
Provider Certificates so purchased shall be cancelled by the Trustee, and the principal amount thereof 
shall be credited against the principal amount of the 2008 Certificates otherwise required to be 
prepaid. 

Notice of Prepayment.  When the prepayment of 2008 Certificates is authorized as described 
above, the Trustee is required to give notice thereof.  Such notice must state the date of  such notice, 
the prepayment price, the place of prepayment (including the name and appropriate address of the 
Trustee), the CUSIP number (if any) of the 2008 Certificates to be prepaid, and, if less than all of the 
2008 Certificates are to be prepaid, the distinctive certificate numbers thereof to be prepaid and, in 
the case of 2008 Certificates to be prepaid in part only, the respective portions of the principal 
amount evidenced and represented thereby to be prepaid.  Each such notice shall also state that on 
said date there will become due and payable on each of said 2008 Certificates the prepayment price 
thereof and, in the case of a 2008 Certificate to be prepaid in part only, the specified portion of the 
principal amount evidenced and represented thereby to be prepaid, together with accrued and unpaid 
interest evidenced and represented thereby to the prepayment date, and that from and after such 
prepayment date interest evidenced and represented thereby shall cease to accrue; and such notice 
shall require that said 2008 Certificates be then surrendered at the address of the Trustee specified in 
the prepayment notice. 

Such notice must be mailed by the Trustee, at least 30 but not more 60 days before the 
prepayment date to the respective Owners of the 2008 Certificates designated for prepayment at their 
addresses appearing on the registration books of the Trustee.  Such notice is also required to be 
provided to Securities Depositories and Information Services.  Failure to receive such notice shall not 
invalidate any of the proceedings taken in connection with such prepayment.   

Any prepayment may be cancelled if the notice of such prepayment has not been mailed to 
the respective Owners of the 2008 Certificates or if such notice expressly conditioned the 
prepayment upon the occurrence of one or more events.  Notice of any such cancellation shall be 
given in the same manner as the notice of prepayment was given at least three Business Days prior to 
the date scheduled for prepayment. 

Effect of Prepayment.  If notice of prepayment has been duly given as described above and 
money for the payment of the prepayment price of the 2008 Certificates called for prepayment 
together with any accrued interest to the date fixed for prepayment is held by the Trustee, then on the 
prepayment date designated in such notice, the 2008 Certificates so called for prepayment will 
become due and payable on the date fixed for prepayment at the prepayment price specified in such 
notice; and from and after the date so designated, interest evidenced and represented by such 2008 
Certificates so called for prepayment shall cease to accrue, and the Owners of such 2008 Certificates 
shall have no rights in respect thereof except to receive payment of the prepayment price thereof.  

Purchase in Lieu of Prepayment 

Subject to the provisions of the 2008 Trust Agreement, the Authority has the option to 
purchase any 2008 Certificate on any date on which it would be subject to optional prepayment at a 
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purchase price equal to the then applicable prepayment price plus accrued interest thereon to the date 
of purchase. 

Parity Obligations 

The City has previously incurred obligations payable from Gross Revenues of its Water 
Utility System on a parity with the 2008 Payments; and, under the terms of the Master Contract, the 
City may incur additional such obligations in the future.  In addition to the 1997 Payments and its 
obligation to make the scheduled payments required pursuant to the 2008 Swap Agreement, its 
obligation to make termination payments under the 2008 Swap Agreement (but only if such 
payments are insured under the Swap Policy) and its obligations under the Reimbursement 
Agreement and the Liquidity Facility, the City currently has outstanding unpaid Parity Obligations 
with MID and the State of California Department of Water Resources (“CDWR”).  See “SECURITY 
FOR THE 2008 CERTIFICATES — Existing and Future Parity Obligations.” 

SECURITY FOR THE 2008 CERTIFICATES 

General 

Each 2008 Certificate represents a proportionate interest in the 2008 Payments to be made by 
the City under the 2008 Contract.  Pursuant to the 2008 Trust Agreement, the Authority will assign 
substantially all of its right, title and interest in the 2008 Contract to the Trustee for the benefit of the 
Owners of the 2008 Certificates.  The rights so assigned include the Authority’s right to receive the 
2008 Payments and its right to exercise any remedies provided in the 2008 Contract in the event of a 
default by the City thereunder. 

Pursuant to the 2008 Contract, the City will purchase the 2008 Project from the Authority at 
the purchase price specified in the 2008 Contract, which is equal to the aggregate principal amount 
evidenced by the 2008 Certificates.  The City is obligated to make such purchase by paying the 2008 
Payments specified in the 2008 Contract including the interest on such payments. 

2008 Payments 

Pursuant to the 2008 Trust Agreement, the Authority will transfer, assign and set over to the 
Trustee all of the 2008 Payments and any and all rights and privileges it has under the 2008 Contract 
with respect to the 2008 Certificates, including, without limitation, the right to collect and receive 
directly all of the 2008 Payments and the right to hold and enforce any security interest. 

The 2008 Payments under the 2008 Contract represent the purchase price of the 2008 Project, 
which the Authority is selling to the City pursuant to the 2008 Contract for the purpose of refinancing 
the 2006 Project.  The obligation of the City to pay the 2008 Payments from Gross Revenues is 
absolute and unconditional; and, until such time as the 2008 Payments shall have been paid in full (or 
provision for the payment thereof shall have been made pursuant to the Master Contract), the City 
will not discontinue or suspend any 2008 Payments required to be paid by it under the 2008 Contract 
when due, whether or not the Water Utility System or any part thereof (including the 2008 Project) is 
operating or operable, or its use is suspended, interfered with, reduced, curtailed or terminated in 
whole or in part; and such payments are not subject to reduction whether by offset, abatement or 
otherwise and are not conditional upon the performance or nonperformance by any party to any 
agreement for any cause whatsoever.  Notwithstanding anything contained in the Contract, however, 
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the City is not required to advance any moneys derived from any source of income other than the 
Gross Revenues for the payment of the 2008 Payments or for the performance of any agreements or 
covenants required to be performed by it contained in the Contract. 

As more fully described below, under the Contract, Gross Revenues of the Water Utility 
System are pledged as security for the payment of the 1997 Payments, the 2008 Payments, any other 
Parity Obligations and the Maintenance and Operation Costs, as defined below. 

“Water Utility System” is defined under the Master Contract to mean (i) all property rights, 
contractual rights and facilities of the City relating to water, including all facilities, properties, 
structures or works for the treatment, conservation, storage, transmission and distribution of water 
now owned by the City and (ii) all additions, betterments, extensions or improvements to such 
facilities, properties, structures or works or any part thereof hereafter acquired and constructed. 

“Gross Revenues” is defined under the Master Contract to mean all gross income and 
revenue received or receivable by the City from the ownership or operation of the Water Utility 
System, determined in accordance with Generally Accepted Accounting Principles, including all 
rates, fees and charges (including all Connection Fees, contributions in aid of construction, and 
charges and standby water availability charges legally available for debt service) received by the City 
for the Water Service and the other services and facilities of the Water Utility System and all net 
proceeds of insurance covering business interruption loss relating to the Water Utility System and all 
other income and revenue howsoever derived by the City from the ownership or operation of the 
Water Utility System or arising from the Water Utility System, and including all Payment Agreement 
Receipts, and including all income from the deposit or investment of any money in the Revenue Fund 
or, to the extent deposited in the Revenue Fund, in the Parity Reserve Fund, but excluding in all cases 
any proceeds of taxes and any refundable deposits made to establish credit and advances. 

“Maintenance and Operation Costs” is defined under the Master Contract to mean the costs 
paid or incurred by the City for maintaining and operating the Water Utility System, determined in 
accordance with Generally Accepted Accounting Principles, including, but not limited to, (a) all 
reasonable expenses of management and repair and other expenses necessary to maintain and 
preserve the Water Utility System in good repair and working order, (b) all costs of water purchased 
by the City including all costs under the Treatment and Delivery Agreement by and among the City, 
the Del Este Water Company and MID (which has since been amended and restated) which do not 
constitute debt service thereunder, (c) all administrative costs of the City that are charged directly or 
apportioned to the operation of the Water Utility System, such as salaries and wages of employees, 
overhead, taxes (if any) and insurance premiums, payments into pension funds, and (d) all other 
reasonable and necessary costs of the City or charges required to be paid by it to comply with the 
terms of the Master Contract or of any resolution authorizing the execution of any Parity Obligation 
or of such Parity Obligation, such as compensation, reimbursement and indemnification of the trustee 
or remarketing agent for any such Parity Obligation, letter of credit fees for any such Parity 
Obligations, and fees and expenses of Independent Certified Public Accountants and Independent 
Consultants, but excluding in all cases (1) depreciation, replacement and obsolescence charges or 
reserves therefor and amortization of intangibles, premiums and discounts, (2) interest expense, 
(3) amounts paid from funds of the City other than Gross Revenues, and (4) in-lieu transfers or 
recoupment of contributed capital to the City’s general fund. 
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Pledge of Gross Revenues 

Pursuant to the Contract, all Gross Revenues of the Water Utility System are irrevocably 
pledged to the payment of the 1997 Payments, the 2008 Payments, any other Parity Obligations and 
the Maintenance and Operation Costs; and the Gross Revenues of the Water Utility System may not 
be used for any other purpose while any of the 1997 Payments or the 2008 Payments remain unpaid; 
provided, however, that out of Gross Revenues there may be apportioned such sums for such 
purposes as are expressly permitted by the Contract.  Such pledge constitutes a first pledge of and 
charge and lien upon the Gross Revenues of the Water Utility System for the payment of the amounts 
due with respect to the Contract, other Parity Obligations and the Maintenance and Operation Costs 
in accordance with the terms of the Contract. 

Rate Covenant 

Pursuant to the Master Contract, the City covenants that it will at all times fix, prescribe and 
collect rates, fees and charges for the Water Service during each Fiscal Year which are reasonably 
fair and nondiscriminatory and which will be at least sufficient to yield Adjusted Annual Net 
Revenues for such Fiscal Year equal to at least 125% of Annual Debt Service to be paid during such 
Fiscal Year (the “Rate Covenant”). 

“Adjusted Annual Net Revenues” is defined under the Master Contract to mean, for any 
Fiscal Year or any designated 12-month period in question, the Adjusted Annual Gross Revenues 
during such Fiscal Year or 12-month period less the Maintenance and Operation Costs during such 
Fiscal Year or 12-month period. 

“Adjusted Annual Gross Revenues” is defined under the Master Contract to mean, for any 
Fiscal Year or any designated 12-month period in question, the Gross Revenues during such Fiscal 
Year or 12-month period, plus deposits to the City of Modesto Water Utility System Revenue Fund 
(the “Revenue Fund”) from amounts on deposit in the Rate Stabilization Fund, but only as and to the 
extent specified in the Master Contract, minus (y) amounts transferred from the Revenue Fund to the 
Rate Stabilization Fund in accordance with the Master Contract and, (z) for purposes of determining 
compliance with the rate covenant described above only, earnings from the investments in the Parity 
Reserve Fund that are deposited in the Revenue Fund in such Fiscal Year or 12-month period. 

“Adjusted Annual Debt Service” is defined under the Master Contract to mean, for any Fiscal 
Year or any designated 12-month period in question, the Annual Debt Service for such Fiscal Year or 
12-month period minus the sum of (i) for purposes of the rate covenant described above only, the 
earnings from the investments in the Parity Reserve Fund that are deposited in the Revenue Fund in 
such Fiscal Year or 12-month period, and (ii) the amount of the Annual Debt Service paid from the 
proceeds of Parity Obligations or interest earned thereon (other from the Parity Reserve Fund), all as 
set forth in a Certificate of the City. 

“Annual Debt Service” is generally defined under the Master Contract to mean, for any 
Fiscal Year or any designated 12-month period in question, the payments required to be made with 
respect to all Outstanding Parity Obligations in such Fiscal Year or 12-month period; provided, that 
for purposes of determining compliance with the rate covenant described above, the Reserve Fund 
Requirement and conditions for the execution of Parity Obligations, certain additional provisions are 
applicable as described in APPENDIX B — “DEFINITIONS AND SUMMARY OF PRINCIPAL 
LEGAL DOCUMENTS.” 
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The City’s ability to comply with the Rate Covenant may be limited by provisions of the 
California Constitution.  See “THE WATER UTILITY SYSTEM — Impact of Proposition 218 on 
Water Utility System Fees and Charges.”  The opinion of Sidley Austin LLP, Special Counsel, with 
respect to the 2008 Certificates will state that the enforceability of the Contract is subject to the 
limitations on the imposition by the City of certain fees and charges relating to the Water Utility 
System under Articles XIIIC and XIIID of the California Constitution.  See APPENDIX C — 
“PROPOSED FORM OF OPINION OF SPECIAL COUNSEL.”  The City’s ability to comply with 
the Rate Covenant may also be adversely affected by other factors.  See “RISK FACTORS.” 

Parity Reserve Fund 

The Parity Reserve Fund was initially established pursuant to a trust agreement, dated as of 
November 1, 1997 (the “1997 Trust Agreement”), which provided for the execution and delivery of 
the City’s Refunding Revenue Certificates of Participation (1997 Water Utility System Refinancing 
Project) (the “1997 Certificates”).  The 1997 Certificates represent the proportionate, undivided 
interests in the 1997 Payments pursuant to the 1997 Contract.  All amounts on deposit in the Parity 
Reserve Fund are available to be transferred to pay principal and interest evidenced and represented 
by both the 1997 Certificates and the 2008 Certificates and any other obligations in connection with a 
future supplement to the Contract (collectively, the “Parity Certificates”) as described in greater 
detail below.  

In connection with the execution and delivery of the 1997 Certificates, the City caused to be 
delivered to the then Trustee to be held in the Parity Reserve Fund in satisfaction of the Reserve 
Fund Requirement a municipal bond debt service reserve fund policy (the “1997 Certificate Reserve 
Policy”) issued by Financial Guaranty Insurance Company, doing business in California as FGIC 
Insurance Company (“FGIC”).  However, as a result of recent reductions in the ratings assigned to 
obligations insured by FGIC, the 1997 Certificate Reserve Policy must be replaced with cash or a 
Reserve Funding Instrument (as defined below).  Concurrently with the execution and delivery of the 
2008 Certificates, the Trustee will credit the Parity Reserve Fund Insurance Policy to the Parity 
Reserve Fund; and, as a result of the foregoing, the balance then on deposit in the Parity Reserve 
Fund will be equal to the Reserve Fund Requirement.  See “CERTIFICATE INSURANCE — The 
Reserve Fund Insurance Policy” for a description of the Parity Reserve Fund Insurance Policy. 

“Reserve Fund Requirement” is defined under the Master Contract to mean, as of any date of 
determination and excluding any Parity Obligations which are not Supplemental Contracts and the 
debt service thereon, the least of (a) 10% of the initial offering price to the public of the Parity 
Obligations as determined under the Code, or (b) the Maximum Annual Debt Service, or (c) 125% of 
the Average Annual Debt Service, all as computed and determined by the City and specified in 
writing to the Trustee; provided, that such requirement (or any portion thereof) may be provided by 
one or more policies of municipal bond insurance or surety bonds issued by a municipal bond insurer 
or by a letter of credit issued by a bank or other institution if the obligations insured by such insurer 
or issued by such bank or other institution, as the case may be, have ratings at the time of issuance of 
such policy or surety bond or letter of credit equal to “Aa” or higher assigned by Moody’s (if 
Moody’s is then rating any of the Parity Obligations) and “AA” or higher assigned by S&P (if S&P 
is then rating any of the Parity Obligations) and that maintain at all times ratings at least equal to the 
lowest ratings (without giving effect to municipal bond insurance or other credit enhancement) on 
any of the Parity Obligations provided by Moody’s (if Moody’s is then rating any of the Parity 
Obligations) and by S&P (if S&P is then rating any of the Parity Obligations) (all such instruments 
collectively, “Reserve Funding Instruments”).  If at any time, obligations insured by any such 
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municipal bond insurer issuing a policy of municipal bond insurance or surety bond or a bank or 
other institution issuing a letter of credit as permitted by the definition of Reserve Fund Requirement 
shall no longer maintain such ratings as required in accordance with the immediately preceding 
sentence, the City shall provide or cause to be provided cash or a substitute municipal bond insurance 
policy or surety bond or a letter of credit meeting such requirements. 

Pursuant to the 2008 Trust Agreement, the Trustee is to (i) withdraw and use all cash, if any, 
on deposit in the Parity Reserve Fund prior to using and withdrawing any amounts derived from 
payments under any Reserve Funding Instruments and (ii) draw on all Reserve Funding Instruments 
on a pro rata basis, based on the draw limit of each Reserve Funding Instrument.  Amounts received 
by the Trustee from the City pursuant to the Master Contract as a replenishment of amounts 
withdrawn from the Parity Reserve Fund shall be applied first on a pro rata basis to reimburse draws 
on Reserve Funding Instruments and then to replenish cash withdrawn from the Parity Reserve Fund. 

Moneys on deposit in the Parity Reserve Fund will be transferred by the Trustee to the debt 
service fund established pursuant to the 1997 Trust Agreement and/or to the 2008 Debt Service Fund 
established pursuant to the 2008 Trust Agreement to pay principal and interest evidenced and 
represented by the 1997 Certificates and by the 2008 Certificates, respectively, on any date on which 
interest is payable with respect thereto in the event amounts on deposit in the applicable debt service 
fund are insufficient for such purposes.  The Trustee will also, from such amounts on deposit in the 
Parity Reserve Fund, transfer or cause to be transferred to any applicable debt service fund 
established under any other trust agreement under which any obligations are issued in connection 
with a Supplemental Contract, without preference or priority between transfers made pursuant to this 
sentence and the preceding sentence, and in the event of any insufficiency of such moneys ratably 
without discrimination or preference, that sum or sums, if any, equal to the amount required to be 
deposited therein pursuant to such trust agreement under which any obligations are issued in 
connection with a Supplemental Contract.  Following the valuation of investments in the Parity 
Reserve Fund on or before each October 1, all moneys on deposit in the Parity Reserve Fund in 
excess of the Reserve Fund Requirement will be transferred by the Trustee to the City for deposit in 
the Revenue Fund.  

Flow of Funds 

Contract Provisions.  The City agrees and covenants in the Contract that all Gross Revenues 
it receives will be deposited when and as received in the Revenue Fund, which the City established 
under the Master Contract and which the City agrees and covenants to maintain separate and apart 
from other moneys of the City so long as any Parity Obligations remain unpaid, and all money on 
deposit in the Revenue Fund is to be applied and used as follows.  The City will pay at the following 
times in the following order of priority: 

(1) Payment of Maintenance and Operation Costs and Parity Obligation 
Payment Fund Deposits.  The City will, from the money in the Revenue Fund, without 
preference or priority, and in the event of any insufficiency of such moneys, ratably, without 
preference or priority (i) pay charges for Maintenance and Operation Costs of the Water 
Utility System (including amounts reasonably required to be set aside in contingency reserves 
for Maintenance and Operation Costs the payment of which is not then immediately required) 
as such charges are due and payable, and (ii) deposit in the City of Modesto Water Utility 
System Parity Obligation Payment Fund established under the Master Contract, on the last 
Business Day of each month (1) an amount equal to the interest which has accrued or will 
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accrue under all Parity Obligations during the next succeeding month calculated as if such 
interest has accrued or will accrue on a daily basis during such period, and (2) an amount 
equal to the principal which has accrued or will accrue (as a result of maturity, mandatory 
sinking fund payments or mandatory prepayment or otherwise) under all Parity Obligations 
during the next succeeding month calculated as if such principal has accrued or will accrue 
on a daily basis during such period, plus (3)  the net payments due or which will be due on all 
Parity Payment Agreements calculated as if such net payments accrued or will accrue on a 
daily basis during such period, except that no such deposit need be made if the City then 
holds money in the Parity Obligation Payment Fund at least equal to the amount of interest 
and principal due or becoming due and payable under all Parity Obligations on the next 
succeeding date on which interest or principal becomes due and payable under any Parity 
Obligation plus the net payments due on all Parity Payment Agreements on such next 
succeeding due date therefor.  Moneys on deposit in the Parity Obligation Payment Fund will 
be transferred by the City to make and satisfy the payments due on the next applicable date 
on which interest or principal becomes due and payable under any Parity Obligation or any 
net payment becomes due and payable by the City under any Parity Payment Agreement at 
least one Business Day prior to such next applicable due date. 

(2) Parity Reserve Fund Deposits.  On or before the last Business Day of each 
month, the City will, from the remaining money on deposit in the Revenue Fund after 
deposits and transfers pursuant to paragraph (1) above, transfer to the Trustee for deposit in 
the Parity Reserve Fund that sum, if any, necessary to restore the Parity Reserve Fund to an 
amount equal to the Reserve Fund Requirement.  The City will also, from such remaining 
moneys in the Revenue Fund, transfer or cause to be transferred to the applicable reserve 
fund or account for any Parity Obligations for which a separate reserve has been funded, 
without preference or priority between transfers made in accordance with this sentence and 
the preceding sentence, and in the event of any insufficiency of such moneys ratably without 
any discrimination or preference, the sum or sums, if any, equal to the amount required to be 
deposited therein pursuant to such Parity Obligations. 

After making the foregoing deposits and transfers, the City may apply any remaining money in the 
Revenue Fund for any lawful purpose of the City, including for the payment of any Subordinate 
Obligations in accordance with the instruments authorizing such Subordinate Obligations. 

Pursuant to the Master Contract, the City has established the Rate Stabilization Fund, which 
has a balance of $3,000,000 on deposit therein.  The City may deposit in the Rate Stabilization Fund 
any Gross Revenues, after providing for the payment of Parity Obligations and Maintenance and 
Operation Costs, and any other money received and available to be used therefor, provided that 
deposits from such Gross Revenues for each Fiscal Year may be made until (but not after) 180 days 
after the end of such Fiscal Year.  The City may withdraw amounts from the Rate Stabilization Fund 
only for inclusion in Adjusted Annual Net Revenues, such withdrawal to be made until (but not after) 
180 days after the end of such Fiscal Year.  All interest or other earnings upon deposits in the Rate 
Stabilization Fund will be accounted for as Gross Revenues.  Notwithstanding the foregoing, no 
Gross Revenues will be deposited in the Rate Stabilization Fund to the extent that such amount was 
included by the City in Adjusted Annual Net Revenues for purposes of determining compliance with 
the rate covenant set forth in the Master Contract or the conditions for the execution of Parity 
Obligations contained in the Master Contract and deduction of the amounts to be deposited in the 
Rate Stabilization Fund would have caused noncompliance with such rate covenant or conditions. 
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The City’s ability to set rates, fees and charges for the Water Service at levels which would 
permit the City to make deposits into the Rate Stabilization Fund may be limited by amendments to 
the California Constitution.  See “THE WATER UTILITY SYSTEM — Impact of Proposition 218 
on Water Utility System Fees and Charges.”  See also “THE WATER UTILITY SYSTEM — 
Summary of Projected Operating Results of the Water Utility System” for currently anticipated 
deposits into and withdrawals from the Rate Stabilization Fund. 

The 2008 Contract establishes within the Parity Obligation Payment Fund the 2008 
Supplemental Contract Payment Account.  On or before the third Business Day immediately 
preceding each 2008 Payment Date or the date on which any net scheduled payment or insured 
termination payment is due under the 2008 Swap Agreement, the City shall, from the money in the 
Parity Obligation Payment Fund, deposit in the 2008 Supplemental Contract Payment Account (i) a 
sum equal to the amount of the interest and principal components of the 2008 Payments becoming 
due and payable under the 2008 Supplemental Contract on the next succeeding 2008 Payment Date 
and (ii) the net scheduled payments and any insured termination payment, if applicable, due under 
the 2008 Swap Agreement, except that no such deposit need be made if the amount then on deposit in 
the 2008 Supplemental Contract Payment Account is at least equal to the amount of the interest and 
principal components of the 2008 Payments becoming due and payable under the 2008 Contract on 
the next succeeding 2008 Payment Date plus the net scheduled payments and any insured termination 
payment, if applicable, due under the 2008 Swap Agreement on such next succeeding due date 
therefor.  Moneys on deposit in the 2008 Supplemental Contract Payment Account shall (i) be 
transferred by the City to the Trustee on the Business Day immediately preceding each 2008 
Payment Date to make and satisfy the 2008 Payment due on such 2008 Payment Date and (ii) be 
transferred by the City to the Trustee on the due date therefor to satisfy any net scheduled payment 
and any insured termination payment, if applicable, due under the 2008 Swap Agreement, all in 
accordance with the Master Contract and the 2008 Trust Agreement. 

2008 Trust Agreement Provisions.  Pursuant to the 2008 Trust Agreement, the Trustee is 
required to deposit the 2008 Payments in a separate fund established by it and designated as the 
2008 Debt Service Fund.  The 2008 Debt Service Fund will contain two accounts: the 2008 Interest 
Account and the 2008 Principal Account (with a 2008 Prepayment Subaccount and a 2008 Sinking 
Fund Subaccount therein).   

On the Business Day immediately preceding each Interest Payment Date commencing 
May 30, 2008, the Trustee is required to set aside from the 2008 Debt Service Fund and deposit in 
the 2008 Interest Account an amount equal to the amount of interest evidenced and represented by 
the 2008 Certificates becoming due and payable on each such Interest Payment Date.  No deposit is 
required to be made in the 2008 Interest Account if the amount contained therein (exclusive of 
amounts transferred for the payment of amounts due under the 2008 Swap Agreement) is at least 
equal to the aggregate amount of interest evidenced and represented by the 2008 Certificates 
becoming due and payable on the applicable Interest Payment Date.  The Trustee is also required to 
deposit in the 2008 Interest Account any receipts relating to the 2008 Swap Agreement which the 
City has directed under the 2008 Swap Agreement to be transferred to the Trustee for deposit in the 
2008 Interest Account and any amounts transferred to Trustee pursuant to the 2008 Contract for the 
payment of payments due under the 2008 Swap Agreement.   

Except as otherwise provided in the 2008 Trust Agreement, all money in the 2008 Interest 
Account is required to be used and withdrawn by the Trustee solely for the purpose of paying the 
interest with respect to the 2008 Certificates as it shall become due and payable (including accrued 
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interest evidenced and represented by any 2008 Certificates purchased or prepaid prior to their 
respective Certificate Payment Date) and the net scheduled payments due to the Swap Provider under 
the 2008 Swap Agreement.  The Trustee shall be under no obligation to calculate the amount of 
Payment Agreement Payments due under the 2008 Interest Rate Swap Agreement and shall be 
entitled to rely conclusively on the information received by it with respect to the amount of the 
Payment Agreement Payments due and owing by the City.  On the Business Day immediately 
preceding each October 1, commencing on October 1, 2008, the Trustee is required to set aside from 
the 2008 Debt Service Fund and deposit in the 2008 Principal Subaccount (i) an amount equal to the 
principal amount evidenced and represented by the Outstanding Serial Certificates with a Certificate 
Payment Date of such October 1 (at the time of the execution and delivery of the 2008 Certificates, 
none of the 2008 Certificates will be Serial Certificates) and (ii) in the 2008 Sinking Fund 
Subaccount the amount of all Sinking Fund Payments required to be made on such October 1.  
Amounts to be applied to the optional prepayment of the principal component of the 2008 
Certificates are to be deposited in the 2008 Prepayment Subaccount.  No deposit need be made in the 
2008 Principal Account if the amount contained therein is at least equal to the aggregate amount of 
the principal evidenced and represented by the Outstanding Serial Certificates with a Certificate 
Payment Date of such October 1 and the amount contained in the 2008 Sinking Fund Subaccount is 
at least equal to the aggregate amount of all Sinking Fund Payments required to be made on such 
October 1. 

All money in the 2008 Principal Account is required to be used and withdrawn by the Trustee 
solely for the purpose of paying the principal evidenced and represented by the Serial Certificates as 
they shall become due and payable, whether at their respective Certificate Payment Dates or on prior 
prepayment, and all money in the 2008 Sinking Fund Subaccount is required to be used and 
withdrawn by the Trustee only to purchase or to prepay or pay Term Certificates, and with respect to 
the 2008 Sinking Fund Subaccount, on each Sinking Fund Payment Date, the Trustee is required to 
apply the Sinking Fund Payment required on that date to the prepayment (or payment at the 
Certificate Payment Date, as the case may be) of the Term Certificates upon the notice and in the 
manner provided in the 2008 Trust Agreement, provided that at any time prior to giving notice of 
such prepayment, the Trustee may, upon the Written Request of the Authority and receipt of 
sufficient moneys therefor, purchase for cancellation Term Certificates in accordance with the 2008 
Trust Agreement. 

Existing and Future Parity Obligations 

Upon the execution and delivery of the 2008 Certificates, the obligation of the City to pay the 
2008 Payments will be secured on a parity lien basis with certain existing Parity Obligations.  In the 
Master Contract (as clarified in the 2008 Contract), “Parity Obligations” is specifically defined as the 
payment obligations under the Treatment and Delivery Agreement which constitute debt service, the 
payment obligations under the CDWR Loan Agreement, and all Supplemental Contracts and all other 
obligations hereafter incurred by the City the payment of which constitutes a charge and lien on the 
Gross Revenues equal to and on a parity with the charge and lien upon the Gross Revenues for the 
payment of the Payments, other than (i) such portion of the payment obligations (including certain 
payments due upon an early termination thereof) under any Parity Payment Agreement to the extent 
such obligations are expressly subordinate to Parity Obligations pursuant to the terms of such Parity 
Payment Agreement and (ii) Parity Bank Agreements; provided that no amounts have been drawn 
under any such Parity Bank Agreements which have not been reimbursed by the City.  Under the 
Master Contract “CDWR Loan” means the loan to the City from the State of California Department 
of Water Resources in the principal amount of $3,607,343.72 which $1,754,299 was outstanding as 
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of April 1, 2008; and “Treatment and Delivery Agreement” means the Treatment and Delivery 
Agreement by and among the City of Modesto, the Del Este Water Company and MID.  The 
Treatment and Delivery Agreement has since been amended and restated and is now called 
“Amended and Restated Treatment and Delivery Agreement Between Modesto Irrigation District and 
City of Modesto.”  Under the Treatment and Delivery Agreement, the City has agreed to pay all debt 
service on bonds issued by MID for the construction of the Water Treatment Plant (including, but not 
limited to, the 2007 MID Bonds), a raw water charge, project operation, administrative services and 
maintenance costs, insurance on the plant and the cost of electrical energy provided to the plant.  The 
outstanding principal amount of bonds issued for the Water Treatment Plant as of April 1, 2008 was 
$163,880,000.  See “THE WATER UTILITY SYSTEM — Treatment and Delivery Agreement” for 
a description of the Treatment and Delivery Agreement and “THE WATER UTILITY SYSTEM — 
Summary of Projected Operating Results of the Water Utility System” for additional information 
concerning existing Parity Obligations.  See also Appendix B — “DEFINITIONS AND SUMMARY 
OF PRINCIPAL DOCUMENTS.”  In addition to the Parity Obligations specifically defined as such 
in the Master Contract, the 2008 Swap Agreement (to the extent described above) and the 1997 
Contract constitute Parity Obligations.  The principal amount of the 1997 Payments currently 
outstanding is $18,855,000.  The Reimbursement Agreement and the Liquidity Facility constitute 
Parity Bank Agreements under the Contract; and Parity Bank Agreements are Parity Obligations if 
any amounts have been drawn thereunder which have not been reimbursed by the City. 

In addition to the existing Parity Obligations, the City may at any time execute additional 
Parity Obligations, but subject to the specific conditions set forth in the Master Contract, including 
the conditions that there be on file with the Trustee either: 

(1) A Certificate of the City demonstrating that during any 12 consecutive 
calendar months out of the immediately preceding 18 calendar month period, the Adjusted 
Annual Net Revenues were at least equal to 125% of the Maximum Annual Debt Service for 
all existing Parity Obligations plus the Parity Obligations proposed to be executed; provided, 
that for the purpose of providing such Certificate, the City may adjust the foregoing Adjusted 
Annual Net Revenues to reflect: 

(i) An allowance for Gross Revenues that would have been derived from 
each new connection to the Water Utility System that was made prior to the execution 
of such Parity Obligations but which, during all or any part of said 12 month period, 
was not in existence, in an amount equal to the estimated additional Gross Revenues 
that would have been derived from each such connection if it had been made prior to 
the beginning of said 12 month period, and 

(ii) An allowance for Gross Revenues that would have been derived from 
any increase in the rates, fees and charges fixed and prescribed for Water Service 
which became effective prior to the execution of such Parity Obligations but which, 
during all or any part of said 12 month period, was not in effect, in an amount equal 
to the estimated additional Gross Revenues that would have been derived from such 
increase in rates, fees and charges if it had been in effect prior to the beginning of 
said 12 month period; or 

(2) A Consultant’s Report showing that the Adjusted Annual Net Revenues for 
the Fiscal Year next following the end of the period during which interest on the Parity 
Obligations proposed to be executed is to be capitalized or, if no interest is capitalized, the 
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Fiscal Year in which the Parity Obligations proposed to be executed are executed, will be at 
least equal to 125% of the Maximum Annual Debt Service; provided, that for the purpose of 
providing the Consultant’s Report, the Independent Consultant may adjust the foregoing 
Adjusted Annual Net Revenues to reflect: 

(i) An allowance for Gross Revenues that would have been derived from 
any increase in the rates, fees and charges prescribed for Water Service in effect and 
being charged, or rates, fees and charges for Water Service that are expected to be 
charged in accordance with a program of specific rates, fees, charges, rate levels or 
increases in overall Gross Revenue approved by a resolution of the City Council; and 

(ii) An allowance for Gross Revenues from customers of the Water 
Utility System anticipated to be served by the facilities or improvements financed in 
substantial part by the Parity Obligations proposed to be executed together with any 
additional Parity Obligations expected to be executed prior to the Fiscal Year of 
determination. 

Notwithstanding the foregoing, the Master Contract specifies that there shall be no 
limitations on the ability of the City to execute any Parity Obligation at any time to refund any 
outstanding Parity Obligation. 

2008 Swap Agreement 

In connection with the execution and delivery of the 2006 Certificates, the City entered into 
an interest rate swap agreement in the form of an ISDA Master Agreement (Local Currency – Single 
Jurisdiction), the U.S. Municipal Counterparty Schedule thereto, a Credit Support Annex and a 
Confirmation each dated as of and entered into on September 27, 2006 (collectively, the “2006 Swap 
Agreement”) with Bank of America, N.A. (the “Swap Provider”).  In connection with the execution 
and delivery of the 2008 Certificates, the City and the Swap Provider will amend and restate the 2006 
Swap Agreement (as so amended and restated, the “2008 Swap Agreement”).  The 2008 Swap 
Agreement is scheduled to expire on the Maturity Date of the 2008 Certificates; and the notional 
amount of the 2008 Swap Agreement is scheduled to be reduced on the same dates and in the same 
amounts as the principal evidenced by the 2008 Certificates is scheduled to be reduced.  Pursuant to 
the 2008 Swap Agreement, the City will be required to make periodic payments to the Swap Provider 
calculated on the basis of a fixed rate of interest on an initial notional amount equal to the principal 
amount represented by the 2008 Certificates.  In return, the Swap Provider will be required to make 
periodic payments to the City calculated on the basis of a variable rate of interest equal to a 
percentage of LIBOR on the same notional amount.  The amounts payable by each party pursuant to 
the 2008 Swap Agreement are netted against the payments to be received by such party thereunder.   

Certain of the amounts that may be payable by the City to the Swap Provider will be insured 
pursuant to a policy of interest rate swap insurance to be issued by Assured Guaranty (the “Swap 
Policy”). 

The City’s obligations under the 2008 Swap Agreement to make scheduled payments and 
certain termination payments (but only if such termination payments are insured pursuant to the 
Swap Policy) are Parity Obligations.  No arrangements made in respect of the 2008 Swap Agreement 
will alter the City’s obligation to make the 2008 Payments. 
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Both the City and the Swap Provider have the right to terminate the 2008 Swap Agreement 
prior to its stated termination date under certain conditions.  Any such termination could result in an 
obligation on the part of the City or the Swap Provider to make termination payments to the other 
party, and the amount of such termination payments could be substantial.  Any obligation on the part 
of the City to make such a termination payment (other than a termination payment that is insured 
under the terms of the Swap Policy) will not be a Parity Obligation and will be subordinate to the 
City’s liabilities with respect to Parity Obligations. 

Neither the Trustee nor the Owners will have any rights under the 2008 Swap Agreement or 
against the Swap Provider. 

CERTIFICATE INSURANCE 

The following information has been provided by Assured Guaranty Corp.  It has not been 
verified by the Authority or the City.  The following information is not complete, and reference is 
made to Appendix E for a specimen of the financial guaranty insurance policy (the “Policy”) of 
Assured Guaranty Corp. (“Assured Guaranty” or the “Insurer”). 

Certificate Insurance Policy 

Assured Guaranty has made a commitment to issue the Policy relating to the 2008 
Certificates, effective as of the date of issuance of such 2008 Certificates.  Under the terms of the 
Policy, Assured Guaranty will unconditionally and irrevocably guarantee to pay that portion of 
principal of and interest with respect to the 2008 Certificates that becomes Due for Payment but shall 
be unpaid by reason of Nonpayment (the “Insured Payments”).  Insured Payments shall not include 
any additional amounts owing by the Issuer solely as a result of the failure by the Trustee or the 
Paying Agent to pay such amount when due and payable, including without limitation any such 
additional amounts as may be attributable to penalties or to interest accruing at a default rate, to 
amounts payable in respect of indemnification, or to any other additional amounts payable by the 
Trustee or the Paying Agent by reason of such failure.  The Policy is non-cancelable for any reason, 
including without limitation the non-payment of premium. 

“Due for Payment” means, when referring to the principal of the 2008 Certificates, the stated 
maturity date thereof, or the date on which such 2008 Certificates shall have been duly called for 
mandatory sinking fund redemption, and does not refer to any earlier date on which payment is due 
by reason of a call for redemption (other than by mandatory sinking fund redemption), acceleration 
or other advancement of maturity (unless Assured Guaranty in its sole discretion elects to make any 
principal payment, in whole or in part, on such earlier date) and, when referring to interest on such 
2008 Certificates, means the stated dates for payment of interest. 

“Nonpayment” means the failure of the Issuer to have provided sufficient funds to the 
Trustee or the Paying Agent for payment in full of all principal and interest Due for Payment on the 
2008 Certificates.  It is further understood that the term Nonpayment in respect of a 2008 Certificate 
also includes any amount previously distributed to the Holder (as such term is defined in the Policy) 
of such 2008 Certificate in respect of any Insured Payment by or on behalf of the Issuer, which 
amount has been recovered from such Holder pursuant to the United States Bankruptcy Code in 
accordance with a final, nonappealable order of a court having competent jurisdiction that such 
payment constitutes an avoidable preference with respect to such Holder.  Nonpayment does not 
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include nonpayment of principal or interest caused by the failure of the Trustee or the Paying Agent 
to pay such amount when due and payable. 

Assured Guaranty will pay each portion of an Insured Payment that is Due for Payment and 
unpaid by reason of Nonpayment, on the later to occur of (i) the date such principal or interest 
becomes Due for Payment, or (ii) the business day next following the day on which Assured 
Guaranty shall have received a completed notice of Nonpayment therefor in accordance with the 
terms of the Policy. 

Assured Guaranty shall be fully subrogated to the rights of the Holders of the Bonds to 
receive payments in respect of the Insured Payments to the extent of any payment by Assured 
Guaranty under the Policy. 

The Policy is not covered by any insurance or guaranty fund established under New York, 
California, Connecticut or Florida insurance law. 

The Reserve Fund Insurance Policy 

Assured Guaranty has made a commitment to issue a financial guaranty insurance policy for 
the reserve fund with respect to the 2008 Certificates (the “Reserve Fund Insurance Policy”), 
effective as of the date of issuance of such 2008 Certificates.  Under the terms of the Reserve Fund 
Insurance, Assured Guaranty will unconditionally and irrevocably guarantee to pay that portion of 
the scheduled principal and interest on the 2008 Certificates that becomes due for payment but shall 
be unpaid by reason of nonpayment by the Issuer (the “Insured Payments”).   

Assured Guaranty will pay each portion of an Insured Payment that is due for payment and 
unpaid by reason of nonpayment by the Issuer to the Trustee or Paying Agent, as beneficiary of the 
Reserve Fund Insurance Policy on behalf of the holders of the 2008 Certificates on the later to occur 
of (i) the date such scheduled principal or interest becomes due for payment or (ii) the business day 
next following the day on which Assured Guaranty receives a demand for payment therefor in 
accordance with the terms of the Reserve Fund Insurance Policy.   

No payment shall be made under the Reserve Fund Insurance Policy in excess of 
$2,082,512.74 (the “Reserve Fund Insurance Policy Limit”).  Pursuant to the terms of the Reserve 
Fund Insurance Policy, the amount available at any particular time to be paid to the Trustee or Paying 
Agent shall automatically be reduced to the extent of any payment made by Assured Guaranty under 
the Reserve Fund Insurance Policy, provided, that, to the extent of the reimbursement of such 
payment to Assured Guaranty, the amount available under the Reserve Fund Insurance Policy shall 
be reinstated in full or in part, in an amount not to exceed the Reserve Fund Insurance Policy Limit. 

The Reserve Fund Insurance Policy does not insure against nonpayment caused by the 
insolvency or negligence of the Trustee or Paying Agent. 

The Reserve Fund Insurance Policy is not covered by any insurance or guaranty fund 
established under New York, California, Connecticut or Florida insurance law. 

Assured Guaranty Corp. 

Assured Guaranty Corp. (“Assured Guaranty”) is a Maryland-domiciled insurance company 
regulated by the Maryland Insurance Administration and licensed to conduct financial guaranty 
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insurance business in all fifty states of the United States, the District of Columbia and Puerto Rico.  
Assured Guaranty commenced operations in 1988.  Assured Guaranty is a wholly owned, indirect 
subsidiary of Assured Guaranty Ltd. (“AGL”), a Bermuda-based holding company whose shares are 
publicly traded and are listed on the New York Stock Exchange under the symbol “AGO.”  AGL, 
through its operating subsidiaries, provides credit enhancement products to the U.S. and global 
public finance, structured finance and mortgage markets.  Neither AGL nor any of its shareholders is 
obligated to pay any debts of Assured Guaranty or any claims under any insurance policy issued by 
Assured Guaranty. 

Assured Guaranty is subject to insurance laws and regulations in Maryland and in New York 
(and in other jurisdictions in which it is licensed) that, among other things, (i) limit Assured 
Guaranty’s business to financial guaranty insurance and related lines, (ii) prescribe minimum 
solvency requirements, including capital and surplus requirements, (iii) limit classes and 
concentrations of investments, (iv) regulate the amount of both the aggregate and individual risks that 
may be insured, (v) limit the payment of dividends by Assured Guaranty, (vi) require the 
maintenance of contingency reserves, and (vii) govern changes in control and transactions among 
affiliates.  Certain state laws to which Assured Guaranty is subject also require the approval of policy 
rates and forms. 

Assured Guaranty’s financial strength is rated “AAA” by Standard  Poor’s, a division of The 
McGraw-Hill Companies, Inc. (“S&P”), “AAA” by Fitch, Inc. (“Fitch”) and “Aaa” by Moody’s 
Investors Service, Inc. (“Moody’s”).  Each rating of Assured Guaranty should be evaluated 
independently.  An explanation of the significance of the above ratings may be obtained from the 
applicable rating agency.  The above ratings are not recommendations to buy, sell or hold any 
security, and such ratings are subject to revision or withdrawal at any time by the rating agencies.  
Any downward revision or withdrawal of any of the above ratings may have an adverse effect on the 
market price of any security guaranteed by Assured Guaranty.  Assured Guaranty does not guaranty 
the market price of the securities it guarantees, nor does it guaranty that the ratings on such securities 
will not be revised or withdrawn. 

Capitalization of Assured Guaranty Corp.  As of March 31, 2008, Assured Guaranty had 
total admitted assets of $1,518,398,730 (unaudited), total liabilities of $1,138,285,708 (unaudited), 
total surplus of $380,113,022 (unaudited) and total statutory capital (surplus plus contingency 
reserves) of $1,001,533,924 (unaudited) determined in accordance with statutory accounting 
practices prescribed or permitted by insurance regulatory authorities.  As of December 31, 2007, 
Assured Guaranty had total admitted assets of $1,361,538,502 (unaudited), total liabilities of 
$961,967,238 (unaudited), total surplus of $399,571,264 (unaudited) and total statutory capital 
(surplus plus contingency reserves) of $982,045,695 (unaudited) determined in accordance with 
statutory accounting practices prescribed or permitted by insurance regulatory authorities.  As of 
December 31, 2006, Assured Guaranty had total admitted assets of $1,248,270,663 (audited), total 
liabilities of $962,316,898 (audited), total surplus of $285,953,765 (audited) and total statutory 
capital (surplus plus contingency reserves) of $916,827,559 (audited) determined in accordance with 
statutory accounting practices prescribed or permitted by insurance regulatory authorities.  The 
Maryland Insurance Administration recognizes only statutory accounting practices for determining 
and reporting the financial condition and results of operations of an insurance company, for 
determining its solvency under the Maryland Insurance Code, and for determining whether its 
financial condition warrants the payment of a dividend to its stockholders.  No consideration is given 
by the Maryland Insurance Administration to financial statements prepared in accordance with 
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accounting principles generally accepted in the United States (“GAAP”) in making such 
determinations. 

Incorporation of Certain Documents by Reference.  The portions of the following 
documents relating to Assured Guaranty are hereby incorporated by reference into this Official 
Statement and shall be deemed to be a part hereof: 

• The Annual Report on Form 10-K of AGL for the fiscal year ended December 31, 
2007 (which was filed by AGL with the Securities and Exchange Commission (the 
“SEC”) on February 29, 2008); 

• The Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2008 
(which was filed by AGL with the SEC on May 9, 2008); and 

• The Current Reports on Form 8-K filed by AGL with the SEC, as they relate to 
Assured Guaranty. 

All consolidated financial statements of Assured Guaranty and all other information relating 
to Assured Guaranty included in documents filed by AGL with the SEC pursuant to Section 13(a), 
13(c), 14 or 15(d) of the Securities Exchange Act of 1934, as amended, subsequent to the date of this 
Official Statement and prior to the termination of the offering of the 2008 Certificates shall be 
deemed to be incorporated by reference into this Official Statement and to be a part hereof from the 
respective dates of filing such consolidated financial statements. 

Any statement contained in a document incorporated herein by reference or contained herein 
under the heading “CERTIFICATE INSURANCE — Assured Guaranty Corp.” shall be modified or 
superseded for purposes of this Official Statement to the extent that a statement contained herein or 
in any subsequently filed document which is incorporated by reference herein also modifies or 
supersedes such statement. Any statement so modified or superseded shall not be deemed, except as 
so modified or superseded, to constitute a part of this Official Statement. 

Copies of the consolidated financial statements of Assured Guaranty incorporated by 
reference herein and of the statutory financial statements filed by Assured Guaranty with the 
Maryland Insurance Administration are available upon request by contacting Assured Guaranty at 
1325 Avenue of the Americas, New York, New York 10019 or by calling Assured Guaranty at 
(212) 974-0100.  In addition, the information regarding Assured Guaranty that is incorporated by 
reference in this Official Statement that has been filed by AGL with the SEC is available to the 
public over the Internet at the SEC’s web site at http://www.sec.gov and at AGL’s web site at 
http://www.assuredguaranty.com, from the SEC’s Public Reference Room at 450 Fifth Street, N.W., 
Room 1024, Washington, D.C. 20549, and at the office of the New York Stock Exchange at 
20 Broad Street, New York, New York 10005. 

Assured Guaranty makes no representation regarding the 2008 Certificates or the advisability 
of investing in the 2008 Certificates.  In addition, Assured Guaranty has not independently verified, 
makes no representation regarding, and does not accept any responsibility for the accuracy or 
completeness of this Official Statement or any information or disclosure contained herein, or omitted 
herefrom, other than with respect to the accuracy of the information regarding Assured Guaranty 
supplied by Assured Guaranty and presented under the heading “CERTIFICATE INSURANCE.” 
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LIQUIDITY FACILITY 

The following information has been provided by Bank of America, N.A.  It has not been 
verified by the Authority or the City, and neither the Authority nor the City guarantees its accuracy 
or completeness. 

Initial Liquidity Facility 

General.  The purchase price of 2008 Certificates tendered or deemed tendered for purchase 
and not remarketed is payable from amounts made available under a Standby Certificate Purchase 
Agreement, dated as of May 1, 2008 (the “Liquidity Facility”), by and among the Authority, the 
District and the Liquidity Facility Provider.  Certain provisions of the Liquidity Facility are 
summarized below, but such summary is qualified in its entirety by reference to the Liquidity 
Facility. 

Subject to the terms and conditions of the Liquidity Facility, the Liquidity Facility Provider is 
to provide funds for the payment of the purchase price on each purchase of 2008 Certificates up to 
$47,625,000 in principal amount (the “Available Principal Commitment”) and $548,014 (an amount 
equal to 35 days’ interest on the Available Principal Commitment at an assumed rate of 12% 
computed on the basis of a 365-day year for the actual number of days elapsed) accrued interest on 
2008 Certificates subject to the Weekly Rate tendered or deemed tendered for purchase in the event 
that remarketing proceeds are not sufficient to pay the Purchase Price (as defined in the Liquidity 
Facility) of such 2008 Certificates.  The Liquidity Facility will not provide for the payment of 
principal of and interest on any 2008 Certificates other than with respect to the purchase price of the 
2008 Certificates tendered or deemed tendered and not remarketed. 

The Liquidity Facility will expire on its Stated Expiration Date, which will be May 29, 2011 
unless otherwise extended or terminated earlier pursuant to its terms.  Under certain circumstances 
as described below, the obligations of the Liquidity Facility Provider to purchase 2008 
Certificates will be automatically suspended or terminated without prior notice or demand; 
and the Trustee will be unable to require the purchase of 2008 Certificates under the Liquidity 
Facility. 

Events of Default.  The following events are defined as “Events of Default” under the 
Liquidity Facility: 

(a) any principal or interest due on the 2008 Certificates is not paid by 
the Authority when due and such principal or interest is not paid by the Certificate 
Insurer when, as and in the amounts required to be paid pursuant to the terms of the 
Certificate Insurance Policy; or 

(b) a Certificate Insurer Event of Insolvency shall have occurred and the 
rating of the City’s Water Enterprise Fund by any two of the three rating agencies is 
withdrawn or drops below (i) in the case of Fitch, a rating of “AAA” (or its 
equivalent); (ii) in the case of Moody’s, a rating of “Aaa” (or its equivalent); and 
(iii) in the case of S&P, a rating of “AAA” (or its equivalent) (such event is referred 
to herein as a “City Rating Event”); or 
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(c) (i) any material provision of the Certificate Insurance Policy at any 
time for any reason ceases to be valid and binding on the Certificate Insurer in 
accordance with the terms of the Certificate Insurance Policy or is declared, 
announced or ruled to be null and void by a court or other governmental agency of 
appropriate jurisdiction; or (ii) a senior authorized officer of the Certificate Insurer 
denies that it has any or further liability or obligation under the Certificate Insurance 
Policy and in either case, a City Rating Event has occurred and is continuing; or 

(d) the Certificate Insurer shall default in any payment or payments of 
amounts payable by it under any insurance policy or policies (other than the 
Certificate Insurance Policy) when due and such default shall continue for a period of 
thirty (30) days; (it being understood by the Liquidity Facility Provider that default, 
for the purposes of this paragraph, shall not mean a situation whereby the Certificate 
Insurer contests in good faith its liability under any such policy or policies in light of 
the claim or claims made thereunder), and in any case a City Rating Event has 
occurred and is continuing; or 

(e) any material representation or warranty made by the Authority or the 
City under or in connection with the Liquidity Facility shall prove to be untrue in any 
material respect on the date as of which it was made; or 

(f) any Other Event of Insolvency shall have occurred; or 

(g) nonpayment of any fees due to the Liquidity Facility Provider under 
the Liquidity Facility, if such failure to pay when due shall continue for ten (10) 
Business Days after the City, the Authority and the Certificate Insurer has received 
written notice thereof from the Liquidity Facility Provider; or 

(h) the breach by the Authority or the City of certain terms or provisions 
of provisions of the Liquidity; or 

(i) the Authority shall default in the performance or observance of any 
other material covenant or agreement contained (or incorporated by reference) in the 
Liquidity Facility such default shall continue unremedied for a period of thirty (30) 
days after the Authority has received written notice thereof from the Liquidity 
Facility Provider; or 

(j) the City shall default in the performance or observance of any other 
material covenant or agreement contained (or incorporated by reference) in the 
Liquidity Facility and such default shall continue unremedied for a period of thirty 
(30) days after the City has received written notice thereof from the Liquidity Facility 
Provider; or 

(k) the Trust Agreement or the 2008 Contract shall terminate or cease to 
be of full force and effect, other than as a result of any prepayment in full of the 2008 
Certificates or provision for such prepayment in full in accordance with the Trust 
Agreement and discharge of all payment obligations under the 2008 Contract; or 
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(l) the occurrence of any “event of default” as defined in the Trust 
Agreement which is not otherwise described in this list of “Events of Default,” other 
than the failure of the Liquidity Facility Provider to provide funds for the purchase of 
2008 Certificates when required by the terms and conditions of the Liquidity Facility; 
or 

(m) the Trustee ceases to have an effective security interest in the Trust 
Estate prior to any lien, pledge, assignment or security interest of any creditors of the 
City or the Authority; or 

(n) for an uninterrupted period of ninety (90) days there is not in effect 
both of the following in respect of the 2008 Certificates:  (i) in the case of Moody’s, a 
rating of “Baa3” (or its equivalent) or higher; and (ii) in the case of S&P, a rating of 
“BBB-” (or its equivalent) or higher; or 

(o) the City shall default in any payment of principal of or premium, if 
any, or interest on any of its Debts in excess of $5,000,000 and such default shall 
continue beyond the expiration of the applicable grace period, if any, or the City shall 
fail to perform any other agreement, term or condition contained in any agreement 
under which any obligation for the payment of $5,000,000 or more is created or 
secured, which shall permit or result in the declaring due and payable of such 
obligation prior to the date on which it would otherwise have become due and 
payable; or 

(p) a final judgment or order for the payment of money for an uninsured 
claim in excess of $5,000,000 shall have been rendered against the City and such 
judgment or order shall not have been satisfied, stayed or bonded pending appeal 
within a period of thirty (30) days from the date on which it was first so rendered; or  

(q) any amendment, replacement or other modification of the Certificate 
Insurance Policy or substitution of the Certificate Insurer occurs without the prior 
written consent of the Liquidity Facility Provider. 

Remedies.  In the case of an Event of Default described in paragraphs (a), (b) or (c)(i) above 
(each, a “Termination Event”), the Available Commitment and the obligation of the Liquidity 
Facility Provider to purchase 2008 Certificates shall immediately terminate without notice or 
demand, and thereafter the Liquidity Facility Provider shall be under no obligation to 
purchase 2008 Certificates. 

Upon the occurrence and during the continuance of an Event of Default described in clauses 
(g) or (n) hereof, the Liquidity Facility Provider may terminate the Available Commitment by giving 
written notice (a “Notice of Termination”) to the City, the Trustee, the Remarketing Agent and the 
Certificate Insurer, specifying the date on which at 3:00 p.m. California time the Available 
Commitment shall terminate (the “Termination Date”), which shall be not less than thirty (30) days 
from the date of receipt of such notice by the Trustee, and after the Termination Date the Liquidity 
Facility Provider shall be under no further obligation to purchase 2008 Certificates under the 
Liquidity Facility other than 2008 Certificates which are the subject of the Notice of Liquidity 
Facility Provider Purchase delivered by the Trustee hereof and received by the Liquidity Facility 
Provider on or prior to the Termination Date. 
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In the case of (i) the occurrence of an Event of Default of the type described in clause (ii) of 
paragraph (c) above or (ii) the commencement of an involuntary case or other involuntary proceeding 
seeking an order for relief, rehabilitation, reorganization, conservation, liquidation or dissolution with 
respect to the Certificate Insurer or its debts or claims under any bankruptcy, insolvency or other 
similar law, or seeking the appointment of a trustee, receiver, liquidator, custodian, assignee, 
sequestrator or other similar official for the Certificate Insurer or any substantial part of its property 
(an “Involuntary Insolvency Event”) together with the occurrence and continuance of a City Rating 
Event, the Liquidity Facility Provider’s obligation to purchase 2008 Certificates under the 
Liquidity Facility shall immediately be suspended without further action on the part of any 
Person.  The obligation of the Liquidity Facility Provider to purchase 2008 Certificates shall be 
suspended until either (x) the Liquidity Facility Provider delivers a written notice to the Trustee 
rescinding the automatic suspension of its obligation to purchase 2008 Certificates under the 
Liquidity Facility (a “Rescission Notice”) or, (y) (1) in the case of a suspension event of the type 
described in clause (ii) of paragraph (c) above, a final non-appealable order of a court having 
jurisdiction in the premises shall be entered declaring that all material contested provisions of the 
Certificate Insurance Policy are upheld in their entirety or (2) in the case of an Involuntary 
Insolvency Event, a court having jurisdiction in the premises shall dismiss or stay such involuntary 
case, proceeding or appointment within 60 days.  In the event a final non-appealable order is entered 
declaring any material provision of the Certificate Insurance Policy to be null and void, or declaring 
that the Certificate Insurer does not have any further liability or obligation under the Certificate 
Insurance Policy or in the event an Involuntary Insolvency Event is not dismissed or stayed within 
60 days by a court having jurisdiction in the premises, then, so long as a City Rating Event is 
continuing, the obligation of the Liquidity Facility Provider to purchase 2008 Certificates shall 
immediately terminate without any further action by any Person.  In the event a final non-appealable 
order is entered declaring that all material contested provisions of the Certificate Insurance Policy are 
upheld in their entirety or in the event a court having jurisdiction in the premises shall dismiss or stay 
any Involuntary Insolvency Event within 60 days, the obligation of the Liquidity Facility Provider to 
purchase 2008 Certificates shall be automatically reinstated and the terms of the Liquidity Facility 
will continue in full force and effect (unless the Liquidity Facility Provider Purchase Period shall 
have otherwise expired or terminated) as if there had been no such suspension.  Notwithstanding the 
foregoing, if the Liquidity Facility Provider has not delivered a Rescission Notice to the Trustee and 
if, upon the earlier of (a) the last day of the Liquidity Facility Provider Purchase Period or (b) (i) in 
the case of the occurrence of an Event of Default of the type described in clause (ii) of paragraph (c) 
above, the date which is three years after the effective date of suspension of the obligation of the 
Liquidity Facility Provider to purchase 2008 Certificates, litigation is still pending and a judgment 
regarding the validity of the Certificate Insurance Policy has not been obtained or (ii) in the case of 
the occurrence of an Involuntary Insolvency Event and the continuance of a City Rating Event, the 
date which is 60 days after the commencement of the involuntary case, proceeding or appointment, 
such involuntary case, proceeding or appointment has not been dismissed or stayed, then the 
Available Commitment and the obligation of the Liquidity Facility Provider to purchase 2008 
Certificates shall at such time terminate without notice or demand and thereafter the Liquidity 
Facility Provider shall be under no further obligation to purchase 2008 Certificates. 

In addition to the rights and remedies described above, in the case of any Event of Default, 
upon the election of the Liquidity Facility Provider:  (i) all amounts payable under the Liquidity 
Facility (other than payments of principal and interest on Liquidity Facility Provider Certificates) 
shall upon notice to the City become immediately due and payable without presentment, demand, 
protest or further notice of any kind and (ii) the Liquidity Facility Provider shall have all the rights 
and remedies available to it under the Liquidity Facility, the Related Documents or otherwise 
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pursuant to law or equity other than acceleration of the 2008 Certificates or termination of its 
obligation to purchase 2008 Certificates. 

Bank of America, N.A. 

Bank of America, N.A. (the “Bank”) is a national banking association organized under the 
laws of the United States, with its principal executive offices located in Charlotte, North Carolina.  
The Bank is a wholly-owned indirect subsidiary of Bank of America Corporation (the “Corporation”) 
and is engaged in a general consumer banking, commercial banking and trust business, offering a 
wide range of commercial, corporate, international, financial market, retail and fiduciary banking 
services.  As of December 31, 2007, the Bank had consolidated assets of $1,312,794,218,000, 
consolidated deposits of $793,571,969,000 and stockholder’s equity of $108,480,218,000 based on 
regulatory accounting principles. 

The Corporation is a bank holding company and a financial holding company, with its 
principal executive offices located in Charlotte, North Carolina.  Additional information regarding 
the Corporation is set forth in its Annual Report on Form 10-K for the fiscal year ended 
December 31, 2006, together with any subsequent documents it filed with the Securities and 
Exchange Commission (the “SEC”) pursuant to the Securities Exchange Act of 1934, as amended 
(the “Exchange Act”). 

Additional information regarding the foregoing is available from the filings made by the 
Corporation with the SEC, which filings can be inspected and copied at the public reference facilities 
maintained by the SEC at 100 F Street, N.E., Washington, D.C. 20549, United States, at prescribed 
rates.  In addition, the SEC maintains a website at http://www.sec.gov, which contains reports, proxy 
statements and other information regarding registrants that file such information electronically with 
the SEC. 

The information concerning the Corporation and the Bank contained herein is furnished 
solely to provide limited introductory information and does not purport to be comprehensive.  Such 
information is qualified in its entirety by the detailed information appearing in the documents and 
financial statements referenced herein. 

The Liquidity Facility has been issued by the Bank.  Moody’s Investors Service, Inc. 
(“Moody’s”) currently rates the Bank’s long-term debt as “Aaa” and short-term debt as “P-1.”  The 
outlook is stable.  Standard & Poor’s rates the Bank’s long-term debt as “AA+” and its short-term 
debt as “A-1+.”  The outlook is stable. Fitch Ratings, Inc. (“Fitch”) rates long-term debt of the Bank 
as “AA” and short-term debt as “F1+.”  The outlook is negative.  Further information with respect to 
such ratings may be obtained from Moody’s, Standard & Poor’s and Fitch, respectively.  No 
assurances can be given that the current ratings of the Bank’s instruments will be maintained.   

The Bank will provide copies of the most recent Bank of America Corporation Annual 
Report on Form 10-K, any subsequent reports on Form 10-Q, and any required reports on Form 8-K 
(in each case as filed with the SEC pursuant to the Exchange Act), and the publicly available portions 
of the most recent quarterly Call Report of the Bank delivered to the Comptroller of the Currency, 
without charge, to each person to whom this document is delivered, on the written request of such 
person.  Written requests should be directed to:  Bank of America Corporate Communications, 
100 North Tryon Street, 18th Floor, Charlotte, North Carolina 28255, Attention: Corporate 
Communications 
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PAYMENTS OF THE PURCHASE PRICE OF THE 2008 CERTIFICATES WILL BE 
MADE FROM DRAWINGS UNDER THE LIQUIDITY FACILITY IF REMARKETING 
PROCEEDS ARE NOT AVAILABLE.  ALTHOUGH THE LIQUIDITY FACILITY IS A 
BINDING OBLIGATION OF THE BANK, THE 2008 CERTIFICATES ARE NOT DEPOSITS OR 
OBLIGATIONS OF THE CORPORATION OR ANY OF ITS AFFILIATED BANKS AND ARE 
NOT GUARANTEED BY ANY OF THESE ENTITIES.  THE 2008 CERTIFICATES ARE NOT 
INSURED BY THE FEDERAL DEPOSIT INSURANCE CORPORATION OR ANY OTHER 
GOVERNMENTAL AGENCY AND ARE SUBJECT TO CERTAIN INVESTMENT RISKS, 
INCLUDING POSSIBLE LOSS OF THE PRINCIPAL AMOUNT INVESTED. 

The delivery hereof shall not create any implication that there has been no change in the 
affairs of the Corporation or the Bank since the date hereof, or that the information contained or 
referred to herein. 

REMARKETING 

Remarketing Agreement.  The Authority has entered into a Remarketing and Interest 
Services Agreement, dated as of May 1, 2008 (the “Remarketing Agreement”), with Banc of 
America Securities LLC as the Remarketing Agent.  Under the Remarketing Agreement and subject 
to the limitations set forth therein, the Remarketing Agent has agreed to use its best efforts to offer 
for sale all 2008 Certificates tendered in accordance with the provisions of the Indenture.   

The Remarketing Agent’s responsibilities include determining the interest rate from time to 
time and remarketing 2008 Certificates that are tendered by the owners thereof either pursuant to an 
optional or mandatory tender (subject, in each case, to the terms of the Remarketing Agreement), all 
as further described in this Official Statement.  The Remarketing Agent is appointed by the Authority 
and is paid by the Authority for its services.  As a result, the interests of the Remarketing Agent may 
differ from those of existing owners and potential purchasers of 2008 Certificates. 

The Remarketing Agent Routinely Purchases 2008 Certificates for its Own Account.  The 
Remarketing Agent acts as remarketing agent for a variety of variable rate demand obligations and, 
in its sole discretion, routinely purchases such obligations for its own account.  The Remarketing 
Agent is permitted, but not obligated, to purchase tendered 2008 Certificates for its own account and, 
in its sole discretion, routinely acquires such tendered 2008 Certificates in order to achieve a 
successful remarketing of the 2008 Certificates (i.e., because there otherwise are not enough buyers 
to purchase the 2008 Certificates) or for other reasons. However, the Remarketing Agent is not 
obligated to purchase 2008 Certificates, and may cease doing so at any time without notice.  The 
Remarketing Agent may also make a market in the 2008 Certificates by routinely purchasing and 
selling 2008 Certificates other than in connection with an optional or mandatory tender and 
remarketing.  Such purchases and sales may be at or below par.  However, the Remarketing Agent is 
not required to make a market in the 2008 Certificates. The Remarketing Agent may also sell any 
2008 Certificates it has purchased to one or more affiliated investment vehicles for collective 
ownership or enter into derivative arrangements with affiliates or others in order to reduce its 
exposure to the 2008 Certificates.  The purchase of 2008 Certificates by the Remarketing Agent may 
cause the interest rate to be lower than it would be if the Remarketing Agent did not purchase 2008 
Certificates and may create the appearance that there is greater third party demand for the 2008 
Certificates in the market than is actually the case.  The practices described above also may result in 
fewer 2008 Certificates being tendered in a remarketing. 
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2008 Certificates May be Offered at Different Prices on Any Date Including a Rate 
Determination Date.  Pursuant to the Remarketing Agreement, the Remarketing Agent is required to 
determine the applicable rate of interest that, in its judgment, is the lowest rate that would permit the 
sale of the 2008 Certificates bearing interest at the applicable interest rate at par plus accrued interest, 
if any, on and as of the applicable Rate Determination Date. The interest rate will reflect, among 
other factors, the level of market demand for the 2008 Certificates (including whether the 
Remarketing Agent is willing to purchase 2008 Certificates for its own account). The purchase of the 
2008 Certificates by the Remarketing Agent may cause the interest rate to be lower than it would be 
if the Remarketing Agent did not purchase 2008 Certificates.  There may or may not be 2008 
Certificates tendered and remarketed on a rate determination date, the Remarketing Agent may or 
may not be able to remarket any 2008 Certificates tendered for purchase on such date at par and the 
Remarketing Agent may sell 2008 Certificates at varying prices to different investors on such date or 
any other date. The Remarketing Agent is not obligated to advise purchasers in a remarketing if it 
does not have third party buyers for all of the 2008 Certificates at the remarketing price.  The 
Remarketing Agent, in its sole discretion, may offer 2008 Certificates on any date, including the Rate 
Determination Date, at a discount to par to some investors.  

The Ability to Sell the 2008 Certificates other than Through Tender Process May Be 
Limited.  The Remarketing Agent may buy and sell 2008 Certificates other than through the tender 
process.  However, it is not obligated to do so and may cease doing so at any time without notice and 
may require owners that wish to tender their 2008 Certificates to do so through the Tender Agent 
with appropriate notice.  Thus, investors who purchase the 2008 Certificates, whether in a 
remarketing or otherwise, should not assume that they will be able to sell their 2008 Certificates 
other than by tendering the 2008 Certificates in accordance with the tender process. 

Under Certain Circumstances, the Remarketing Agent May Be Removed, Resign or Cease 
Remarketing the 2008 Certificates, Without a Successor Being Named.  Under certain 
circumstances the Remarketing Agent may be removed or have the ability to resign or cease its 
remarketing efforts, without a successor having been named, subject to the terms of the Remarketing 
Agreement.  In the event there is no Remarketing Agent, the Trustee is required to apply to a court of 
competent jurisdiction for appointment of a successor Remarketing Agent. 

THE WATER UTILITY SYSTEM 

History of the Water Utility System 

The origin of the City’s municipal water system dates back to 1876 when a privately-owned 
utility, later known as the Modesto Water Company, was established to provide water service to the 
village of Modesto.  In 1895, the City purchased the Modesto Water Company, and in subsequent 
years it purchased other local water systems that have been incorporated in the present Water Utility 
System. 

In April 1992, the City entered into the original Treatment and Delivery Agreement with 
MID and the Del Este Water Company (“Del Este”), providing for a supply of treated water for the 
City and Del Este from the Water Treatment Plant, which was constructed and is owned and operated 
by MID.  See “— Sources of Water” below.  In July 1995, the City purchased substantially all of the 
assets and assumed substantially all of the liabilities of Del Este, the last private water company 
within City limits.  The acquisition included Del Este’s other water service areas including the 
communities of Salida, Waterford, Empire, Hickman, Grayson, and parts of Turlock, Ceres and Del 
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Rio Estates.  As a consequence of the varying operating conditions among these communities, the 
City initially operated the Water Utility System in three separate zones.  However, the three zones 
were essentially merged into a single zone for rate purposes when the City Council adopted a new 
rate structure that went into effect on January 1, 2005. 

The original Treatment and Delivery Agreement provided the terms and conditions under 
which the City agreed to provide payments  for, and MID agreed to finance, construct, own and 
operate, the Water Treatment Plant.  Pursuant to the terms of the original Treatment and Delivery 
Agreement, the City was entitled to receive 30 million gallons per day of treated water from the 
Phase One Water Treatment Plant.  The original Treatment and Delivery Agreement was amended 
and restated in 2005 to provide for the funding and construction of Phase Two of the Water 
Treatment Plant.  Upon completion of Phase Two, the City will be entitled to receive 60 million 
gallons per day of treated water for use within the portion of the City’s service area that is within 
MID’s authorized service area.  See “— Treatment and Delivery Agreement” below. 

In general terms, the City’s total water service area consists of one large contiguous area and 
several outlying, non-contiguous service areas.  The contiguous water area includes all of the 
property currently within the corporate boundaries of the City as well as the property located within 
its sphere of influence and properties located within the communities of Ceres, Empire and Salida.  
There are five outlying non-contiguous water service areas.  They are the communities of Del Rio, 
Grayson, Hickman and Waterford, as well as portions of the City of Turlock. 

A map showing the City’s water service area appears on page 38. 
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Existing Facilities 

The principal facilities of the existing Water Utility System consist of 125 domestic wells 
(111 of which are currently active), over 900 miles of mains, seven storage tanks, the MID’s Water 
Treatment Plant and a terminal storage area serving surface water and/or groundwater to its 
customers through nearly 77,000 water connections.   

MID surface water is treated at the Water Treatment Plant and conveyed to the City via 
transmission mains for direct use in the contiguous portion of the City’s water service area.  The 
City’s facilities are designed to deliver both surface water and groundwater.  The Water Treatment 
Plant does not provide surface water to the outlying portions of the City’s water service areas 
including those portions that are outside of MID’s authorized service boundaries. 

Groundwater is pumped directly from the wells into the distribution system, which consists 
of 900 miles of water mains and pipelines.  Most of the larger water mains are 10- and 12-inch 
diameter pipelines which have been installed by the City.  The installation of smaller pipelines in 
subdivisions is typically the responsibility of the subdivider.  Seven ground level tanks and booster 
pump stations provide storage capacities ranging from 500,000 to 1,300,000 gallons each. 

The following table sets forth statistical information relating to the Water Utility System 
during the periods shown. 

WATER UTILITY SYSTEM STATISTICS 
Calendar Years 

 2003 2004 2005 2006 2007 

Number of Service Accounts 72,907 73,916 74,779 76,227 76,661 
Total Water Production (MG)(1) 27,000 26,580 25,720 25,605 25,857 
Capacity (MGD)(2) 166 166 166 166 166 
Peak Daily Distribution (MGD) 133.6 124.9 129.8 131.4 115.4 
Average Daily Distribution (MGD) 73.7 72.4 70.4 70.2 70.9 
    
(1) “MG” means million gallons. 
(2) “MGD” means million gallons per day.  The actual capacity of the Water Utility System during each of the years shown 

varied slightly from the 166 MGD figure depending upon the number and capacity of the wells going in and out of service in 
each of said years. 

Source:  City of Modesto. 

During the five year period covered by the table the City’s population grew by nearly 3% 
while the aggregate volume of water sold declined by approximately 4%.  Thus, on a per capita basis, 
consumption of water in the City’s service area has been reduced over the course of this period.  This 
reduction has been the result of many variables including water conservation efforts, weather, system 
repairs, more efficient water consumption by customers and the availability of alternative water 
sources (onsite private wells). 

Sources of Water 

The City’s primary sources of water supply are surface water provided by MID under the 
Treatment and Delivery Agreement (described below) and its local groundwater sources.  During the 
1990’s, MID, the City, and Del Este partnered to develop a new municipal water supply. This was 
implemented by the original Treatment and Delivery Agreement, under which the 30 MGD Water 
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Treatment Plant and delivery system came on line in January 1995.  The Water Treatment Plant 
serves as the baseline supply, and seasonal demands are served by the groundwater wells.  In general 
the Water Treatment Plant currently supplies approximately 60% of the City’s water requirement 
during the winter and approximately 35% thereof during the summer season.  Groundwater supplies 
the remainder.   

MID issued the Notice to Proceed on July 16, 2007 to Western Summit Constructors, Inc. for 
the construction of the Modesto Regional Water Treatment Project – Phase 2 expansion.  This project 
will bring the nominal plant capacity up to 60 million gallons per day (60 MGD) with a peak 
capacity of 72 MGD.  The original contract amount was $57,333,902 and contract change orders 
have totaled $47,813.00 to date.  Currently the project is 20% complete and the completion date is 
October 23, 2009.  Performance testing will follow that date and the plant is expected to be fully 
operational in early 2010. 

The following table sets forth the total water production for the Water Utility System during 
the last five calendar years. 

WATER UTILITY SYSTEM 
Service Area Total Production (Billion Gallons) 

Year Ending  
December 31 Groundwater Surface Water Total 

2003 15.49 11.51 27.00 
2004 15.15 11.43 26.58 
2005 15.13 10.59 25.72 
2006 14.74 10.92 25.66 
2007 13.94 11.92 25.86 

    
Source:  City of Modesto. 

Outside of the City corporate limits there are no regulations controlling the number of water 
wells that are drilled or the quantity of water pumped from such wells.  Prior to the availability of 
surface water from the Water Treatment Plant, the groundwater withdrawal had been increasing and 
water levels had been declining since the early 1950’s.  As a result thereof, the groundwater 
resources of the Water Utility System were subject to long-term overdraft, i.e., the depletion of the 
water table was greater than the replenishment, of an average of 3,000 acre-feet per year.  With the 
introduction of surface water from the Water Treatment Plant, this long-term overdraft was halted, 
and the City’s dependency upon groundwater was reduced.  The City expects that the expansion of 
the Water Treatment Plant and the installation of the various capital projects associated therewith, 
including the 2006 Project, will further reduce its reliance on groundwater supplies. 

Treatment and Delivery Agreement 

In April 1992, MID entered into the original Treatment and Delivery Agreement with the 
City and Del Este.  Pursuant to the Treatment and Delivery Agreement, MID agreed to finance, 
construct, own and operate the Water Treatment Plant and certain related facilities, and the City 
agreed to pay the costs of acquisition, construction and operation of the Water Treatment Plant.  
Pursuant to the Treatment and Delivery Agreement, the City was initially allocated a 70% share of 
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the Water Treatment Plant, and was likewise responsible for 70% of its costs; Del Este was allocated 
a 30% share and was likewise responsible for 30% of its cost. 

The Modesto Irrigation District Financing Authority (“MIDFA”) issued its Series 1992A 
Water Notes in the aggregate principal amount of $39,990,000 to provide construction financing for 
Del Este’s 30% of the estimated acquisition and construction costs of the Water Treatment Plant.  
MIDFA also issued its Series 1992A Water Bonds and Series 1992B Water Bonds in the aggregate 
principal amount of $77,385,000 in order to finance the City’s 70% share of the estimated acquisition 
and construction costs of the Water Treatment Plant.  In 1995, MIDFA issued its Series 1995C Water 
Bonds in an aggregate principal amount of $24,235,000 to repay the Series 1992A Water Notes; and 
in 1998, MIDFA issued its Series 1998D Water Bonds in an aggregate principal amount of 
$94,715,000 to defease all of the outstanding Series 1992B Water Bonds and Series 1995C Water 
Bonds.  (MIDFA’s Series 1998D Water Bonds are referred to as the “Domestic Water Bonds.”)  On 
June 26, 2007, MIDFA issued the MIDFA 2007 Bonds in order to provide financing for the Water 
Treatment Plant Expansion described above.  The ultimate source of funds expected to be used to pay 
debt service on the MIDFA 2007 Bonds consists of payments to be made by the City to MID 
pursuant to the Treatment and Delivery Agreement.  See “THE WATER UTILITY SYSTEM — 
Treatment and Delivery Agreement.”  

In July 1995, the City purchased substantially all of the assets and liabilities of Del Este and 
in accordance with the provisions of the original Treatment and Delivery Agreement assumed all 
interests, rights and obligations of Del Este under the original Treatment and Delivery Agreement.  
Accordingly, Del Este had no further obligation to make payments under the Treatment and Delivery 
Agreement or otherwise with respect to the Domestic Water Bonds. 

Construction of the Water Treatment Plant began in October 1992, and the Water Treatment 
Plant was placed into operation in May 1995.  It is located directly south of the Modesto Reservoir 
on an approximately 30-acre site, about 15 miles east of the City.  Treated water is pumped from a 
five million gallon treated water storage reservoir through approximately 14 miles of transmission 
pipeline to two five million gallon terminal-storage reservoirs.  The water is then distributed to 
distribution mains in the City water system. 

Raw water delivered for treatment under the original Treatment and Delivery Agreement was 
provided under MID’s pre-1914 water rights, which are not subject to the permitting authority of the 
State Water Board.  The rights available to MID to treat and deliver water to the City through the 
Water Treatment Plant consist of (i) various water rights owned by MID, including the pre-1914 
water right and (ii) water available to it under a license held by MID and Turlock Irrigation District 
(License 11058) which authorizes the two districts to store up to 1,046,800 acre-feet of water in New 
Don Pedro Reservoir between November 1 and the succeeding July 31 for irrigation and recreational 
use.  MID petitioned for and received an order from the State Water Resources Control Board (WR 
Order 2005-0022-DWR) which amended License 11058 and authorized a long-term transfer of up to 
67,200 acre-feet of water per year to the City and which added municipal and industrial uses to the 
uses of water permitted under the transfer.  This long-term transfer is effective through December 31, 
2054.  During the period of the long-term transfer, MID is required to comply with all of the terms 
and conditions required by the Federal Energy Regulatory Commission for the New Don Pedro 
Project.  In addition, pursuant to California Water Code Sections 100 and 275 as well as the common 
law public trust doctrine, all rights and privileges under the long-term transfer order, including 
method of diversion, method of use and quantity of water diverted, are subject to the continuing 
authority of the State Water Board in accordance with law and in the interest of the public welfare to 
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protect public trust uses and to prevent waste, unreasonable use, unreasonable method of use or 
unreasonable method of diversion. 

The original Treatment and Delivery Agreement provided that the City would receive 
30 million gallons per day of treated water.  The terms of the original Treatment and Delivery 
Agreement were subsequently amended and restated to provide for an expansion of the Water 
Treatment Plant upon the completion of which the City will be entitled to receive 60 million gallons 
per day of treated water on an average annual basis. 

In accordance with the Treatment and Delivery Agreement, MID owns, operates, and 
maintains the Water Treatment Plant for the purposes of treatment and delivery of water to the City.  
MID may not assign its maintenance and operation responsibility for the Water Treatment Plant 
without the consent of the City.  The City is granted a permanent beneficial interest in the Water 
Treatment Plant output, which may not be transferred or assigned without the consent of MID. 

The City has agreed to pay all costs and expenses of all phases of the Water Treatment Plant, 
including (i) payments of Debt Service in connection with the financing of the Water Treatment Plant 
(a Parity Obligation), (ii) raw water charges for raw water furnished to the Water Treatment Plant by 
MID, (iii) payments of operation, maintenance, repair, replacement and modification costs 
attributable to the operation of the Water Treatment Plant, (iv) costs of administrative services of 
MID attributable to the operation of the Water Treatment Plant and the administration of the 
Treatment and Delivery Agreement, (v) costs of insurance required to be maintained by MID 
pursuant to the Treatment and Delivery Agreement (as described below), (vi) cost of electric energy 
provided to the Water Treatment Plant by MID, and (vii) other payments or costs (and deductions 
from payments or costs from the reserve and contingency fund and the certain reserve funds relating 
to the Domestic Water Bonds) and other amounts as specified by the Treatment and Delivery 
Agreement. 

Some of the key provisions of the Treatment and Delivery Agreement, as amended and 
restated, are: 

The City will continue to receive raw water at the same unit cost as MID’s 
agricultural users. 

The City will reimburse MID for all capital and operating costs associated 
with the treatment of the water. 

Reductions in water deliveries required as a result of a drought will be borne 
proportionately by the City and MID’s agricultural customers. 

MID’s commitments to its agricultural customers and to the City must be met 
before MID may transfer any water for delivery outside of its boundaries. 

The Policy Committee, which advises the Board of Directors of MID and 
City Council of the City on matters related to the project, consists of two members of 
the City Council and two members of the MID Board. 

Delivery of Treated Water.  Under the terms of the Treatment and Delivery Agreement, MID 
is generally required to make available to the City 33,602.1 acre-feet of treated water per year, or 
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30 million gallons per day.  Upon completion of the expansion of the Water Treatment Plant those 
amounts will be increased to 67,204.2 acre-feet per year and 60 million gallons per day.  However, in 
a drought situation, MID may reduce its deliveries of water to the City, but only if and to the extent 
that MID reduces its deliveries to its own agricultural customers proportionally.  Moreover, MID’s 
commitments to the City and to its own agricultural customers must be met before any water is 
transferred for delivery outside of MID’s boundaries (other than transfers to and from MID and 
Turlock Irrigation District that are made in the ordinary course of operations).  The City may 
exchange groundwater for use by MID’s irrigation system for treated water in the event of a reduced 
allocation.  The City will bear all costs, including the costs of additional capital facilities, if any are 
necessary, associated with delivering the groundwater supply to MID’s irrigation system.  MID may 
not sell any treated water from the Water Treatment Plant without first offering such water to the 
City.  Treated water delivered by MID to the City must be utilized by the City within MID’s 
irrigation service area.  MID will consult with the City regularly with respect to the scheduling of 
delivery of treated water from the Water Treatment Plant.  MID shall be excused from its obligation 
to deliver treated water in the event that MID is rendered unable, wholly or in part, by force majeure 
to carry out its obligations under the Treatment and Delivery Agreement.  Upon the occurrence of 
any event of force majeure which impacts MID’s ability to deliver treated water, the provisions of the 
Treatment and Delivery Agreement shall be determinative as to whether the City is excused from its 
obligation to pay debt service and fixed costs pursuant to the Treatment and Delivery Agreement. 

Pursuant to the Treatment and Delivery Agreement two advisory committees are formed for 
the purposes of the Water Treatment Plant, the Policy Committee and the Technical Committee.  
Each of these Committees include representatives from MID and the City. 

The Board of Directors of MID has the authority to make final decisions with respect to the 
Water Treatment Plant, subject to the rights of the City to review and advise MID with respect to 
certain budgetary matters as provided in the Treatment and Delivery Agreement. 

Conservation Program.  The City has an ongoing water conservation program which 
includes limitations on watering hours and certain water uses.  In the event of drought, the City will 
likely expand its water conservation program to include additional water use restrictions, such as 
imposing limitations on the landscaping of new developments. 

Water Quality 

Land use in the vicinity of the City is a mixture of rural, residential, agricultural, commercial 
and industrial uses.  Potential sanitary hazards include the percolation of agricultural chemicals and 
fertilizers in adjacent fields and underground storage of fuels in single contained tanks.  All wells are 
adequately located away from sewer lines and sewage disposal facilities.  Above-ground on-site fuel 
storage tanks are or will be provided with a containment system. 

Historically, the overall well system has not required major treatment facilities to deliver 
potable water supplies to date.  However, over the past ten years, the number of natural and man-
made contaminants which the City is required to monitor has increased from 22 to 96 and there have 
been significant changes in the maximum contaminant levels permitted under regulations adopted by 
federal and State regulatory agencies.  As a result, concerns over water quality have necessitated the 
closure of wells with poor water quality and has led to the requirement for treatment of several 
groundwater wells.  The City has commenced litigation to protect, and/or to recover damages to, its 
groundwater supplies.  See “— DBCP Settlement Agreement” and “— PCE Litigation” below. 
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The operation of the wells is performed automatically in response to system pressure and 
reservoir water level.  All wells are monitored in accordance with State water quality monitoring 
regulations.  Samples are collected for general physical, general mineral, inorganic chemical, 
radioactivity and organic chemical analysis.  Additional monitoring is conducted for bacteriological 
and general mineral analysis on a routine basis.  Bacteriological quality of the groundwater sources is 
generally good.  Follow-up samples on positive total coliform test results are generally negative. 

In addition to water wells as a domestic supply source, the City manages approximately 
9,500 rock wells for the drainage of stormwater.  Stormwater runoff occurs when rainfall intensity 
exceeds the infiltration rate of the soil.  Suspended solids, heavy metals, and oil and grease are the 
major types of pollutants conveyed by runoff water to drainage facilities.  The pollutant loading in 
runoff typically increases with increased urbanization.  About 70 percent of the City service area 
employs rock wells which vary in depth from 25 to 50 feet.  As a precaution to any risk of pollutants 
from stormwater and other wastewater entering the rock wells and percolating into the usable 
groundwater aquifer, the City seals its water wells at appropriate depths in relation to rock wells.  
After 40 years of operation of rock wells, no pollutants attributable to urban drainage have been 
detected in the drinking water supply.  Recent studies of the federal Environmental Protection 
Agency conclude that properly operated rock wells provide significant treatment and removal of 
pollutants from percolating water. 

DBCP Settlement Agreement 

In January 1997, the City came to a settlement in litigation with certain defendants who are 
the manufacturers and distributors of dibromochloropropane (“DBCP”), which was impacting the 
drinking water quality throughout the combined City and former Del Este water systems.  The 
settlement agreement (the “Settlement Agreement”) compensated the City for past expenses related 
to complying with drinking water standards and providing well-head treatment.  The Settlement 
Agreement and the damage recovery covers the City’s entire current and projected service area over 
the 40 years following the execution of the Settlement Agreement.  The Settlement Agreement 
provides a formula by which the majority of future capital and operating expenses for DBCP 
mitigation will be compensated by the defendants.  The Settlement Agreement includes cost 
escalation indexes and requires that these payments be used in the area where the damage occurs, as 
a protection for the defendants against possible Del Este ratepayer actions.  The Settlement 
Agreement puts a variety of operating obligations on the City to ensure that the contamination is 
managed economically and in compliance with applicable regulations. 

The annual proceeds from Settlement Agreement are included in the Historical Operating 
Results and the Projected Operating Results of the Water Utility System described below.  For 
operating costs, the City receives a specified amount for each well which is receiving well head 
treatment for DBCP, escalated annually by the Producer Price Index (“PPI”).  For each additional or 
new well requiring GAC equipment, 90% of the capital costs, escalated by the PPI, will be 
compensated.  The actual amount will depend on the type of GAC unit needed for the specific well.  
The process for compensation provides that the City file an annual claim with the trustee for 
operation and maintenance and capital costs for the preceding year.  The defendants are required to 
maintain a certain balance in the trustee account, the amount of which declines over the 40 year life 
of the Settlement Agreement.  The City is responsible for any difference between actual operating 
and capital expense and the stipulated compensation formula.  Any shortfall would then be covered 
by the City through appropriate action, including without limitation a rate adjustment to assure 
compliance with the covenants in the Settlement Agreement. 
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Water supplied by the City has and continues to meet all federal and State requirements for 
quality standards.  The City has in place a program to monitor and evaluate proposed regulatory 
water quality standards.  The City anticipates that it will be able to meet increasingly stringent water 
standards. 

PCE Litigation 

The City of Modesto Redevelopment Agency brought an action in 1998 against numerous 
defendants, alleging causes of action for strict liability, negligence, negligence per se, continuing 
trespass, private and public nuisance, private and public nuisance per se, response costs and 
declaratory relief under the Carpenter-Presley-Tanner Hazardous Substance Account Act (Health & 
Safety Code Section 25300 et seq.), ultrahazardous activity, and cost recovery under the Polanco 
Redevelopment Act (Health & Safety Code Section 33459 et seq.) (San Francisco County Superior 
Court Case No. 999345).  Simultaneously with the filing of that action, the City, along with the City 
of Modesto Sewer District No. 1, brought another action against a nearly identical group of 
defendants seeking damages for solvent contamination under many of the same legal theories; but 
this action did not include a Polanco Redevelopment Act cause of action (San Francisco County 
Superior Court Case No. 999643).  The defendants included chlorinated solvent manufacturers, 
distributors of solvents and dry cleaning equipment, chlorinated solvent equipment manufacturers, 
and dry cleaning retailers. 

The complaints alleged that two cleaning solvents, perchloroethylene (“PERC” or “PCE”) 
and trichloroethylene, cause risks to health and the environment, that dry cleaners customarily 
dumped solvent wastewater into the public sewer systems, and that dry cleaners experienced a 
habitual problem of chlorinated solvents leaking into the environment.  According to the complaints, 
the defendants who manufactured and supplied solvents and equipment instructed dry cleaners that 
chlorinated solvents could be discharged into sewers and/or failed to issue recalls or warnings 
regarding the equipment and solvents. 

The plaintiffs tried five “bellweather” suits before a jury from February to June of 2006, and 
won a verdict for compensatory damages of $3.1 million and a verdict for punitive damages of 
$175 million, later lowered to $12 million.  In October of 2007, the plaintiffs reached an agreement 
with one of the defendants, Vulcan Materials Company (“Vulcan”), pursuant to which Vulcan agreed 
to pay the plaintiffs $20 million to settle the actions pending against Vulcan.  The City’s water 
system and its sewer system were each credited with half of net amount of the settlement after 
payment of litigation fees and expenses and certain other costs (approximately $6.5 million each), 
but the money may be expended only for projects that will remediate PCE. 

The plaintiffs expect to proceed to trial against the remaining defendants in July. 

Employees 

The Public Works Director has primary responsibility for the management of the Water 
Utility System, as well as for the sewer system, streets and storm drains.  The Water Utility System 
currently has 82 full-time employees.  Employees are represented by the Modesto City Employees 
Association (MCEA) whose current Memorandum of Understanding expired in July 2007 and by the 
Modesto Confidential and Management Association whose current Memorandum of Understanding 
expires on June 23, 2008.   The City and MCEA are participating in mediation procedures in hopes 
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of reaching a negotiated agreement by the end of the current fiscal year. The City has never 
experienced a labor strike. 

Retirement Programs 

All permanent full-time employees of the City are covered under the Public Employees’ 
Retirement System (PERS) of the State of California, a defined benefit plan.  Pension costs are 
funded by monthly contributions from the City.  Required contributions by the City during fiscal year 
2006-07 were $12,214,853 of which $569,648 was allocated to the Water Utility System.  The City’s 
net assets available for benefits as of June 30, 2005 (the latest data available) were $47,334,409 less 
than pension benefit obligations. 

As of June 30, 2007, most employee contributions (7.5% out of a total 9% for fire and police 
and 6.6% out of a total 7% for miscellaneous employees, including Water Utility System employees) 
are paid by the City on behalf of the employees.  The City is also required to contribute all remaining 
amounts necessary to fund the benefits for its members, using the actuarial basis recommended by 
the PERS actuaries and actuarial consultants and adopted by the Board of Administration.  The 
current rate is 9.256% of annual covered payroll for miscellaneous employees and 23.692% for 
safety employees. 

In addition to the defined benefit plan described above, the City also maintains a program 
providing “other post-employment benefits” (“OPEB”) for its employees.  The City has created an 
internal service fund to track the OPEB liability, annual expenses and revenues and has been 
disclosing its liability for OPEB in its Comprehensive Annual Financial Statements for over ten 
years. 

As of December 1, 2006 the Entry Age Actuarial Accrued Liability was $89,305,020.  The 
City has been funding the current cost of annual benefits and a portion of the long-term cost in each 
of the years that the liability has been disclosed in its financial statements. 

In June 2004, the Governmental Accounting Standards Board (“GASB”) issued Statement 
No. 45 (“GASB 45”), which addresses how state and local governments should account for and 
report their costs and obligations related to post-employment health care and other non-pension 
benefits (“OPEB”).  GASB 45 generally requires that employers account for and report the annual 
cost of OPEB and the outstanding obligations and commitments related to OPEB in essentially the 
same manner as they currently do for pensions.  Annual OPEB costs for most employers will be 
based on actuarially determined amounts that, if paid on an ongoing basis, generally would provide 
sufficient resources to pay benefits as they come due.  The provisions of GASB 45 may be applied 
prospectively and do not require governments to fund their OPEB plans.  An employer may establish 
its OPEB liability at zero as of the beginning of the initial year of implementation.  However, the 
unfunded actuarial liability is required to be amortized over future periods on the income statement.  
GASB 45 also established disclosure requirements for information about the plans in which an 
employer participates, the funding policy followed, the actuarial valuation process and assumptions, 
and for certain employers, the extent to which the plan has been funded over time.  These disclosure 
requirements are effective for the City’s Fiscal Year ending June 30, 2008.  GASB 45 may result in 
an increase in the annual expense recognized by the City for post retirement health care benefits.  
The City has retained the services of an actuary to determine the extent of the City’s OPEB liability.  
The City has reported its OPEB liability for over 10 years in its Comprehensive Annual Financial 
Report (CAFR).  Further, the City has been funding both the current and a portion of the long-term 
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liability for much of this time.  Discussions are being held to determine whether the City will utilize 
an irrevocable trust to hold plan assets.  

Insurance 

The City is exposed to various risks of loss including those related to torts as well as the theft 
of, damage to and destruction of its assets.  The City maintains an Insurance Internal Service Fund to 
account for and finance its risks of loss.  Under this program, the City is self-insured for the 
following risks up to the maximum amount per claim as follows:  workers’ compensation - $750,000, 
liability - $1,000,000 and dental care - $1,200.  The City purchases commercial insurance for 
property loss, airport liability and claims in excess of the preceding self-insured coverage amounts.  
For liability claims, the City is one of twelve members of the Authority for California Cities Excess 
Liability risk pool.  This pool covers City claims between $1 million and $4 million.  Commercial 
insurance covers claims over $4 million up to an additional $30 million per claim. 

The City currently maintains insurance against damage to the Water Utility System.  
Coverage thereunder is currently $10,000,000, but damage resulting from earthquakes is not covered. 

Service Area and Customers 

The water service area of the Water Utility System is within the metropolitan area of the 
City, located in the central portion of Stanislaus County, consisting of approximately 36 square miles 
as well as the communities of Salida, Waterford, Empire, Hickman, Grayson, and portions of 
Turlock, Ceres and Del Rio Estates. 

The following tables set forth the revenues for the periods indicated and the ten largest water 
customers of the Water Utility System in terms of total water sales and total billings for the fiscal 
year ended June 30, 2007.  During calendar year 2007, the Water Utility System delivered 
approximately 25.9 billion gallons of water to an average of approximately 77,000 customers.  
Residential accounts (single family as well as multi-family accounts) represent approximately 
64.36% of the City’s water consumption and water sales revenues.  Commercial, industrial and 
municipal accounts represent approximately 35.64% of the City’s water consumption and water sales 
revenues.  The City’s ten largest customers represented approximately 8.31% of total water revenues 
in fiscal year 2006-07. 

WATER UTILITY SYSTEM 
Sale of Water 

 Fiscal Year Ended June 30 

 2003 2004 2005 2006 2007 

Revenues ($000)      
 Residential (Flat Rates)  $ 16,682  $ 16,849  $ 19,117  $ 26,591  $ 30,716 
 Commercial, Industrial and 

Municipal (Metered)   10,075   10,524   10,847   14,516   17,007 
Total  $ 26,757  $ 27,323  $ 29,964  $ 41,107  $ 47,723 

    
Source:  City of Modesto. 
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WATER UTILITY SYSTEM 
Ten Largest Customers 

(Fiscal Year ended June 30, 2007) 

Customer Business Type 
Usage 
(ccf)(1) 

% of Total 
Usage 

Water Sales 
Revenues 

% of Total 
Water Sales 

Revenue 

Signature Fruit Co. Cannery 541,261 1.58%  $ 648,435 1.36% 
Modesto City Schools Education 458,038 1.34   635,965 1.33 
Grover Landscaping (Parks) Landscape 

Maintenance 
392,111 1.14   580,507 1.22 

Stanislaus Foods Cannery 377,600 1.10   460,575 0.97 
Foster Farms Dairy Processor 338,786 0.99   398,235 0.83 
Stanislaus County Government 200,874 0.59   284,742 0.60 
Modesto Irrigation District Power Company 206,179 0.60   263,276 0.55 
Stanislaus Housing Authority Housing Authority 176,057 0.51   261,904 0.55 
City of Modesto Government 159,911 0.47   239,405 0.50 
Sylvan Union School District Education    141,445 0.41   191,940 0.40 
 Top Ten Total  2,992,262 8.73%  $ 3,964,984 8.31% 
     
Total Flat/Metered Revenues   $47,723,020  
    
(1) “ccf” means hundred cubic feet  
Source:  City of Modesto. 

Water Charges and Billing 

Water Service Rates.  Water rates are fixed by the City Council and are not subject to 
regulation by the California Public Utility Commission or any other State or federal agency.  
Customer service charges for single family residential accounts were historically generally based on 
a flat monthly service charge, which varied only based on the size of the lot and in which of three 
zones the lot was located.  However, under a new rate structure which went into effect on 
January 1, 2005, a uniform rate for each applicable lot size has been established for all three zones.  
See “Rate Setting Process” below for a discussion of the process followed by the City in 
implementing the new rate structure. 

Historically, the City has not metered water use by its single family residential customers; 
however, since 1992 all new construction has been equipped with a meter; and those single family 
residential properties that are equipped with water meters that are read for billing purposes are 
charged the metered water rate.  Pursuant to State legislation, the City will be required to install 
meters and to read and bill for water service based on metered rates by 2025.  The City Council has 
adopted a metering plan schedule pursuant to which those requirements would be satisfied by 2019; 
and, in connection therewith, the City Council recently approved contracts with Automatic Meter 
Reading in order to provide the most cost efficient and manner of implementing its plan.   

Multifamily residential units are currently metered.  Each commercial account pays a 
monthly service charge and a volume charge per hundred cubic feet of water delivered.  All regular 
customers are liable for service charges unless service is permanently discontinued.  In addition, all 
new regular water service connections, increases in meter sizes, and the connection of additional 
dwelling units to existing services require the payment of a connection fee.   
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As noted above, the City Council established a new rate structure that went into effect on 
January 1, 2005.  The new rate structure established a single service area, combining all three prior 
water zones into a single zone.  The new rates include a uniform volume-based charge reflecting the 
volume of water consumed.  Residential metered and flat rates are designed so that monthly bills for 
these types of customers will be comparable were water consumption is estimated to be comparable.  
Residential flat rates are standardized by lot size (previously, the size ranges varied between water 
zones) based upon the number of parcels in each range and patterns of water use. 

In addition to the rate increases described above, the rate structure adopted by the City 
Council also provided for uniform increases of 20% effective July 1, 2005, 15% effective July 1, 
2006, 5% effective July 1, 2007 and 5% effective July 1, 2008.  On each July 1, commencing July 1, 
2009 rates are expected to be adjusted to reflect increases in the Consumer Price Index. 

The table below sets forth the adopted single family residential flat rates approved through 
fiscal year 2008-09. 

CITY WATER UTILITY SYSTEM 
Monthly Single Family Residential Flat Water Rates(1) 

Lot Size 
Effective 

January 1, 2005 
Effective 

July 1, 2005 
Effective 

July 1, 2006 
Effective 

July 1, 2007 
Effective 

July 1, 2008 

0-5,000 sq. ft. lot $24.47 $29.36 $33.77 $35.45 $37.23 
5,001-7,000 sq. ft. lot 27.81 33.37 38.38 40.30 42.31 
7,001-11,000 sq. ft. lot 33.00 39.60 45.54 47.82 50.21 
11,001-17,000 sq. ft. lot 35.03 42.04 48.34 50.76 53.30 
Over 17,000 sq. ft. lot 41.19 49.42 56.84 59.68 62.66 

    
(1) Single family residential properties with water meters that are read for billing purposes, are charged the metered water rate. 
Source:  City of Modesto. 
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The following table sets forth adopted monthly service charge and volume charge for 
commercial accounts through fiscal year 2008-09. 

CITY WATER UTILITY SYSTEM 
Water Rates and Charges 

Commercial Accounts 

 
Effective 

January 1, 2005 
Effective 

July 1, 2005 
Effective 

July 1, 2006 
Effective 

July 1, 2007 
Effective 

July 1, 2008 

Volume-based Rate ($/hcf)  $ 0.84  $ 1.01  $ 1.16  $ 1.22  $ 1.28 
Fixed Monthly Meter Charge (in addition to volume-based charges)

5/8" – 3/4" meter  $ 9.01  $ 10.82  $ 12.44  $ 13.06  $ 13.71 
1" meter 12.78 15.34 17.64 18.52 19.45 

1-1/2" meter 22.13 26.55 30.53 32.06 33.66 
2” meter 33.38 40.06 46.06 48.37 50.79 
3" meter 63.43 76.12 87.53 91.91 96.51 
4" meter 97.19 116.63 134.13 140.83 147.88 
6" meter 190.95 229.14 263.51 276.68 290.51 
8" meter 303.49 364.19 418.82 439.76 461.75 

10" meter 434.84 521.80 600.07 630.08 661.58 
12" meter 809.95 971.95 1,117.74 1,173.62 1,232.31 

    
Source:  City of Modesto. 

The following table sets forth connection fees for all users except multi-family units by meter 
size for fiscal year 2007-08. 

CITY WATER UTILITY SYSTEM 
Connection Fees for All Users 

Except Multi-Family Units 
(Fiscal Year 2007-08) 

Meter Size Connection Fees 

5/8" $2,162 
1" 5,404 

1-1/2" 10,808 
2" 17,291 
3" 34,582 
4" 54,035 
6" 108,069 
8" 172,910 

10" 248,558 
12" or larger 464,694 

    
Source:  City of Modesto. 
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Comparison of Rates and Charges.  The following table lists certain water suppliers in the 
Modesto region and their average monthly residential water service charges. 

WATER UTILITY SYSTEM 
Comparison of 

Average Monthly Water Rates 
Flat Rate (1" Service) 

As of July 1, 2007 

City 
Flat Rate  

Typical Home 

Modesto $47.82 
Tracy No Flat Rates 
Stockton No Flat Rates 
Turlock $30 - $40 
Merced 30.43 
Sacramento 25.97 
Atwater 15.65 
Ceres 15.30 

    
Source:  City of Modesto. 

The City’s water rates reflect the steps the City has taken to assure a long-term water supply 
by entering into the regional water management partnership with MID.  The rates of the other nearby 
cities reflect the particular circumstances of each city’s water system, such as the degree to which it 
relies on ground water or surface water.  The rates also reflect their specific circumstances with 
regard to the cost of current and prospective water supplies.  

Rate Setting Process.  In connection with its consideration of the new water rate structure 
which took effect on January 1, 2005, the City Council followed a process which it believes satisfies 
the requirements of Article XIIID of the California Constitution.  See “Impact of Proposition 218 on 
Water Utility System Fees and Charges” below.  Specifically, by October 8, 2004, nearly 75,000 
notices of the proposed increase in water rates had been mailed to the owners of record of the parcels 
within the City’s water service area.  The notices advised property owners of their right to file written 
protests to the proposed increase and of a public hearing, set for November 23, 2004, at which such 
protests would be considered.  The number of protests received prior to the completion of the 
November 23, 2004 public hearing was 8,856, far less than the majority required in order to prevent 
the implementation of the proposed rate increase.  Following the completion of the public hearing, 
the City Council proceeded to adopt the rate increase as described above.  See “Water Charges and 
Billing” above. 

Rate Study.  Prior to adopting the new water rate structure which took effect on January 1, 
2005, the City Council engaged an outside consultant to prepare a water rate study that was 
ultimately presented to the City Council.  In early 2005, the City’s staff noted differences between 
the amount of revenue actually realized from the initial water rate increases adopted by the City 
Council and the revenue projections contained in the rate study.  In light of those differences, the 
Water Utility System budgets for fiscal years 2005-06 and 2006-07 use revenue estimates based on 
actual levels of income received from Water Utility System rates and charges and not on projections 
included in the rate study.  Similarly, the projected operating results of the Water Utility System set 
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forth below under the caption “Summary of Projected Operating Results of the Water Utility 
System” are also based on the actual amount of income that is being received by the Water Utility 
System and not on the forecast thereof shown in the rate study. 

The errors in the revenue forecast have been traced to one table in the rate study which 
contains a series of errors unrelated to the formulas underlying the current water rate structure, and 
the City believes that there is nothing at this time indicating that the rate structure itself is flawed.  
The City staff has established a revised revenue forecast for each fiscal year for use in establishing 
the annual budget.  Billed revenues are tracking closely with this revised revenue forecast.  

Challenges to Rates.  The 2005-2006 Stanislaus County Civil Grand Jury received 
complaints from Del Rio, an outlying community that receives its water from the City’s Water Utility 
System Modesto.  Del Rio is a wealthy area which includes homes on large lots that had previously 
received flat rate water.  Part of the City’s new rate structure (see “— Water Charges and Billing –
Water Service Rates” above) required metering rates for Del Rio, which had the effect of 
accentuating the accompanying rate hikes.  However, the Civil Grand Jury found no evidence to 
support Del Rio’s contention that the City’s Proposition 218 notice informing the public of the new 
rate schedule was inadequate.  Del Rio also charged that the City’s water rate policy violated a 
Proposition 218 requirement that a parcel be charged only its proportional costs.  The Civil Grand 
Jury concluded there is no difference in the rate structure between Del Rio and the rest of the City’s 
water customers that are billed a metered rate; and the Civil Grand Jury made no recommendation 
regarding the proportionality issues.  Del Rio further charged that there was a misuse of funds by 
using water collections for purposes other than water.  While it did make study recommendations, the 
Civil Grand Jury ultimately determined that the City is accounting for water costs and revenues 
separately from non-water related accounts.  Del Rio’s last charge was that unfairness in the rate 
process led to Del Rio paying more than other water customers.  The Civil Grand Jury could not 
substantiate this charge, but rather made study recommendations regarding actual customer costs 
between metered and flat rates, and a further recommendation that conversion from flat to metered 
rates occur as quickly as possible.  The City is continuing its city-wide meter installation program 
that was begun several years ago with the intent of having every service location on a metered billing 
by the year 2019. 

Delinquencies 

The City’s municipal water department has historically accounted for water system revenues 
on a full accrual basis.  The City has developed procedures for handling delinquent accounts, There 
has not generally been a significant delinquency problem.  The threatened suspension of water 
delivery is normally sufficient incentive to induce customers to make payment on their billings.  In 
addition, the City customers may have tax liens placed on their property when water bills are 
delinquent.  Uncollectible accounts have historically been less than 1% of revenues and remain at 
that level.  The City staff is monitoring delinquencies closely during this period of high foreclosures.  
Liens are being filed against many delinquent properties to provide greater leverage in the recovery 
and collection process. 
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Historical Operating Results 

The following table summarizes operating revenues, operating expenses and net income of 
the Water Utility System for the five fiscal years 2002-03 through 2006-07, The information for each 
of the fiscal years shown was prepared by the City on the basis of its audited financial statements. 

WATER UTILITY SYSTEM 
Historical Debt Service Coverage 

 
Fiscal Year 

2003 
Fiscal Year 

2004 
Fiscal Year 

2005 
Fiscal Year 

2006 
Fiscal Year

2007(1) 

GROSS OPERATING REVENUES      
 Charges for services  $27,986,082 $ 31,353,046  $31,315,920  $42,670,821  $49,289,417 
 DBCP Settlement   214,803   210,834   2,960,781   1,259,010   0 
 Connection charges   1,169,995   1,159,296   1,371,958   1,728,973   2,023,224 
 Interest and Rental Income   964,817   316,688   279,616   532,794   2,279,905 
 Draw from (Deposit to) Rate Stab. Fund   153,200   0   0   (153,200)   15,616 
GROSS OPERATING REVENUES  $30,488,897  $33,039,864  $35,928,275  $46,038,398  $53,608,162 
  
OPERATING EXPENSES:      
 Total operating expenses(2)  $27,815,253  $26,757,108  $29,227,465  $25,884,448  $32,466,468 
 Less:  Depreciation   (1,884,768)   (2,173,845)   (2,305,953)   N/A   (2,396,440) 
 T&DA debt service component paid to MID(3)   (6,713,244)   (6,700,881)   (6,705,344)   (6,690,994)   (6,687,444) 
 Property taxes   77,676   89,921   82,673   84,556   85,487 
 Plus:  Operating Transfers   0   0   218,902   95,385   65,000 
TOTAL OPERATING EXPENSES  $19,294,917  $17,972,303  $20,517,743  $19,373,395  $23,533,071 
  
NET OPERATING REVENUES  $11,193,980  $15,067,561  $15,410,532  $26,665,003  $30,075,091 
  
TOTAL DEBT SERVICE:      
 Revenue obligations:      
  1997 Certificates of Participation  $ 1,774,093  $ 1,780,288  $ 1,784,908  $ 1,790,658  $ 1,794,120 
  2006 Certificates of Participation   0   0   0   0   1,082,432 
  Treatment & Delivery Agreement   6,713,244   6,700,881   6,705,344   6,690,994   6,687,444 
  CDWR Loan   264,656   264,656   264,654   264,454   264,719 
TOTAL DEBT SERVICE  $ 8,751,993  $ 8,745,825  $ 8,754,906  $ 8,746,106  $ 9,828,715 
  
DEBT SERVICE COVERAGE      
 (Net Operating Revenues/Total Debt Service) 1.27 1.72 1.76 3.05 3.06 
    
(1) Reflects estimated, unaudited amounts. 
(2) Includes Treatment and Delivery Agreement debt service component paid to MID. 
(3) Based on debt service paid pursuant to the Treatment and Delivery Agreement. 
Source:  City of Modesto. 

Capital Improvement Program 

The capital improvement program of the City for the Water Utility System for fiscal years 
2007-08 through 2014-15 includes budgeted or planned programs and projects expected to be funded 
by the City from annual revenues and additional parity obligations.  Currently underway is a project 
to construct 2.5 miles of 24 inch transmission mains and installation of 15 pressure reducing valves at 
the interfaces with the MID transmission main.  Other improvements planned include: construction 
of a 4 million gallon (MG) storage tank; booster pumps and associated transmission mains in the area 
west of the City; a 6 MG Storage tank in the north area and a 4 MG tank in the industrial area to the 
south along with associated booster pumps and transmission mains for those tanks; additional 
pressure reducing valves and additional transmission mains.  These projects are expected to be under 
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construction during fiscal years 2009-10 and 2010-11.  Total capital expenditures for fiscal year 
2007-2008 are estimated to be approximately $26 million. 

The City’s capital improvement program is a 10-year plan revised annually.  Consequently, 
projects planned for future years may be cancelled, and new projects not presently anticipated may 
be undertaken.  To the extent that total funds required exceed cash available, the City expects that the 
projects will either be funded by bond proceeds or deferred or terminated. 

Summary of Projected Operating Results of the Water Utility System 

The City has prepared the following table of projections of operating results of the Water 
Utility System for the fiscal years ending June 30, 2008 through 2011.  The projected amounts set 
forth below are based on certain assumptions made by the City.  To the extent that actual future 
conditions vary from those assumed in preparing the projections, the actual results will vary from 
those set forth herein. 
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WATER UTILITY SYSTEM 
Projected Operating Results 

 
Fiscal Year 

2008 
Fiscal Year 

2009 
Fiscal Year 

2010 
Fiscal Year 

2011 
Fiscal Year 

2012 

GROSS OPERATING REVENUES      
 Charges for services(1)  $ 51,378,353  $ 53,926,734  $ 55,005,269  $ 56,105,374  $ 57,227,482 
 DBCP Settlement   -   -   -   -   - 
 Connection charges   1,747,487   1,497,500   1,747,500   1,747,500   1,747,500 
 Interest and Rental Income    2,270,948   523,780   539,500   539,500   539,500 
 Transfers In   -   -   -   -   - 
 Miscellaneous Revenue   381,275   390,462   315,000   315,000   315,000 
 Draw from (Deposit to) Rate Stab. Fund   -   -   -   -   - 
GROSS OPERATING REVENUES  $ 55,778,063  $ 56,338,476  $ 57,607,269  $ 58,707,374  $ 59,829,482 
      
OPERATING EXPENSES:      
 Total operating expenses(2)  $ 32,725,156  $ 32,915,103  $ 35,323,695  $ 41,999,985  $ 43,291,609 
 Less:  Depreciation   -   -   -   -   - 
 T&DA debt service component paid to MID   (6,696,543)   (6,693,931)   (6,703,419)   (10,748,405)   (10,794,040) 
 Less:  Litigation Costs   (600,000)   (600,000)   -   -   - 
 Property taxes   91,084   96,460   -   -   - 
 Plus:  Operating Transfers   99,634   65,000   65,000   65,000   65,000 
TOTAL OPERATING EXPENSES  $ 25,619,331  $ 25,782,632  $ 28,685,277  $ 31,316,580 $32,562,569 
      
NET OPERATING REVENUES $30,158,732  $ 30,555,844  $ 28,921,992  $ 27,390,794  $ 27,266,913 
      
TOTAL DEBT SERVICE:      
 Revenue obligations:      
  1997 Certificates of Participation  $ 1,791,930  $ 1,792,258  $ 1,794,688  $ 1,794,013  $ 1,795,513 
  Treatment & Delivery Agreement   6,696,543   6,693,931   6,703,419   10,748,405   10,794,040 
  CDWR Loan   265,000   265,000   265,000   265,000   265,000 
  2006 Certificates   1,393,332   -   -   -   - 
  2008 Certificates(3)   -   1,962,419   2,077,699   2,066,472   2,055,817 
 TOTAL DEBT SERVICE  $ 10,146,805  $ 10,713,607  $ 10,840,805  $ 14,873,889  $ 14,910,370 
      
DEBT SERVICE COVERAGE      
 With Connection Fees 2.97 2.85 2.67 1.84 1.83 
 Without Connection Fees 2.80 2.71 2.51 1.72 1.71 
    
(1) Estimated based on approved increase in rates of 5% on July 1, 2008 and of 2%, based on the CPI factor, on each subsequent 

July 1. 
(2) Includes estimated Treatment and Delivery Agreement debt service component payable to MID. 
(3) Assumes an interest rate equal to the fixed rate of interest used in calculating the scheduled payments to be made by the City 

pursuant to the 2008 Swap Agreement.  Includes certain estimated ongoing expenses. 
Source:  City of Modesto. 

Impact of Proposition 218 on Water Utility System Fees and Charges 

General.  An initiative measure entitled the “Right to Vote on Taxes Act” (the “Initiative”) 
was approved by the voters of the State of California at the November 5, 1996 general election.  The 
Initiative added Article XIIIC and Article XIIID to the California Constitution.  According to the 
“Title and Summary” of the Initiative prepared by the California Attorney General, the Initiative 
limits “the authority of local governments to impose taxes and property-related assessments, fees and 
charges.”   

Article XIIID.  Article XIIID defines the terms “fee” and “charge” to mean “any levy other 
than an ad valorem tax, a special tax or an assessment, imposed by an agency upon a parcel or upon a 
person as an incident of property ownership, including user fees or charges for a property-related 
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service.”  A “property-related service” is defined as “a public service having a direct relationship to 
property ownership.”  Article XIIID further provides that reliance by an agency on any parcel map 
(including an assessor’s parcel map) may be considered a significant factor in determining whether a 
fee or charge is imposed as an incident of property ownership.   

Article XIIID requires that any agency imposing or increasing any property-related fee or 
charge must provide written notice thereof to the record owner of each identified parcel upon which 
such fee or charge is to be imposed and must conduct a public hearing with respect thereto.  The 
proposed fee or charge may not be imposed or increased if a majority of owners of the identified 
parcels file written protests against it.  As a result, if and to the extent that a fee or charge imposed by 
a local government for water service is ultimately determined to be a “fee” or “charge” as defined in 
Article XIIID, the local government’s ability to increase such fee or charge may be limited by a 
majority protest. 

In Richmond et al. v. Shasta Community Services District, 32 Cal. 4th 409 (2004) the 
California Supreme Court ruled that water connection fees are not property related fees or charges 
subject to Article XIIID while at the same time stating in dicta that fees for ongoing water service 
through an existing connection were property related fees and charges.  On July 24, 2008, in 
Bighorn-Desert View Water Agency v. Verjil, 39 Cal. 4th 205 (2008), in what is technically dicta, the 
California Supreme Court cited its decision in Richmond, supra in support of its conclusion that a 
public water agency’s charges for ongoing water delivery are fees and charges within the meaning of 
Article XIIID.  Despite the fact that the statement is dicta, it does represent the unanimous view of 
the California Supreme Court.  The City believes that it has complied with the requirements of 
Article XIIID, as said article has been construed by the California Supreme Court, in establishing its 
current rate structure for the Water Service. 

In addition, Article XIIID includes a number of limitations applicable to pre-existing fees and 
charges including provisions to the effect that (i) revenues derived from the fee or charge shall not 
exceed the funds required to provide the property-related service, (ii) such revenues shall not be used 
for any purpose other than that for which the fee or charge was imposed, (iii) the amount of a fee or 
charge imposed upon any parcel or person as an incident of property ownership shall not exceed the 
proportional cost of the service 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 potential or future use of a 
service are not permitted.  It is unclear whether, under the foregoing standards, fees and charges may 
be established at levels that permit deposits to a rate stabilization fund or maintenance of 
uncommitted cash reserves. 

Article XIIIC.  Article XIIIC provides that the initiative power shall not be prohibited or 
otherwise limited in matters of reducing or repealing any local tax, assessment, fee or charge and that 
the power of initiative to affect local taxes, assessments, fees and charges shall be applicable to all 
local governments.  Article XIIIC does not define the terms “local tax,” “assessment,” “fee” or 
“charge.”  However, in dicta in its decision in Bighorn-Desert View Water Agency, supra, the 
California Supreme Court concluded that a public water agency’s charges for ongoing water delivery 
(which, as noted above, it had concluded were fees and charges within the meaning of Article XIIID) 
are also fees within the meaning of Article XIIIC and are therefore subject to initiative measures.  
However, the Court did note that, in doing so: 
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… [W]e are not holding that the authorized initiative power is free of 
all limitations.  In particular, we are not determining whether the 
electorate’s initiative power is subject to the statutory provision 
[applicable to Bighorn-Desert View Water Agency] requiring that 
water service charges be set at a level that “will pay the operating 
expenses of the agency, … provide for repairs and depreciation of 
works, provide a reasonable surplus for improvements, extensions, 
and enlargements, pay the interest on any bonded debt, and provide a 
sinking or other fund for the payment of the principal of such debt as 
it may become due.” … That issue is not currently before us. 

Again, while the court’s conclusion set forth above is dicta, it does represent the unanimous view of 
the justices. 

While the City does not believe that Article XIIIC grants to the voters within the City the 
power to repeal or reduce rates and charges for the Water Service in a manner which would impair its 
ability to meet its contractual obligations, there can be no assurance as to the availability of particular 
remedies adequate to protect the Beneficial Owners of the 2008 Certificates.  Remedies available to 
Beneficial Owners of the 2008 Certificates in the event of a default by the City are dependent upon 
judicial actions which are often subject to discretion and delay and could prove both expensive and 
time-consuming to obtain. 

Effect of Proposition 218 and of Possible General Limitations on Enforcement Remedies 

The ability of the City to comply with its covenants under the Contract and to generate Gross 
Revenues sufficient to pay the 1997 Payments, the 2008 Payments and any other Parity Obligations 
may be adversely affected by actions and events outside of the control of the City and by actions 
taken (or not taken) under Article XIIIC or Article XIIID by voters, property owners, taxpayers or 
payers of assessments, fees and charges.  Furthermore, any remedies available to the Owners and 
Beneficial Owners of the 2008 Certificates upon the occurrence of an Event of Default under the 
2008 Trust Agreement are in many respects dependent upon judicial actions which are often subject 
to discretion and delay and could prove both expensive and time consuming to obtain.  In addition to 
the possible limitations on the ability of the City to comply with its covenants under the Contract, the 
rights and obligations of the City and the Authority under the 2008 Trust Agreement and the Contract 
may be subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance, 
moratorium and other laws relating to or affecting creditors’ rights, to the application of equitable 
principles, to the exercise of judicial discretion in appropriate cases and to limitations on legal 
remedies against cities in the State of California, 

Based on the foregoing, in the event the City fails to comply with its covenants under the 
Contract, including its covenants to generate sufficient Gross Revenues to pay the 1997 Payments, 
the 2008 Payments and any other Parity Obligations, there can be no assurance that available 
remedies will be adequate to fully protect the interests of the Owners or Beneficial Owners of the 
2008 Certificates. 

Investment Policy 

The cash attributable to the Water Utility System must be invested in accordance with the 
City’s Investment Policy, adopted by the City Council during 1984 and most recently revised during 
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2008.  In accordance with Sections 53601 and following of the California Government Code, idle 
cash management and investment transactions are the responsibility of the City Finance 
Director/Treasurer and permitted investments include the following: 

• Securities of the U.S. Government, or its agencies, 
• Certificates of deposit (or time deposits) and negotiable certificates of deposit placed with 

commercial banks, 
• Banker’s acceptances, 
• Commercial paper of “prime” quality, 
• Local Agency Investment Fund (State Pool) and California Asset Management Program 

Demand Deposits, and 
• Repurchase agreements. 

Criteria for selecting investments and the order of priority are: 

• Safety of Principal - Preservation of principal and interest, 
• Liquidity - Ability to readily convert investment to cash at any moment in time, and 
• Yield - Potential dollar earnings on an investment. 

The City’s cash management system is designed to accurately monitor and forecast 
expenditures and revenues, thus enabling the City to invest funds to the fullest extent possible.  The 
City attempts to obtain the highest yield when selecting an investment, provided the criteria for 
safety and liquidity are met. 

Financial Statements 

The City’s annual financial report is audited in accordance with generally accepted auditing 
standards, and contains opinions that the financial statements present fairly, in all material respects, 
the financial position of the City.  The reports include certain notes to the financial statements.  Such 
notes constitute an integral part of the audited financial statements.  The annual financial reports of 
the City have received the Government Finance Officers Association Certificate of Achievement for 
each of the past 22 years.   

The basic financial statements of the City as of June 30, 2007, which are incorporated by 
reference in and portions of which are included in Appendix A to this Official Statement, have been 
audited by Maze & Associates (the “Auditor”), independent certified public accountants, as set forth 
in their report.  In connection with the incorporation of the financial statements and the report of the 
Auditor thereon in Appendix A to this Official Statement, the City did not request the Auditor to, and 
the Auditor has not undertaken to, update its report or to take any action intended or likely to elicit 
information concerning the accuracy, completeness or fairness of the statements made in this Official 
Statement; and no opinion is expressed by the Auditor with respect to any event subsequent to the 
date of its report.  The Auditor has not been engaged to perform, and has not performed, since the 
date of its report included herein any procedures on the financial statements addressed in that report. 

RISK FACTORS 

Some of the factors which could impair the ability of the City to pay the 2008 Payments as 
they become due under the 2008 Contract are summarized below.  This discussion is not meant to be 
an exhaustive list of the risks associated with the purchase of the 2008 Certificates and does not 
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necessarily reflect the relative importance of the various factors discussed.  Potential investors are 
advised to consider the following factors, along with all other information in this Official Statement, 
in evaluating the 2008 Certificates.  There can be no assurance that other risk factors will not become 
material in the future. 

General 

The payment of principal and interest on the 2008 Certificates is secured solely by a pledge 
of the Gross Revenues of the Water Utility System and money on deposit in certain funds under the 
2008 Trust Agreement.  Under the terms of the Master Contract, Gross Revenues are to be deposited 
in the Revenue Fund and used by the City, ratably, without preference or priority, to (i) pay charges 
for Maintenance and Operation Costs of the Water Utility System (including amounts reasonably 
required to be set aside in contingency reserves for Maintenance and Operation Costs the payment of 
which is not immediately required) as such charges are due and payable and (ii) deposit in the Parity 
Obligation Payment Fund the amount described in the Master Contract (in general terms, debt service 
which has accrued or will accrue during the next succeeding month on all Parity Obligations and net 
payments due or which will be due on all Parity Payment Agreements).  See “SECURITY FOR THE 
2008 CERTIFICATES — Flow of Funds.”  The realization of revenues sufficient in amount to meet 
both of said obligations is subject to, among other things, the capabilities of management of the City, 
the ability of the City to provide water service to its users, and the ability of the City to establish and 
maintain water fees and charges sufficient to provide the required debt service coverage as well as 
pay for Maintenance and Operation Costs. 

If Gross Revenues are insufficient to meet both of the requirements described above, the 
amounts available to pay Maintenance and Operation Costs will be reduced ratably along with the 
money to be deposited in the Parity Obligation Payment Fund.  This could result in an inability on 
the part of the City to pay Maintenance and Operation Costs as the same become due which, in turn, 
could adversely affect the ability of the City to operate the Water Utility System thereby further 
reducing Gross Revenues. 

Among other matters, drought, general and local economic conditions and changes in law 
and government regulations (including initiatives and moratoriums on growth) could adversely affect 
the amount of Gross Revenues realized by the City. 

Earthquakes, Floods and Other Natural Disasters 

Earthquakes, floods or other natural disasters could interrupt operation of the Water Utility 
System and cause increased costs thereby impairing the ability of the City to realize Gross Revenues.  
The Master Contract requires the City to “procure and maintain such insurance relating to the Water 
Utility System which it shall deem advisable or necessary to protect its interests and the interests of 
the Authority, which insurance shall afford protection in such amounts and against such risks as are 
usually covered in connection with water systems similar to the Water Utility System.”  Such 
insurance is permitted to be maintained under a program of self-insurance so long as such program is 
maintained in the amounts and manner as is, in the opinion of an accredited actuary, actuarially 
sound.  While City currently maintains insurance against damages to its Water Utility System in 
amounts up to $10,000,000, damages resulting from earthquakes are not covered.  MID does not 
currently maintain insurance for damages to the Water Treatment Plant resulting from either floods 
or earthquakes.  
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Natural disasters could also adversely affect the service area of the Water Utility System, 
leading to reduced demand for water service and could also result in a loss or contamination of 
groundwater supplies and/or surface water supplies otherwise available to the City. 

Demand for Water 

There can be no assurance that the demand for water service will occur as described in this 
Official Statement.  Not only is it possible that future increases in demand for water service will not 
occur at the rate described herein, it is also possible that current levels of demand could be reduced.  
A reduction in the level of demand could require an increase in rates or charges in order to comply 
with the Rate Covenant.  See “SECURITY FOR THE 2008 CERTIFICATES — Rate Covenant.” 

Water Supply 

There can be no assurance that the supply of water available to the City to meet potential 
system-wide demand will be consistent with the assumptions described in this Official Statement.  
Adequacy of supply could be adversely affected by factors such as prolonged drought or increases in 
water quality standards which restrict the ability of the City to use existing groundwater supplies to 
meet demand.  See “THE WATER UTILITY SYSTEM — Water Quality.”  While the expansion of 
the Water Treatment Plant and the construction of the 2006 Project and subsequent improvements to 
the Water Utility System are intended to reduce the City’s dependence upon groundwater supplies, 
there is no assurance that any of such improvements will be completed or that they will be completed 
within a time frame and at a cost consistent with the various projections set forth in this Official 
Statement. 

In addition to the potential problems of insufficient water to meet system-wide demand 
discussed above, it is possible that the supply of water to meet the demands of particular portions of 
the City’s water service area will be inadequate for such purposes.  Some portions of the service area 
lack the wells necessary to supply them with groundwater, and other portions lack the infrastructure 
which would be required in order to deliver water from other portions of the service area. 

Water Utility System Expenses 

There can be no assurance that the Maintenance and Operation Costs will be consistent with 
the descriptions in this Official Statement.  Increases in such costs could require a significant 
increase in rates or charges in order to pay for existing and future improvements to the Water Utility 
System and comply with the Rate Covenant. 

Rate Process 

The passage of Proposition 218 by the California electorate affects the City’s ability to 
impose future rate increases, and no assurance can be given that future rate increases will not 
encounter majority protest opposition under Proposition 218.  See “THE WATER UTILITY 
SYSTEM — Impact of Proposition 218 on Water Utility System Fees and Charges” and “— Effect 
of Proposition 218 and of Possible General Limitations on Enforcement Remedies.” 

Statutory and Regulatory Impact 

Laws and regulations governing the treatment and delivery of water are enacted and 
promulgated by governmental agencies on the federal, state and local levels.  Compliance with these 
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laws and regulations may prove costly; and, as more stringent statutory and regulatory standards are 
developed to protect both the health of consumers and environment, these costs will likely continue 
to increase.  Claims against the City with respect to the Water Utility System could be significant, 
and such claims will be payable from Gross Revenues.  No assurance can be given that the cost of 
compliance with applicable laws and regulations will not materially adversely affect the ability of the 
City to comply with the Rate Covenant. 

Limitations on Remedies and Bankruptcy 

The ability of the City to increase fees and charges for water service and to comply with the 
Rate Covenant may be adversely affected by actions and events outside of the control of the City and 
may be adversely affected by actions taken (or not taken) by voters, property owners, taxpayers or 
payers of fees and charges.  See “THE WATER UTILITY SYSTEM — Impact of Proposition 218 
on Water Utility System Fees and Charges” and “— Effect of Proposition 218 and of Possible 
General Limitations on Enforcement Remedies.”  Furthermore, any remedies available to the Owners 
of the 2008 Certificates upon the occurrence of an event of default under the Contract are in many 
respects dependent upon judicial actions which are often subject to discretion and delay and could 
prove both expensive and time consuming to obtain. 

In addition to the limitations on remedies contained in the Contract, the rights and obligations 
under the 2008 Certificates and the Contract may be subject to bankruptcy, insolvency, 
reorganization, arrangement, fraudulent conveyance, moratorium and other laws relating to or 
affecting creditors’ rights, to the application of equitable principles, to the exercise of judicial 
discretion in appropriate cases and to limitations on legal remedies against cities in the State of 
California.  Various legal opinions to be delivered concurrently with the issuance of the 2008 
Certificates will be so qualified.  In addition, the opinion to be delivered by Sidley Austin LLP, 
Special Counsel, concurrently with the execution and delivery of the 2008 Certificates, will also state 
that the enforceability of the Contract is subject to the limitations on the imposition of fees and 
charges by the City relating to the Water Utility System under Articles XIIIC and XIIID of the 
California Constitution.  A copy of the proposed form of opinion of Special Counsel is set forth in 
Appendix C hereto.  In the event the City fails to comply with its covenants under the Contract or to 
pay principal or interest evidenced by the 2008 Certificates, there can be no assurance that available 
remedies will be adequate to fully protect the interests of the Owners of the 2008 Certificates. 

The enforcement of the remedies provided in the Contract could prove both expensive and 
time consuming.  In addition, the rights and remedies provided in the Contract may be limited by and 
are subject to provisions of the federal bankruptcy laws, as now or hereafter enacted, and to other 
laws or equitable principles that may affect creditors’ rights. 

Limited Obligations 

The 2008 Certificates are limited obligations of the City are not secured by a legal or 
equitable pledge or charge or lien upon any property of the City or any of its income or receipts, 
except the Gross Revenues of the Water Utility System.  The obligation of the City to make the 2008 
Payments does not constitute an obligation of the City to levy or pledge any form of taxation or for 
which the City has levied or pledged any form of taxation. 
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THE AUTHORITY 

The Authority was established pursuant to the provisions of Sections 6500 et seq. of the 
California Government Code and a Joint Exercise of Powers Agreement, dated as of December 1, 
1989, by and between the City and the Industrial Development Authority of the City of Modesto.  
The Authority was established for the purpose of financing the acquisition, construction, 
improvement and equipping of public capital improvements.  The governing board of the Authority 
consists of the City Council of the City. 

APPROVAL OF LEGAL PROCEEDINGS 

The legality and enforceability of the 2008 Contract and certain other legal matters are 
subject to the approval of Sidley Austin LLP, San Francisco, California, acting as Special Counsel.  
The proposed form of said firm’s legal opinion with respect to the 2008 Contract and the 2008 
Certificates is attached hereto as APPENDIX C, and such legal opinion will be attached to each 2008 
Certificate.  Special Counsel undertakes no responsibility for the accuracy, completeness or fairness 
of this Official Statement.  Certain legal matters will be passed upon for the City and the Authority 
by the City Attorney and by Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport 
Beach, California, Disclosure Counsel; for the Trustee by the Jensen Law Office, Orinda, California; 
for the 2008 Certificate Insurer by its General Counsel, for the Liquidity Facility Provider by 
Kathleen C. Johnson, Esq., Santa Barbara, California.  Both Sidley Austin LLP and Stradling Yocca 
Carlson & Rauth, a Professional Corporation have represented the Underwriter in transactions not 
involving the City or the Authority.  The payment of the fees of Special Counsel, Disclosure 
Counsel, Counsel to the Underwriter and the Trustee is contingent upon the execution and delivery of 
the 2008 Certificates. 

LITIGATION 

There is no action, suit, proceeding, inquiry or investigation, at law or in equity, before or by 
any court, regulatory agency, public board or body, pending or, to the knowledge of the City or the 
Authority, threatened against the City or the Authority affecting the existence of the City or the 
Authority or the titles of their respective directors or officers to their respective offices or seeking to 
restrain or to enjoin the sale or delivery of the 2008 Certificates, the application of the proceeds 
thereof in accordance with the 2008 Trust Agreement, or in any way contesting or affecting the 
validity or enforceability of the 2008 Certificates, the 2008 Trust Agreement, the Contract, or any 
action of the City or the Authority contemplated by any of said documents, or in any way contesting 
the completeness or accuracy of this Official Statement or any amendment or supplement thereto, or 
contesting the powers of the City or the Authority or their respective authority with respect to the 
2008 Certificates or any action of the City or the Authority contemplated by any of said documents, 
nor to the knowledge of the City, is there any basis therefor. 

TAX MATTERS 

In the opinion of Sidley Austin LLP, San Francisco, California, Special Counsel, based on 
existing statutes, regulations, rulings and judicial decisions and assuming compliance with certain 
covenants in the Trust Agreement and the 2008 Contract and requirements of the Internal Revenue 
Code of 1986, as amended (the “Code”), regarding the use, expenditure and investment of proceeds 
of the 2008 Certificates and the timely payment of certain investment earnings to the United States, 
interest with respect to the 2008 Certificates is not includable in the gross income of the owners of 
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the 2008 Certificates for federal income tax purposes.  Failure to comply with such covenants and 
requirements may cause interest with respect to the 2008 Certificates to be included in gross income 
retroactively to the date of execution and delivery of the 2008 Certificates. 

In the further opinion of Special Counsel, interest with respect to the 2008 Certificates is not 
treated as an item of tax preference in calculating the federal alternative minimum taxable income of 
individuals and corporations.  Interest with respect to the 2008 Certificates, however, is included as 
an adjustment in the calculation of federal corporate alternative minimum taxable income and may 
therefore affect a corporation’s alternative minimum tax liability. 

Ownership of, or the receipt of interest with respect to, tax-exempt obligations may result in 
collateral tax consequences to certain taxpayers, including, without limitation, financial institutions, 
property and casualty insurance companies, certain foreign corporations doing business in the United 
States, certain S corporations with excess passive income, individual recipients of Social Security or 
Railroad Retirement benefits, taxpayers that may be deemed to have incurred or continued 
indebtedness to purchase or carry tax-exempt obligations and taxpayers who may be eligible for the 
earned income tax credit.  Special Counsel expresses no opinion with respect to any collateral tax 
consequences and, accordingly, prospective purchasers of the 2008 Certificates should consult their 
tax advisors as to the applicability of any collateral tax consequences. 

Certain requirements and procedures contained or referred to in the Trust Agreement and the 
2008 Contract may be changed, and certain actions may be taken, under the circumstances and 
subject to the terms and conditions set forth in such documents, upon the advice or with the 
approving opinion of counsel nationally recognized in the area of tax-exempt obligations.  Special 
Counsel expresses no opinion as to the effect of any change to any document pertaining to the 2008 
Certificates or of any action taken or not taken where such change is made or action is taken or not 
taken without our approval or in reliance upon the advice of counsel other than Sidley Austin LLP 
with respect to the exclusion from gross income of the interest represented by the 2008 Certificates 
for federal income tax purposes. 

Information Reporting and Backup Withholding 

Interest paid on tax-exempt obligations is subject to information reporting in a manner 
similar to interest paid on taxable obligations.  While this reporting requirement does not, by itself, 
affect the excludability of interest from gross income for federal income tax purposes, the reporting 
requirement causes the payment of interest with respect to the 2008 Certificates to be subject to 
backup withholding if such interest is paid to beneficial owners that (a) are not “exempt recipients,” 
and (b) either fail to provide certain identifying information (such as the beneficial owner’s taxpayer 
identification number) in the required manner or have been identified by the IRS as having failed to 
report all interest and dividends required to be shown on their income tax returns.  Generally, 
individuals are not exempt recipients, whereas corporations and certain other entities are exempt 
recipients.  Amounts withheld under the backup withholding rules from a payment to a beneficial 
owner are allowed as a refund or credit against such beneficial owner’s federal income tax liability so 
long as the required information is furnished to the IRS. 

State Tax Exemption 

In the further opinion of Special Counsel, interest with respect to the 2008 Certificates is 
exempt from personal income taxes imposed by the State of California. 
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Future Developments 

Future legislative proposals, if enacted into law, regulations, rulings or court decisions may 
cause interest with respect to the 2008 Certificates to be subject, directly or indirectly, to federal 
income taxation or to State or local income taxation, or otherwise prevent beneficial owners from 
realizing the full current benefit of the tax status of such interest.  Further, legislation or regulatory 
actions and proposals may affect the economic value of the federal or state tax exemption or the 
market value of the 2008 Certificates. 

Prospective purchasers of the 2008 Certificates should consult their tax advisors regarding 
pending or proposed federal or state tax legislation, regulations, rulings or litigation, as to which 
Special Counsel expresses no opinion. 

A copy of the proposed form of opinion of Special Counsel is attached hereto as Appendix C. 

RATINGS 

Moody’s Investors Service, Inc. (“Moody’s”) and Standard & Poor’s Ratings Services 
(“S&P”) will assign their ratings of “Aaa/VMIG-1” and “AAA/A-1+”, respectively, to the 2008 
Certificates upon the satisfaction of the following conditions: upon delivery of the 2008 Certificates, 
(a) the 2008 Certificate Insurance Policy will be issued by the 2008 Certificate Insurer and (b) the 
Liquidity Facility will be executed and delivered by the Liquidity Facility Provider.  In addition, 
Moody’s has assigned an underlying rating of “A2” to the 2008 Certificates, and S&P has assigned 
them an underlying rating of “A+.”  Generally, rating agencies base their ratings on information and 
material furnished directly to them and on investigations, studies and assumptions made by them.  
The ratings reflect only the views of such organizations and an explanation of the significance of 
such ratings may be obtained from Moody’s Investors Service, 99 Church Street, New York, New 
York 10017 and Standard & Poor’s Ratings Services, 55 Water Street, New York, New York 10041.  
There is no assurance that the ratings will continue for any given period of time or that they will not 
be revised downward or withdrawn entirely by such rating agencies, if, in the judgment of such 
rating agencies, circumstances so warrant.  Any such downward revision or withdrawal of such 
ratings may have an adverse effect on the market price of the 2008 Certificates. 

FINANCIAL ADVISOR 

The City has retained Public Financial Management, Inc., of San Francisco, California, as 
Financial Advisor (the “Financial Advisor”) in connection with the execution and delivery of the 
2008 Certificates.  The Financial Advisor is not obligated to undertake, and has not undertaken to 
make, an independent verification or assume responsibility for the accuracy, completeness, or 
fairness of the information contained in this Official Statement.  Public Financial Management, Inc. 
is an independent financial advisory firm and is not engaged in the business of underwriting, trading 
or distributing municipal securities or other public securities. 

CERTAIN RELATIONSHIPS 

Banc of America Securities LLC, the Underwriter and Remarketing Agent, and Bank of 
America, N.A., the Swap Provider and the Liquidity Facility Provider, are affiliates, both being 
subsidiaries of Bank of America Corporation. 



 

65 
 

UNDERWRITING 

The 2008 Certificates will be purchased by Banc of America Securities LLC (the 
“Underwriter”), under a Purchase Contract pursuant to which the Underwriter has agreed to purchase 
all, but not less than all, of the 2008 Certificates for an aggregate purchase price of $47,471,079.37 
(representing the principal evidenced thereby less Underwriter’s discount of $153,920.63). 

MISCELLANEOUS 

Insofar as any statements made in this Official Statement involve matters of opinion or of 
estimates, whether or not expressly stated, they are set forth as such and not as representations of 
fact.  No representation is made that any of such statements made will be realized.  Neither this 
Official Statement nor any statement which may have been made verbally or in writing is to be 
construed as a contract with the Owners of the 2008 Certificates. 

The execution and delivery of this Official Statement have been duly authorized by the City 
and the Authority. 

CITY OF MODESTO, CALIFORNIA 

By:  /s/ Wayne Padilla   
 Finance Director/Treasurer 

 
MODESTO PUBLIC FINANCING AUTHORITY 

By:    /s/ Wayne Padilla   
 Auditor and Treasurer 
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APPENDIX A 

EXCERPTS FROM THE CITY’S FINANCIAL STATEMENTS 

The City has filed its Comprehensive Annual Financial Report (“CAFR”) for Fiscal Year 
2006-07 with the Nationally Recognized Municipal Securities Information Repositories.  Such 
CAFR is incorporated herein by reference.  The following are excerpts from the CAFR relating to the 
Water Utility System. 
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CITY OF MODESTO 
STATEMENT OF NET ASSETS - PROPRIETARY FUNDS 

June 30, 2007 

 Enterprise  

 Water Sewer Bus 
Other 

Enterprise 
Total 

Enterprise 
Internal 
Service 

ASSETS       
Current assets:       

Cash and cash equivalents $ 39,127,144 $ 22,773,037 $ 4,152,663 $ 5,032,664 $ 71,085,508 $ 53,382,339 
Cash and cash equivalents with fiscal agent 2,445,103 4,049,547  610,647 7,105,297  

Receivables:       
Accounts  44,534 34,844 239,580 318,958 857,956 
Interest 337,254 166,699 17,008 16,360 537,321 144,238 
Utilities, net 6,441,602 2,641,080  557,922 9,640,604  
Taxes 5,109   796 5,905  

Due from governments   1,803,311 784,877 2,588,188  
Prepaid expenses 706,673    706,673  
Inventories      763,492 
Property held for resale    630,000 630,000  
Advances to other funds            1,782,462 

Total current assets  49,062,885  29,674,897  6,007,826  7,872,846  92,618,454  56,930,487 
Noncurrent assets:       

Restricted assets-cash and cash equivalents 42,767,102 16,432,541   59,199,643  
Unamortized costs of issuance 892,938 892,896   1,785,834  
Land and construction in progress 15,958,371 34,942,347 5,416,369 13,989,727 70,306,814 821,033 
Other capital assets, net of accumulated 

depreciation  63,948,764  103,300,068  13,726,444  43,184,021  224,159,297  19,509,723 
Total noncurrent assets  123,567,175  155,567,852  19,142,813  57,173,748  355,451,588  20,330,756 
Total assets  172,630,060  185,242,749  25,150,639  65,046,594  448,070,042  77,261,243 

LIABILITIES       
Current liabilities:       

Accounts payable $ 523,698 $ 2,715,641 $ 753,143 $ 995,442 $ 4,987,924 $ 1,401,535 
Accrued salaries and benefits 73,227 99,100 18,910 47,027 238,264 87,910 
Interest payable 264,620 410,407  51,807 726,834 1,038 
Current portion - compensated absences      3,259,769 
Current portion - claims liability      4,583,644 
Current portion - long-term debt 1,018,977 1,710,000  289,148 3,018,125 102,188 
Current portion - developer advances 92,822    92,822  
Deferred revenues      2,897,511  221,058  3,118,569   

Total current liabilities  1,973,344  4,935,148  3,669,564  1,604,482  12,182,538  9,436,084 
Noncurrent liabilities:       

Payable from restricted assets         
refundable deposits 656,522 424,851   1,081,373  
Compensated absences      64,628,743 
Claims liability      12,042,593 

Long-term debt:       
Revenue bonds payable  49,848,192   49,848,192  
Loan payable 1,754,299    1,754,299  
Notes payable      116,220 
Obligations under capital leases    77,485 77,485 137,392 
Certificates of participation 63,541,989   5,435,000 68,976,989  
Developer advances 1,990,367    1,990,367  
Advances from other funds        878,704  878,704   

Total noncurrent liabilities  67,943,177  50,273,043    6,391,189  124,607,409  76,924,948 
Total liabilities  69,916,521  55,208,191  3,669,564  7,995,671  136,789,947  86,361,032 

NET ASSETS       
Invested in capital assets, net of related debt 55,702,450 102,691,913 19,142,813 51,372,115 170,791,021 20,091,176 
Unrestricted  47,011,089  27,342,645  2,338,262  5,678,808  140,489,074  (29,190,965) 

Total net assets $ 102,713,539 $ 130,034,558 $ 21,481,075 $ 57,050,923  311,280,095 $ (9,099,789) 
Adjustment to reflect the consolidation of internal service fund activities related to 

enterprise funds.    (875,700)  
Net assets of business-type activities     $ 310,404,395  

The notes to basic financial statements are an integral part of this statement. 
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CITY OF MODESTO 
STATEMENT OF REVENUES, EXPENSES AND CHANGES  

IN FUND NET ASSETS - PROPRIETARY FUNDS 
Year Ended June 30, 2007 

 Enterprise  
 

Water Sewer Bus 
Other 

Enterprise 
Total 

Enterprise 
Internal 
Service 

OPERATING REVENUES:       
Charges for services $ 49,289,417 $ 24,776,869 $ 2,390,892 $ 11,086,967 $ 87,544,145 $ 43,641,010 
Sales      4,757,411 
Cost of sales      (3,939,828) 
Miscellaneous  15,616  56,150  154,898  45,875  272,539   

Total operating revenues  49,305,033  24,833,019  2,545,790  11,132,842  87,816,684  44,458,593 
OPERATING EXPENSES:       

Salaries and wages 4,105,016 5,136,040 914,950 2,633,769 12,789,775 4,379,438 
Contractual services 2,041,814 2,700,492 7,667,756 4,921,651 17,331,713 983,009 
Utilities 1,926,634 1,107,437 78,238 413,330 3,525,639 485,393 
Maintenance and supplies 4,034,053 2,770,550 1,599,586 2,375,374 10,779,563 3,935,434 
Water purchases 12,904,328    12,904,328  
Insurance 131,337 298,464 55,941 160,279 646,021 13,398,895 
Claims expense      9,231,869 
Employee benefits 1,561,618 2,100,382 339,276 1,032,997 5,034,273 10,851,683 
Administration services 2,237,066 1,238,155 497,071 1,302,286 5,274,578 1,504,323 
Allocated indirect administrative costs 1,049,489 760,932 277,794 406,422 2,494,637 264,010 
Other 78,673 130,838 89,894 77,925 377,330 147,574 
Depreciation  2,396,440  5,028,528  2,093,587  2,527,966  12,046,521  3,198,649 

Total operating expenses  32,466,468  21,271,818  13,614,093  15,851,999  83,204,378  48,380,277 
OPERATING INCOME (LOSS)  16,838,565  3,561,201  (11,068,303)  (4,719,157)  4,612,306  (3,921,684) 
NONOPERATING REVENUES (EXPENSES)       

Operating grants   9,672,682 554,649 10,227,331 4,000 
Gain (Loss) on disposition of capital assets (147,600) (112,741) (18,470) (189,445) (468,256) (659,282) 
Tax revenue    222,776 222,776  
Tax expense (85,487) (91,495)  (14,801) (191,783)  
Interest income 2,242,135 812,288 113,220 100,579 3,268,222 1,481,764 
Net increase in fair value of investments 734,296 400,169 40,923 61,723 1,237,111 628,481 
Rental income 37,770 58,354 78,106 727,076 901,306  
Settlements and recoveries 831,798 663,663   1,495,461  
Interest expense (2,249,824) (1,931,309)  (305,560) (4,486,693) (10,577) 
Amortization of costs of issuance  (33,378)  (46,220)      (79,598)   

Total nonoperating revenues (expenses)  1,329,710  (247,291)  9,886,461  1,156,997  12,125,877  1,444,386 
INCOME (LOSS) BEFORE CAPITAL       

CONTRIBUTIONS AND TRANSFERS 18,168,275 3,313,910 (1,181,842) (3,562,160) 16,738,183 (2,477,298) 
Capital contributions 2,345,957 2,666,690 363,651 1,922,714 7,299,012 558,148 
Transfers in 264,000 226,389 1,500 985,437 1,477,326 1,298,335 
Transfers out (65,000) (65,000) (65,694) (128,000) (323,694) (38,550) 
Special item  (296,407)  (209,091)      (505,498)   
CHANGE IN NET ASSETS 20,416,825 5,932,898 (882,385) (782,009) 24,685,329 (659,365) 
NET ASSETS, July 1  82,296,714  124,101,660  22,363,460  57,832,932    (8,440,424) 
NET ASSETS, June 30 $ 102,713,539 $ 130,034,558  21,481,075 $ 57,050,923   $ (9,099,789) 
Adjustment to reflect the consolidation of internal service fund activities related to enterprise funds.   (1,712,901)  
Change in net assets of business-type activities     $ 22,972,428  

The notes to basic financial statements are an integral part of this statement. 
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CITY OF MODESTO 
STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS 

Year Ended June 30, 2007 
 
 

 Enterprise  
 

Water Sewer Bus 
Other 

Enterprise 
Total 

Enterprise 
Internal 
Service 

CASH FLOWS FROM OPERATING 
ACTIVITIES: 

      

Receipts from customers and users $ 47,758,187 $ 24,828,928 $ 2,595,078 $ 11,954,968  $ 87,137,161 $ 4,812,775 
Receipts from interfund services provided 427,858 65,035  23,521 516,414 39,660,607 
Payments to suppliers (19,473,381) (2,969,190) (9,054,243) (5,884,024) (37,380,838) (18,835,253) 
Payment of insurance claims      (8,936,742) 
Payments to employees (5,661,907) (7,237,125) (1,251,420) (3,663,140) (17,813,592) (8,956,088) 
Payments for interfund services used  (5,310,466)  (3,964,147)  (1,412,537)  (3,364,808)  (13,781,958)  (2,244,913) 

Net cash provided (used) by operating activities  17,740,291  10,723,501  (8,853,122)  (933,483)  18,677,187  5,500,386 
CASH FLOWS FROM NONCAPITAL 

FINANCING ACTIVITIES: 
      

Operating grants received   11,935,926 565,482 12,501,408 5,038 
Taxes received    222,776 222,776  
Settlements and recoveries 831,798 663,663   1,495,461  
Transfers in 264,000 226,389 1,500 985,437 1,477,326 1,298,335 
Transfers out (65,000) (65,000) (65,694) (128,000) (323,694) (38,550) 
New advances from other funds        878,704    121,014 

Net cash provided (used) by noncapital financing 
activities  1,030,798  825,052  11,871,732  2,524,399  15,373,277  1,385,837 

CASH FLOWS FROM CAPITAL AND 
RELATED FINANCING ACTIVITIES: 

      

Acquisition and construction of capital assets (6,058,751) (10,512,609) (1,222,095) (2,120,363) (19,913,818) (3,732,362) 
Proceeds of sale of capital assets  13,502     
Proceeds of debt issues 46,275,000 16,535,000     
Costs of issuance paid (685,703) (339,604)     
Bond discount paid  (323,867)     
Principal repayments (1,072,336) (1,650,000)  (275,955) (2,998,291) (26,587) 
Interest paid (2,163,506) (2,055,524)  (309,551) (4,528,581) (10,577) 
Capital grants received   363,651 1,546,459 1,910,110  
Connection fees for capital purposes  2,023,224  663,316      2,686,540   

Net cash used by capital and related financing 
activities  38,317,928  2,330,214  (858,444)  (1,159,410)  (22,844,040)  (3,769,526) 

CASH FLOWS FROM INVESTING 
ACTIVITIES:       
Interest received 2,029,235 1,227,069 105,360 136,465 3,498,129 1,557,085 
Net increase in the fair value of investments  734,296  400,169  40,923  61,723  1,237,111  628,481 

Net cash provided by investing activities  2,763,531  1,627,238  146,283  198,188  4,735,240  2,185,566 
Net increase (decrease) in cash and cash 

equivalents 59,852,548 15,506,005 2,306,449 629,694 78,294,696 5,354,364 
CASH AND CASH EQUIVALENTS, JULY 1  24,486,801  27,749,120  1,846,214  5,013,617  59,095,752  48,027,975 
CASH AND CASH EQUIVALENTS, JUNE 30 $ 84,339,349 $ 43,255,125 $ 4,152,663 $ 5,643,311  $ 137,390,448  $ 53,382,339 
RECONCILIATION TO STATEMENT OF 

NET ASSETS:       
Cash and cash equivalents $ 39,127,144 $ 22,773,037 $ 4,152,663 $ 5,032,664 $ 71,085,508  $ 53,382,339 
Cash and cash equivalents with fiscal agent 2,445,103 4,049,547  610,647 7,105,297  
Restricted assets-cash and cash equivalents  42,767,102  16,432,541      59,199,643   

TOTAL CASH AND CASH EQUIVALENTS $ 84,339,349 $ 43,255,125 $ 4,152,663 $ 5,643,311 $ 137,390,448  $ 53,382,339 
(continued) 
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 Enterprise 
 

Water Sewer Bus 
Other 

Enterprise 
Total 

Enterprise 
Internal 
Service 

RECONCILIATION OF OPERATING INCOME 
(LOSS) TO NET CASH PROVIDED (USED) 
BY OPERATING ACTIVITIES: 

      

Operating income (loss) $ 16,838,565 $ 3,561,201 $ (11,068,303) $ (4,719,157) $ 4,612,306 $ (3,921,684) 
Adjustments to reconcile operating income (loss) 

to net cash provided (used) by operating 
activities: 

      

Depreciation 2,396,440 5,028,528 2,093,587 2,527,966 12,046,521 3,198,649 
Rental income 37,770 58,354 78,106 727,076 901,306  
Taxes paid (85,487) (91,495)  (15,597) (192,579)  
Special item (296,407) (209,091)   (505,498)  
Change in assets and liabilities:       

(Increase) in accounts receivable 1,440 14,175 (28,818) 120,541 107,338 (23,898) 
(Increase) in utilities receivable (1,149,441) (200,399)  490 (1,349,350)  
(Increase) in taxes receivable (1,169)    (1,169)  
Decrease in due from governments  127,064   127,064 38,687 
(Increase) decrease in prepaid expenses 296,327    296,327  
(Increase) in inventories      (246,573) 
(Decrease) in accounts payable and accrued 

expenses 
(294,886) 2,374,117 69,500 423,236 2,571,967 (114,955) 

Increase in accrued salaries and benefits 4,727 (703) 2,806 3,626 10,456 3,475 
Increase in compensated absences      6,271,558 
(Decrease) in claims liability      295,127 
Increase in deferred revenues    (1,664) (1,664)  
Increase (decrease) in refundable deposits  (7,588)  61,750      54,162   

Total adjustments  901,726  7,162,300  2,215,181  3,785,674  14,064,881  9,422,070 
Net cash provided (used) by operating activities $ 17,740,291 $ 10,723,501  (8,853,122) $ (933,483) $ 8,677,187 $ 5,500,386 
NONCASH INVESTING, CAPITAL AND 

FINANCING ACTIVITIES: 
      

Capital assets transferred in $ 38,683 $ 444,898   $ 18,545 $ 502,126 $ 558,148 
Developer infrastructure contributions 284,050 1,558,476   1,842,526  
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APPENDIX B 

DEFINITIONS AND SUMMARY OF PRINCIPAL LEGAL DOCUMENTS 

The following is a summary of the provisions of the Contract and the Trust Agreement.  This 
summary is not intended to be definitive and is qualified in its entirety by reference to the 
aforementioned documents.  Copies of the Contract and the Trust Agreement are available upon 
request from the Trustee. 

All capitalized terms not defined herein or elsewhere in this Official Statement shall have the 
meanings set forth in the Contract and the Trust Agreement. 

THE CONTRACT 

Certain provisions of the Contract are summarized below.  THIS SUMMARY DOES NOT 
PURPORT TO BE COMPLETE OR DEFINITIVE AND IS QUALIFIED IN ITS ENTIRETY BY 
REFERENCE TO THE FULL TERMS OF THE CONTRACT. 

Definitions 

The following are summaries of definitions of certain terms from the Contract used in this 
Summary of Principal Legal Documents or elsewhere in this Official Statement.  

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

“Adjusted Annual Gross Revenues” means, for any Fiscal Year or any designated twelve (12) 
month period in question, the Gross Revenues during such Fiscal Year or twelve (12) month period, 
plus deposits to the Revenue Fund from amounts on deposit in the Rate Stabilization Fund, but only 
as and to the extent specified in the Master Contract; minus, (y) amounts transferred from the 
Revenue Fund to the Rate Stabilization Fund in accordance with the Master Contract and, (z) for the 
purposes of determining compliance with the rate covenant only set forth in the Master Contract, 
earnings from the investments in the Parity Reserve Fund that are deposited in the Revenue Fund in 
such Fiscal Year or twelve (12) month period. 

“Adjusted Annual Net Revenues” means, for any Fiscal Year or any designated twelve (12) 
month period in question, the Adjusted Annual Gross Revenues during such Fiscal Year or twelve 
(12) month period less the Maintenance and Operation Costs during such Fiscal Year or twelve (12) 
month period. 

“Annual Debt Service” means, for any Fiscal Year or any designated twelve (12) month 
period in question, the required payments to be made with respect to all Outstanding Parity 
Obligations in such Fiscal Year or twelve (12) month period; provided, that for purposes of 
determining compliance with the rate covenant set forth in the Master Contract, the Reserve Fund 
Requirement and conditions for the execution of Parity Obligations: 

(A) Generally.  Except as otherwise provided by subparagraph (B) with respect to 
Variable Interest Rate Parity Obligations and by subparagraph (C) with respect to Parity Obligations 
with respect to which a Payment Agreement is in force, interest on any Parity Obligation will be 
calculated based on the actual amount of interest that is payable under that Parity Obligation; 
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(B) Interest on Variable Interest Rate Parity Obligations.  The amount of interest deemed 
to be payable on any Variable Interest Rate Parity Obligation will be calculated on the assumption 
that the interest rate on that Parity Obligation would be equal to the rate (the “assumed RBI-based 
rate”) that is ninety percent (90%) of the average RBI during the twelve (12) calendar month period 
immediately preceding the date in which the calculation is made; 

(C) Interest on Parity Obligations with respect to which a Payment Agreement is in force.  
The amount of interest deemed to be payable on any Parity Obligations with respect to which a 
Payment Agreement is in force will, so long as the Qualified Counterparty thereto is not in default 
thereunder, be based on the net economic effect on the City expected to be produced by the terms of 
such Parity Obligation and such Payment Agreement, including but not limited to the effects that 
(i) such Parity Obligation would, but for such Payment Agreement, be treated as an obligation 
bearing interest at a Variable Interest Rate instead will be treated as an obligation bearing interest at a 
fixed interest rate, and (ii) such Parity Obligation would, but for such Payment Agreement, be treated 
as an obligation bearing interest at a fixed interest rate instead will be treated as an obligation bearing 
interest at a Variable Interest Rate; and accordingly, the amount of interest deemed to be payable on 
any Parity Obligation with respect to which a Payment Agreement is in force will, so long as the 
Qualified Counterparty thereto is not in default thereunder, be an amount equal to the amount of 
interest that would be payable at the rate or rates stated in such Parity Obligation plus the Payment 
Agreement Payments minus the Payment Agreement Receipts, and for the purpose of calculating 
Payment Agreement Receipts and Payment Agreement Payments under such Payment Agreement, 
the following assumptions will be made: 

(1) Counterparty Obligated to Pay Actual Variable Interest Rate on Variable 
Interest Rate Parity Obligations.  If the Payment Agreement obligates a Qualified Counterparty to 
make payments to the City based on the actual Variable Interest Rate on a Parity Obligation that 
would, but for the Payment Agreement, be treated as a Variable Interest Rate Parity Obligation and 
obligates the City to make payments to the Qualified Counterparty based on a fixed rate, payments 
by the City to the Qualified Counterparty will be assumed to be made at the fixed rate specified by 
the Payment Agreement and payments by the Qualified Counterparty to the City will be assumed to 
be made at the actual Variable Interest Rate on such Parity Obligation, without regard to the 
occurrence of any event that, under the provisions of the Payment Agreement, would permit the 
Qualified Counterparty to make payments on any basis other than the actual Variable Interest Rate on 
such Parity Obligation, and such Parity Obligation will set forth a debt service schedule based on that 
assumption; 

(2) Variable Interest Rate Parity Obligations and Payment Agreements Having 
the Same Variable Interest Rate Component.  If both a Payment Agreement and the related Parity 
Obligation that would, but for the Payment Agreement, be treated as a Variable Interest Rate Parity 
Obligation, include a variable interest rate payment component that is required to be calculated on 
the same basis (including, without limitation, on the basis of the same variable interest rate index), it 
will be assumed that the variable interest rate payment component payable pursuant to the Payment 
Agreement is equal in amount to the variable interest rate component payable on such Parity 
Obligation; 

(3) Variable Interest Rate Parity Obligations and Payment Agreements Having 
Different Variable Interest Rate Components.  If a Payment Agreement obligates either the City or 
the Qualified Counterparty to make payments of a variable interest rate component on a basis that is 
different (including, without limitation, on a different variable interest rate index) from the basis that 
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is required to be used to calculate interest on the Parity Obligation that would, but for the Payment 
Agreement, be treated as a Variable Interest Rate Parity Obligation it will be assumed: 

(a) City Obligated to Make Payments Based on Variable Interest Rate 
Index.  If payments by the City under the Payment Agreement are based on a variable interest rate 
index and payments by the Qualified Counterparty are based on a fixed interest rate, payments by the 
City to the Qualified Counterparty will be based upon an interest rate equal to the assumed RBI-
based rate, and payments by the Qualified Counterparty to the City will be based on the fixed rate 
specified by the Payment Agreement; and 

(b) City Obligated to Make Payments Based on Fixed Interest Rate.  If 
payments by the City under the Payment Agreement are based on a fixed interest rate and payments 
by the Qualified Counterparty are based on a variable interest rate index, payments by the City to the 
Qualified Counterparty will be based on an interest rate equal to the rate (the “assumed fixed payor 
rate”) that is one hundred and five percent (105%) of the fixed interest rate specified by the Payment 
Agreement to be paid by the City, and payments by the Qualified Counterparty to the City will be 
based on a rate equal to the actual variable interest rate on the Variable Interest Rate Parity 
Obligation. 

(4) Certain Payment Agreements May be Disregarded.  Notwithstanding the 
provisions of subparagraphs (C)(1), (2) and (3) of this definition, the City will not be required to (but 
may at its option) take into account as set forth in subparagraph (C) of this definition (for the purpose 
of determining Annual Debt Service) the effects of any Payment Agreement that has a remaining 
term of ten (10) years or less; 

(D) Debt Service on Parity Payment Agreements.  No interest will be taken into account 
with respect to a Parity Payment Agreement for any period during which Payment Agreement 
Payments on that Parity Payment Agreement are taken into account in determining Annual Debt 
Service on a related Parity Obligation under subparagraph (C) of this definition; provided, that for 
any period during which Payment Agreement Payments are not taken into account in calculating 
Annual Debt Service on any Parity Obligation because the Parity Payment Agreement is not then 
related to any Parity Obligation, interest on that Parity Payment Agreement will be taken into 
account by assuming: 

(1) City Obligated to Make Payments Based on Fixed Interest Rate.  If the City is 
obligated to make Payment Agreement Payments based on a fixed interest rate and the Qualified 
Counterparty is obligated to make payments based on a variable interest rate index, payments by the 
City will be based on the assumed fixed payor rate, and payments by the Qualified Counterparty will 
be based on a rate equal to the average rate determined by the variable interest rate index specified by 
the Payment Agreement during the quarter preceding the quarter in which the calculation is made; 
and 

(2) City Obligated to Make Payments Based on Variable Interest Rate Index.  If 
the City is obligated to make Payment Agreement Payments based on a variable interest rate index 
and the Qualified Counterparty is obligated to make payments based on a fixed interest rate, 
payments by the City will be based on an interest rate equal to the average rate determined by the 
variable interest rate index specified by the Payment Agreement during the quarter preceding the 
quarter in which the calculation is made, and the Qualified Counterparty will make payments based 
on the fixed rate specified by the Parity Payment Agreement; and 



 

B-4 
 

(3) Certain Payment Agreements May be Disregarded.  Notwithstanding the 
provisions of subparagraphs (D)(1) and (2) of this definition, the City will not be required to (but 
may at its option) take into account (for the purpose of determining Annual Debt Service) the effects 
of any Payment Agreement that has a remaining term of ten (10) years or less; 

(E) Balloon Parity Obligations.  For purposes of calculating Annual Debt Service on any 
Balloon Parity Obligations, it will be assumed that the principal of those Balloon Parity Obligations, 
together with interest thereon at a rate equal to the assumed RBI-based rate, will be amortized in 
equal annual installments over a term of thirty (30) years from the date of issuance.  

“Authority” means the Modesto Public Financing Authority, a joint exercise of powers 
authority duly organized and existing under and by virtue of the laws of the State of California. 

“Average Annual Debt Service” means the sum of the Annual Debt Service for all Fiscal 
Years during the period commencing with the Fiscal Year in which such calculation is made (or if 
appropriate, the first full Fiscal Year following the issuance of Parity Obligations) and terminating 
with the last Fiscal Year in which payments are due under Outstanding Parity Obligations, divided by 
the number of such Fiscal Years. 

“Balloon Parity Obligation” means any Parity Obligation described as such in such Parity 
Obligation. 

“Business Day” means any day (other than a Saturday or a Sunday) on which banks in 
New York, New York, are open for business and on which the Trustee is open for business at its 
corporate trust office in San Francisco, California. 

“CDWR Loan” means the loan to the City from the State of California Department of Water 
Resources in the principal amount of $3,895,000, which obligation is payable from Gross Revenues 
on a parity with the Payments under the Contracts. 

“Certificate of the City” means an instrument in writing signed by the City Manager, the 
Finance Director, or any other officer of the City duly authorized by the City Council for that 
purpose. 

“City” means the City of Modesto, a charter city and municipal corporation, duly organized 
and existing under and by virtue of the Constitution and laws of the State of California.   

“Code” means the Internal Revenue Code of 1986, and the regulations issued thereunder, as 
the same may be amended from time to time, and any successor provisions of law.  Reference to a 
particular section of the Code will be deemed to be a reference to any successor to any such section. 

“Connection Fees” means all fees and charges payable to the City for the privilege of 
connecting to the Water Utility System. 

“Consultant’s Report” means a report signed by an Independent Consultant. 

“Continuing Disclosure Agreement” means any continuing disclosure agreement, by and 
between the City and the Trustee, delivered pursuant to the Contracts. 

“Contracts” means the Master Contract and all Supplemental Contracts. 
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“Event of Default” means an event described as an event of default under the Master 
Contract. 

“Federal Securities” means United States of America Treasury bills, notes, bonds or 
certificates of indebtedness, or obligations for which the full faith and credit of the United States of 
America are pledged for the payment of interest and principal, or securities evidencing ownership 
interests in such obligations or in specified portions of the interest on or principal of such obligations. 

“Finance Director” means the Finance Director of the City. 

“Fiscal Year” means the period beginning on July 1 of each year and ending on the next 
succeeding June 30, or any other annual accounting period hereafter selected and designated by the 
City Council of the City as the Fiscal Year of the City. 

“Generally Accepted Accounting Principles” means the uniform accounting and reporting 
procedures set forth in publications of the American Institute of Certified Public Accountants or its 
successor, or by any other generally accepted authority on such procedures selected by the City, and 
includes, as applicable, the standards set forth by the Governmental Accounting Standards Board or 
its successor. 

“Gross Revenues” means all gross income and revenue received or receivable by the City 
from the ownership or operation of the Water Utility System, determined in accordance with 
Generally Accepted Accounting Principles, including all rates, fees and charges (including all 
Connection Fees, contributions in aid of construction, and charges and standby water availability 
charges legally available for debt service) received by the City for the Water Service and the other 
services and facilities of the Water Utility System and all net proceeds of insurance covering business 
interruption loss relating to the Water Utility System and all other income and revenue howsoever 
derived by the City from the ownership or operation of the Water Utility System or arising from the 
Water Utility System, and including all Payment Agreement Receipts, and including all income from 
the deposit or investment of any money in the Revenue Fund or, to the extent deposited in the 
Revenue Fund, in the Parity Reserve Fund, but excluding in all cases any proceeds of taxes and any 
refundable deposits made to establish credit and advances. 

“Improvement Fund” means the City of Modesto Water Utility System Improvement Fund 
established pursuant to the Master Contract. 

“Independent Certified Public Accountant” means any certified public accountant or firm of 
such accountants duly licensed and entitled to practice and practicing as such under the laws of the 
State of California, appointed and paid by the City, and who, or each of whom: 

(1) is in fact independent according to the Statement of Auditing Standards No. 1 and not 
under the domination of the City; 

(2) does not have a substantial financial interest, direct or indirect, in the operations of 
the City; and 

(3) is not connected with the City as a director, officer or employee of the City, but who 
may be regularly retained to audit the accounting records of and make reports thereon to the City. 
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“Independent Consultant” means any registered engineer or firm of registered engineers of 
national reputation generally recognized to be well qualified in engineering matters relating to water 
systems, or any other financial consultant or firm of financial consultants generally recognized to be 
well qualified in matters relating to water systems, appointed and paid by the City, and who or each 
of whom: 

(1) is in fact independent and not under the domination of the City; 

(2) does not have a substantial financial interest, direct or indirect, in the operations of 
the City; and 

(3) is not connected with the City as a director, officer or employee of the City, but may 
be regularly retained to make reports to the City. 

“Maintenance and Operation Costs” means the costs paid or incurred by the City for 
maintaining and operating the Water Utility System, determined in accordance with Generally 
Accepted Accounting Principles, including, but not limited to, (a) all reasonable expenses of 
management and repair and other expenses necessary to maintain and preserve the Water Utility 
System in good repair and working order, (b) all costs of water purchased by the City, including all 
costs under the Treatment and Delivery Agreement which do not constitute debt service thereunder, 
(c) all administrative costs of the City that are charged directly or apportioned to the operation of the 
Water Utility System, such as salaries and wages of employees, overhead, taxes (if any) and 
insurance premiums, payments into pension funds, and (d) all other reasonable and necessary costs of 
the City or charges required to be paid by it to comply with the terms of the Master Contract or of 
any resolution authorizing the execution of any Parity Obligation or of such Parity Obligation, such 
as compensation, reimbursement and indemnification of the trustee or remarketing agent for any such 
Parity Obligation, letter of credit fees for any such Parity Obligations and fees and expenses of 
Independent Certified Public Accountants and Independent Consultants; but excluding in all cases 
(1) depreciation, replacement and obsolescence charges or reserves therefor and amortization of 
intangibles, premiums and discounts, (2) interest expense, (3) amounts paid from funds of the City 
other than Gross Revenues, and (4) in-lieu transfers or recoupment of contributed capital to the 
City’s general fund. 

“Master Contract” means the Master Installment Purchase Contract executed and entered into 
as of November 1, 1997, by and between the City and the Authority, as the same may be amended or 
supplemented from time to time. 

“Maximum Annual Debt Service” means the greatest Annual Debt Service payable on Parity 
Obligations in any Fiscal Year during the period commencing with the Fiscal Year in which the 
determination is being made and terminating with the last Fiscal Year in which payments are due 
under Outstanding Parity Obligations. 

“Moody’s” means Moody’s Investors Service, a corporation duly organized and existing 
under and by virtue of the laws of the State of Delaware, and its successors or assigns, except that if 
such corporation will be dissolved or liquidated or will no longer perform the services of a municipal 
securities rating agency, then “Moody’s” will be deemed to refer to any other nationally recognized 
municipal securities rating agency rating Parity Obligations at the Request of the City. 
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“Net Proceeds” means, when used with respect to any condemnation award or with respect to 
any insurance proceeds, the amount of such condemnation award or such insurance proceeds 
remaining after payment of all expenses (including attorneys’ fees) incurred in the collection of such 
award or such proceeds. 

“1997 Certificates” means the $25,585,000 Refunding Revenue Certificates of Participation 
(1997 Water Utility System Refinancing Project), evidencing and representing proportionate interests 
of the owners thereof in the 1997 Payments to be made by the City. 

“1997 Payments” means the installment payments required to be made by the City to the 
Authority under and pursuant to the 1997 Supplemental Contract. 

“1997 Supplemental Contract” means the 1997 Supplemental Installment Purchase Contract, 
executed and entered into as of November 1, 1997, by and between the City and the Authority, 
supplementing the Master Contract. 

“1997 Trust Agreement” means that certain Trust Agreement, dated as of November 1, 1997, 
by and between the Authority and State Street Bank and Trust Company, N.A., which has been 
succeeded by The Bank of New York Trust Company, N.A., as trustee, pursuant to which there was 
executed and delivered the 1997 Certificates. 

“Opinion of Counsel” means a written opinion of counsel of recognized national standing in 
the field of law relating to municipal bonds, retained by the City. 

“Outstanding,” when used as of any particular time with reference to Parity Obligations, 
means all Parity Obligations which have not been paid or otherwise satisfied as provided in the 
Master Contract.  

“Parity Bank Agreements” means an agreement with a bank or other financial institution 
relating to an irrevocable letter of credit, guarantee or other credit enhancement device providing 
liquidity or irrevocable credit or security for the payment of Parity Obligations. 

“Parity Obligation Payment Fund” means the City of Modesto Water Utility System Parity 
Obligation Payment Fund established pursuant to the Master Contract. 

“Parity Obligations” means the payment obligations under the Treatment and Delivery 
Agreement which constitute debt service, the payment obligations under the CDWR Loan 
Agreement, and all Supplemental Contracts and all other obligations hereafter incurred by the City 
the payment of which constitutes a charge and lien on the Gross Revenues equal to and on a parity 
with the charge and lien upon the Gross Revenues for the payment of the Payments, other than 
(i) such portion of the payment obligations (including certain payments due upon an early 
termination thereof) under any Parity Payment Agreement to the extent such obligations are 
expressly subordinate to Parity Obligations pursuant to the terms of such Parity Payment Agreement 
and (ii) Parity Bank Agreements; provided that no amounts have been drawn under any such Parity 
Bank Agreements which have not been reimbursed by the City. 

“Parity Payment Agreement” means a Payment Agreement which is a Parity Obligation. 

“Parity Reserve Fund” means the City of Modesto Water Utility System Parity Reserve Fund 
established pursuant to the 1997 Trust Agreement. 
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“Payment Agreement” means a written agreement for the purpose of managing or reducing 
the City’s exposure to fluctuations in interest rates or for any other interest rate, investment, cash 
flow, asset or liability managing purposes, entered into either on a current or forward basis by the 
City and a Qualified Counterparty in connection with, or incidental to, the entering into of any Parity 
Obligation, that provides for an exchange of payments based on interest rates, ceilings or floors on 
such payments, cash flows, options on such payments, or any combination thereof or any similar 
device. 

“Payment Agreement Payments” means the amounts required to be paid periodically by the 
City to the Qualified Counterparty pursuant to a Payment Agreement. 

“Payment Agreement Receipts” means the amounts required to be paid periodically by the 
Qualified Counterparty to the City pursuant to a Payment Agreement. 

“Payment Date” means any date on which Payments are scheduled to be paid by the City 
under and pursuant to any Supplemental Contract. 

“Payments” means the installment payments scheduled to be paid by the City under and 
pursuant to the Master Contract and all Supplemental Contracts. 

“Permitted Investments” means any of the following obligations if and to the extent that they 
are permissible investments of funds of the City as stated in its current investment policy (copies of 
which the City will provide on a current basis to the Trustee) and to the extent then permitted by law: 

(1) Federal Securities; 

(2) Obligations issued by the Resolution Funding Corporation and the Student Loan 
Marketing Association, or obligations, participations, or other instruments of or issued by, or fully 
guaranteed as to interest and principal by, the Government National Mortgage Association 
(excluding stripped mortgage backed securities which are valued at greater than par on the unpaid 
principal); 

(3) Bills of exchange or time drafts drawn on and accepted by a commercial bank 
(including the Trustee or any of its affiliates), otherwise known as bankers acceptances, which are 
eligible for purchase by the Federal Reserve System and which are drawn on any bank the short-term 
obligations of which are rated in the highest letter and numerical rating category as provided by 
Moody’s and by S&P; provided, that purchases of eligible bankers acceptances may not exceed two 
hundred seventy (270) days’ maturity; 

(4) Commercial paper of “prime” quality of the highest ranking or of the highest letter 
and numerical rating category as provided by Moody’s and by S&P, which commercial paper is 
limited to issuing corporations that are organized and operating within the United States of America 
and that have total assets in excess of five hundred million dollars ($500,000,000) and that have an 
“A” or higher rating for the issuer’s unsecured debentures, other than commercial paper, as provided 
by Moody’s and by S&P; provided, that purchases of eligible commercial paper may not exceed one 
hundred eighty (180) days’ maturity nor represent more than ten percent (10%) of the outstanding 
commercial paper of an issuing corporation; 
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(5) Non-negotiable certificates of deposit issued by a state or national bank (including the 
Trustee or any of its affiliates) that have maturities of not more than three hundred sixty-five (365) 
days and that are fully insured by the Federal Deposit Insurance Corporation or the short-term 
obligations of which state or national bank are rated no lower that “A1” by Moody’s and “A+” by 
S&P; 

(6) Any repurchase agreement of any securities enumerated in subdivisions (1) and (2) 
with any state or national bank (including the Trustee or any of its affiliates) or government bond 
dealer reporting to, trading with, and recognized as a primary dealer by the Federal Reserve Bank of 
New York, which agreement is either (A) with any institution which has debt rated no lower than 
“Al” by Moody’s and “A+” by S&P or whose commercial paper is rated no lower than “P-1” by 
Moody’s and no lower than “A-1” by S&P; (B) with any corporation or other entity that falls under 
the jurisdiction of the Federal Bankruptcy Code; provided, that (a) the term of such repurchase 
agreement is less than one (1) year or due on demand; (b) the Trustee or a third party acting solely as 
agent for the Trustee has possession of the collateral; (c) the market value of the collateral (as 
determined at least once in every fourteen (14) days) exceeds the principal amount of the repurchase 
agreement plus accrued interest and the market value of the collateral is maintained at levels 
acceptable to Moody’s and to S&P; (d) failure to maintain the requisite collateral levels will require 
the Trustee to liquidate the collateral immediately; and (e) the repurchase agreement securities are 
free and clear of any third-party lien or claim; or (C) with financial institutions insured by the Federal 
Deposit Insurance Corporation or any broker-dealer with retail customers which falls under the 
jurisdiction of the Securities Investors Protection Corporation; provided, that: (a) the market value of 
the collateral (as determined at least once in every fourteen (14) days) exceeds the principal amount 
of the repurchase agreement plus accrued interest and the market value of the collateral is maintained 
at levels acceptable to Moody’s and to S&P; (b) the Trustee or a third party acting solely as agent for 
the Trustee has possession of the collateral; (c) the Trustee has a perfected first priority security 
interest in the collateral; (d) the collateral is free and clear of third-party liens and in the case of a 
Securities Investors Protection Corporation broker was not acquired pursuant to a repurchase 
agreement or reverse repurchase agreement; and (e) failure to maintain the requisite collateral 
percentage will require the Trustee to liquidate the collateral immediately; 

(7) Certificates, notes, warrants, bonds or other evidence of indebtedness of the State of 
California or any local agencies therein which are rated in the highest short-term rating category or 
within one of the three highest long-term rating categories by Moody’s and by S&P (excluding 
securities that do not have a fixed par value and/or whose terms do not promise a fixed dollar amount 
at maturity or call date); 

(8) For amounts less than one hundred thousand dollars ($100,000), interest-bearing 
demand or time deposits (including certificates of deposit) in a nationally or state-chartered bank 
fully insured by the Federal Deposit Insurance Corporation, including the Trustee or any affiliate 
thereof, and of which an aggregate total of one hundred thousand dollars ($100,000) is not exceeded 
in any one financial institution; 

(9) Investments in units of a money-market fund portfolio that is rated in the highest 
letter and numerical rating category by Moody’s and by S&P (including funds for which the Trustee, 
its affiliates or subsidiaries provide investment advisory or other management services) and that is 
composed of direct obligations of, or on obligations guaranteed by, the full faith and credit of the 
United States of America or repurchase agreements collateralized by such obligations; 
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(10) a guaranteed investment contract with a financial institution or insurance company 
(or guaranteed by a financial institution or insurance company) which has at the date of execution 
thereof an outstanding issue of unsecured, uninsured and unguaranteed debt obligations or a claims 
paying ability rated within the two highest rating categories of any Rating Agency; 

(11) Obligations approved in writing by Moody’s and by S&P; 

(12) The Local Agency Investment Fund or similar pooled fund operated by or on behalf 
of the State of California and which is authorized to accept investments by or on behalf of the City of 
the moneys held by the Trustee in any of the accounts or funds established pursuant to the Master 
Contract; and 

(13) The California Asset Management Program (CAMP). 

“Project” means any additions, betterments, extensions or improvements to the Water Utility 
System designated by the City Council of the City as a Project, the acquisition and construction of 
which (together with the incidental costs and expenses related thereto) is to be financed or refinanced 
by the proceeds of any Parity Obligation as provided therein. 

“Qualified Counterparty” means a party (other than the City) who is the other party to a 
Payment Agreement and (1) (a) whose senior debt obligations are rated in one of the three (3) highest 
rating categories of each of the Rating Agencies then rating any Parity Obligations (without regard to 
any gradations within a rating category), or (b) whose obligations under the Payment Agreement are 
guaranteed for the entire term of the Payment Agreement by a bond insurer or other institution which 
has been, or whose debt service obligations have been, assigned a credit rating in one of the three 
highest rating categories of each of the Rating Agencies then rating any Parity Obligations, and (2) 
who is otherwise qualified to act as the other party to a Payment Agreement with the City under any 
applicable laws. 

“Rate Stabilization Fund” means the fund by that name established pursuant to the Master 
Contract. 

“Rating Agencies” means Moody’s and S&P, and their respective successors or assigns, or 
any other nationally recognized securities rating agency or agencies rating any Parity Obligations at 
the Request of the City. 

“RBI” means the Bond Buyer Revenue Bond Index or comparable index of long-term 
municipal obligations chosen by the City, or, if no comparable index can be obtained, eighty percent 
(80%) of the interest rate on actively traded thirty (30) year United States Treasury obligations. 

“Request of the City” means an instrument in writing signed by the City Manager of the City, 
the Finance Director, or any other officer of the City duly authorized by the City Council for that 
purpose. 

“Reserve Fund Requirement” means, as of any date of determination and excluding any 
Parity Obligations which are not Supplemental Contracts and the debt service thereon, the least of (a) 
ten percent (10%) of the initial offering price to the public of the Parity Obligations as determined 
under the Code, or (b) the Maximum Annual Debt Service, or (c) one hundred twenty-five percent 
(125%) of the Average Annual Debt Service, all as computed and determined by the City and 
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specified in writing to the Trustee; provided, that such requirement (or any portion thereof) may be 
provided by one or more policies of municipal bond insurance or surety bonds issued by a municipal 
bond insurer or by a letter of credit issued by a bank or other institution if the obligations insured by 
such insurer or issued by such bank or other institution, as the case may be, have ratings at the time 
of issuance of such policy or surety bond or letter of credit equal to “Aa” or higher assigned by 
Moody’s (if Moody’s is then rating any of the Parity Obligations) and “AA” or higher assigned by 
S&P (if S&P is then rating any of the Parity Obligations) and that maintain at all times ratings at least 
equal to the lowest ratings (without giving effect to municipal bond insurance or other credit 
enhancement) on any of the Parity Obligations provided by Moody’s (if Moody’s is then rating any 
of the Parity Obligations) and by S&P (if S&P is then rating any of the Parity Obligations).  If at any 
time, obligations insured by any such municipal bond insurer issuing a policy of municipal bond 
insurance or surety bond or a bank or other institution issuing a letter of credit as permitted by this 
definition will no longer maintain such ratings as required in accordance with the immediately 
preceding sentence, the City will provide or cause to be provided cash or a substitute municipal bond 
insurance policy or surety bond or a letter of credit meeting such requirements. 

“Revenue Fund” means the City of Modesto Water Utility System Revenue Fund established 
pursuant to the Master Contract. 

“S&P” means Standard & Poor’s Ratings Services, a division of the McGraw Hill 
Companies, Inc., a corporation duly organized and existing under and by virtue of the laws of the 
State of New York, and its successors or assigns, except that if such entity will be dissolved or 
liquidated or will no longer perform the services of a municipal securities rating agency, then “S&P” 
will be deemed to refer to any other nationally recognized municipal securities rating agency rating 
Parity Obligations at the Request of the City. 

“State” means the State of California. 

“Subordinate Obligations” means obligations of the City authorized and executed by the City 
under applicable law, the payments under and pursuant to which are payable from Gross Revenues, 
subject and subordinate to payments under and pursuant to Parity Obligations and are payable from 
any fund established for the purpose of paying debt service on such Subordinate Obligations. 

“Supplemental Contracts” means all installment purchase contracts of the City supplemental 
to the Master Contract and authorized and executed by the City under and pursuant to the Master 
Contract and applicable law, the installment payments under and pursuant to which are payable from 
Gross Revenues. 

“Treatment and Delivery Agreement” means the Treatment and Delivery Agreement, by and 
among the City of Modesto, the Del Este Water Company, and the Modesto Irrigation District, which 
obligation is payable from the Gross Revenues on a parity with the Payments under the Master 
Contract and all Supplemental Contracts. 

“Trust Agreements” means all trust agreements or indentures which are executed and 
delivered in connection with Parity Obligations, including the Trust Agreement. 

“Trustee” means The Bank of New York Trust Company, N.A., a national banking 
association duly organized and existing under the laws of the United States of America, or any 
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association or corporation which may at any time be substituted in its place, as provided in the Trust 
Agreements. 

“Special Counsel” will have the meaning given such term in the 2008 Trust Agreement. 

“2008 Certificate Insurance Policy” means the municipal bond insurance policy issued by the 
2008 Certificate Insurer guaranteeing the scheduled payments of principal of and interest evidenced 
and represented by the 2008 Certificates.   

“2008 Certificate Insurer” means Assured Guaranty Corp., its successors and assigns. 

“2008 Certificates” means the City of Modesto Water Refunding Revenue Certificates of 
Participation, 2008 Series A, evidencing and representing proportionate interests of the owners 
thereof in the 2008 Payments to be made by the City, executed and delivered pursuant to the 2008 
Trust Agreement. 

“2008 Interest Rate Swap Agreement” means, collectively, the ISDA Master Agreement 
(Local Currency–Single Jurisdiction 1992), the U.S. Municipal Counterparty Schedule thereto and a 
Credit Support Annex, each dated as of May 29, 2008, and an amended Confirmation, originally 
entered into on September 27, 2006, as amended as of May 29, 2008, between Bank of America, 
N.A., as a Qualified Counterparty, and the City. 

“2008 Payment Date” means each Interest Payment Date and each day on which payments of 
principal evidenced  and represented by the 2008 Certificates become due (whether at maturity or 
because of prepayment or acceleration). 

“2008 Payments” means the Payments scheduled to be paid by the City under and pursuant to 
the terms of the 2008 Supplemental Contract. 

“2008 Project” means the improvements to the Water Utility System to be refinanced with 
the proceeds of the 2008 Certificates, as shown on Exhibit A to the 2008 Supplemental Contract. 

“2008 Supplemental Contract” means the 2008 Supplemental Installment Purchase Contract, 
dated as of May 1, 2008, by and between the City and the Authority, as originally executed and as it 
may from time to time be amended or supplemented in accordance with its terms. 

“2008 Supplemental Contract Payment Account” means the account by that name within the 
Parity Obligation Payment Fund established pursuant to the 2008 Supplemental Contract. 

“2008 Swap Insurance Policy” means the interest rate swap insurance policy issued by the 
2008 Certificate Insurer guaranteeing certain payments due by the City under the 2008 Interest Rate 
Swap Agreement. 

“2008 Tax Certificate” means the Tax Certificate concerning certain matters pertaining to the 
use and investment of proceeds of the 2008 Certificates executed and delivered by the City on the 
date of initial delivery of the 2008 Certificates, including any and all exhibits attached thereto. 

“2008 Trust Agreement” means that certain Trust Agreement, dated as of May 1, 2008, by 
and between the Authority and the Trustee, delivered in connection with the 2008 Certificates. 
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“Variable Interest Rate” means any variable interest rate or rates to be paid under any Parity 
Obligations, the method of computing which variable interest rate will be as specified in the 
applicable Parity Obligation, which Parity Obligation will also specify either (i) the payment period 
or periods or time or manner of determining such period or periods or time for which each value of 
such variable interest rate will remain in effect, and (ii) the time or times based upon which any 
change in such variable interest rate will become effective, and which variable interest rate may, 
without limitation, be based on the interest rate on certain bonds or may be based on interest rate, 
currency, commodity or other indices. 

“Variable Interest Rate Parity Obligations” means, for any period of time, any Parity 
Obligations that bear a Variable Interest Rate during such period, except that Parity Obligations will 
not be treated as Variable Interest Rate Parity Obligations if the net economic effect of interest rates 
on particular Payments or Parity Obligations and interest rates on other Payments of the same 
Supplemental Contract or Parity Obligations, as set forth in such Supplemental Contract or Parity 
Obligations, or the net economic effect of a Payment Agreement with respect to particular Parity 
Obligations, in either case is to produce obligations that bear interest at a fixed interest rate, and 
Supplemental Contracts with respect to which a Payment Agreement is in force will be treated as 
Variable Interest Rate Parity Obligations if the net economic effect of the Payment Agreement is to 
produce obligations that bear interest at a Variable Interest Rate, all in accordance with the definition 
of “Annual Debt Service” set forth in the Master Contract. 

“Water Service” means the service furnished, made available or provided by the Water 
Utility System. 

“Water Utility System” means (i) all property rights, contractual rights and facilities of the 
City relating to water, including all facilities, properties, structures or works for the treatment, 
conservation, storage, transmission or distribution of water now owned by the City; and (ii) all 
additions, betterments, extensions or improvements to such facilities, properties, structures or works 
or any part thereof hereafter acquired and constructed. 

Acquisition, Construction and Sale of Projects; Funds 

Acquisition, Construction and Sale of Projects.  Pursuant to the Master Contract, the 
Authority agrees to finance and refinance the costs of the acquisition and construction of the Projects 
for and to sell the Projects to the City, and in order to implement this provision, the Authority 
appoints the City as its agent for the purpose of such acquisition and construction, and the City 
agrees to enter into such construction contracts and purchase orders as may be necessary, as agent for 
the Authority, to provide for the complete acquisition and construction of the Projects. 

The City agrees that as such agent it will cause the acquisition and construction of the 
Projects to be diligently completed after the deposit of funds in the Improvement Fund for such 
purpose pursuant to the Master Contract, and that it will use its best efforts to cause the acquisition 
and construction of the Projects to be completed in a timely fashion, unforeseeable delays beyond the 
reasonable control of the City only excepted, and, pursuant to the Master Contract, the Authority 
agrees to and sells the Projects to the City.  Notwithstanding the foregoing, it is expressly understood 
and agreed that the Authority will be under no liability of any kind or character whatsoever for the 
payment of any costs or expenses incurred by the City for the acquisition and construction of the 
Projects and that all such costs and expenses will be paid by the City, regardless of whether the funds 
deposited in the Improvement Fund are sufficient to cover all such costs. 
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Improvement Fund.  There is established under the Master Contract the City of Modesto 
Water Utility System Improvement Fund, which fund the City agrees to maintain until the 
completion of the acquisition and construction of the Projects to be funded from the separate 
accounts to be established in such fund as provided in the Supplemental Contracts. 

Rate Stabilization Fund.  There is established under the Master Contract a City of Modesto 
Water Utility System Rate Stabilization Fund, which fund the City agrees to maintain so long as any 
Parity Obligations remain unpaid.  The City may deposit in the Rate Stabilization Fund any Gross 
Revenues, after providing for the payment of Parity Obligations and Maintenance and Operation 
Costs, and any other money received and available to be used therefor, provided that deposits from 
such Gross Revenues for each Fiscal Year may be made until (but not after) 180 days after the end of 
such Fiscal Year.  The City may withdraw amounts from the Rate Stabilization Fund only for 
inclusion in Adjusted Annual Net Revenues, such withdrawal to be made until (but not after) 180 
days after the end of such Fiscal Year.  All interest or other earnings upon deposits in the Rate 
Stabilization Fund will be accounted for as Gross Revenues.  Notwithstanding the foregoing, no 
Gross Revenues will be deposited in the Rate Stabilization Fund to the extent that such amount was 
included by the City in Adjusted Annual Net Revenues for purposes of determining compliance with 
certain provisions of the Master Contract relating to conditions for the execution of Parity 
Obligations or the rate covenant and deduction of the amounts to be deposited in the Rate 
Stabilization Fund would have caused noncompliance with such provisions. 

Pledge of Gross Revenues; Revenue Fund.  Pursuant to the Master Contract, all Gross 
Revenues of the Water Utility System are irrevocably pledged to the payment of the Payments, all 
payments required to be made by the City under all other Parity Obligations and the Maintenance and 
Operation Costs as provided in the Master Contract, and the Gross Revenues of the Water Utility 
System will not be used for any other purpose while any of the Payments remain unpaid; provided, 
however, that out of Gross Revenues there may be apportioned such sums for such purposes as are 
expressly permitted by the Master Contract.  Such pledge constitutes a first pledge of and charge and 
lien upon the Gross Revenues of the Water Utility System for the payment of amounts due with 
respect to the Contracts, all other Parity Obligations and Maintenance and Operation Costs in 
accordance with the terms of the Master Contract. 

In order to carry out and effectuate the obligation of the City contained in the Master 
Contract and in all Supplemental Contracts to pay the Payments, the City agrees and covenants that 
all Gross Revenues received by it will be deposited when and as received in the City of Modesto 
Water Utility System Revenue Fund, which fund is established under the Master Contract and which 
fund the City agrees and covenants to maintain separate and apart from other moneys of the City 
(subject to certain provisions of the Master Contract relating to investments) so long as any Parity 
Obligations remain unpaid, and all money on deposit in the Revenue Fund will be applied and used 
as follows.  The City will pay at the following times in the following order of priority: 

(a) Maintenance and Operation Costs and Parity Obligation Payment Fund Payments.  
The City will, from the money in the Revenue Fund, without preference or priority, and the event of 
any insufficiency of such moneys, ratably, without preference or priority, (i) pay charges for 
Maintenance and Operation Costs of the Water Utility System (including amounts reasonably 
required to be set aside in contingency reserves for Maintenance and Operation Costs the payment of 
which is not immediately required) as such charges are due and payable, and (ii) deposit in the City 
of Modesto Water Utility System Parity Obligation Payment Fund, which fund is established under 
the Master Contract and which fund the City agrees and covenants to maintain separate and apart 



 

B-15 
 

from other moneys of the City (subject to certain provisions of the Master Contract relating to 
investments) so long as any Parity Obligations remain unpaid, on the last Business Day of each 
month (1) an amount equal to the interest which has accrued or will accrue under all Parity 
Obligations during the next succeeding month calculated as if such interest has accrued or will accrue 
on a daily basis during such period, and (2) an amount equal to the principal which has accrued or 
will accrue (as a result of maturity, mandatory sinking fund payments or mandatory prepayment or 
otherwise) under all Parity Obligations during the next succeeding month calculated as if such 
principal has accrued or will accrue on a daily basis during such period, plus (3) the net payments 
due or which will be due on all Parity Payment Agreements calculated as if such net payments 
accrued or will accrue on a daily basis during such period, except that no such deposit need be made 
if the City then holds money in the Parity Obligation Payment Fund at least equal to the amount of 
interest and principal due or becoming due and payable under all Parity Obligations on the next 
succeeding date on which interest or principal becomes due and payable under any Parity Obligation 
plus the net payments due on all Parity Payment Agreements on such next succeeding due date 
therefor.  Moneys on deposit in the Parity Obligation Payment Fund will be transferred by the City to 
make and satisfy the payments due on the next applicable date on which interest or principal 
becomes due and payable under any Parity Obligation or any net payment becomes due and payable 
by the City under any Parity Payment Agreement at least one Business Day prior to such next 
applicable due date. 

Pursuant to the 2008 Supplemental Contract, there is established within the Parity Obligation 
Payment Fund a 2008 Supplemental Contract Payment Account to provide for the payment of the 
2008 Payments.  On or before the third Business Day immediately preceding each 2008 Payment 
Date or the date on which any net scheduled payment or insured termination payment is due under 
the 2008 Interest Rate Swap Agreement, the City will, from the money in the Parity Obligation 
Payment Fund, deposit in the 2008 Supplemental Contract Payment Account (i) a sum equal to the 
amount of the interest and principal components of the 2008 Payments becoming due and payable 
under the 2008 Supplemental Contract on the next succeeding 2008 Payment Date and (ii) the net 
scheduled payments and any insured termination payment, if applicable, due under the 2008 Interest 
Rate Swap Agreement, except that no such deposit need be made if the amount then on deposit in the 
2008 Supplemental Contract Payment Account is at least equal to the amount of the interest and 
principal components of the 2008 Payments becoming due and payable under the 2008 Supplemental 
Contract on the next succeeding 2008 Payment Date plus the net scheduled payments and any 
insured termination payment, if applicable, due under the 2008 Interest Rate Swap Agreement on 
such next succeeding due date therefor.  Moneys on deposit in the 2008 Supplemental Contract 
Payment Account will (i) be transferred by the City to the Trustee on the Business Day immediately 
preceding each 2008 Payment Date to make and satisfy the 2008 Payment due on such 2008 Payment 
Date and (ii) be transferred by the City to the Trustee on the due date therefor to satisfy the net 
scheduled payment and any insured termination payment, if applicable, due under the 2008 Interest 
Rate Swap Agreement, all in accordance with the Master Contract and the 2008 Trust Agreement. 

(b) Parity Reserve Fund Deposits.  On or before the last Business Day of each month, the 
City will, from the remaining money on deposit in the Revenue Fund after deposits and transfers 
pursuant to paragraph (a) above, transfer to the Trustee for deposit in the Parity Reserve Fund that 
sum, if any, necessary to restore the Parity Reserve Fund to an amount equal to the Reserve Fund 
Requirement.  The City will also, from such remaining moneys in the Revenue Fund, transfer or 
cause to be transferred to the applicable reserve fund or account for any Parity Obligations for which 
a separate reserve has been funded pursuant to the Master Contract, without preference or priority 
between transfers made pursuant to this sentence and the preceding sentence, and in the event of any 
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insufficiency of such moneys ratably without any discrimination or preference, the sum or sums, if 
any, equal to the amount required to be deposited therein pursuant to such Parity Obligations. 

After making the foregoing deposits and transfers required to be made, the City may apply any 
remaining money in the Revenue Fund for any lawful purpose of the City, including for the payment 
of any Subordinate Obligations in accordance with the instruments authorizing such Subordinate 
Obligations. 

2008 Interest Rate Swap Agreement.  Pursuant to the 2008 Supplemental Contract, the City 
and the Authority agree and acknowledge that the 2008 Interest Rate Swap Agreement (excluding the 
obligations thereunder to post collateral under certain circumstances and to make termination 
payments upon any early termination event or event of default except to the extent such termination 
payment is insured under the terms of the 2008 Swap Insurance Policy) constitutes a Parity Payment 
Agreement and a Parity Obligation payable solely from and secured by a pledge of Gross Revenues 
on a parity with all other existing and future Parity Obligations.  The City and the Authority agree 
and acknowledge that obligations under the 2008 Interest Rate Swap Agreement to post collateral 
under certain circumstances or to make termination payments upon an early termination event or 
event of default under the 2008 Interest Rate Swap Agreement (other than to the extent such 
termination payment is insured under the terms of the 2008 Swap Insurance Policy) are Subordinate 
Obligations payable solely from and secured by a pledge of Gross Revenues on a subordinate basis to 
the Parity Obligations.  Amounts payable by the City as a termination payment under the 2008 
Interest Rate Swap Agreement upon an event of default with respect to the City thereunder and the 
designation of an early termination by the 2008 Certificate Insurer pursuant to the terms of the 2008 
Interest Rate Swap Agreement (which payments are insured under the terms of the 2008 Swap 
Insurance Policy) constitute a Parity Obligation payable solely from and secured by a pledge of 
Gross Revenues on a parity with all other existing and future Parity Obligations.  In the event any 
obligation of the City to post collateral or to make payments upon an early termination or event of 
default under the 2008 Interest Rate Swap Agreement constituting a Subordinate Obligation will 
arise, the City will establish a fund as necessary for the purpose of satisfying such obligation.  As 
provided and on the dates under the Master Contract, the City will from the money in the Revenue 
Fund deposit in the 2008 Supplemental Contract Payment Account of the Parity Obligation Payment 
Fund a sum equal to the scheduled payments next due on the 2008 Interest Rate Swap Agreement.  
The City will not be required to advance any moneys derived from any source of income other than 
the Gross Revenues for the payments due under the 2008 Interest Rate Swap Agreement or for the 
performance of any agreements or covenants required to be performed by it contained in the 2008 
Interest Rate Swap Agreement.  The general fund of the City is not liable, and neither the faith and 
credit nor the taxing power of the City is pledged, for the payments under the 2008 Interest Rate 
Swap Agreement. 

Investments.  Any moneys held in the Revenue Fund or the Parity Obligation Payment Fund 
will be invested in Permitted Investments which will, as nearly as practicable, mature on or before 
the dates when such moneys are anticipated to be needed for disbursement under the Contracts.  Any 
moneys held in the Rate Stabilization Fund will be invested in Permitted Investments which will 
mature at such dates as the City will determine but prior to the final date on which payments are due 
under any Outstanding Parity Obligation.  All investment earnings from moneys or deposits in the 
Revenue Fund, the Parity Obligation Payment Fund and the Rate Stabilization Fund will be retained 
in such fund. 
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The City may commingle any of the funds or accounts (except for funds held in any rebate 
fund, which will be held separately) established pursuant to the Master Contract into a separate fund 
or funds for investment purposes only; provided however, that all funds or accounts held by the City 
under the Master Contract will be accounted for separately notwithstanding such commingling.  For 
the purpose of determining the amount in any such fund or account, all Permitted Investments 
credited to such fund or account will, except as otherwise provided in the Master Contract, be valued 
at the lower of cost or market value (inclusive of all interest accrued but not paid). 

Execution of Parity Obligations and Other Obligations 

Conditions for the Execution of Parity Obligations.  The City may at any time execute any 
Parity Obligations the payments under and pursuant to which are payable from the Gross Revenues 
on a parity with the Payments due under all Supplemental Contracts; provided there will be on file 
with the Trustee either: 

(1) A Certificate of the City demonstrating that during any twelve (12) consecutive 
calendar months out of the immediately preceding eighteen (18) calendar month period, the Adjusted 
Annual Net Revenues were at least equal to one hundred twenty-five percent (125%) of the 
Maximum Annual Debt Service for all existing Parity Obligations plus the Parity Obligations 
proposed to be executed; provided, that for the purpose of providing this Certificate, the City may 
adjust the foregoing Adjusted Annual Net Revenues to reflect: 

(i) An allowance for Gross Revenues that would have been derived from each 
new connection to the Water Utility System that was made prior to the execution of such Parity 
Obligations but which, during all or any part of said twelve (12) month period, was not in existence, 
in an amount equal to the estimated additional Gross Revenues that would have been derived from 
each such connection if it had been made prior to the beginning of said twelve (12) month period, 
and 

(ii) An allowance for Gross Revenues that would have been derived from any 
increase in the rates, fees and charges fixed and prescribed for Water Service which became effective 
prior to the execution of such Parity Obligations but which, during all or any part of said twelve (12) 
month period, was not in effect, in an amount equal to the estimated additional Gross Revenues that 
would have been derived from such increase in rates, fees and charges if it had been in effect prior to 
the beginning of said twelve (12) month period; or 

(2) A Consultant’s Report showing that the Adjusted Annual Net Revenues for the Fiscal 
Year next following the end of the period during which interest on the Parity Obligations proposed to 
be executed is to be capitalized or, if no interest is capitalized, the Fiscal Year in which the Parity 
Obligations proposed to be executed are executed, will be at least equal one hundred twenty-five 
percent (125%) of the Maximum Annual Debt Service; provided, that for the purpose of providing 
such Consultant’s Report, the Independent Consultant may adjust the foregoing Adjusted Annual Net 
Revenues to reflect: 

(i) An allowance for Gross Revenues that would have been derived from any 
increase in the rates, fees and charges prescribed for Water Service in effect and being charged, or 
rates, fees and charges for Water Service that are expected to be charged in accordance with a 
program of specific rates, fees, charges, rate levels or increases in overall Gross Revenues approved 
by a resolution of the City Council; and 



 

B-18 
 

(ii) An allowance for Gross Revenues from customers of the Water Utility 
System anticipated to be served by the facilities or improvements financed in substantial part by the 
Parity Obligations proposed to be executed together with any additional Parity Obligations expected 
to be executed prior to the Fiscal Year of determination. 

Notwithstanding the foregoing provisions, there will be no limitations on the ability of the 
City to execute any Parity Obligation at any time to refund any Outstanding Parity Obligation. 

Other Obligations.  The City may incur Subordinate Obligations without meeting any of the 
tests set forth above. 

Covenants of the City 

Compliance with Contracts.  The City will punctually pay the Payments in strict conformity 
with the terms of the Master Contract, and will faithfully observe and perform all the agreements, 
conditions, covenants and terms contained in the Master Contract required to be observed and 
performed by it, and will not terminate the Contracts or fail to make any Payment required by the 
Contracts for any cause including, without limiting the generality of the foregoing, any acts or 
circumstances that may constitute failure of consideration, destruction of or damage to the Projects or 
the Water Utility System, commercial frustration of purpose, any change in the tax or other laws of 
the United States of America or of the State or any political subdivision of either or any failure of the 
Authority to observe or perform any agreement, condition, covenant or term contained in the 
Contracts required to be observed and performed by it, whether express or implied, or any duty, 
liability or obligation arising out of or connected with the Contracts or the insolvency, or deemed 
insolvency, or bankruptcy or liquidation of the Authority or any force majeure, including acts of 
God, tempest, storm, earthquake, war, rebellion, riot, civil disorder, acts of public enemies, blockade 
or embargo, strikes, industrial disputes, lockouts, lack of transportation facilities, fire, explosion, or 
acts or regulations of governmental authorities. 

Use of Proceeds.  The Authority and the City agree that the proceeds of the Contracts will be 
used by the City, as agent for the Authority, to pay the costs of financing or refinancing the 
acquisition and construction of the Projects and to pay the incidental costs and expenses related 
thereto as provided in the Contracts. 

Against Encumbrances.  The City will pay or cause to be paid when due all sums of money 
that may become due or purporting to be due for any labor, services, materials, supplies or equipment 
furnished, or alleged to have been furnished, to or for the City in, upon, about or relating to the Water 
Utility System and will keep the Water Utility System free of any and all liens against any portion of 
the Water Utility System.  In the event any such lien attaches to or is filed against any portion of the 
Water Utility System, the City will cause each such lien to be fully discharged and released at the 
time the performance of any obligation secured by any such lien matures or becomes due, except that 
if the City desires to contest any such lien it may do so if contesting such lien will not materially 
impair operation of the Water Utility System.  If any such lien will be reduced to final judgment and 
such judgment or any process as may be issued for the enforcement thereof is not promptly stayed, or 
if so stayed and such stay thereafter expires, the City will forthwith pay or cause to be paid and 
discharged such judgment.  The City will, to the maximum extent permitted by law, indemnify and 
hold the Authority harmless from, and defend it against, any claim, demand, loss, damage, liability or 
expense (including attorneys’ fees) as a result of any such lien or claim of lien against any portion of 
the Water Utility System. 
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Sale or Other Disposition of Property.  The City will not sell, transfer or otherwise dispose of 
any of the works, plant, properties, facilities or other part of the Water Utility System or any real or 
personal property comprising a part of the Water Utility System if such sale, transfer or disposition 
would cause the City to be unable to meet the requirements of the rate covenant set forth in the 
Master Contract. 

Prompt Acquisition and Construction of the Projects.  The City will take all necessary and 
appropriate steps to acquire and construct the Projects, with all practicable dispatch and in an 
expeditious manner and in conformity with law so as to complete the same in a timely fashion. 

Maintenance and Operation of the Water Utility System; Budgets.  The City will maintain 
and preserve the Water Utility System in good repair and working order at all times and will operate 
the Water Utility System in an efficient and economical manner and will pay all Maintenance and 
Operation Costs as they become due and payable.  The City will adopt and file with the Authority, 
not later than October 1 of each year, a budget approved by the City Council setting forth the 
estimated Maintenance and Operation Costs for the then current Fiscal Year and will take such action 
as may be necessary to include all Payments required to be made under the Contracts in its annual 
budget; provided, that any such budget may be amended at any time during any Fiscal Year and such 
amended budget will be filed by the City with the Authority. 

Compliance with Contracts for Use of the Water Utility System.  The City will comply with, 
keep, observe and perform all agreements, conditions, covenants and terms, express or implied, 
required to be performed by it contained in all contracts for the use of the Water Utility System and 
all other contracts affecting or involving the Water Utility System to the extent that the City is a party 
thereto. 

Insurance.  The City will procure and maintain such insurance relating to the Water Utility 
System which it will deem advisable or necessary to protect its interests and the interests of the 
Authority, which insurance will afford protection in such amounts and against such risks as are 
usually covered in connection with water systems similar to the Water Utility System; provided, that 
any such insurance may be maintained under a self-insurance program so long as such self-insurance 
is maintained in the amounts and manner as is, in the opinion of an accredited actuary, actuarially 
sound.  All policies of insurance required to be maintained under the Master Contract will provide 
that the Authority will be given thirty (30) days, written notice of any intended cancellation thereof 
or reduction of coverage provided thereby. 

Accounting Records; Financial Statements and Other Reports. 

(a) The City will keep appropriate accounting records in which complete and correct 
entries will be made of all transactions relating to the Water Utility System, which records will be 
available for inspection by the Authority at reasonable hours and under reasonable conditions. 

(b) The City will prepare and file with the Authority annually within one hundred eighty 
(180) days after the close of each Fiscal Year: 

(1) financial statements of the City for such Fiscal Year prepared in accordance 
with Generally Accepted Accounting Principles, together with an Accountant’s Report thereon and a 
special report prepared by the Independent Certified Public Accountant who examined such financial 
statements stating that nothing came to its attention in connection with such examination that caused 
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it to believe that the City was not in compliance with any of the agreements or covenants contained 
in the Master Contract; and 

(2) a detailed report as to all insurance policies maintained and self-insurance 
programs maintained by the City with respect to the Water Utility System as of the close of such 
Fiscal Year, including the names of the insurers which have issued the policies and the amounts 
thereof and the property or risks covered thereby. 

Protection of Security and Rights of the Authority.  The City will preserve and protect the 
security of the Payments under the Contracts and the rights of the Authority to the Payments under 
the Contracts and will warrant and defend such rights against all claims and demands of all persons. 

Payment of Taxes and Compliance with Governmental Regulations.  The City will pay and 
discharge all taxes, assessments and other governmental charges which may hereafter be lawfully 
imposed upon the Water Utility System or any part thereof when the same will become due.  The 
City will duly observe and conform with all valid regulations and requirements of any governmental 
authority relative to the operation of the Water Utility System or any part thereof, but the City will 
not be required to comply with any regulations or requirements so long as the validity or application 
thereof will be contested in good faith and contesting such validity or application will not materially 
impair operation of the Water Utility System. 

Amount of Rates, Fees and Charges.  The City will at all times fix, prescribe and collect 
rates, fees and charges for the Water Service during each Fiscal Year which are reasonably fair and 
nondiscriminatory and which will be at least sufficient to yield Adjusted Annual Net Revenues for 
such Fiscal Year equal to at least 125% of Annual Debt Service to be paid during the Fiscal Year. 

Collection of Rates, Fees and Charges.  The City will have in effect at all times rules and 
regulations requiring each consumer or customer located on any premises connected with the Water 
Utility System to pay the rates, fees and charges applicable to the Water Service to such premises and 
providing for the billing thereof and for a due date and a delinquency date for each bill.  The City 
will not permit any part of the Water Utility System or any facility thereof to be used or taken 
advantage of free of charge by any corporation, firm or person, or by any public agency (including 
the United States of America, the State of California and any city, county, district, political 
subdivision, public corporation or agency of any thereof); provided, that the City may without charge 
use the Water Service. 

Eminent Domain and Insurance Proceeds.  If all or any part of the Water Utility System will 
be taken by eminent domain proceedings, or if the City receives any insurance proceeds resulting 
from a casualty loss to the Water Utility System, the Net Proceeds thereof, at the option of the City, 
will be applied either to the proportional prepayment of Outstanding Parity Obligations or will be 
used to substitute other components for the condemned or destroyed components of the Water Utility 
System. 

Tax Covenants.  Pursuant to the 2008 Supplemental Contract, the City covenants it will not 
take any action, or fail to take any action, if any such action or failure to take action would adversely 
affect the exclusion from gross income of the portion of the 2008 Payments constituting interest 
under Section 103 of the Code.  The City will not, directly or indirectly, use or permit the use of 
proceeds of the 2008 Supplemental Contract or any of the property financed or refinanced with 
proceeds of the 2008 Supplemental Contract, or any portion thereof, by any person other than a 
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governmental unit (as such term is used in Section 141 of the Code), in such manner or to such extent 
as would result in the loss of exclusion from gross income for federal income tax purposes of the 
portion of the 2008 Payments constituting interest. 

The City will not take any action, or fail to take any action, if any such action or failure to 
take action would cause any obligations delivered in connection with the 2008 Supplemental 
Contract to be “private activity bonds” within the meaning of Section 141 of the Code, and in 
furtherance thereof, will not make any use of the proceeds of the 2008 Supplemental Contract or any 
of the property financed or refinanced with proceeds of the 2008 Supplemental Contract, or any 
portion thereof, or any other funds of the City, that would cause any of the 2008 Certificates on other 
obligations delivered in connection with the 2008 Supplemental Contract to be “private activity 
bonds” within the meaning of Section 141 of the Code.  To that end, so long as any 2008 Payments 
are unpaid, the City, with respect to such proceeds and property and such other funds, will comply 
with applicable requirements of the Code and all regulations of the United States Department of the 
Treasury issued thereunder to the extent such requirements are, at the time, applicable and in effect.  
The City will establish reasonable procedures necessary to ensure continued compliance with 
Section 141 of the Code and the continued qualification of any obligations delivered in connection 
with the 2008 Supplemental Contract as “governmental bonds.” 

The City will not, directly or indirectly, use or permit the use of any proceeds of the 2008 
Supplemental Contract, or of any property financed or refinanced thereby, or other funds of the City, 
or take or omit to take any action, that would cause any obligations delivered in connection with the 
2008 Supplemental Contract to be “arbitrage bonds” within the meaning of Section 148 of the Code.  
To that end, the City will comply with all requirements of Section 148 of the Code and all regulations 
of the United States Department of the Treasury issued thereunder to the extent such requirements 
are, at the time, in effect and applicable to the 2008 Supplemental Contract. 

The City will not make any use of the proceeds of the 2008 Supplemental Contract or any 
other funds of the City, or take or omit to take any other action, that would cause the 2008 
Supplemental Contract to be “federally guaranteed” within the meaning of Section 149(b) of the 
Code. 

In furtherance of the foregoing tax covenants, the City covenants that it will comply with the 
provisions of the 2008 Tax Certificate.  Such covenants will survive payment in full or discharge of 
the 2008 Certificates and the 2008 Payments. 

The Authority and the City covenant that, in the event of any change in the 2008 Trust 
Agreement, the 2008 Supplemental Contract or other relevant documents relating to the 2008 
Certificates, or any other actions taken or omitted by the City or the Authority, upon the advice or 
with the approving opinion of Special Counsel other than Sidley Austin LLP, Special Counsel in 
connection with the original execution and delivery of the 2008 Certificates, the Authority and the 
City will, upon the making of any such change, or the taking or omission of any such other action, 
cause to be delivered an opinion of Special Counsel (together with a reliance letter thereon addressed 
to the 2008 Certificate Insurer and the Trustee) nationally recognized in the area of municipal bonds 
to the effect that the portion of each 2008 Payment due under the 2008 Supplemental Contract 
designated as and comprising interest with respect to the 2008 Certificates is excluded from gross 
income for federal income tax purposes. 
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Continuing Disclosure.  Pursuant to the 2008 Supplemental Contract, the City covenants and 
agrees that it will comply with and carry out all of its obligations under the Continuing Disclosure 
Agreement delivered in connection with the execution and delivery of the 2008 Certificates.  
Notwithstanding any other provision of the Master Contract or hereof, failure of the City to comply 
with the Continuing Disclosure Agreement will not be considered an Event of Default under the 
Master Contract or the 2008 Supplemental Contract. 

Further Assurances.  The City will adopt, deliver, execute and make any and all further 
assurances, instruments and resolutions as may be reasonably necessary or proper to carry out the 
intention or to facilitate the performance of the Contracts and for the better assuring and confirming 
unto the Authority of the rights and benefits provided to it in the Contracts. 

Events of Default and Remedies 

Events of Default and Acceleration of Principal.  If one or more of the following Events of 
Default will happen, that is to say: 

(1) if default will be made in the due and punctual payment of any payment on any Parity 
Obligation when and as the same will become due and payable; 

(2) if default will be made by the City in the performance of any of the agreements or 
covenants contained in the Master Contract or in any Parity Obligation required to be performed by 
it, and such default will have continued for a period of sixty (60) days after the City will have been 
given notice in writing of such default by the Authority; or 

(3) if the City will file a petition or answer seeking arrangement or reorganization under 
the federal bankruptcy laws or any other applicable law of the United States of America or any state 
therein, or if a court of competent jurisdiction will approve a petition filed with or without the 
consent of the City seeking arrangement or reorganization under the federal bankruptcy laws or any 
other applicable law of the United States of America or any state therein, or if under the provisions of 
any other law for the relief or aid of debtors any court of competent jurisdiction will assume custody 
or control of the City or of the whole or any substantial part of its property; 

then and in each and every such case during the continuance of such Event of Default specified in 
clause (1) above, the Authority will, and for any other such Event of Default the Authority may, by 
notice in writing to the City, declare the entire principal amount of the unpaid Payments and the 
accrued interest thereon to be due and payable immediately, and upon any such declaration the same 
will become immediately due and payable, anything contained in the Master Contract to the contrary 
notwithstanding.  The foregoing provision is subject to the condition, however, that if at any time 
after the entire principal amount of the unpaid Payments and the accrued interest thereon will have 
been so declared due and payable and before any judgment or decree for the payment of the money 
due will have been obtained or entered the City will deposit with the Authority a sum sufficient to 
pay the unpaid principal amount of the Payments or the unpaid principal amount of any payments 
under any Parity Obligation referred to in clause (i) above due and payable prior to such declaration 
and the accrued interest thereon, with interest on such overdue installments at the rate or rates 
applicable to such unpaid principal amounts of the Payments if paid in accordance with their terms, 
and the reasonable expenses of the Authority, and any and all other defaults known to the Authority 
(other than in the payment of the entire principal amount of the unpaid Payments and the accrued 
interest thereon due and payable solely by reason of such declaration) will have been made good or 
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cured to the satisfaction of the Authority or provision deemed by the Authority to be adequate will 
have been made therefor, then and in every such case the Authority, by written notice to the City, 
may rescind and annul such declaration and its consequences; but no such rescission and annulment 
will extend to or will affect any subsequent default or will impair or exhaust any right or power 
consequent thereon. 

Application of Gross Revenues upon Acceleration.  All Gross Revenues upon the date of the 
declaration of acceleration by the Authority as provided in the Master Contract and all Gross 
Revenues thereafter received will be applied in the following order: 

First, to the payment of the costs and expenses of the Authority, if any, in carrying out the 
provisions of the Master Contract relating to Events of Default and acceleration of principal, 
including reasonable compensation to its agents, accountants and counsel and including any 
indemnification expenses; and 

Second, to the payment of the Maintenance and Operation Costs of the Water Utility System 
and the payment of the entire principal amount of the unpaid Parity Obligations, and the accrued 
interest thereon, with interest on the overdue principal and interest amounts of the unpaid Parity 
Obligations at the rate or rates of interest then applicable to such Parity Obligations if paid in 
accordance with their terms, provided that if the amount available will not be sufficient to pay in full 
all such amounts then due and payable, then to the payment thereof ratably, according to the amounts 
due thereon without any discrimination or preference. 

Gross Revenues may also be applied to make payments required under any Parity Payment 
Agreement on a parity with the payments under paragraph Second above, to the extent and in the 
manner provided by the terms of such Parity Obligation relating to such Parity Payment Agreement. 

Other Remedies.  The Authority will have the right: 

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

(b) by suit in equity to enjoin any acts or things which are unlawful or violate the rights 
of the Authority; or 

(c) by suit in equity upon the happening of an Event of Default to require the City and its 
directors, officers and employees to account as the trustee of an express trust. 

Non-Waiver.  Nothing in the Master Contract will affect or impair the obligation of the City, 
which is absolute and unconditional, to pay the Payments from the Gross Revenues to the Authority 
at the respective due dates or upon acceleration or prepayment, or will affect or impair the right of 
the Authority, which is also absolute and unconditional, to institute suit to enforce such payment by 
virtue of the contract embodied in the Contracts. 

A waiver of any default or breach of duty or contract by the Authority will not affect any 
subsequent default or breach of duty or contract or impair any rights or remedies on any such 
subsequent default or breach of duty or contract.  No delay or omission by the Authority to exercise 
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any right or remedy accruing upon any default or breach of duty or contract will impair any such 
right or remedy or will be construed to be a waiver of any such default or breach of duty or contract 
or an acquiescence therein, and every right or remedy conferred upon the Authority by law or by the 
Master Contract may be enforced and exercised from time to time and as often as will be deemed 
expedient by the Authority. 

If any action, proceeding or suit to enforce any right or exercise any remedy is abandoned or 
determined adversely to the Authority, the City and the Authority will be restored to their former 
positions, rights and remedies as if such action, proceeding or suit had not been brought or taken. 

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

Discharge of Obligations 

(a) If the City will pay or cause to be paid all the Payments at the times and in the 
manner provided in the Master Contract, the right, title and interest of the Authority in the Master 
Contract and the obligations of the City under the Master Contract and under all Supplemental 
Contracts will cease, terminate, become void and be completely discharged and satisfied. 

(b) Any unpaid principal installment of any of the Payments will on its payment date or 
date of prepayment be deemed to have been paid within the meaning of and with the effect expressed 
in subsection (a) above if the City makes payment of such Payment and the prepayment premium, if 
applicable, in the manner provided in the Master Contract. 

(c)  All or any portion of unpaid principal installments of the Payments will, prior to 
their payment dates or dates of prepayment, be deemed to have been paid within the meaning of and 
with the effect expressed in subsection (a) above if (i) there will have been deposited with the Trustee 
either money in an amount which will be sufficient, or Federal Securities which are not subject to 
redemption except by the holder thereof prior to maturity (including any such securities issued or 
held in book-entry form) or municipal obligations which have been defeased under irrevocable 
escrow instructions with Federal Securities and which are rated in the highest rating category by the 
Rating Agencies, the interest on and principal of which when paid will provide money which, 
together with money, if any, deposited with the Trustee, will be sufficient (as evidenced by a report 
of an Independent Certified Public Accountant regarding such sufficiency) to pay when due the 
principal installments of such Payments or such portions thereof on their payment dates or their dates 
of prepayment, as the case may be, the interest installments of such Payments due on and prior to 
such payment dates or dates of prepayment, and the prepayment premiums, if any, applicable thereto, 
and (ii) an Opinion of Counsel is filed with the Trustee to the effect that the action taken pursuant to 
this subsection will not cause the interest installments of such Payments so paid to be includable in 
gross income under the Code for federal income tax purposes. 

(d) After the payment of all Payments and prepayment premiums, if any, as provided in 
this section, and payment in full of all fees and expenses of the Authority, the Authority, upon 
request of the City, will cause an accounting for such period or periods as may be requested by the 
City to be prepared and filed with the City and the Authority, and will execute and deliver to the City 
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all such instruments as may be necessary or desirable to evidence such total discharge and 
satisfaction of the Contracts, and the Authority will pay over and deliver to the City, as an 
overpayment of Payments, all such money or investments held by it pursuant to the Master Contract 
other than such money and such investments as are required for the payment or prepayment of the 
Payments and interest installments of such Payments and the prepayment premiums, if any, 
applicable thereto, which money and investments will continue to be held in trust for the payment of 
the Payments. 

Liability of City Limited to Gross Revenues 

Notwithstanding anything contained in Contracts, the City will not be required to advance 
any moneys derived from any source of income other than the Gross Revenues for the payment of the 
Payments or for the performance of any agreements or covenants required to be performed by it 
contained in the Master Contract.  The City may, however, advance moneys for any such purpose so 
long as such moneys are derived from a source legally available for such purpose and may be legally 
used by the City for such purpose. 

The obligation of the City to make the Payments is a special obligation of the City payable 
solely from the Gross Revenues as provided in the Master Contract.  The general fund of the City is 
not liable, and neither the credit nor taxing power of the City is pledged, for the payment of the 
Payments under the Contracts or any other payments required to be made by the City under other 
Parity Obligations. 

THE TRUST AGREEMENT 

Certain provisions of the Trust Agreement are summarized below.  THIS SUMMARY DOES 
NOT PURPORT TO BE COMPLETE OR DEFINITIVE AND IS QUALIFIED IN ITS ENTIRETY 
BY REFERENCE TO THE FULL TERMS OF THE TRUST AGREEMENT. 

Definitions 

The following are summaries of definitions of certain terms from the Trust Agreement used 
in this Summary of Principal Legal Documents or elsewhere in this Official Statement. 

“Alternate Liquidity Facility” means a letter of credit, line of credit, surety bond, standby 
purchase agreement or other security or liquidity instrument, as the case may be, approved by the 
2008 Certificate Insurer and issued in accordance with the terms hereof with respect to the 2008 
Certificates as a replacement or substitute for any Liquidity Facility then in effect. 

“Authority” means the Modesto Public Financing Authority, a joint exercise of powers 
authority duly organized and existing under and by virtue of the laws of the State. 

“Authorized Denominations” means (i) with respect to 2008 Certificates in a Daily Mode or 
Weekly Mode, $100,000 and any integral multiple of $5,000 in excess thereof; (ii) with respect to 
2008 Certificates in a Flexible Mode, $100,000 and any integral multiple of $1,000 in excess thereof; 
and (iii) with respect to 2008 Certificates in a Term Rate Mode or Fixed Rate Mode, $5,000 and any 
integral multiple thereof. 

“Automatic Termination Event” means an event of default set forth in a Reimbursement 
Agreement between the Authority and a Liquidity Facility Provider which would result in the 
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immediate termination of the Liquidity Facility provided pursuant to such Reimbursement 
Agreement prior to its stated expiration date without prior notice from the Liquidity Facility Provider 
to the Trustee. 

“Book-Entry System” means a system under which physical certificates in fully registered 
form are registered only in the name of a Securities Depository or its nominee. 

“Business Day” means any day other than (i) a Saturday or Sunday or (ii) a day on which the 
Trustee is required or authorized to be closed or (iii) a day on which the office of the applicable 
Credit Enhancement Provider at which draws or advances will be paid is required or authorized to be 
closed or (iv) a day on which The New York Stock Exchange is closed. 

“Certificate of the Authority” means an instrument in writing signed by the Auditor and 
Treasurer of the Authority or by any other officer of the Authority duly authorized by the Authority 
for that purpose. 

“Certificate Payment Date” means, with respect to any 2008 Certificate, the Certificate 
Payment Date designated therein, which is the October 1 on which or, in the case of 2008 Certificates 
subject to mandatory sinking fund prepayment, by which, the principal component of the final 2008 
Payment evidenced and represented thereby will become due and payable. 

“City” means the City of Modesto, a charter city and municipal corporation, duly organized 
and existing under and by virtue of the Constitution and laws of the State. 

“Code” means the Internal Revenue Code of 1986, and the regulations issued thereunder, as 
the same may be amended from time to time, and any successor provisions of law.  Reference to a 
particular section of the Code will be deemed to be a reference to any successor to any such section. 

“Contract” means that certain Master Contract, as supplemented by the 1997 Supplemental 
Contract and the 2008 Supplemental Contract, and as otherwise amended or supplemented from time 
to time. 

“Corporate Trust Office” means the corporate trust office of the Trustee in San Francisco, 
California, or such other office as may be specified by written notice from the Trustee to the 
Authority. 

“Costs of Issuance” means all items of expense directly or indirectly payable by or 
reimbursable to the City or the Authority and related to the authorization, execution and delivery of 
the 2008 Supplemental Contract and the Trust Agreement and the execution, sale and delivery of the 
2008 Certificates, including, but not limited to, costs of preparation and reproduction of documents, 
costs of rating agencies and costs to provide information required by rating agencies, filing and 
recording fees, initial fees and charges of the Trustee and its counsel, legal fees and charges, fees and 
disbursements of consultants and professionals, fees and expenses of the underwriter, fees and 
charges for preparation, execution and safekeeping of the 2008 Certificates, fees of the Liquidity 
Facility Provider, fees of the Authority and any other cost, charge or fee in connection with the 
original execution and delivery of the 2008 Certificates. 

“Costs of Issuance Fund” means the fund by that name established pursuant to the Trust 
Agreement. 
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“Credit Enhancement Provider” means the 2008 Certificate Insurer. 

“Daily Mode” means the Mode during which the 2008 Certificates evidence interest at the 
Daily Rate. 

“Daily Rate” means the per annum interest rate with respect to the 2008 Certificates in the 
Daily Mode determined pursuant to the Trust Agreement. 

“Daily Rate Period” means the period during which the 2008 Certificates in the Daily Mode 
will evidence interest at a Daily Rate, which will be from the Business Day upon which a Daily Rate 
is set to but not including the next succeeding Business Day. 

“Delivery Date” means May 30, 2008. 

“Event of Default” means an event described in the Trust Agreement. 

“Expiration Date” means the stated expiration date of a Liquidity Facility, as it may be 
extended from time to time as provided in such Liquidity Facility, or any earlier date on which such 
Liquidity Facility will terminate at the direction of the Authority, expire or be cancelled (other than 
the date on which a Liquidity Facility will terminate as a result of an Automatic Termination Event 
or an event of default under the Reimbursement Agreement entered into in connection with such 
Liquidity Facility). 

“Favorable Opinion of Special Counsel” means, with respect to any action the occurrence of 
which requires such an opinion, an Opinion of Special Counsel, addressed to the Trustee, to the 
effect that the action proposed to be taken will not, in and of itself, adversely affect any exclusion 
from gross income of interest with respect to the 2008 Certificates. 

“Federal Securities” shall have the meaning ascribed thereto in the Contract.  

“Fiscal Year” means the period beginning on July 1 of each year and ending on the next 
succeeding June 30, or any other annual accounting period hereafter selected and designated by the 
Authority as its Fiscal Year. 

“Fixed Rate” means the per annum interest rate or interest rates evidenced by the 2008 
Certificates in a Fixed Rate Mode determined pursuant to the Trust Agreement. 

“Fixed Rate Mode” means the Mode during which the 2008 Certificates evidence interest at a 
Fixed Rate. 

“Fixed Rate Period” means, with respect to 2008 Certificates converted to the Fixed Rate 
Mode, the period from the Mode Change Date upon which the 2008 Certificates were converted to a 
Fixed Rate Mode to but not including the Maturity Date. 

“Flexible Mode” means the Mode during which the 2008 Certificates evidence interest at 
Flexible Rates. 

“Flexible Rate” means, with respect to the 2008 Certificates in a Flexible Mode, the per 
annum interest rate determined for the 2008 Certificate pursuant to the Trust Agreement. 
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“Flexible Rate Certificates” means the 2008 Certificates in a Flexible Mode. 

“Flexible Rate Period” means, with respect to the 2008 Certificates in a Flexible Mode, the 
period of from 1 to 397 calendar days (which Flexible Rate Period must end on a day preceding a 
Business Day) during which a Flexible Rate Certificate will evidence interest at a Flexible Rate, as 
established by the Remarketing Agent pursuant to the Trust Agreement. 

“Improvement Fund” means the fund by that name established pursuant to the Contract. 

“Independent Certified Public Accountant” means any certified public accountant or firm of 
such accountants duly licensed and entitled to practice and practicing as such under the laws of the 
State, appointed and paid by the Authority, and who, or each of whom: 

(1) is in fact independent according to the Statement of Auditing Standards No. 1 and not 
under the domination of the Authority; 

(2) does not have a substantial financial interest, direct or indirect, in the operations of 
the Authority; and 

(3) is not connected with the Authority as a member, officer or employee of the 
Authority, but who may be regularly retained to audit the accounting records of and make reports 
thereon to the Authority. 

“Information Services” means Financial Information, Inc.’s “Daily Called Bond Service,” 30 
Montgomery Street, 10th Floor, Jersey City, New Jersey  07302, Attention:  Editor; FIS/Mergent, 
Inc., 5250 77 Center Drive, Suite 150, Charlotte, North Carolina  28217, Attn:  Call Notification; 
Standard & Poor’s Securities Evaluation, Inc., 55 Water Street, 45th Floor, New York, New York  
10041, Attention:  Notification Department; Xcitek, 5 Hanover Square, New York, New York  
10004; and, in accordance with then current guidelines of the Securities and Exchange Commission, 
such other addresses and/or such other services providing information with respect to the redemption 
of bonds or the prepayment of certificates of participation as the Authority may designate in a 
Certificate of the Authority filed with the Trustee. 

“Interest Payment Date” means each date on which interest is to be paid and is: (i) with 
respect to the 2008 Certificates in a Daily Mode or a Weekly Mode, the first Business Day of each 
month; (ii) with respect to the 2008 Certificates in a Flexible Mode, each Mandatory Purchase Date 
applicable thereto; (iii) with respect to the 2008 Certificates in a Fixed Rate Mode or a Term Rate 
Mode, the first day of April or October, which is at least 3 months after the month in which such 
Long-Term Mode takes effect, and the first day of each April and October thereafter or, upon the 
receipt by the Trustee of a Favorable Opinion of Special Counsel, any other six-month interval 
chosen by the Authority (beginning with the first such day which is at least three months after the 
Mode Change Date) and, with respect to a Term Rate Mode, the final day of the current Interest 
Period if other than a regular six-month interval; (iv) (without duplication as to any Interest Payment 
Date listed above) any Mode Change Date, other than a change between a Daily Mode and a Weekly 
Mode, and each Maturity Date; and (v) with respect to any Liquidity Provider Certificates, the day 
set forth in the applicable Reimbursement Agreement. 

“Interest Period” means, for the 2008 Certificates in a particular Mode, the period of time 
that the 2008 Certificates evidence interest at the rate (per annum) which becomes effective at the 
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beginning of such period, and will include a Daily Rate Period, a Weekly Rate Period, a Flexible 
Rate Period, a Term Rate Period, and a Fixed Rate Period. 

“Liquidity Facility” means, initially, the Stand-by Certificate Purchase Agreement, dated as 
of May 1, 2008, between the Authority and Bank of America, N.A., and any future line of credit, 
letter of credit, standby purchase agreement or other instrument, if any, which provides for the 
payment of the purchase price of the 2008 Certificates upon the tender thereof in the event 
remarketing proceeds are insufficient therefor. 

“Liquidity Facility Provider” means, initially, Bank of America, N.A., and any future bank, 
insurance company, pension fund or other financial institution acceptable to the 2008 Certificate 
Insurer which provides a Liquidity Facility or Alternate Liquidity Facility for the 2008 Certificates. 

“Liquidity Provider Certificates” means any 2008 Certificates purchased by a Liquidity 
Facility Provider with funds drawn on or advanced under the Liquidity Facility provided by such 
Liquidity Facility Provider. 

“Mandatory Purchase Date” means (i) with respect to a Flexible Rate Certificate, the first 
Business Day following the last day of each Flexible Rate Period with respect to such Flexible Rate 
Certificate; (ii) for the 2008 Certificates in a Term Rate Mode, the first Business Day following the 
last day of each Term Rate Period for such 2008 Certificates; (iii) any Mode Change Date; (iv) any 
Substitution Date; (v) the fifth Business Day prior to an Expiration Date; (vi) the date specified by 
the Trustee following the occurrence of an event of default with respect to the Liquidity Facility 
which requires or gives the Liquidity Facility Provider the option to terminate the Liquidity Facility 
upon notice and requires that all Outstanding 2008 Certificates secured by such Liquidity Facility be 
tendered for purchase under the applicable Reimbursement Agreement, which date shall be a 
Business Day not less than 20 days after the Trustee’s receipt of notice of such event of default from 
the applicable Liquidity Facility Provider and in no event later than the Business Day preceding the 
termination date specified in the notice of event of default delivered to the Trustee by such Liquidity 
Facility Provider; and (vii) for the 2008 Certificates in a Daily Mode or a Weekly Mode, any 
Business Day specified by the Authority in a notice delivered to the Trustee, which Mandatory 
Purchase Date shall be not less than twenty (20) days after the Trustee’s receipt of such notice from 
the Authority. 

“Master Contract” means that certain Master Installment Purchase Contract, executed and 
entered into as a November 1, 1997, by and between the City and the Authority, as the same may be 
amended or supplemented from time to time. 

“Maturity Date” means, with respect to the 2008 Certificates, the maturity date specified for 
the 2008 Certificates in the Trust Agreement or, if Serial Certificates or more than one Term 
Certificates are established for the 2008 Certificates pursuant to the Trust Agreement upon a change 
of the 2008 Certificates to a Fixed Rate Mode, the maturity dates established for such Serial 
Certificates or Term Certificates. 

“Maximum Rate” or “Maximum Interest Rate” means, with respect to all 2008 Certificates 
other than Liquidity Provider Certificates, a rate of interest of 12% per annum, and with respect to 
Liquidity Provider Certificates, such rate not greater than 25% as is provided for in the applicable 
Liquidity Facility; provided, however, that such rate will not in any event exceed the highest rate 
then permitted by law. 
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“Mode” means, as the context may require, the Daily Mode, the Weekly Mode, the Flexible 
Mode, the Term Rate Mode, or the Fixed Rate Mode. 

“Mode Change Date” means with respect to the 2008 Certificates in a particular Mode, the 
day on which another Mode for the 2008 Certificates begins. 

“Moody’s” means Moody’s Investors Service Inc., a corporation duly organized and existing 
under and by virtue of the laws of the State of Delaware, and its successors or assigns, except that if 
such corporation will be dissolved or liquidated or will no longer perform the services of a municipal 
securities rating agency, then “Moody’s” will be deemed to refer to any other nationally recognized 
municipal securities rating agency selected by the Authority. 

“1997 Certificates” means the $25,585,000 Refunding Revenue Certificates of Participation 
(1997 Water Utility System Refinancing Project), evidencing and representing and proportionate 
interests of the owners thereof in the 1997 Payments to be made by the City. 

“1997 Payments” means the installment payments required to be made by the City to the 
Authority under and pursuant to the 1997 Supplemental Contract. 

“1997 Supplemental Contract” means the 1997 Supplemental Installment Purchase Contract, 
executed and entered into as of November 1, 1997, by and between the City and the Authority, 
supplementing the Master Contract. 

“1997 Trust Agreement” means that certain Trust Agreement, dated as of November 1, 1997, 
by and between the Authority and State Street Bank and Trust Company, N.A., which has been 
succeeded by The Bank of New York Trust Company, N.A., as trustee, pursuant to which there was 
executed and delivered the 1997 Certificates. 

“Notice Parties” means the Authority, the City, the Trustee, the Credit Enhancement 
Provider, if any, the Liquidity Facility Provider, if any, the Remarketing Agent, if any, and the Fixed 
Rate Remarketing Agent, if any. 

“Opinion of Counsel” means a written opinion of counsel of recognized standing in the field 
of law being addressed in such opinion retained the Authority. 

“Outstanding” when used as of any particular time with reference to 2008 Certificates, means 
(subject to the provisions of the Trust Agreement) all 2008 Certificates except (1) 2008 Certificates 
theretofore cancelled by the Trustee or surrendered to the Trustee for cancellation; (2) 2008 
Certificates paid or deemed to have been paid within the meaning of the Trust Agreement; and 
(3) 2008 Certificates in lieu of or in substitution for which other 2008 Certificates will have been 
executed and delivered by the Trustee pursuant to the Trust Agreement. 

“Owner” means any person who will be the registered owner of any Outstanding 2008 
Certificate. 

“Parity Reserve Fund” means the fund by that name continued pursuant to the Trust 
Agreement. 

“Payment Agreement Payments” has the meaning given such term in the Master Contract. 
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“Payment Agreement Receipts” has the meaning given such term in the Master Contract. 

“Permitted Investments” means any of the following obligations if and to the extent then 
permitted by law: 

(1) Federal Securities; 

(2) Obligations issued by the Resolution Funding Corporation and the Student Loan 
Marketing Association, or obligations, participations, or other instruments of or issued by, or fully 
guaranteed as to interest and principal by, the Government National Mortgage Association 
(excluding stripped mortgage backed securities which are valued at greater than par on the unpaid 
principal); 

(3) Bills of exchange or time drafts drawn on and accepted by a commercial bank 
(including the Trustee or any of its affiliates), otherwise known as bankers acceptances, which are 
eligible for purchase by the Federal Reserve System and which are drawn on any bank the short-term 
obligations of which are rated in the highest letter and numerical rating category as provided by 
Moody’s and by S&P; provided, that purchases of eligible bankers acceptances may not exceed 
270 days’ maturity; 

(4) Commercial paper of “prime” quality of the highest ranking or of the highest letter 
and numerical rating category as provided by Moody’s and by S&P, which commercial paper is 
limited to issuing corporations that are organized and operating within the United States of America 
and that have total assets in excess of $500,000,000 and that have an “A1” or higher rating for the 
issuer’s unsecured debentures, other than commercial paper, as provided by Moody’s and by S&P; 
provided, that purchases of eligible commercial paper may not exceed 180 days’ maturity nor 
represent more than 10% of the outstanding commercial paper of an issuing corporation; 

(5) Non-negotiable certificates of deposit issued by a state or national bank (including the 
Trustee or any of its affiliates) that have maturities of not more than 365 days or deposit accounts 
with a state or national bank and that are fully insured by the Federal Deposit Insurance Corporation 
or the short-term obligations of which state or national bank are rated no lower than “A1” by 
Moody’s and “A+” by S&P; 

(6) Any repurchase agreement of any securities enumerated in subdivisions (1) and (2) 
with any state or national bank (including the Trustee or any of its affiliates) or government bond 
dealer reporting to, trading with, and recognized as a primary dealer by the Federal Reserve Bank of 
New York, which agreement is either (A) with any institution which has debt rated no lower than 
“Al” by Moody’s and “A+” by S&P or whose commercial paper is rated no lower than “P-1” by 
Moody’s and no lower than “A-1” by S&P; (B) with any corporation or other entity that falls under 
the jurisdiction of the Federal Bankruptcy Code; provided, that (a) the term of such repurchase 
agreement is less than one (1) year or due on demand; (b) the Trustee or a third party acting solely as 
agent for the Trustee has possession of the collateral; (c) the market value of the collateral (as 
determined at least once in every 14 days) exceeds the principal amount of the repurchase agreement 
plus accrued interest and the market value of the collateral is maintained at levels acceptable to 
Moody’s and to S&P; (d) failure to maintain the requisite collateral levels will require the Trustee to 
liquidate the collateral immediately; and (e) the repurchase agreement securities are free and clear of 
any third-party lien or claim; or (C) with financial institutions insured by the Federal Deposit 
Insurance Corporation or any broker-dealer with “retail customers” which falls under the jurisdiction 
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of the Securities Investors Protection Corporation; provided, that: (a) the market value of the 
collateral (as determined at least once in every 14 days) exceeds the principal amount of the 
repurchase agreement plus accrued interest and the market value of the collateral is maintained at 
levels acceptable to Moody’s and to S&P; (b) the Trustee or a third party acting solely as agent for 
the Trustee has possession of the collateral; (c) the Trustee has a perfected first priority security 
interest in the collateral; (d) the collateral is free and clear of third-party liens and in the case of a 
Securities Investors Protection Corporation broker was not acquired pursuant to a repurchase 
agreement or reverse repurchase agreement; and (e) failure to maintain the requisite collateral 
percentage will require the Trustee to liquidate the collateral immediately; 

(7) Certificates, notes, warrants, bonds or other evidence of indebtedness of the State or 
any local agencies therein which are rated in the highest short-term rating category or within one of 
the three highest long-term rating categories by Moody’s and by S&P (excluding securities that do 
not have a fixed par value and/or whose terms do not promise a fixed dollar amount at maturity or 
call date); 

(8) For amounts less than $100,000, interest-bearing demand or time deposits (including 
certificates of deposit) in a nationally or state-chartered bank fully insured by the Federal Deposit 
Insurance Corporation, including the Trustee or any affiliate thereof, and of which an aggregate total 
of $100,000 is not exceeded in any one financial institution; 

(9) Investments in units of a money-market fund portfolio that is rated in the highest 
letter and numerical rating category by Moody’s and by S&P (including funds for which the Trustee, 
its affiliates or subsidiaries provide investment advisory or other management services) and that is 
composed of obligations guaranteed by the full faith and credit of the United States of America or 
repurchase agreements collateralized by such obligations; 

(10) A guaranteed investment contract with a financial institution or insurance company 
(or guaranteed by a financial institution or insurance company) which has at the date of execution 
thereof an outstanding issue of unsecured, uninsured and unguaranteed debt obligations or a claims 
paying ability rated within the two highest rating categories of any Rating Agency; 

(11) Other investments approved in writing by the 2008 Certificate Insurer; and 

(12) The Local Agency Investment Fund, the California Asset Management Program, or 
similar pooled fund operated by or on behalf of the State and which is authorized to accept 
investments by or on behalf of the Authority of the moneys held by the Trustee in any of the accounts 
or funds established pursuant to the Trust Agreement to the extent deposits and withdrawals may be 
made by the Trustee directly. 

“Person” will mean an individual, a corporation, an association, a joint venture, a partnership, 
a trust, an unincorporated organization or any other entity or organization, including a government or 
political subdivision or an agency or instrumentality thereof. 

“Prepayment Date” means the date fixed for prepayment of any 2008 Certificate in any 
notice of prepayment given in accordance with the terms of the Trust Agreement. 

“Purchase Date” means any Mandatory Purchase Date. 
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“Purchase Price” means an amount equal to the principal amount of the 2008 Certificates 
purchased on any Purchase Date, plus accrued interest to such Purchase Date (unless such Purchase 
Date is also an Interest Payment Date, in which case the Purchase Price will not include accrued 
interest, which will be paid in the normal course). 

“Rating Agencies” means Moody’s and S&P, and their respective successors or assigns, or 
any other nationally recognized securities rating agency or agencies rating the 2008 Certificates at 
the request of the City. 

“Rating Confirmation Notice” means a written notice from the Rating Agencies then rating 
the 2008 Certificates, confirming that the rating on the 2008 Certificates (without giving effect to any 
Liquidity Facility) will not be lowered or withdrawn (other than a withdrawal of a short-term rating 
upon a change to a Fixed Rate Mode) as a result of the action proposed to be taken. 

“Record Date” means (i) with respect to the 2008 Certificates in a Short-Term Mode, the last 
Business Day before each Interest Payment Date; and (ii) with respect to the 2008 Certificates in a 
Long-Term Mode, the 15th day (whether or not a Business Day) of the month next preceding each 
Interest Payment Date. 

“Reimbursement Agreement” means any reimbursement agreement, credit agreement, line of 
credit agreement, standby purchase agreement or other agreement, between a Credit Enhancement 
Provider or a Liquidity Facility Provider, as applicable, and the Authority and/or the City, as the 
same may be amended from time to time pursuant to its terms. 

“Remarketing Agent” means the remarketing agent for the 2008 Certificates selected by the 
Authority pursuant to the Trust Agreement and approved by the 2008 Certificate Insurer. 

“Reserve Funding Instruments” will have the meaning given such term in the Trust 
Agreement, including the 2008 Parity Reserve Fund Insurance Policy. 

“Reserve Fund Requirement” will have the meaning ascribed thereto in the Contract. 

“S&P” means Standard & Poor’s Ratings Services, a division of The McGraw Hill Company, 
and its successors or assigns, except that if such entity will be dissolved or liquidated or will no 
longer perform the services of a municipal securities rating agency, then “S&P” will be deemed to 
refer to any other nationally recognized municipal securities rating agency selected by the Authority. 

“Securities Depositaries” means: The Depository Trust Company, 55 Water Street, 50th 
Floor, New York, New York  10041-0099, Attention:  Call Notification Department, Fax:  (212) 855-
7232; or, in accordance with then-current guidelines of the Securities and Exchange Commission, 
such other securities depositaries as the Authority may designate in a Certificate of the Authority to 
the Trustee. 

“Serial Certificate” means any 2008 Certificate not subject to mandatory prepayment from 
Sinking Fund Payments. 

“Sinking Fund Payments” means the payments required under the Trust Agreement to be 
deposited in the 2008 Sinking Fund Subaccount. 
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“Special Counsel” means any firm of nationally recognized municipal bond attorneys 
selected by the Authority and experienced in the issuance of municipal bonds and matters relating to 
the exclusion of the interest thereon from gross income for federal income tax purposes. 

“State” means the State of California. 

“Supplemental Contract”  will have the meaning given such term in the Contract. 

“Supplemental Trust Agreement” means any trust agreement then in full force and effect 
which has been duly executed and delivered by the Authority and the Trustee amendatory of or 
supplemental to the Trust Agreement; but only if and to the extent that such Supplemental Trust 
Agreement is specifically authorized under the Trust Agreement. 

“Tax Certificate” means, collectively, the Tax Certificate concerning certain matters 
pertaining to the use and investment of proceeds of the 2008 Certificates, executed and delivered by 
the City on the date of delivery of the 2008 Certificates, including any and all exhibits attached 
thereto. 

“Term Certificates” means the 2008 Certificates subject to mandatory prepayment from 
Sinking Fund Payments. 

“Term Rate” means the per annum interest rate for the 2008 Certificates in the Term Rate 
Mode determined pursuant to the Trust Agreement. 

“Term Rate Mode” means the Mode during which the 2008 Certificates evidence interest at a 
Term Rate. 

“Term Rate Period” means the period from (and including) the Mode Change Date or the 
date of initial conversion of the 2008 Certificates to a Term Rate Mode, as applicable, to (but 
excluding) the last day of the first period that 2008 Certificates will be in the Term Rate Mode as 
established by the Authority pursuant to the Trust Agreement and, thereafter, the period from (and 
including) the beginning date of each successive Interest Rate Period selected for the 2008 
Certificates by the Authority pursuant to the Trust Agreement while the 2008 Certificates are in the 
Term Rate Mode to (but excluding) the commencement date of the next succeeding Interest Period, 
including another Term Rate Period.  Except as otherwise provided in the Trust Agreement, an 
Interest Period for the 2008 Certificates in the Term Rate Mode must be at least 180 days in length. 

“Trust Agreement” means that certain Trust Agreement, dated as of May 1, 2008, between 
the Authority and the Trustee, as originally executed and as it may from time to time be amended or 
supplemented by all Supplemental Trust Agreements executed pursuant to the provisions of the Trust 
Agreement. 

“Trustee” means The Bank of New York Trust Company, N.A., or any other association or 
corporation which may at any time be substituted in its place as provided in the Trust Agreement. 

“2008 Certificate Insurance Policy” means the financial guaranty  insurance policy issued by 
the 2008 Certificate Insurer guaranteeing the scheduled payment of principal of and interest 
evidenced and represented by the 2008 Certificates. 

“2008 Certificate Insurer” means Assured Guaranty Corp., its successors and assigns. 
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“2008 Debt Service Fund” means the fund by that name established pursuant to the Trust 
Agreement. 

“2008 Interest Account” means the account by that name established within the 2008 Debt 
Service Fund pursuant to the Trust Agreement. 

“2008 Interest Rate Swap Agreement” has the meaning given such term in the 2008 
Supplemental Contract. 

 “2008 Parity Reserve Fund Insurance Policy” means the reserve fund financial guaranty 
insurance policy issued by the 2008 Certificate Insurer and deposited in the Parity Reserve Fund 
pursuant to the Trust Agreement. 

“2008 Payments” means the installment payments of interest, principal, and prepayment 
premium, if any, payable by the City under and pursuant to the 2008 Supplemental Contract. 

“2008 Prepayment Subaccount” means the subaccount by that name established within the 
2008 Principal Account of the 2008 Debt Service Fund pursuant to the Trust Agreement. 

“2008 Principal Account” means the account by that name established within the 2008 Debt 
Service Fund pursuant to the Trust Agreement. 

“2008 Project” means the refinancing of improvements to the Water Utility System described 
in Exhibit A to the 2008 Supplemental Contract. 

 “2008 Sinking Fund Subaccount” means the subaccount by that name within the 2008 
Principal Account of the 2008 Debt Service Fund established pursuant to the Trust Agreement. 

“2008 Supplemental Contract” means that certain 2008 Supplemental Installment Purchase 
Contract, dated as of May 1, 2008, by and between the City and the Authority, supplementing the 
Master Contract. 

“Weekly Mode” means the Mode during which the 2008 Certificates evidence interest at the 
Weekly Rate. 

“Weekly Rate” means the per annum interest rate with respect to the 2008 Certificates in the 
Weekly Mode determined pursuant to the Trust Agreement. 

“Weekly Rate Period” means the period during which the 2008 Certificates evidence interest 
at a Weekly Rate, which will be the period commencing on Thursday of each week to and including 
Wednesday of the following week, except the first Weekly Rate Period which will be from the Mode 
Change Date for the 2008 Certificates to and including the Wednesday of the following week and the 
last Weekly Rate Period which will be from and including the Thursday of the week prior to the 
Mode Change Date to and including the day next preceding the Mode Change Date. 

“Written Request of the Authority” means an instrument in writing signed by the Auditor and 
Treasurer of the Authority or by any other officer of the Authority duly authorized by the Authority 
for that purpose. 
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Equal Security 

In consideration of the acceptance of the 2008 Certificates by the Owners thereof, the Trust 
Agreement will be deemed to be and will constitute a contract between the Authority and the Owners 
from time to time of all 2008 Certificates authorized, executed, and delivered under the Trust 
Agreement and then Outstanding to secure the full and final payment of the interest, principal, and 
prepayment premiums, if any, evidenced and represented by the 2008 Certificates which may from 
time to time be authorized, executed, issued and delivered under the Trust Agreement, subject to the 
agreements, conditions, covenants and provisions contained in the Trust Agreement; and all 
agreements and covenants set forth in the Trust Agreement to be performed by or on behalf of the 
Trustee will be for the equal and proportionate benefit, protection and security of all Owners without 
distinction, preference or priority as to security or otherwise of any 2008 Certificates over any other 
2008 Certificates by reason of the number or date thereof or the time of authorization, sale, 
execution, or delivery thereof or for any cause whatsoever, except as expressly provided in the Trust 
Agreement or therein. 

2008 Payments; 2008 Project 

2008 Payments Held in Trust.  The 2008 Payments will be held in trust by the Trustee for the 
benefit of the Owners from time to time of the 2008 Certificates, but will nonetheless be disbursed, 
allocated and applied solely for the uses and purposes provided in the Trust Agreement. 

Deposit of 2008 Payments.  The Trustee agrees to establish, maintain and hold in trust a 
separate fund designated as the 2008 Debt Service Fund, for so long as any 2008 Certificates will be 
Outstanding under the Trust Agreement.  All 2008 Payments (except as otherwise provided) received 
by the Trustee will be immediately deposited in the 2008 Debt Service Fund and will be disbursed 
and applied only as provided in the Trust Agreement. 

Establishment and Maintenance of Accounts for Use of Money in the 2008 Debt Service 
Fund.  All money in the 2008 Debt Service Fund will be set aside by the Trustee in the following 
respective special accounts within the 2008 Debt Service Fund (each of which is created by the Trust 
Agreement and each of which the Trustee agrees and covenants to maintain pursuant to the Trust 
Agreement) in the following order of priority: 

(a) 2008 Interest Account, and 

(b) 2008 Principal Account (with a 2008 Prepayment Subaccount and a 2008 Sinking 
Fund Subaccount therein). 

All money in each of such accounts and subaccounts will be held in trust by the Trustee for 
the benefit of the Owners and will be applied, used and withdrawn only for the purposes authorized 
in the Trust Agreement. 

(a) 2008 Interest Account.  On the Delivery Date, the Trustee will deposit in the 2008 
Interest Account any Payment Agreement Receipts relating to the 2008 Interest Rate Swap 
Agreement which the City has directed under the 2008 Interest Rate Swap Agreement to be 
transferred to the Trustee for deposit in the 2008 Interest Account and any amounts transferred to the 
Trustee pursuant to the 2008 Supplemental Contract for the payment of payments due under the 2008 
Interest Rate Swap Agreement.  On the Business Day immediately preceding each Interest Payment 
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Date, the Trustee will set aside from the 2008 Debt Service Fund and deposit in the 2008 Interest 
Account that amount of money which is equal to the amount of interest evidenced and represented by 
the 2008 Certificates becoming due and payable on each such Interest Payment Date.  The Trustee 
will also apply amounts on deposit in the 2008 Fees Subaccount to pay on behalf of the City, the 
Payment Agreement Payments required to be paid under the 2008 Interest Rate Swap Agreement and 
to pay the Remarketing Agent fees as the same will become due on each due date therefor until such 
2008 Fees Subaccount will be depleted (expected to be on or about November 29, 2008).  Investment 
earnings on amounts on deposit in the 2008 Fees Subaccount will be transferred to the City for 
deposit in the Revenue Fund. 

No deposit need be made in the 2008 Interest Account if the amount contained therein 
(exclusive of amounts transferred for the payment of amounts due under the 2008 Interest Rate Swap 
Agreement) is at least equal to the aggregate amount of interest evidenced and represented by the 
2008 Certificates becoming due and payable on such Interest Payment Date. 

Except as otherwise provided in the Trust Agreement, all money in the 2008 Interest Account 
will be used and withdrawn by the Trustee solely for the purpose of paying the interest (including 
accrued interest evidenced and represented by any 2008 Certificates purchased or prepaid prior to 
their respective Certificate Payment Date) with respect to the 2008 Certificates as it will become due 
and payable and paying the Payment Agreement Payments due under the 2008 Interest Rate Swap 
Agreement as they will become due and payable. 

(b) 2008 Principal Account.  On the Business Day immediately preceding each 
October 1, commencing on October 1, 2008, the Trustee will set aside from the 2008 Debt Service 
Fund and deposit in the 2008 Principal Subaccount an amount of money equal to the principal 
amount evidenced and represented by the Outstanding Serial Certificates with a Certificate Payment 
Date of such October 1, and in the 2008 Sinking Fund Subaccount in the 2008 Principal Account the 
amount of all Sinking Fund Payments required to be made on such October 1. 

Amounts to be applied to the optional prepayment of the principal component of the 2008 
Certificates pursuant to the Trust Agreement will be deposited in the 2008 Prepayment Subaccount 
of the 2008 Principal Account. 

No deposit need be made in the 2008 Principal Account if the amount contained therein is at 
least equal to the aggregate amount of the principal evidenced and represented by the Outstanding 
Serial Certificates with a Certificate Payment Date of such October 1 and the amount contained in 
the 2008 Sinking Fund Subaccount therein is at least equal to the aggregate amount of all Sinking 
Fund Payments required to be made on such October 1. 

All money in the 2008 Principal Account will be used and withdrawn by the Trustee solely 
for the purpose of paying the principal evidenced and represented by the Serial Certificates as they 
will become due and payable, whether at their respective Certificate Payment Dates or on prior 
prepayment, and all money in the 2008 Sinking Fund Subaccount of the 2008 Principal Account will 
be used and withdrawn by the Trustee only to purchase or to prepay or to pay Term Certificates, and 
with respect to the 2008 Sinking Fund Subaccount, on each Sinking Fund Payment date, the Trustee 
will apply the Sinking Fund Payment required on that date to the prepayment (or payment at 
Certificate Payment Date, as the case may be) of the Term Certificates upon the notice and in the 
manner provided in the Trust Agreement; provided, that at any time prior to giving such notice of 
such prepayment, the Trustee may, upon the Written Request of the Authority and receipt of moneys 
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sufficient therefor, purchase for cancellation Term Certificates in accordance with the Trust 
Agreement. 

Parity Reserve Fund.  The Parity Reserve Fund created pursuant to the 1997 Trust Agreement 
is continued by the Trust Agreement.  Pursuant to the Trust Agreement, the Trustee agrees and 
covenants to maintain the Parity Reserve Fund so long as the Contract has not been discharged in 
accordance with its terms or any 2008 Certificates remain Outstanding under the Trust Agreement.  
Amounts on deposit in the Parity Reserve Fund are pledged to the payment of the 1997 Certificates, 
the 2008 Certificates and any other obligations hereafter issued in connection with a Supplemental 
Contract and will be applied only for such purposes as provided in the Trust Agreement.  The Trustee 
will deposit in the Parity Reserve Fund from the proceeds of the 2008 Certificates, the amount 
specified in the Trust Agreement, such amount being sufficient to cause the balance on deposit in or 
credited to the Parity Reserve Fund, to be equal to the Reserve Fund Requirement upon delivery of 
the 2008 Certificates. The Trustee will deposit in the Parity Reserve Fund such other amounts 
transferred to the Trustee by the City pursuant to the Contract, as directed by the Authority in a 
Written Request of the Authority.  Moneys on deposit in the Parity Reserve Fund will be transferred 
by the Trustee to the 2008 Debt Service Fund to pay principal and interest evidenced and represented 
by the 2008 Certificates on any Interest Payment Date in the event amounts on deposit therein are 
insufficient for such purposes.  The Trustee will also, from such amounts on deposit in the Parity 
Reserve Fund, transfer or cause to be transferred to any applicable debt service fund established 
under the 1997 Trust Agreement and under any other trust agreement under which any obligations 
are issued in connection with a Supplemental Contract, without preference or priority between 
transfers made pursuant to this sentence and the preceding sentence, and in the event of any 
insufficiency of such moneys ratably without discrimination or preference, that sum or sums, if any, 
equal to the amount required to be deposited therein pursuant to such trust agreement under which 
any obligations are issued in connection with a Supplemental Contract.  All investments in the Parity 
Reserve Fund will (notwithstanding anything in the 1997 Trust Agreement to the contrary) be valued 
on or before October 1 of each year at the lesser of the cost or market value thereof.  Following such 
valuation, any moneys on deposit in the Parity Reserve Fund representing an excess of the Reserve 
Fund Requirement will be transferred by the Trustee to the City for deposit in the Revenue Fund.  
The Trustee may create such subaccounts in the Parity Reserve Fund as may be necessary or 
convenient for the purposes of the Trust Agreement. 

The Reserve Fund Requirement may be provided by one or more surety bonds, insurance 
policies, or letters of credit as described in the definition of Reserve Fund Requirement (“Reserve 
Funding Instruments”) set forth in the Contract. 

Notwithstanding anything to the contrary contained in the Trust Agreement, at any time one 
or more Reserve Funding Instruments are on deposit in the Parity Reserve Fund, the Trustee will: 
(i) withdraw and use all cash, if any, on deposit in the Parity Reserve Fund prior to using and 
withdrawing any amounts derived from payments under any Reserve Funding Instruments; and 
(ii) draw on all Reserve Funding Instruments on a pro rata basis based on the draw limit of each 
Reserve Funding Instrument.  Amounts received by the Trustee from the City pursuant to the Master 
Contract as a replenishment of amounts withdrawn from the Parity Reserve Fund will be applied 
(i) first on a pro rata basis to reimburse draws on any Reserve Funding Instruments and (ii) to 
replenish cash withdrawn from the Parity Reserve Fund. 

Establishment and Application of Costs of Issuance Fund.  Pursuant to the Trust Agreement, 
the Trustee agrees to establish, maintain and hold in trust a separate fund designated as the Costs of 
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Issuance Fund, which fund is created by the Trust Agreement and which fund the Authority agrees to 
maintain with the Trustee until November 29, 2008.  The Trustee will deposit to the Costs of 
Issuance Fund the amounts specified in the Trust Agreement.  All money in the Costs of Issuance 
Fund will be used and withdrawn by the Trustee to pay the Costs of Issuance relating to the 2008 
Certificates upon receipt of a Written Request of the Authority filed with the Trustee, each of which 
will be sequentially numbered and will state the person to whom payment is to be made, the amount 
to be paid, the purpose for which the obligation was incurred and that such payment is a proper 
charge against said fund.  On November 29, 2008, or upon the earlier Written Request of the 
Authority, any remaining balance in the Costs of Issuance Fund will be transferred to the City for 
deposit in the 2008 Debt Service Fund. 

Deposit and Investments of Money in Accounts and Funds.  All money held by the Trustee in 
any of the accounts or funds established pursuant to the Trust Agreement will be invested in 
Permitted Investments at the Written Request of the Authority filed with the Trustee which such 
Permitted Investments will, as nearly as practicable, mature on or before the dates on which such 
money is anticipated to be needed for disbursement under the Trust Agreement, and the Trustee will 
have no liability or responsibility for any loss resulting from any investment made in accordance with 
the Trust Agreement; provided, that if no such Written Request is received by the Trustee, the 
Trustee will invest such money in those Permitted Investments described in clause (9) of the 
definition thereof.  Except as otherwise provided in the Trust Agreement with respect to the Parity 
Reserve Fund, all interest or profits received on any money so invested will be deposited in the 2008 
Debt Service Fund. 

The Authority acknowledges that to the extent regulations of the Comptroller of the Currency 
or other applicable regulatory entity grant the Authority the right to receive brokerage confirmations 
of security transactions as they occur, the Authority specifically waives receipt of such confirmations 
to the extent permitted by law.  The Trustee will furnish the Authority periodic cash transaction 
statements which include detail for all investment transactions made by the Trustee under the Trust 
Agreement. 

The Trustee or any of its affiliates may act as principal or agent, sponsor, advisor or manager 
in connection with any investments made by the Trustee under the Trust Agreement.  For investment 
purposes, the Trustee may commingle the funds and accounts established under the Trust Agreement, 
but will account for each separately. 

The Trustee will not be liable for any loss from any Permitted Investment acquired, held, or 
disposed of at the written request of the Authority.  Any Permitted Investments that are registered 
securities will be registered in the name of the Trustee. 

Assignment to Trustee; Enforcement of Obligations.   

(a) Pursuant to the Trust Agreement, the Authority transfers, assigns and sets over to the 
Trustee all of the 2008 Payments and any and all rights and privileges it has under the Contract, 
including, without limitation, the right to collect and receive directly all of the 2008 Payments, and 
any 2008 Payments collected or received by the Authority will be deemed to be held, and to have 
been collected or received, by the Authority as the agent of the Trustee, and will forthwith be paid by 
the Authority to the Trustee.  The Trustee also will, subject to the provisions of the Trust Agreement, 
take all steps, actions and proceedings required to be taken as provided in any Opinion of Counsel 
delivered to it, reasonably necessary to maintain in force for the benefit of the Owners of the 2008 
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Certificates the Trustee’s rights in and priority to the following security granted to it for the payment 
of the 2008 Certificates: the Trustee’s rights as assignee of the 2008 Payments under the Contract 
and as beneficiary of any other rights to security for the 2008 Certificates which the Trustee may 
receive in the future. 

(b) The Trustee may, in performing the obligations set out above, rely and will be 
protected in acting or refraining from acting upon an Opinion of Counsel furnished by the City. 

Covenants of the Authority and the Trustee 

Compliance with Trust Agreement.  The Trustee will not execute or deliver any 2008 
Certificates in any manner other than in accordance with the provisions of the Trust Agreement; and 
the Authority will not suffer or permit any default by it to occur under the Trust Agreement, but will 
faithfully comply with, keep, observe and perform all the agreements and covenants to be observed 
or performed by it contained in the Trust Agreement and in the 2008 Certificates. 

Observance of Laws and Regulations.  The Authority and the Trustee will faithfully comply 
with, keep, observe and perform all valid and lawful obligations or regulations now or hereafter 
imposed on them by contract, or prescribed by any law of the United States of America or of the 
State of California, or by any officer, board or commission having jurisdiction or control, as a 
condition of the continued enjoyment of each and every franchise, right or privilege now owned or 
hereafter acquired by them, including their right to exist and carry on their respective businesses, to 
the end that such franchises, rights and privileges will be maintained and preserved and will not 
become abandoned, forfeited or in any manner impaired. 

Accounting Records and Reports.  The Trustee will keep or cause to be kept proper books of 
record and accounts in which complete and correct entries will be made of all transactions made by 
the Trustee relating to the receipts, disbursements, allocation and application of the 2008 Payments 
and the proceeds of the 2008 Certificates, and such books will be available for inspection by the 
Authority, at reasonable hours and under reasonable conditions.  Not more than 180 days after the 
close of each Fiscal Year, the Trustee will furnish or cause to be furnished to the Authority and the 
2008 Certificate Insurer a complete financial statement covering receipts, disbursements, allocation 
and application of 2008 Payments received by the Trustee for such Fiscal Year.  The Authority will 
keep or cause to be kept such information as required under the Tax Certificate. 

Prosecution and Defense of Suits.  The Authority will defend against every suit, action or 
proceeding at any time brought against the Trustee upon any claim to the extent arising out of the 
receipt, application or disbursement of any of the 2008 Payments and the proceeds of the 2008 
Certificates or to the extent involving the failure of the Authority to fulfill its obligations under the 
Trust Agreement; provided that the Trustee or any affected Owner at its election may appear in and 
defend any such suit, action or proceeding.  The Authority will indemnify and hold harmless the 
Trustee against any and all liability claimed or asserted by any person to the extent arising out of 
such failure by the Authority, and will indemnify and hold harmless the Trustee against any 
attorney’s fees or other expenses which it may incur in connection with any litigation to which it may 
become a party by reason of its actions under the Trust Agreement, except for any loss, cost, damage 
or expense resulting from the active or passive negligence, willful misconduct or breach of duty by 
the Trustee.  Notwithstanding any contrary provision of the Trust Agreement, this covenant will 
remain in full force and effect even though all 2008 Certificates secured by the Trust Agreement may 
have been fully paid and satisfied. 
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Amendments to Contract.  Except for any Supplemental Contract delivered in accordance 
with the terms of the Contract, the Authority will not supplement, amend, modify or terminate any of 
the terms of the Contract, or consent to any such supplement, amendment, modification or 
termination, without the prior written consent of the Trustee, which such consent will be given only 
if (a) such supplement, amendment, modification or termination will not materially adversely affect 
the interests of the Owners or result in any material impairment of the security given for the payment 
of the 2008 Certificates, or (b) the Trustee first obtains the written consent of the Owners of a 
majority in aggregate principal amount evidenced and represented by the 2008 Certificates then 
Outstanding to such supplement, amendment, modification or termination; provided, that no such 
supplement, amendment, modification or termination will reduce the amount of 2008 Payments to be 
made to the Authority or the Trustee by the City pursuant to the Contract, or extend the time for 
making such 2008 Payments in any manner that would require the amendment of the Trust 
Agreement in any manner not in compliance with the Trust Agreement, or permit the creation of any 
lien prior to or on a parity with the lien created by the Trust Agreement on the 2008 Payments 
without the written consent of all of the Owners of the 2008 Certificates then Outstanding. 

Recording and Filing.  The Trustee upon receipt of a Written Request of the Authority, at the 
expense of the Authority, will file, record, register, renew, refile and rerecord all such documents, 
including financing statements (or continuation statements in connection therewith), all in such 
manner, at such times and in such places as may be required and to the extent permitted by law in 
order to fully perfect, preserve and protect the security of the Owners and the rights and interests of 
the Trustee; provided, however, that the Trustee will not be required to execute a special or general 
consent to service of process, or to qualify as a foreign corporation in connection with any such 
filing, recording, registration, refiling or rerecording in any jurisdiction in which it is not now so 
subject. 

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

The Trustee 

The Trustee.  The Bank of New York Trust Company, N.A., will serve as the Trustee for the 
purpose of receiving all money which the Authority is required to deposit with the Trustee under the 
Trust Agreement and for the purpose of allocating, applying and using such money as provided in the 
Trust Agreement and for the purpose of paying the interest and principal and prepayment premiums, 
if any, evidenced and represented by the 2008 Certificates presented for payment, and for the purpose 
of canceling all paid or prepaid 2008 Certificates as provided in the Trust Agreement.  The Authority 
agrees that it will at all times maintain a Trustee having a corporate trust office in either 
San Francisco, California or Los Angeles, California. 

The Authority may at any time, unless there exists any Event of Default as defined in the 
Trust Agreement, remove the Trustee initially appointed and any successor thereto and may appoint a 
successor or successors thereto by an instrument in writing; provided that any successor appointed 
under the Trust Agreement will be approved by the 2008 Certificate Insurer and will be a bank with 
trust powers or trust company doing business and having a principal office in either San Francisco, 
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California or Los Angeles, California, having (or if such bank or trust company is a member of a 
bank holding company system, its bank holding company has) a combined capital (exclusive of 
borrowed capital) and surplus of at least $50,000,000 and subject to supervision or examination by 
federal or state authority.  If such bank or trust company publishes a report of condition at least 
annually, pursuant to law or to the requirements of any supervising or examining authority above 
referred to, then for the purpose of this provision the combined capital and surplus of such bank or 
trust company will be deemed to be its combined capital and surplus as set forth in its most recent 
report of condition so published.  The Trustee may at any time resign by giving written notice of such 
resignation to the Authority and by mailing to the Owners notice of such resignation.  Upon receiving 
such notice of resignation, the Authority will promptly appoint a successor Trustee by an instrument 
in writing.  Any removal or resignation of a Trustee and appointment of a successor Trustee will 
become effective only upon the acceptance of appointment by the successor Trustee.  If, within 30 
days after notice of the removal or resignation of the Trustee no successor Trustee will have been 
appointed and will have accepted such appointment, the removed or resigning Trustee may petition 
any court of competent jurisdiction for the appointment of a successor Trustee, which court may 
thereupon, after such notice, if any, as it may deem proper and prescribe and as may be required by 
law, appoint a successor Trustee having the qualifications required by the Trust Agreement.  Any 
successor trustee will signify its acceptance of the duties under the Trust Agreement by an instrument 
in writing provided to the Authority and the Notice Parties. 

Liability of the Trustee.  The recitals of facts, agreements and covenants in the Trust 
Agreement and in the 2008 Certificates will be taken as recitals of facts, agreements and covenants of 
the Authority, and the Trustee assumes no responsibility for the correctness of the same or makes any 
representation as to the sufficiency or validity of the Trust Agreement or of the 2008 Certificates, or 
will incur any responsibility in respect thereof other than in connection with the rights or obligations 
assigned to or imposed upon it in the Trust Agreement, in the 2008 Certificates or in law or equity.  
The Trustee will not be liable in connection with the performance of its duties under the Trust 
Agreement except for its own active or passive negligence or willful misconduct. 

The Trustee will not be liable for any error of judgment made in good faith by a responsible 
officer, unless it will be proved that the Trustee was negligent in ascertaining the pertinent facts. 

The Trustee will not be liable with respect to any action taken or omitted to be taken by it in 
good faith in accordance with the direction of the Owners of not less than a majority in aggregate 
principal amount of the 2008 Certificates at the time Outstanding, relating to the time, method and 
place of conducting any proceeding for any remedy available to the Trustee, or exercising any trust 
or power conferred upon the Trustee under the Trust Agreement. 

The Trustee will be under no obligation to exercise any of the rights or powers vested in it by 
the Trust Agreement at the request, order or direction of any of the Owners pursuant to the provisions 
of the Trust Agreement unless such Owners will have offered to the Trustee reasonable security or 
indemnity against the costs, expenses and liabilities that may be incurred therein or thereby.  The 
Trustee has no obligation or liability to the Owners for the payment of interest, principal or 
prepayment premium, if any, evidenced and represented by the 2008 Certificates from its own funds; 
but rather the Trustee’s obligations will be limited to the performance of its duties under the Trust 
Agreement. 

The Trustee will not be deemed to have knowledge of any default under the Trust Agreement 
or default under the Contract unless and until it will have actual knowledge thereof or will have 
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received written notice thereof at its Corporate Trust Office.  Except as otherwise expressly provided 
in the Trust Agreement, the Trustee will not be bound to ascertain or inquire as to the performance or 
observance of any of the terms, conditions, covenants or agreements in the Trust Agreement or of 
any of the documents executed in connection with the 2008 Certificates or as to the existence of a 
default under the Trust Agreement. 

The Trustee will not be considered in breach of or in default in its obligations under the Trust 
Agreement or progress in respect thereto in the event of enforced delay (“unavoidable delay”) in the 
performance of such obligations due to unforeseeable causes beyond its control and without its fault 
or negligence, including, but not limited to, acts of God or of the public enemy or terrorists, acts of a 
government, acts of the other party, fires, floods, epidemics, quarantine restrictions, strikes, freight 
embargoes, earthquakes, explosion, mob violence, riot, inability to procure or general sabotage or 
rationing of labor, equipment, facilities, sources of energy, material or supplies in the open market, 
litigation or arbitration involving a party or others relating to zoning or other governmental action or 
inaction pertaining to the project, malicious mischief, condemnation, and unusually severe weather or 
delays of suppliers or subcontractors due to such causes or any similar event and/or occurrences 
beyond the control of the Trustee. 

Amendment of the Trust Agreement 

Amendment of the Trust Agreement.  The Trust Agreement and the rights and obligations of 
the Authority and of the Owners may be amended at any time by a Supplemental Trust Agreement 
which will become binding when the written consents of the Owners of a majority in aggregate 
principal amount of the 2008 Certificates then Outstanding, exclusive of 2008 Certificates 
disqualified as provided in Trust Agreement, are filed with the Trustee; provided, that before 
executing any such Supplemental Trust Agreement the Trustee may first obtain at the Authority’s 
expense an Opinion of Counsel that such Supplemental Trust Agreement complies with the 
provisions of the Trust Agreement, on which opinion the Trustee may conclusively rely.  No such 
amendment will (1) extend the Certificate Payment Date of, or change the payment dates of, or 
reduce the rate of interest or principal or prepayment premium, if any, evidenced and represented by 
any 2008 Certificate without the express written consent of the Owner of such Certificate, or (2) 
reduce the percentage of 2008 Certificates required for the written consent to any such amendment, 
or (3) modify any rights or obligations of the Trustee without its prior written assent thereto. 

The Trust Agreement and the rights and obligations of the Authority and of the Owners may 
also be amended at any time by a Supplemental Trust Agreement which will become binding upon 
adoption without the consent of any Owners, but only to the extent permitted by law, for any purpose 
that will not materially adversely affect the interests of the Owners, including (without limitation) for 
any one or more of the following purposes: 

(a) to add to the agreements and covenants required in the Trust Agreement to be 
performed by the Authority other agreements and covenants thereafter to be performed by the 
Authority, or to surrender any right or power reserved in the Trust Agreement to or conferred in the 
Trust Agreement on the Authority; 

(b) to make such provisions for the purpose of curing any ambiguity or of correcting, 
curing or supplementing any defective provision contained in the Trust Agreement or in regard to 
questions arising under the Trust Agreement which the Authority may deem desirable or necessary 
and not inconsistent with the Trust Agreement; 
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(c) to add to the agreements and covenants required in the Trust Agreement, such 
agreements and covenants as may be necessary to qualify the Trust Agreement under the Trust 
Indenture Act of 1939; 

(d) to make any amendments or supplements necessary or appropriate to preserve or 
protect the exclusion of interest evidenced and represented by the 2008 Certificates from gross 
income for federal income tax purposes under the Code or the exemption of such interest from State 
of California personal income taxes; 

(e) to make such amendments or supplements as may be necessary or appropriate to 
maintain any then current rating on the 2008 Certificates by any of the Rating Agencies; 

(f) to add to the rights of the Trustee; 

(g) to modify, alter, amend or supplement the Trust Agreement in any other respect, 
including amendments which would otherwise be described in the Trust Agreement, if the effective 
date of such amendments is a date on which all 2008 Certificates affected thereby are subject to 
mandatory tender for purchase pursuant to the provisions of the Trust Agreement or if notice of the 
proposed amendments is given to Owners of the affected 2008 Certificates at least thirty (30) days 
before the proposed effective date of such amendments and, on or before such effective date, such 
Owners have the right to demand purchase of their 2008 Certificates pursuant to the provisions of the 
Trust Agreement; or 

(h) for any other purpose that does not materially and adversely affect the interests of the 
Owners of the 2008 Certificates. 

Amendment by Mutual Consent.  Subject to certain provisions in the Trust Agreement related 
to the 2008 Certificate Insurance Policy, the Trust Agreement does not prevent any Owner from 
accepting any amendment as to the particular 2008 Certificates held by him, provided that due 
notation thereof is made on such 2008 Certificates. 

Consent of the Liquidity Facility Provider.  Notwithstanding anything to the contrary 
contained in the Trust Agreement, the Trust Agreement may not be amended without the prior 
written consent of the Liquidity Facility Provider. 

Notice.  The Trustee will give notice to the Rating Agencies of any amendments pursuant to 
the Trust Agreement. 

Events of Default and Remedies of Owners 

Events of Default: Acceleration; Waiver of Default.  If an Event of Default (as that term is 
defined in the Contract) will happen, then such Event of Default will constitute a default under the 
Trust Agreement, and in each and every such case during the continuance of such Event of Default 
the Trustee or the Owners of not less than a majority in aggregate principal amount of the 2008 
Certificates then Outstanding will exercise the remedies provided to the Authority in the Contract; 
provided, that nothing contained in the Trust Agreement will affect or impact the right of action of 
any Owner to institute suit directly against the City to enforce payment of the obligation evidenced 
and represented by such Owner’s 2008 Certificates.  Upon the occurrence of any Event of Default, 
the Trustee will give notice to the Credit Enhancement Provider and the Liquidity Facility Provider. 
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In determining whether a payment default has occurred under the Trust Agreement or 
whether a payment on the 2008 Certificates has been made under the Trust Agreement, no effect will 
be given to payments made under the 2008 Certificate Insurance Policy. 

Other Remedies of the Trustee.  The Trustee will have the right: 

(a) by mandamus or other action or proceeding or suit at law or in equity to enforce the 
Authority’s rights under the Contract against the City or any director, officer or employee thereof, 
and to compel the City or any such director, officer or employee to perform or carry out its or his 
duties under law and the agreements and covenants required to be performed by it or him contained 
in the Contract; 

(b) by suit in equity to enjoin any acts or things which are unlawful or violate the rights 
of the Trustee; or  

(c) by suit in equity upon the happening of any Event of Default under the Trust 
Agreement to enforce the Authority’s rights under the Contract to require the City and its directors, 
officers and employees to account as the trustee of an express trust. 

Non-Waiver.  A waiver of any default or breach of any duty or contract by the Trustee will 
not affect any subsequent default or breach of duty or contract or impair any rights or remedies on 
any such subsequent default or breach of duty or contract.  No delay or omission by the Trustee to 
exercise any right or remedy accruing upon any default or breach of duty or contract will impair any 
such right or remedy or will be construed to be a waiver of any such default or breach of duty or 
contract or any acquiescence therein, and every right or remedy conferred upon the Trustee by law or 
by the Trust Agreement may be enforced and exercised from time to time and as often as will be 
deemed expedient by the Trustee. 

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

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

No Liability by the City to the Owners.  Except for the payment when due of the 2008 
Payments and the performance of the other agreements and covenants required to be performed by it 
contained in the Contract, the City will not have any obligation or liability to the Owners with respect 
to the Trust Agreement or the preparation, execution, delivery or transfer of the 2008 Certificates or 
the disbursement of the 2008 Payments by the Trustee to the Owners, or with respect to the 
performance by the Trustee of any right or obligation required to be performed by it contained in the 
Trust Agreement. 

No Liability by the Trustee to the Owners.  Except as expressly provided in the Trust 
Agreement, the Trustee will not have any obligation or liability to the Owners with respect to the 
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payment when due of the 2008 Payments by the City, or with respect to the performance by the City 
of the other agreements and covenants required to be performed by it contained in the Contract. 

Control of Remedies by Credit Facility Provider or Liquidity Facility Provider.  Provided that 
the Credit Facility or the Liquidity Facility remain in effect, notwithstanding anything in the Trust 
Agreement to the contrary, the Credit Facility Provider will have the right to direct all remedies upon 
the occurrence of an Event of Default.  If the Credit Facility is no longer in effect or a default has 
occurred with respect to the Credit Facility, the Liquidity Facility Provider will have the right to 
direct all remedies upon the occurrence of an Event of Default. 

Defeasance 

Discharge of Trust Agreement.  When the obligations of the City under the Contract will 
cease pursuant to the Contract (except for the right of the Trustee and the obligation of the City to 
have the money and Federal Securities mentioned therein applied to the payment of 2008 Payments 
as therein set forth), and either (i) the 2008 Certificates are in Fixed Rate Mode at the time moneys or 
Federal Securities are deposited, (ii) the deposit of money and Federal Securities is sufficient to pay 
the 2008 Certificates at the Maximum Rate to the earlier of the first possible tender or redemption 
date, or (iii) the City will have received a Rating Confirmation Notice on any 2008 Certificate that 
will remain Outstanding following such redemption, then and in such case the obligations created by 
the Trust Agreement will thereupon cease, terminate and become void except for the right of the 
Owners and the obligation of the Trustee to apply such moneys and Federal Securities to the payment 
of the 2008 Certificates as set forth in the Trust Agreement and the right of the Trustee to collect any 
fees or expenses due thereunder and the Trustee will turn over to the City, as an overpayment of 2008 
Payments, all balances remaining in any other funds or accounts other than moneys and Federal 
Securities held for the payment of the 2008 Certificates at maturity or on prepayment, which moneys 
and Federal Securities will continue to be held by the Trustee in trust for the benefit of the Owners 
and will be applied by the Trustee to the payment, when due, of the principal and interest and 
premium if any represented by the 2008 Certificates, and after such payment, the Trust Agreement 
will become void. 

If moneys or Federal Securities are deposited with and held by the Trustee as provided in the 
Trust Agreement, the Trustee will mail a notice, first-class postage prepaid, to the Owners at the 
addresses listed on the registration books kept by the Trustee pursuant to the Trust Agreement, 
stating that (a) moneys or Federal Securities are so held by it, and (b) that the Trust Agreement has 
been released in accordance with the provisions of the Trust Agreement. 

Notice of discharge of the Trust Agreement will be provided to the Rating Agencies by the 
Trustee. 

Deposit of Money or Securities with Trustee.  Whenever in the Trust Agreement or the 
Contract it is provided or permitted that there be deposited with or held in trust by the Trustee money 
or securities (certified to be sufficient by a report of an Independent Certified Public Accountant) in 
the necessary amount to pay or prepay any 2008 Certificates, the money or securities to be so 
deposited or held may include money or securities held by the Trustee in the funds and accounts 
established pursuant to the Trust Agreement and will be: 

(a) lawful money of the United States of America in an amount equal to the principal 
amount represented by such 2008 Certificates and all unpaid interest represented thereby to maturity, 
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except that, in the case of 2008 Certificates which are to be prepaid prior to maturity and in respect of 
which notice of such prepayment will have been given as provided in the Trust Agreement or 
provision satisfactory to the Trustee will have been made for the giving of such notice, the amount to 
be deposited or held will be the principal amount plus accrued interest to such date of prepayment 
plus a prepayment premium, if any, represented by such 2008 Certificates; or 

(b) Federal Securities which are not subject to redemption except by the holder thereof 
prior to maturity (including any such securities issued or held in book-entry form) or municipal 
obligations which have been defeased under irrevocable escrow instructions with Federal Securities 
and which are rated in the highest rating category by the Rating Agencies, the principal of and 
interest on which when due will provide, in its opinion of an Independent Certified Public 
Accountant, delivered to the Trustee, money sufficient to pay the principal plus prepayment 
premium, if any, plus all accrued interest to maturity or to the prepayment date, as the case may be, 
represented by the 2008 Certificates to be paid or prepaid, as such amounts become due, provided 
that, in the case of 2008 Certificates which are to be prepaid prior to the maturity thereof, notice of 
such prepayment will have been given as provided in the Trust Agreement or provision satisfactory 
to the Trustee will have been made for the giving of such notice; 

provided, in each case, that the Trustee will have been irrevocably instructed (by the terms of the 
Trust Agreement and the Contract or by Written Request of the City) to apply such money to the 
payment of such principal plus prepayment premium, if any, plus interest represented by such 2008 
Certificates. 

Unclaimed Money.  Notwithstanding anything contained in the Trust Agreement to the 
contrary, any money held by the Trustee in trust for the payment and discharge of any of the 2008 
Certificates which remains unclaimed for two years after the date when such 2008 Certificates have 
become due and payable, either at their stated Certificate Payment Dates or by call for prepayment 
prior to Certificate Payment Date, if such money was held by the Trustee at such date, or for two 
years after the date of deposit of such money if deposited with the Trustee after the date when such 
Certificates have become due and payable, will be repaid by the Trustee to the City as its absolute 
property free from trust, and the Trustee will thereupon be released and discharged with respect 
thereto and the Owners will look only to the City for the payment of the 2008  Payments evidenced 
and represented by such 2008 Certificates; provided, however, that before being required to make 
any such payment to the City, the Trustee will, at the request of and at the expense of the City, cause 
to be mailed to all Owners and the Securities Depositories and the Information Services a notice that 
such money remains unclaimed and that, after a date named in such notice, which date will not be 
less than 30 days after the date of the first publication of each such notice, the balance of such money 
then unclaimed will be returned to the City. 

Additional Provisions Relating to the 2008 Certificate Insurance Policy 

(a) Notwithstanding anything in the Trust Agreement to the contrary so long as the 2008 
Certificate Insurance Policy relating to the 2008 Certificates will be in full force and effect and the 
2008 Certificate Insurer will not be in default of any of its obligations thereunder, the 2008 
Certificate Insurer will be deemed to be sole Owner of the 2008 Certificates it insures for the purpose 
of exercising any voting right or privilege or giving any consent or direction or taking any other 
action that the 2008 Certificate Owners are entitled to take pursuant to the Trust Agreement, 
including any consent to any modification, amendment or supplement to the Trust Agreement 
pursuant to the Trust Agreement.    



 

B-48 
 

(b) Notwithstanding anything in the Trust Agreement to the contrary the 2008 Certificate 
Insurer shall be deemed to be the Owners of all of the 2008 Certificates for purposes of (a) exercising 
all remedies and directing the Trustee to take actions or for any other purposes following an Event of 
Default (as defined herein), and (b) granting any consent, direction or approval or taking any action 
permitted or required by the Owners of the 2008 Certificates.   

(c) Notwithstanding anything in the Trust Agreement to the contrary so long as the 2008 
Certificate Insurance Policy will be in full force and effect and the 2008 Certificate Insurer will not 
be in default of any of its obligations thereunder, upon the occurrence and continuance of an Event of 
Default, the Trustee may, with the consent of the 2008 Certificate Insurer, and will at the direction of 
the 2008 Certificate Insurer or the Bondholders with the prior written consent of the 2008 Certificate 
Insurer, by written notice to the Authority and the 2008 Certificate Insurer, as applicable (i) declare 
the principal of the 2008 Certificates immediately due and payable, whereupon that portion of the 
principal of the 2008 Certificates thereby coming due and the interest thereon accrued to the date of 
payment will, without further action, become and be immediately due and payable, anything in the 
Trust Agreement or the 2008 Certificates to the contrary notwithstanding or (ii) annul any declaration 
of acceleration. 

 



 

C-1 
 

APPENDIX C 

PROPOSED FORM OF OPINION OF SPECIAL COUNSEL 

[Closing Date] 
 
City Council 
City of Modesto 
Modesto, California 
 

$47,625,000 
CITY OF MODESTO 

WATER REFUNDING REVENUE CERTIFICATES OF PARTICIPATION 
2008 SERIES A 

 
Ladies and Gentlemen: 
 

We have acted as special counsel to the City of Modesto (the “City”) in connection with the 
execution and delivery of $47,625,000 principal amount of Water Revenue Certificates of 
Participation, 2008 Series A (the “Certificates”), evidencing and representing proportionate interests 
of the owners thereof in 2008 Payments (as that term is defined in the Trust Agreement referred to 
below) to be made by the City under and pursuant to that certain Master Installment Purchase 
Contract, dated as of November 1, 1997 (the “Master Installment Purchase Contract”), by and 
between the City and the Modesto Public Financing Authority (the “Authority”), as previously 
supplemented and as amended and supplemented by that certain 2008 Supplemental Installment 
Purchase Contract, dated as of May 1, 2008 (the “2008 Supplemental Installment Purchase 
Contract”), by and between the City and the Authority.  The Master Installment Purchase Contract, 
as previously supplemented and as amended and supplemented by the 2008 Supplemental 
Installment Purchase Contract, is referred to herein as the “Installment Purchase Contract.”  All of 
the Authority’s rights to receive such 2008 Payments have been assigned by the Authority to The 
Bank of New York Trust Company, N.A., as trustee (the “Trustee”), pursuant to that certain Trust 
Agreement, dated as of May 1, 2008 (the “Trust Agreement”), by and between the Authority and the 
Trustee.  The Certificates have been executed by the Trustee pursuant to the terms of the Trust 
Agreement. 

In our capacity as special counsel, we have reviewed relevant laws of the State of California, 
including the City Charter; executed copies of the Installment Purchase Contract and the Trust 
Agreement; certifications and resolutions of the City, the Authority, the Trustee, and others; opinions 
of counsel to the City, the Authority and the Trustee; and such other documents, opinions and 
instruments as we deemed necessary to render the opinions set forth herein.  Our services as special 
counsel were limited to such examination and to rendering the opinions set forth below.  We have 
assumed the genuineness of all documents and signatures presented to us.  We have not undertaken 
to verify independently, and have assumed, the accuracy of the factual matters represented, 
warranted or certified in the documents.  Furthermore, we have assumed compliance with all 
covenants and agreements contained in the Installment Purchase Contract and the Trust Agreement, 
including (without limitation) covenants and agreements compliance with which is necessary to 
assure that future actions, omissions or events will not cause interest represented by the Certificates 
to be included in gross income for federal income tax purposes. 
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Certain requirements and procedures contained or referred to in the Installment Purchase 
Contract and the Trust Agreement or other relevant documents relating to the Certificates may be 
changed, and certain actions may be taken (including, without limitation, defeasance of the 
Certificates) or omitted, under the circumstances and subject to the terms and conditions set forth in 
such documents, upon the advice or with the approving opinion of counsel nationally recognized in 
the area of municipal bonds.  We express no opinion as to the effect of any change to any document 
pertaining to the Certificates or of any action taken or not taken where such change is made or action 
is taken or not taken without our approval or in reliance upon the advice of counsel other than 
ourselves with respect to the exclusion from gross income of the interest represented by the 
Certificates for federal income tax purposes. 

With respect to the opinions expressed herein, the enforceability of the Installment Purchase 
Contract is subject to the limitations on the imposition of certain fees and charges by the City relating 
to the Water Utility System under Articles XIIIC and XIIID of the California Constitution.  In 
addition, the rights and obligations under the Certificates, the Installment Purchase Contract and the 
Trust Agreement are subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent 
conveyance, moratorium and other laws relating to or affecting the enforcement of creditors’ rights 
generally, to the application of equitable principles (regardless of whether such enforceability is 
considered in equity or at law), to the exercise of judicial discretion in appropriate cases and to the 
limitations on legal remedies against cities in the State of California.  Furthermore, we express no 
opinion with respect to any indemnification, contribution, penalty, choice of forum or waiver 
provisions contained in the foregoing documents. 

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are 
of the following opinions: 

1. The Master Installment Purchase Contract, the 2008 Supplemental Installment 
Purchase Contract and the Trust Agreement have been duly authorized, executed and delivered by 
the Authority; the Master Installment Purchase Contract and the 2008 Supplemental Installment 
Purchase Contract have been duly authorized, executed and delivered by the City; and, assuming (in 
the case of the Trust Agreement) due authorization, execution and delivery by the Trustee, such 
agreements are valid and binding obligations of the Authority and the City (as the case may be), 
enforceable against the Authority and the City (as the case may be) in accordance with their 
respective terms. 

2. The Certificates, assuming due execution and delivery by the Trustee, are entitled to 
the benefits of the Trust Agreement. 

3. The obligation of the City to make the 2008 Payments under the Installment Purchase 
Contract is a special obligation of the City payable solely from Gross Revenues (as such term is 
defined in the Installment Purchase Agreement).  The general fund of the City is not liable, and 
neither the credit nor taxing power of the City is pledged, for the payment of the 2008 Payments 
under the Installment Purchase Contract. 

4. Based on existing statutes, regulations, rulings and judicial decisions and assuming 
compliance by the City with certain covenants in the Installment Purchase Contract and with 
requirements of the Internal Revenue Code of 1986, as amended, regarding the use, expenditure and 
investment of Certificate proceeds and the timely payment of certain investment earnings to the 
United States Treasury, interest represented by the Certificates is not includable in the gross income 
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of the owners of the Certificates for purposes of federal income taxation.  Failure by the City to 
comply with the above covenants and requirements may cause interest represented by the Certificates 
to be included in gross income retroactive to the date of execution and delivery of the Certificates. 

Interest represented by the Certificates will not be treated as an item of tax preference in 
calculating the federal alternative minimum taxable income of individuals or corporations; however, 
interest represented by the Certificates will be included as an adjustment in the calculation of the 
alternative minimum taxable income of corporations and may therefore affect the federal alternative 
minimum tax liability of corporations.   

5. Interest represented by the Certificates is exempt from present State of California 
personal income taxes. 

Other than as described herein, we neither addressed nor are we opining on the tax 
consequences to any person of the investment in, or the receipt of interest represented by, the 
Certificates. 

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings 
and court decisions.  Such opinions may be adversely affected by actions taken or events occurring, 
including a change in law, regulation or ruling (or in the application or official interpretation of any 
law, regulation or ruling) after the date hereof.  We have not undertaken to determine, or to inform 
any person, whether such actions are taken or such events occur, and we have no obligation to update 
this opinion in light of such actions or events. 

This opinion is limited to the laws of the State of California and the federal laws of the 
United States.  The opinions in this letter are expressed solely as of the date hereof for your benefit 
and may not be relied upon in any manner for any purposes by any other person. 

Respectfully submitted, 
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APPENDIX D 

INFORMATION CONCERNING DTC 

The information in this Appendix concerning DTC and DTC’s book entry only system has been obtained 
from sources that the Authority and the City believe to be reliable, but neither the Authority nor the City takes 
any responsibility for the completeness or accuracy thereof.  The following description of the procedures and 
recordkeeping with respect to beneficial ownership in the 2008 Certificates, payment of principal, premium, if 
any, and interest with respect to the 2008 Certificates to all DTC Participants or to Beneficial Owners, 
confirmation and transfers of Beneficial Ownership interests in the 2008 Certificates and other related 
transactions by and between DTC, DTC Participants and Beneficial Owners is based solely on information 
provided by DTC. 

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the 2008 
Certificates.  The 2008 Certificates will be issued as fully-registered securities registered in the name of Cede & 
Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized representative of 
DTC.  One fully-registered security certificate will be issued for each maturity of the 2008 Certificates, each in 
the aggregate principal amount of such maturity, and will be deposited with DTC. 

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under the 
New York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a 
member of the Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform 
Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section 17A of the 
Securities Exchange Act of 1934.  DTC holds and provides asset servicing for over 3.5 million issues of U.S. 
and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments from over 100 
countries that DTC’s participants (“Direct Participants”) deposit with DTC.  DTC also facilitates the post-trade 
settlement among Direct Participants of sales and other securities transactions in deposited securities, through 
electronic computerized book-entry transfers and pledges between Direct Participants’ accounts.  This 
eliminates the need for physical movement of securities certificates.  Direct Participants include both U.S. and 
non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, and certain other 
organizations.  DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”).  
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the National Securities 
Clearing Corporation, Fixed Income Clearing Corporation, and Emerging Markets Clearing Corporation, 
(NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the New York Stock Exchange, Inc., the 
American Stock Exchange LLC, and the National Association of Securities Dealers, Inc.  Access to the DTC 
system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust 
companies, and clearing corporations that clear through or maintain a custodial relationship with a Direct 
Participant, either directly or indirectly (“Indirect Participants”).  DTC has Standard & Poor’s highest rating:  
AAA.  The DTC Rules applicable to its Participants are on file with the Securities and Exchange Commission. 

Purchases of 2008 Certificates under the DTC system must be made by or through Direct Participants, 
which will receive credit for the 2008 Certificates on DTC’s records.  The ownership interest of each actual 
purchaser of each 2008 Certificate (a “Beneficial Owner”) is in turn to be recorded on the Direct and Indirect 
Participants’ records.  Beneficial Owners will not receive written confirmation from DTC of their purchases.  
Beneficial Owners are, however, expected to receive written confirmations providing details of the transaction, 
as well as periodic statements of their holdings, from the Direct or Indirect Participant through which the 
Beneficial Owner entered into the transaction.  Transfers of ownership interests in the 2008 Certificates are to be 
accomplished by entries made on the books of Direct and Indirect Participants acting on behalf of Beneficial 
Owners.  Beneficial Owners will not receive certificates representing their ownership interests in Certificates, 
except in the event that use of the book-entry system for the 2008 Certificates is discontinued. 

To facilitate subsequent transfers, all 2008 Certificates deposited by Direct Participants with DTC are 
registered in the name of DTC’s partnership nominee, Cede & Co, or such other name as may be requested by 
an authorized representative of DTC.  The deposit of 2008 Certificates with DTC and their registration in the 
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name of Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership.  DTC has no 
knowledge of the actual Beneficial Owners of the 2008 Certificates; DTC’s records reflect only the identity of 
the Direct Participants to whose accounts such 2008 Certificates are credited, which may or may not be the 
Beneficial Owners.  The Direct and Indirect Participants will remain responsible for keeping account of their 
holdings on behalf of their customers. 

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants 
to Indirect Participants, and by Direct Participants  and Indirect Participants to Beneficial Owners will be 
governed by arrangements among them, subject to any statutory or regulatory requirements as may be in effect 
from time to time.  Beneficial Owners of 2008 Certificates may wish to take certain steps to augment the 
transmission to them of notices of significant events with respect to the 2008 Certificates, such as redemptions, 
tenders, defaults, and proposed amendments to the Bond documents. For example, Beneficial Owners of 2008 
Certificates may wish to ascertain that the nominee holding the 2008 Certificates for their benefit has agreed to 
obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide 
their names and addresses to the registrar and request that copies of notices be provided directly to them. 

Prepayment notices shall be sent to DTC.  If less than all of the 2008 Certificates within a maturity are 
being prepaid, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such 
maturity to be prepaid. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to 2008 
Certificates unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its 
usual procedures, DTC mails an Omnibus Proxy to the City as soon as possible after the record date.  The 
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts 
2008 Certificates are credited on the record date (identified in a listing attached to the Omnibus Proxy). 

Prepayment proceeds, principal and interest payments on the 2008 Certificates will be made to Cede & 
Co., or such other nominee as may be requested by an authorized representative of DTC.  DTC’s practice is to 
credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the 
City or the Trustee, on the payable date in accordance with their respective holdings shown on DTC’s records.  
Payments by Participants to Beneficial Owners will be governed by standing instructions and customary 
practices, as is the case with securities held for the accounts of customers in bearer form or registered in “street 
name,” and will be the responsibility of such Participant and not of DTC, the Trustee or the City, subject to any 
statutory or regulatory requirements as may be in effect from time to time.  Payment of prepayment proceeds, 
principal and interest payments to Cede & Co. (or such other nominee as may be requested by an authorized 
representative of DTC) is the responsibility of the City or the Trustee, disbursement of such payments to Direct 
Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial Owners will 
be the responsibility of Direct and Indirect Participants. 

A Beneficial Owner shall give notice to elect to have its 2008 Certificates purchased tendered, through 
its Participant, to the Remarketing Agent, and shall effect delivery of 2008 Certificates by causing the Direct 
Participant to transfer the Participant’s interest in the 2008 Certificates, on DTC’s records, to the Remarketing 
Agent. The requirement for physical delivery of 2008 Certificates in connection with an optional tender or a 
mandatory purchase will be deemed satisfied when ownership rights in the 2008 Certificates are transferred by 
Direct Participants on DTC’s records followed by a book-entry credit of tendered 2008 Certificates to the 
Remarketing Agent’s account. 

DTC may discontinue providing its services as securities depository with respect to the 2008 
Certificates at any time by giving reasonable notice to the City or the Trustee.  Under such circumstances, in the 
event that a successor securities depository is not obtained, 2008 Certificates are required to be printed and 
delivered. 

The Authority may decide to discontinue use of the system of book-entry transfers through DTC (or a 
successor securities depository).  In that event, 2008 Certificates will be printed and delivered. 



Page 1 of 2 
Form FG001 (05/07) 

 

 

Assured Guaranty Corp. 
1325 Avenue of the Americas 
New York, NY 10019 
t. 212.974.0100 
www.assuredguaranty.com 

  
Financial Guaranty Insurance Policy 

   
Issuer:  Policy No.:  

Obligations:  Premium:    

  Effective Date:  

Assured Guaranty Corp., a Maryland corporation (“Assured Guaranty”), in consideration of the payment of the Premium 
and on the terms and subject to the conditions of this Policy (which includes each endorsement hereto), hereby unconditionally and 
irrevocably agrees to pay to the trustee (the “Trustee”) or the paying agent (the “Paying Agent”) for the Obligations (as set forth in the 
documentation providing for the issuance of and securing the Obligations) for the benefit of the Holders, that portion of the Insured 
Payments which shall become Due for Payment but shall be unpaid by reason of Nonpayment. 

 
Assured Guaranty will make such Insured Payments to the Trustee or the Paying Agent on the later to occur of (i) the date 

applicable principal or interest becomes Due for Payment, or (ii) the Business Day next following the day on which Assured 
Guaranty shall have Received a completed Notice of Nonpayment.  If a Notice of Nonpayment by Assured Guaranty is incomplete or 
does not in any instance conform to the terms and conditions of this Policy, it shall be deemed not Received, and Assured Guaranty 
shall promptly give notice to the Trustee or the Paying Agent. Upon receipt of such notice, the Trustee or the Paying Agent may 
submit an amended Notice of Nonpayment.  The Trustee or the Paying Agent will disburse the Insured Payments to the Holders only 
upon receipt by the Trustee or the Paying Agent, in form reasonably satisfactory to it of (i) evidence of the Holder's right to receive 
such payments, and (ii) evidence, including without limitation any appropriate instruments of assignment, that all of the Holder's 
rights to payment of such principal or interest Due for Payment shall thereupon vest in Assured Guaranty.  Upon and to the extent of 
such disbursement, Assured Guaranty shall become the Holder of the Obligations, any appurtenant coupon thereto and right to 
receipt of payment of principal thereof or interest thereon, and shall be fully subrogated to all of the Holder's right, title and interest 
thereunder, including without limitation the right to receive payments in respect of the Obligations.  Payment by Assured Guaranty to 
the Trustee or the Paying Agent for the benefit of the Holders shall discharge the obligation of Assured Guaranty under this Policy to 
the extent of such payment.   

 
This Policy is non-cancelable by Assured Guaranty for any reason.  The Premium on this Policy is not refundable for any 

reason.  This Policy does not insure against loss of any prepayment premium or other acceleration payment which at any time may 
become due in respect of any Obligation, other than at the sole option of Assured Guaranty, nor against any risk other than 
Nonpayment. 

 
Except to the extent expressly modified by any endorsement hereto, the following terms shall have the meanings specified 

for all purposes of this Policy.  “Avoided Payment” means any amount previously distributed to a Holder in respect of any Insured 
Payment by or on behalf of the Issuer, which amount has been recovered from such Holder pursuant to the United States 
Bankruptcy Code in accordance with a final, nonappealable order of a court having competent jurisdiction that such payment 
constitutes an avoidable preference with respect to such Holder.  “Business Day” means any day other than (i) a Saturday or 
Sunday, (ii) any day on which the offices of the Trustee, the Paying Agent or Assured Guaranty are closed, or (iii) any day on which 
banking institutions are authorized or required by law, executive order or governmental decree to be closed in the City of New York 
or in the State of Maryland.  “Due for Payment” means (i) when referring to the principal of an Obligation, the stated maturity date 
thereof, or the date on which such Obligation shall have been duly called for mandatory sinking fund redemption, and does not refer 
to any earlier date on which payment is due by reason of a call for redemption (other than by mandatory sinking fund redemption), 
acceleration or other advancement of maturity (unless Assured Guaranty in its sole discretion elects to make any principal payment, 
in whole or in part, on such earlier date) and (ii) when referring to interest on an Obligation, the stated date for payment of such 
interest.  “Holder” means, in respect of any Obligation, the person or entity who, at the time of Nonpayment, is entitled under the 
terms of such Obligation to payment of principal or interest thereunder, except that Holder shall not include the Issuer or any person 
or entity whose direct or indirect obligation constitutes the underlying security for the Obligations.  “Insured Payments” means that 
portion of the principal of and interest on the Obligations that shall become Due for Payment but shall be unpaid by reason of 
Nonpayment.  Insured Payments shall not include any additional amounts owing by the Issuer solely as a result of the failure by the 
Trustee or the Paying Agent to pay such amount when due and payable, including without limitation any such additional amounts as 
may be attributable to penalties or to interest accruing at a default rate, to amounts payable in respect of indemnification, or to any 
other additional amounts payable by the Trustee or the Paying Agent by reason of such failure.  “Nonpayment” means, in respect of 
an Obligation, the failure of the Issuer to have provided sufficient funds to the Trustee or the Paying Agent for payment in full of all 
principal and interest Due for Payment on such Obligation.  It is further understood that the term "Nonpayment" in respect of an 
Obligation includes any Avoided Payment.  “Receipt” or “Received” means actual receipt or notice of or, if notice is given by 
overnight or other delivery service, or by certified or registered United States mail, by a delivery receipt signed by a person 
authorized to accept delivery on behalf of the person to whom the notice was given.  Notices to Assured Guaranty may be mailed by 
registered mail or personally delivered or telecopied to it at 1325 Avenue of the Americas, New York, New York 10019, Telephone 
Number:  (212) 974-0100, Facsimile Number:  (212) 581-3268, Attention: Risk Management Department – Public Finance 
Surveillance, with a copy to the General Counsel, or to such other address as shall be specified by Assured Guaranty to the Trustee 
or the Paying Agent in writing.  A Notice of Nonpayment will be deemed to be Received by Assured Guaranty on a given Business 
Day if it is Received prior to 12:00 noon (New York City time) on such Business Day; otherwise it will be deemed Received on the 
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next Business Day.  “Term” means the period from and including the Effective Date until the earlier of (i) the maturity date for the 
Obligations, or (ii) the date on which the Issuer has made all payments required to be made on the Obligations. 

At any time during the Term of this Policy, Assured Guaranty may appoint a fiscal agent (the “Fiscal Agent”) for purposes 
of this Policy by written notice to the Trustee or the Paying Agent, specifying the name and notice address of such Fiscal Agent.  
From and after the date of Receipt of such notice by the Trustee or the Paying Agent, copies of all notices and documents required 
to be delivered to Assured Guaranty pursuant to this Policy shall be delivered simultaneously to the Fiscal Agent and to Assured 
Guaranty.  All payments required to be made by Assured Guaranty under this Policy may be made directly by Assured Guaranty or 
by the Fiscal Agent on behalf of Assured Guaranty.  The Fiscal Agent is the agent of Assured Guaranty only, and the Fiscal Agent 
shall in no event be liable to the Trustee or the Paying Agent for any acts of the Fiscal Agent or any failure of Assured Guaranty to 
deposit, or cause to be deposited, sufficient funds to make payments due under this Policy. 

To the fullest extent permitted by applicable law, Assured Guaranty hereby waives, in each case for the benefit of the 
Holders only, all rights and defenses of any kind (including, without limitation, the defense of fraud in the inducement or in fact or any 
other circumstance that would have the effect of discharging a surety, guarantor or any other person in law or in equity) that may be 
available to Assured Guaranty to deny or avoid payment of its obligations under this Policy in accordance with the express 
provisions hereof.  Nothing in this paragraph will be construed (i) to waive, limit or otherwise impair, and Assured Guaranty expressly 
reserves, Assured Guaranty’s rights and remedies, including, without limitation: its right to assert any claim or to pursue recoveries 
(based on contractual rights, securities law violations, fraud or other causes of action) against any person or entity, in each case, 
whether directly or acquired as a subrogee, assignee or otherwise, subsequent to making any payment to the Trustee or the Paying 
Agent, in accordance with the express provisions hereof, and/or (ii) to require payment by Assured Guaranty of any amounts that 
have been previously paid or that are not otherwise due in accordance with the express provisions of this Policy. 

This Policy (which includes each endorsement hereto) sets forth in full the undertaking of Assured Guaranty with respect 
to the subject matter hereof, and may not be modified, altered or affected by any other agreement or instrument, including, without 
limitation, any modification thereto or amendment thereof.  THIS POLICY IS NOT COVERED BY THE PROPERTY/CASUALTY 
INSURANCE SECURITY FUND SPECIFIED IN ARTICLE 76 OF THE NEW YORK INSURANCE LAW.  This Policy will be governed 
by, and shall be construed in accordance with, the laws of the State of New York. 

IN WITNESS WHEREOF, Assured Guaranty has caused this Policy to be affixed with its corporate seal, to be signed by 
its duly authorized officer, and to become effective and binding upon Assured Guaranty by virtue of such signature. 

 

ASSURED GUARANTY CORP. 

(SEAL) 

By:__________________________________ 
[Insert Authorized Signatory Name] 
[Insert Authorized Signatory Title] 

 
 
 

Signature attested to by: 

 
_______________________________ 
Counsel 
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APPENDIX F 

CERTAIN INFORMATION REGARDING THE CITY OF MODESTO 

The following information with respect to the City is presented for information purposes 
only.  The 2008 Certificates do not constitute an indebtedness of the City within the meaning of any 
constitutional, statutory or charter limitations and the City is not obligated to levy any ad valorem 
taxes therefor or to use any other funds of the City to pay the 2008 Payments or the interest thereon 
(other than Gross Revenues of the Water Utility System).   

General Description 

The City, which is the county seat of Stanislaus County, was incorporated in 1884.  It covers 
approximately 36 square miles.  The City operates under a council-manager form of government 
pursuant to a charter adopted in 1963.  The City is located in central California approximately 93 
miles east of the City and County of San Francisco. 

The City Council (the “Council”) appoints the City Clerk and Auditor, the City Attorney, and 
the City Manager.  The City Manager heads the executive branch of government, implements 
Council directives and policies, and manages the administrative and operational functions through 
the various department heads who are appointed by the City Manager. 

The City provides the full range of services normally associated with a municipality, 
including public safety (police and fire), highways and streets, sanitation, health and social services, 
culture-recreation, public improvements, planning and zoning and general administrative services.  
The City also provides parking and airport facilities and water, sewer and bus service.  The school 
districts in the City are separate governmental entities which receive no funding from the City. 

Population 

The following table represents historical population statistics for the City, the County and the 
State. 

CITY OF MODESTO 
Population Estimates(1) 

 
Calendar Year City of Modesto Stanislaus County State of California 

2008 209,936 525,903 38,049,462 
2007 208,150 518,938 37,559,440 
2006 207,096 511,848 37,114,598 
2005 207,029 503,003 36,675,346 
2004 206,861 493,515 36,199,342 
2003 203,813 483,705 35,652,700 
2002 199,398 472,185 35,063,959 
2001 193,640 458,512 34,430,970 

    
(1) As of January 1. 
Source: California State Department of Finance, Population Estimates for Cities, Counties and State, 2001-2008 with 2000 

Benchmark. 
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Employment 

The following table summarizes the civilian labor force, employment and unemployment in 
the County for the calendar years 2003 through 2007.  These figures are county-wide statistics and 
may not necessarily accurately reflect employment trends in the City. 

MODESTO METROPOLITAN STATISTICAL AREA 
Industry Employment and Labor Force 

(Annual Averages) 
 

 2007 2006 2005 2004 2003 
Civilian Labor Force      
Employment 231,200 227,100 210,800 204,600 201,500 
Unemployment 20,300 18,100 19,000 20,700 22,000 
Unemployment Rate 8.8% 8.0% 8.3% 9.2% 9.8% 
      
Wage and Salary Employment:      
Total Farm 12,800 14,100 14,100 13,800 14,000 
Natural Resources, Mining and 
Construction 

11,400 13,400 13,300 12,300 11,400 

Manufacturing 22,700 23,100 22,300 22,700 23,100 
Wholesale Trade 6,000 5,900 6,200 6,000 5,700 
Retail Trade 22,200 22,500 22,700 21,500 21,800 
Transport., Warehousing, Utilities 5,600 5,200 5,200 4,700 4,600 
Information 2,300 2,400 2,500 2,500 2,200 
Financial Activities 6,200 6,400 6,200 6,100 6,000 
Professional and Business Services 14,900 14,800 14,900 14,200 13,800 
Educational and Health Services 21,100 19,600 19,500 19,200 18,900 
Leisure and Hospitality 15,400 15,500 14,800 14,200 13,700 
Other Services 6,000 5,900 6,100 6,200 6,200 
Federal Government 1,100 1,200 1,200 1,200 1,200 
State Government 1,800 1,800 1,700 1,700 1,900 
Local Government   23,300   23,300   22,700   22,100   21,900 
Total All Industries 172,800 172,500 173,300 168,500 166,300 
    
(1)  Latest available information. 
Note:  Totals may not add up because of rounding. 
Source:  Labor Division of the California State Employment Development Department. 

Effective Buying Income 

“Effective Buying Income” is defined as money income less personal tax and non-tax 
payments, a number often referred to as “disposable” or “after-tax” income.  Money income is the 
aggregate of wages and salaries, net farm and non-farm self-employment income, interest, dividends, 
net rental and royalty income, Social Security and railroad retirement income, other retirement and 
disability income, public assistance income, unemployment compensation, Veterans Administration 
payments, alimony and child support, military family allotments, net winnings from gambling and 
other periodic income.  Deducted from this total money income are personal income taxes (federal, 
state and local), personal contributions to social insurance (Social Security and federal retirement 
payroll deductions), and taxes on owner-occupied non-business real estate. 



 

F-3 
 

The following table summarizes the total effective buying income for the County and the 
State for the period from 2002 through 2006. 

CITY OF MODESTO, STANISLAUS COUNTY AND THE STATE OF CALIFORNIA 
Total Effective Buying Income and Median Household Effective Buying Income 

2002 through 2006(1) 

Year Area 
Total Effective Buying 
Income (000’s Omitted) 

Median Household 
Effective Buying Income 

2006 City of Modesto   
 Stanislaus County   
 California   
    

2005 City of Modesto $3,274,173 $37,874 
 Stanislaus County 7,416,705 37,815 
 California 705,108,410 43,915 
    

2004 City of Modesto $3,274,173 $37,874 
 Stanislaus County 7,416,705 37,815 
 California 705,108,410 43,915 
    

2003 City of Modesto $3,165,245 $36,774 
 Stanislaus County 7,078,408 36,670 
 California 647,879,427 42,484 
    

2002 City of Modesto $2,957,668 $36,573 
 Stanislaus County 6,679,400 36,331 
 California 650,521,407 43,532 

    
(1) In 2002, the publisher of Sales and Marketing Management, altered the methodology used in order to produce current year 

estimates.  The 2006 edition of Sales and Marketing Management has not been published as of the date hereof, and therefore 
2006 estimates are not available.  

Source:  Survey of Buying Power, Sales & Marketing Management Magazine, dated 2002 through 2006. 



 

F-4 
 

Major Employers 

The following table summarizes the largest employers in the City in fiscal year 2006-07.   

CITY OF MODESTO 
Ten Largest Employers 

2006-07 

No. Company Name No. Employees 

Percentage of 
Total City 

Employment 

1. Stanislaus County 4,764 4.8% 
2. Modesto City Schools 3,345 3.4 
3. E&J Gallo Winery 3,311 3.3 
4. Memorial Medical Center  2,700 2.7 
5. Del Monte Foods 2,600 2.6 
6. Modesto Junior College 2,550 2.6 
7. Signature Fruit Company 2,321 2.3 
8. Stanislaus Food Products 2,000 2.0 
9. Doctors Medical Center 1,967 2.0 

10. City of Modesto   1,700   1.7 
  Subtotal   27,258 27.5 
    
 Total City Employment 99,100  

    
Source: Stanislaus Economic Development and Workforce Alliance.  
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Commercial Activity 

The following two tables show the dollar volume of taxable transactions in the City of 
Modesto and County of Stanislaus from 2002 through 2006.   

CITY OF MODESTO 
Taxable Transactions 

Calendar Years 2002 through 2006 
(in Thousands of Dollars) 

Retail Outlets 2006 2005 2004 2003 2002 

Apparel stores  $ 163,548  $ 165,575  $ 148,097  $ 126,372  $ 129,773 
General merchandise stores   543,987   550,143   538,323   518,024   507,438 
Food stores   131,263   131,100   133,058   136,462   119,423 
Eating and drinking places   275,393   275,550   258,357   245,609   235,337 
Home furnishing and 

appliances 
  121,102   138,642   136,143   130,089   131,234 

Bldg. materials and farm 
implements 

  204,034   248,287   233,124   204,427   188,388 

Auto dealers and supplies   218,243   232,889   253,170   259,395   247,861 
Service stations   175,359   153,008   131,695   115,317   101,551 
Other retail stores   449,981   452,236   418,822   392,650   381,371 
Subtotal  $ 2,282,910  $ 2,347,430  $ 2,250,789  $ 2,128,345  $ 2,042,376 
 All Other Outlets   395,515   400,579   414,841   433,387   372,899 
All Outlets  $ 2,678,425  $ 2,748,009  $ 2,665,630  $ 2,561,732  $ 2,415,275 
    
Source:  State of California, Board of Equalization. 

COUNTY OF STANISLAUS 
Taxable Transactions 

Calendar Years 2002 through 2006 
(in Thousands of Dollars) 

 
Retail Outlets 2006 2005 2004 2003 2002 

Apparel stores $224,909 $213,850 $192,858 $154,867 $154,083 
General merchandise stores 956,378 927,418 846,742 803,255 784,431 
Specialty stores 558,432 535,480 501,694 465,562 432,777 
Food stores 320,361 308,864 291,867 282,781 260,781 
Eating and drinking places 505,384 489,169 452,120 421,793 403,421 
Household 192,275 210,720 198,691 187,214 181,384 
Building materials 567,014 572,552 508,825 416,983 368,472 
Automotive 1,573,719 1,516,702 1,396,277 1,305,986 1,248,936 
Other retail stores 369,917 368,269 331,376 297,729 273,693 
 Subtotal $5,268,389 $5,143,024 4,720,450 4,336,170 4,107,978 
 Business and Personal 

Services 
240,304 253,838 240,245 224,429 233,862 

 All Other Outlets $1,843,839 $1,889,038 $1,804,973 $1,614,893 $1,494,025 
All Outlets $7,352,532 $7,285,900 $6,765,668 $6,175,492 $5,825,865 
    
Source: State of California, Board of Equalization. 
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Construction Trends 

“Single Family Housing,” includes detached, semi-detached, rowhouse and townhouse units.  
Rowhouses and townhouses are included when each unit is separated from the adjacent unit by an 
unbroken ground-to-roof party or fire wall.  Condominiums are included in single-family when they 
are of zero-lot-line or zero-property-line construction; when units are separated by an air space; or, 
when units are separated by an unbroken ground-to-roof party or fire wall.  “Multi-Family Housing,” 
includes duplexes, 3-4-unit structures and apartment-type structures with five units or more.  
Multi-family housing also includes condominium units in structures of more than one living unit that 
do not meet the above single-family housing definition.  “Residential Alterations and Additions,” 
means alterations, additions, and conversions to residential structures, excluding special installation 
permits for electrical, plumbing, heating, air-conditioning, or similar mechanical work, or installation 
of fire escapes, elevators, signs, etc. 

“New Commercial,” includes new hotels and motels, office and bank buildings, stores and 
other mercantile buildings, parking garages, service stations, and amusement and recreational 
buildings.  “New Industrial,” includes manufacturing plants and affiliated buildings.  “Other New 
Nonresidential,” includes churches and religious buildings, hospitals and institutional buildings, 
schools and educational buildings, residential garages, public works and utilities buildings, and 
miscellaneous nonresidential structures.  “Nonresidential Alterations and Additions,” means 
alterations, additions, and conversions to nonresidential structures, excluding special installation 
permits for electrical, plumbing, heating, air-conditioning, or similar mechanical work, or installation 
of fire escapes, elevators and signs, etc. 
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Provided below are the building permits and valuations for the City of Modesto for calendar 
years 2003 through 2007.   

CITY OF MODESTO 
Residential and Nonresidential Building Permit Valuations 

and Total Residential Building Permits 

 2003 2004 2005 2006 2007 
Permit Valuation      
New Single-family  $ 169,031,342  $ 69,285,758  $ 168,770,716  $ 80,245,831  $ 55,199,615 
New Multi-family   6,105,669   20,343,871   1,118,710   3,812,649   30,912,544 
Res. Alterations & 
Additions 

  39,686,601   80,226,181   45,317,392   39,017,104   80,583,151 

Total Residential   214,823,612   169,855,810   215,206,818   123,075,584   166,695,310 
New Commercial   24,687,807   46,240,400   11,798,301   27,027,077   59,163,453 
New Industrial   994,822   3,204,092   1,202,465   2,279,197   10,000 
New Other   39,686,601   37,838,523   62,440,247   21,941,020   5,188,331 
Non-Res. Alterations 
& Additions 

  33,473,125   36,444,721   69,587,431   36,071,154   40,412,881 

Total Nonresidential   98,842,355   123,727,736   145,028,444   87,318,448   104,774,665 
Total All Building  $ 313,665,967  $ 293,583,546  $ 360,235,262  $ 210,394,032  $ 271,469,975 
      
New Dwelling Units      
Single Family 838 345 868 378 288 
Multiple Family 77 288 13 37 288 
Total 915 633 881 415 576 
    
Source: Building Permit Summary, City of Modesto. 

Agriculture 

The following table summarizes historical agricultural production within the County for 
calendar years 2002 through 2006. 

STANISLAUS COUNTY 
Agricultural Production 

2002-2006 

Commodity 2002 2003 2004 2005 2006 

Fruit and Nut Crops $393,520,000 $431,642,000 $616,452,000 $686,897,000 $660,001,000 
Vegetable Crops 105,508,000 105,667,000 125,903,000 91,454,000 93,239,000 
Field Crops 132,418,000 127,329,000 137,871,000 147,744,000 167,576,000 
Seed Crops 561,000 533,000 401,000 810,000 617,000 
Apiary 7,323,000 7,565,000 8,865,000 12,045,000 12,745,000 
Nursery Crops 85,889,000 99,164,000 111,272,000 71,240,000 87,351,000 
Livestock & Poultry 242,677,000 239,990,000 403,205,000 401,244,000 628,551,000 
Livestock & Poultry 

Products 
400,075,000 443,042,000 574,465,000 566,161,000 498,072,000 

      
TOTALS $1,367,971,000 $1,454,932,000 $1,978,434,000 $1,977,595,000 $2,148,152,000 
    
Source: Stanislaus County Department of Agriculture. 



[THIS PAGE INTENTIONALLY LEFT BLANK] 



[THIS PAGE INTENTIONALLY LEFT BLANK] 



[THIS PAGE INTENTIONALLY LEFT BLANK] 





C
IT

Y
 O

F
 M

O
D

E
S

T
O

, C
A

L
IF

O
R

N
IA

 • W
A

T
E

R
 R

E
F

U
N

D
IN

G
 R

E
V

E
N

U
E

 C
E

R
T

IF
IC

A
T

E
S

 O
F

 P
A

R
T

IC
IP

A
T

IO
N

, 2008 S
E

R
IE

S
 A

Printed on Recycled Paper
IMAGEMASTER 800.452.5152




































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































	Closing Memorandum and Index
	I.   BASIC DOCUMENTS
	 1 - Certified copy of the 1997 TRUST AGREEMENT dated November 1, 1977 between Authority and Trustee
	 2 - Executed TRUST AGREEMENT dated May 1, 2008 between Authority and Trustee
	 3 - Certified copy of the MASTER INSTALLMENT PURCHASE CONTRACT dated November 1, 1997 between the City and the Authority
	 4 - Certified copy of the 1997 SUPPLEMENTAL INSTALLMENT PURCHASE CONTRACT, dated November 1, 1997, between the City and the Authority
	 5 - Certified copy of the 2006 SUPPLEMENTAL INSTALLMENT PURCHASE CONTRACT dated as of November 1, 2006 between the City and the Authority and consented to by the Trustee and FGIC as 1997 Insurer
	 6 - Executed 2008 SUPPLEMENTAL INSTALLMENT PURCHASE CONTRACT dated May 1, 2008 between the City and the Authority

	II.   AUTHORIZATION OF THE FINANCING
	By the Authority
	 7 - Certified copy of Resolution No. 01-2008 of the Commission of the Authority adopted May 13, 2008
	By the City
	 8 - Certified copy of Resolution No. 2008-294 of the City Council of the City adopted May 12, 2008

	III.   DOCUMENTS RELATING TO THE SALE OF THE CERTIFICATES
	 9 - Executed PURCHASE CONTRACT dated May 30, 2008 among the Underwriter, the City and the Authority
	10 - PRELIMINARY OFFICIAL STATEMENT dated      May 23, 2008 together with 15c2-12 Certificates of the City and the Authority
	11 - OFFICIAL STATEMENT dated May 29, 2008
	12 - RATING LETTERS from Moody's Investors Service, Inc. and Standard & Poor's Rating Services
	13 - RECEIPT FOR CERTIFICATES executed by the Underwriter
	14 - California Debt and Investment Advisory Commission (i) REPORT OF PROPOSED DEBT ISSUANCE; (ii) ACKNOWLEDGEMENT; and (iii) REPORT OF FINAL SALE

	IV.   CLOSING DOCUMENTS
	Documents Relating to the Authority
	15 - CLOSING CERTIFICATE OF THE AUTHORITY with Resolution 97-1 of the Authority adopted October 21, 1997.
	16 - WRITTEN REQUEST OF THE AUTHORITY TO THE TRUSTEE AND TRUSTEE CERTIFICATE OF DELIVERY AND PAYMENT 
	17 - COSTS OF ISSUANCE REQUISITION of the Authority
	18 - CERTIFICATE REGARDING JOINT EXERCISE OF POWERS AGREEMENT, together with exhibits
	Documents Relating to the City
	19 - CLOSING CERTIFICATE OF THE CITY with Resolution 97-596 of the City, adopted on October 21, 1997
	20 - TAX CERTIFICATE and Exhibits thereto
	21 - IRS Form 8038-G
	22 - BLANKET ISSUER LETTER OF REPRESENTATIONS to The Depository Trust Company
	23 - SPECIMEN CERTIFICATES


	Documents Relating to the Trustee
	24 - CERTIFICATE OF THE TRUSTEE

	Documents Relating to the Remarketing Agent
	25 - Executed REMARKETING AND INTEREST SERVICES AGREEMENT dated May 1, 2008 between Authority and Remarketing Agent
	26 - CERTIFICATE OF THE REMARKETING AGENT

	Documents Relating to the Liquidity Facility
	27 - STANDBY CERTIFICATE PURCHASE AGREEMENT dated May 1, 2008 among the Authority, the City and the Liquidity Facility Provider
	28 - CUSTODIAN AGREEMENT dated May 1, 2008 among the Liquidity Facility Provider, the City and the Trustee
	29 - CERTIFICATE OF THE LIQUIDITY FACILITY PROVIDER REGARDING THE OFFICIAL STATEMENT
	30 - CERTIFICATE OF THE LIQUIDITY FACILITY PROVIDER pursuant to Section (8)(f)(20) of the Purchase Contract

	Documents Relating to the Insurer
	31 - Specimen FINANCIAL GUARANTY INSURANCE POLICY
	32 - Specimen RESERVE FUND FINANCIAL GUARANTY INSURANCE POLICY
	33 - REIMBURSEMENT AGREEMENT (RESERVE FUND SURETY) dated May 1, 2008, among the City, the Trustee and the Insurer
	34 - CERTIFICATE OF THE INSURER regarding the Official Statement

	Documents Relating to the Refunding
	35 - SUFFICIENCY CERTIFICATE OF THE FINANCIAL ADVISOR
	36 - (i) CONDITIONAL NOTICE OF FULL PREPAYMENT dated April 30, 2008, and (ii) NOTICE AND INSTRUCTIONS TO DISSEMINATION AGENT dated May 30, 2008


	V.  DOCUMENTS RELATING TO THE INTEREST RATE SWAP
	37 - Executed MASTER AGREEMENT of the International Swap Dealers Association (the "Swap Agreement") dated May 29, 2008 between the Swap Provider and the City
	38 - Executed U.S. MUNICIPAL COUNTERPARTY SCHEDULE to the Master Agreement dated May 29, 2008 between the Swap Provider and the City
	39 - Executed CREDIT SUPPORT ANNEX to the Schedule to the Swap Agreement  dated May 29, 2008 between the Swap Provider and the City
	40 - Certified copy of the CONFIRMATION                 (Ref. #4812575) of the Swap Provider dated September 27, 2006 together with CONFIRMATION TERMINATION dated May 29, 2008
	41 - Executed CONFIRMATION (Ref. #50972649) of the Swap Provider dated May 29, 2008
	42 - SWAP PROVIDER CERTIFICATE as to incumbency and signatures of certain officers of the Swap Provider
	43 - Specimen POLICY OF INTEREST RATE SWAP INSURANCE
	44 - OPINION OF SPECIAL COUNSEL regarding Interest Rate Swap
	45 - OPINION OF COUNSEL TO BANK OF AMERICA, N.A.
	46 - OPINION OF CITY ATTORNEY
	47 - OPINION OF COUNSEL TO THE INSURER 

	VI.   LEGAL OPINIONS
	48 - FINAL OPINION OF SPECIAL COUNSEL
	49 - SUPPLEMENTAL OPINION OF SPECIAL COUNSEL
	50 - OPINION OF SPECIAL COUNSEL Regarding 2008 Contract
	51 - RELIANCE LETTER OF SPECIAL COUNSEL
	52 - OPINION OF DISCLOSURE COUNSEL together with  Reliance Letter addressed to the City
	53 - OPINION OF AUTHORITY COUNSEL 
	54 - OPINION OF CITY ATTORNEY
	55 - OPINION OF TRUSTEE'S COUNSEL
	56 - OPINIONS OF COUNSEL TO THE LIQUIDITY FACILITY PROVIDER
	57 - OPINION OF COUNSEL TO THE INSURER

	VII.   MISCELLANEOUS
	58 - DISTRIBUTION LIST
	59 - CLOSING MEMORANDUM and PRICING INFORMATION




