Agenda Item 10

CITY OF YUBA CITY
STAFF REPORT

Date: April 23, 2013

To: Honorable Mayor & Members of the City Council

From: Finance/IT Department

Presentation by: Robin Bertagna, CPA, Finance Director

Summary

Subject: Refunding the City’s 2005 Water Revenue Certificates of Participation

Recommendation: Adopt a Resolution authorizing the issuance and sale of Water Revenue
Refunding Bonds in a principal amount as required to accomplish the
refunding and defease the outstanding 2005 Water Revenue Certificates of
Participation (with a principal balance outstanding of $21,675,000 after the
June 1, 2013 payment) and approve related documents and actions.

Fiscal Impact: Cash flow savings of $1.9 million over the remaining 22 year life of the bond
issue, at the minimum authorized savings level.

Purpose:

To pay off 2005 Water Revenue Certificates of Participation through a refunding in order to achieve
a minimum of $1.9 million in cash flow savings.

Background:

In October, 2005, the City issued $25.625 million in Water Revenue Certificates of Participation (the
“2005 COP’s”) to fund improvements to the Water Treatment Plant. The 2005 COP was sold with
an average interest rate of 4.45%, a final maturity of June 1, 2035 and a maximum annual debt
service of approximately $1.8 million. The current market conditions provide favorable interest rates
for the evaluation of a possible refinancing of the 2005 COP debt.

Analysis:

Staff has worked with the City’s bond counsel, Jones Hall, and financial advisor, NHA Advisors, to
evaluate various financing options. Options include issuing publicly-offered debt through a
competitive sale (e.g., another COP), local investor placement and private placements through
traditional funding sources. Based on current market conditions and proposals received, staff has
determined that the lowest all-in interest rate is available through a competitive sale. The
anticipated interest rate is approximately 3.25%. The original final maturity of June, 2035 of the 2005
COP’s will be maintained for the proposed refinancing.

The City would issue revenue bonds, as opposed to the COP’s originally issued, to refinance the
2005 COP’s. The change is essentially cosmetic, but will attract greater investor support. Among
other benefits, the issuance of the new debt in the form of revenue bonds will avoid the need for
involvement of a third party in the financing, such as the Public Financing Authority, and results in
fewer and more streamlined documentation.
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The projected cash flow savings of $1.9 million over the life of the issue reflect savings at the
minimum authorized threshold of 5% net present value savings. Under current market conditions,
the life time cash flow savings could be as high as $2.7 million. Present value savings represent the
value in today’s dollars of all the cash flow savings from the refinancing over the remaining term of
the debt, net of all refinancing expenses. The authorizing resolution requires a minimum net present
value savings from the refinancing equal to 5% of the amount of the bonds being refunded, or about
$1.1 million. Under current market conditions, the present value savings are about $1.5 million.

The 2005 COP’s were structured to “wrap around” a 2001 water revenue COP issue that has since
been paid off by the City using surplus cash in the water fund. However, the “wrap around” structure
means that since the 2001 COP’s had a final maturity in June, 2026, that debt service on the 2005
COP'sis set at about $1.5 million per year through 2026, and then increases to $1.8 million per year
through 2035. The City’s finance team recommends that the refinancing of the 2005 COP’s be
structured with level debt service of just under $1.5 million through the 2035 final maturity. Level
debt service has the following benefits for the City at this time:

1) The City's overall debt structure for the water fund, including its two recent State Revolving
Fund loans, will be level at about $3 million per year. From the standpoint of long term rate
management, and any future bonding capacity, this is best.

2) If the City maintained the 2005 COP’s step up in debt service in 2027, the City would now
need to increase the debt service reserve fund for the refinancing bonds by about $300,000.
This amount was originally met by the 2001 COP issue, which was paid off.

Note that in order to call the 2005 COP’s on June 1, 2013, as recommended, a call notice must be
sent by May 1. The proposed refinancing water revenue bonds will not have been sold by that date.
Consequently, the City is recommending sending out a conditional call notice on May 1. The
conditional call notice lets the owners of the 2005 COP’s know that the City intends to call their
COP’s by June 1, but that this call is conditional upon selling the refinancing COP’s. Based on a
long experience with doing conditional call notices, the City’s finance team sees no risk for the City
in sending out a conditional call notice.

Bond Issuance:

At this time, the Council will consider taking action to approve a resolution of the City Council of the
City of Yuba City authorizing the issuance and sale of Water Revenue Refunding Bonds in an
amount necessary to accomplish the refunding to refinance outstanding 2005 COP’s and approving
related agreements and actions.

Related to the issuance, two documents are proposed for approval by the City Council:

1. The Escrow Deposit and Trust Agreement, which details how the refunding will be
accomplished. This agreement establishes an Escrow Fund to be held by Union Bank,
which will hold the bond proceeds and other funds that are to be used for the refunding.
Under the agreement, Union Bank agrees to send the required redemption notice for the
2005 COP’s and to apply the funds held by it thereunder to pay the redemption price of
the 2005 COP’s. The financing schedule calls for the 2013 Refunding Bonds to be
issued prior to June 1 and the 2005 Bonds to be redeemed on June 1. As explained
above, the 30 day call notice requirement will be met by sending out a conditional call
notice.

2. The Indenture of Trust, which specifies all of the terms and provisions relating to the
bond issue, including a pledge of net revenues to secure the bonds on a parity with the
City's obligations under both the State Revolving Fund loans and provide at least 120%
coverage of net revenues for annual debt service payments.



Note again, the authorizing resolution provides that this potential refinancing can only proceed if the
present value savings exceed 5% of the amount of the bonds being refinanced.

The bonds will be sold by an “invited bid” process, wherein three underwriting firms with a strong
record in underwriting utility revenue bonds will be invited to bid on the refinancing. The lowest bid in
terms of interest rate on the refinancing bond issues will be given the award of the bond
underwriting.

These documents have been thoroughly reviewed by City staff, our financial advisor and bond
counsel.

Fiscal Impact:

Cash flow savings of $1.9 million over the remaining 22 year life of the bond issue at the minimum
authorized savings level. The City will recognize annual savings of approximately $300,000 per year
from FY 2026-27 through FY 2034-35 (a total of 9 years). Prior to FY 2026-27, debt service will
increase on average by about $25,000 per year (a total of 13 years) in order to provide for level debt
service through the remaining maturity of the bonds. If the issuance of refunding bonds is approved,
the cost of issuing the new debt is estimated to be $196,000 and is factored into the estimated
savings calculation.

Alternatives:

1. Do not proceed with the refinancing. If this option is chosen, the City will continue to pay
debt service on the existing 2005 COP issue.

Recommendation:

Staff recommends adoption of the Resolution authorizing the issuance and sale of Water Revenue
Refunding Bonds in a principal amount as required to accomplish the refunding and defease the
outstanding 2005 Water Revenue Certificates of Participation (with a principal balance outstanding
of $21,675,000 after June 1, 2013 payment) and approve related documents and actions.

Attachments:
» Resolution Authorizing the issuance and sale of Water Revenue Refunding Bonds
» Indenture of Trust
= Sources and Uses of Funds prepared by Northcross, Hill & Ach, Inc. related to
refinancing of 2005 Water Revenue Certificates.
= A “Before” and “After” Debt Service Comparison Summary including Debt Service by
fiscal year total for both the proposed 2013 Refunding Bonds and the 2005 COPs.

Prepared By: Submitted By:

/s Robin Bertagnow /s/ Steven R, Jepsen
Robin Bertagna, CPA Steven R. Jepsen
Finance Director City Manager

Reviewed By:

City Attorney

Rz

Assistant City Manager



MEMO

Date: April 23, 2013

To: Honorable Mayor & Members of the City Council

From: Robin Bertagna, CPA, Finance/IT Director

Re: Recommended Changes to 2005 Water COP Refunding

Since the staff report went out on the 2005 Water COP Refunding, the City was approached with an
opportunity to structure the refunding in a different manner and generate a higher level of savings.

The original staff report included the following:

1) Areserve fund requirement as security for investors to be used as the final year bond
payment (normal industry standard);

2) A competitive bid process whereby 3 underwriting firms, banks or investment banking
firms would be invited to submit bids and the City would select the firm that provided the
lowest overall cost bid;

3) No new funds would be generated from the bond refunding to be used for capital
projects.

City staff and the City’s advisors were approached by Edward Jones last week offering to underwrite
the 2013 Refunding Bonds with no reserve fund. Doing so allows the City to avoid investing $1.4
million until 2035 at a low yield (currently at market rates of about 1.5%) while paying a higher interest
rate to bondholders (estimated at 3.25%). Based on this new information, recommended changes to
the structure of this refinancing are as follows:

1) No reserve fund requirement;

2) A negotiated sale to Edward Jones as the underwriter of the 2013 Refunding Bonds,
essentially a sole source in the best interest of the City as long as their rates are
competitive (if not, the City would revert back to the invited bid process);

3) Half of the existing reserve fund would be used to downsize the refunding with the
remainder, about $740,000) to be used for Water enterprise capital projects.

For additional information, attached is a more detailed Memo from NHA Advisors along with an
updated Sources and Uses of Funds cash flow analysis of the transaction.

l|Page



MEMORANDUM

To: Robin Bertagna, Director of Finance
From: Mark Northcross
Date: April 22,2013

RE: Recommendation on refunding the 2005 COP’s without a debt service reserve fund through a
negotiated sale with the Edward Jones underwriting firm

Introduction. In 2005 the City issued $25.625 million in COP’s secured by net revenues of the Water
Fund. Of these COP’s, $22.18 million are outstanding and may be refinanced now with significant
savings. The City, on the recommendation of its finance team, was planning to sell water revenue bonds
to refund the 2005 COP’s through an “invited bid” process where three bond underwriting firms are
invited to submit bids on the refunding bonds at a specific time. The invited bid sale was tentatively
scheduled for Tuesday, April 30™.

Last week, both City staff and our firm were approached by representatives of Edward Jones, the largest
“retail” brokerage firm in the United States regarding the 2005 COP refunding. The Jones firm has about
10,000 offices in the United States, more than any other firm. It has 5 offices in Yuba City. The Edward
Jones firm has offered to underwrite the 2005 COP refunding on a negotiated basis without a debt
service reserve fund. The purpose of this memo is to evaluate the pro’s and con’s of this offer and make
a recommendation.

Debt service reserve fund. The original 2005 COP’s were sold with a debt service reserve fund. This
reserve was funded from the original COP proceeds and serves as an additional source of security for
investors. The reserve fund is used to make payments to owners of the COP’s in the event the City fails
to make payments from net revenues of the Water Fund. As such, it provides no particular advantage to
the City, other than helping to attract investors. The debt service reserve fund is used to make the last
year’s payment on the COP’s.

In the last two years investors have softened their attitude towards utility revenue bonds to the point
where in some cases, utility revenue bonds can be sold to investors without a debt service reserve fund,
and without any interest rate penalty. Where this option is available, municipal issuers prefer to issue
utility revenue bonds without a debt service reserve fund. Here is why:

1) The debt service reserve fund must be invested in short term liquid securities, meaning U. S.
Treasuries. This de facto means that the invested reserve fund earns significantly less than
the interest rate on the bonds used to fund the reserve.

2) Amortization of the additional bonds sold to fund the reserve fund increases debt service
and pro rata puts additional pressure on utility rates.



RECOMMENDATION ON REFUNDING THE 2005 COP’s without a debt service reserve fund
through a negotiated sale with the Edward Jones underwriting firm APRIL 22,2013

3) The funds raised for the reserve fund can not be used to fund projects and remain unutilized
until the bond issue is finally paid off.

All of these statements are true for Yuba City as well. The extra cost to amortize an approximately $1.4
million debt service reserve fund on the proposed 2013 refunding bonds is about $100,000 per year.
Consequently, we believe that the Water Fund is better off without a reserve fund on the 2013
refunding bonds.

Negotiated sale. The Edward Jones proposal to underwrite the refunding bonds without a reserve fund
is contingent upon doing the refunding as a negotiated sale with Edward Jones. We have monitored the
willingness of bond underwriters to underwrite utility revenue bonds without a debt service reserve
fund for over a year. To the best of our knowledge, Edward Jones is the only firm that is clearly willing to
do this for Yuba City. It is possible that other firms, given enough time to do internal credit review, could
reach the same conclusion. However, none of these other firms have indicated a willingness to do so.
Based on all experience we are aware of, if one of the other firms was willing to underwrite the 2013
refunding without a reserve fund, it would be on the condition that the bond sale be negotiated solely
with that firm. The 2005 COP’s are callable on June 1 of this year. In order to meet that date, the City’s
finance team needs to move quickly. It is uncertain whether this schedule could be met if the invited bid
were revised to mandate no reserve fund. More importantly, every such transaction with no reserve
fund that we have seen so far has been done on a negotiated basis.

The disadvantage of negotiating solely with Edward Jones is that we do not have the market discipline
forced by competitive bidding. However, there are several utility revenue bonds coming to market in the
next two weeks. As the City’s financial advisor, we believe we will have sufficient comparable market
data to provide third party confirmation of the reasonableness of the interest rates on the proposed
2013 refunding bonds.

In the event that Edward Jones cannot deliver competitive interest rates on our proposed sale date,
Tuesday, April 30, we will reschedule the invited bid sale with three underwriters for Thursday, May 2™.

Consequently, we recommend that the City negotiate the sale of the refunding bonds with Edward
Jones.

Revised financing plan. Prior to the Edward Jones proposal, the financing plan essentially showed the
reserve fund for the 2005 COP’s rolling over into the reserve fund for the 2013 water revenue bonds.
Now that no reserve fund is needed for the 2013 water revenue bonds, the question is what to do with
the cash from the 2005 COP’s reserve fund. The choice is to (1) use the funds to downsize the 2013
refunding bonds; (2) use the money for new water system improvements or (3) a combination of the
two.

In order to meet the other City objective of eliminating the 2027 “step up” in the 2005 COP debt service,
we believe that some of the 2005 COP debt service reserve needs to be used to downsize the 2013
refunding bonds. If all of it is allocated to a project fund, then we believe that debt service prior to 2027
will increase significantly. Accordingly, the attached debt service analysis shows half of the 2005 COP
reserve fund being used to downsize the issue, and half (about $740,000) going into a project fund.

Please call me with questions.

PAGE 2



SOURCES AND USES OF FUNDS

City of Yuba City
2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)
*kk
Public Offering
(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Dated Date 05/16/2013
Delivery Date 05/16/2013
Sources:
Bond Proceeds:
Par Amount 21,725,000.00
Other Sources of Funds:
6/1/13 Debt Service Payment 985,013.75
2005 Reserve Fund 1,480,388.73
2,465,402.48
24,190,402.48
Uses:

Project Fund Deposits:

Project Fund 740,194.36
Refunding Escrow Deposits:
Cash Deposit 22,876,763.75
Delivery Date Expenses:
Cost of Issuance 196,000.00
Underwriter's Discount 372,801.00
568,801.00
Other Uses of Funds:
Additional Proceeds 4,643.37
24,190,402.48

Apr 22,2013 8:38 am Prepared by NHA Advisors (14.306 yuba city:WATER-2005REFI,130422) Page 1



SUMMARY OF REFUNDING RESULTS

City of Yuba City
2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)
*kk
Public Offering
(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Dated Date 05/16/2013
Delivery Date 05/16/2013
Arbitrage yield 3.251787%
Escrow yield

Bond Par Amount 21,725,000.00
True Interest Cost 3.425421%
Net Interest Cost 3.433651%
Average Coupon 3.298097%
Average Life 12.659
Par amount of refunded bonds 22,180,000.00
Average coupon of refunded bonds 4.447462%
Average life of refunded bonds 13.814

PV of prior debt to 05/16/2013 @ 3.251787%

25,417,555.69

Net PV Savings 1,698,209.70
Percentage savings of refunded bonds 7.656491%
Percentage savings of refunding bonds 7.816846%

Apr 22,2013 8:38 am Prepared by NHA Advisors

(4.306 yuba city:WATER-2005REF1,130422) Page 2



SUMMARY OF BONDS REFUNDED

City of Yuba City
2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)
*kk
Public Offering
(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Maturity Interest Par Call Call
Bond Date Rate Amount Date Price

2005 Water Revenue Certificates of Participation, 2005:

SERIAL 06/01/2013 3.375% 505,000.00

SERIAL 06/01/2014 3.500% 520,000.00  06/01/2013 101.000
SERIAL 06/01/2015 3.625% 535,000.00 06/01/2013 101.000
SERIAL 06/01/2016 3.750% 555,000.00  06/01/2013 101.000
SERIAL 06/01/2017 3.875% 575,000.00  06/01/2013 101.000
SERIAL 06/01/2018 4.000% 595,000.00 06/01/2013 101.000
SERIAL 06/01/2019 4.100% 615,000.00 06/01/2013 101.000
SERIAL 06/01/2020 4.200% 640,000.00 06/01/2013 101.000
SERIAL 06/01/2021 4.250% 665,000.00 06/01/2013 101.000
SERIAL 06/01/2022 4.250% 690,000.00 06/01/2013 101.000
SERIAL 06/01/2023 4.350% 720,000.00 06/01/2013 101.000
SERIAL 06/01/2024 4.375% 750,000.00 06/01/2013 101.000
SERIAL 06/01/2025 4.375% 780,000.00 06/01/2013 101.000
SERIAL 06/01/2026 4.375% 815,000.00 06/01/2013 101.000
SERIAL 06/01/2027 4.500% 1,225,000.00 06/01/2013 101.000
SERIAL 06/01/2028 4.500% 1,280,000.00 06/01/2013 101.000
2031TERM 06/01/2031 4.500% 4,190,000.00  06/01/2013 101.000
2035TERM 06/01/2035 4.500% 6,525,000.00 06/01/2013 101.000

22,180,000.00

Apr 22,2013 8:38 am Prepared by NHA Advisors (14.306 yuba city:WATER-2005REFI,130422) Page 3



SAVINGS

City of Yuba City
2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)
*kk
Public Offering
(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Present Value

Prior Prior Prior Refunding to 05/16/2013

Date Debt Service Receipts  Net Cash Flow Debt Service Savings @ 3.2517869%
06/01/2013 985,013.75 987,748.50 (2,734.75) (2,734.75) (4,054.06)
06/01/2014 1,462,983.76 65,634.06 1,397,349.70 1,398,361.98 (1,012.28) 658.22
06/01/2015 1,459,783.76 65,634.06 1,394,149.70 1,397,342.50 (3,192.80) (1,110.77)
06/01/2016 1,460,390.00 65,634.06 1,394,755.94 1,400,277.50 (5,521.56) (3,277.51)
06/01/2017 1,459,577.50 65,634.06 1,393,943.44 1,401,532.50 (7,589.06) (5,074.38)
06/01/2018 1,457,296.26 65,634.06 1,391,662.20 1,400,665.00 (9,002.80) (6,193.72)
06/01/2019 1,453,496.26 65,634.06 1,387,862.20 1,397,217.50 (9,355.30) (6,356.46)
06/01/2020 1,453,281.26 65,634.06 1,387,647.20 1,400,717.50 (13,070.30) (9,171.30)
06/01/2021 1,451,401.26 65,634.06 1,385,767.20 1,397,127.50 (11,360.30) (7,612.89)
06/01/2022 1,448,138.76 65,634.06 1,382,504.70 1,401,487.50 (18,982.80) (13,111.76)
06/01/2023 1,448,813.76 65,634.06 1,383,179.70 1,398,477.50 (15,297.80) (10,067.28)
06/01/2024 1,447,493.76 65,634.06 1,381,859.70 1,398,137.50 (16,277.80) (10,468.13)
06/01/2025 1,444,681.26 65,634.06 1,379,047.20 1,401,167.50 (22,120.30) (14,130.02)
06/01/2026 1,445,556.26 65,634.06 1,379,922.20 1,401,887.50 (21,965.30) (13,605.60)
06/01/2027 1,819,900.00 65,634.06 1,754,265.94 1,400,207.50 354,058.44 225,866.87
06/01/2028 1,819,775.00 65,634.06 1,754,140.94 1,401,547.50 352,593.44 217,688.24
06/01/2029 1,817,175.00 65,634.06 1,751,540.94 1,400,677.50 350,863.44 209,642.01
06/01/2030 1,817,100.00 65,634.06 1,751,465.94 1,397,527.50 353,938.44 204,659.41
06/01/2031 1,819,325.00 65,634.06 1,753,690.94 1,397,590.00 356,100.94 199,267.84
06/01/2032 1,818,625.00 65,634.06 1,752,990.94 1,400,650.00 352,340.94 190,803.84
06/01/2033 1,820,000.00 65,634.06 1,754,365.94 1,401,485.00 352,880.94 184,926.13
06/01/2034 1,818,225.00 65,634.06 1,752,590.94 1,400,050.00 352,540.94 178,779.30
06/01/2035 1,818,300.00  1,546,022.79 272,277.21 1,401,300.00 (1,129,022.79) (554,686.03)
36,246,332.61  3,912,086.55  32,334,246.06  30,795,434.48 1,538,811.58 953,371.97

Savings Summary

PV of savings from cash flow 953,371.97
Plus: Refunding funds on hand 744,837.73
Net PV Savings 1,698,209.70
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BOND SUMMARY STATISTICS

City of Yuba City

2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)

Public Offering

*kk

(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Dated Date 05/16/2013
Delivery Date 05/16/2013
Last Maturity 06/01/2035
Arbitrage Yield 3.251787%
True Interest Cost (TIC) 3.425421%
Net Interest Cost (NIC) 3.433651%
All-InTIC 3.518466%
Average Coupon 3.298097%
Average Life (years) 12.659
Duration of Issue (years) 10.101
Par Amount 21,725,000.00
Bond Proceeds 21,725,000.00
Total Interest 9,070,434.48
Net Interest 9,443,235.48
Total Debt Service 30,795,434.48
Maximum Annual Debt Service 1,401,887.50
Average Annual Debt Service 1,397,146.37
Underwriter's Fees (per $1000)
Average Takedown 17.160000
Other Fee
Total Underwriter's Discount 17.160000
Bid Price 98.284000
Par Average Average
Bond Component Value Price Coupon Life
Serial Bonds 21,725,000.00 100.000 3.298% 12.659
21,725,000.00 12.659
All-In Arbitrage
TIC TIC Yield
Par Value 21,725,000.00 21,725,000.00 21,725,000.00
+ Accrued Interest
+ Premium (Discount)
- Underwriter's Discount (372,801.00) (372,801.00)
- Cost of Issuance Expense (196,000.00)
- Other Amounts
Target Value 21,352,199.00 21,156,199.00 21,725,000.00
Target Date 05/16/2013 05/16/2013 05/16/2013
Yield 3.425421% 3.518466% 3.251787%

Apr 22,2013 8:38 am Prepared by NHA Advisors
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PRIOR BOND DEBT SERVICE

City of Yuba City
2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)
*kk
Public Offering
(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Period

Ending Principal Coupon Interest Debt Service
06/01/2013 505,000 3.375% 480,013.75 985,013.75
06/01/2014 520,000 3.500% 942,983.76 1,462,983.76
06/01/2015 535,000 3.625% 924,783.76 1,459,783.76
06/01/2016 555,000 3.750% 905,390.00 1,460,390.00
06/01/2017 575,000 3.875% 884,577.50 1,459,577.50
06/01/2018 595,000 4.000% 862,296.26 1,457,296.26
06/01/2019 615,000 4.100% 838,496.26 1,453,496.26
06/01/2020 640,000 4.200% 813,281.26 1,453,281.26
06/01/2021 665,000 4.250% 786,401.26 1,451,401.26
06/01/2022 690,000 4.250% 758,138.76 1,448,138.76
06/01/2023 720,000 4.350% 728,813.76 1,448,813.76
06/01/2024 750,000 4.375% 697,493.76 1,447,493.76
06/01/2025 780,000 4.375% 664,681.26 1,444,681.26
06/01/2026 815,000 4.375% 630,556.26 1,445,556.26
06/01/2027 1,225,000 4.500% 594,900.00 1,819,900.00
06/01/2028 1,280,000 4.500% 539,775.00 1,819,775.00
06/01/2029 1,335,000 4.500% 482,175.00 1,817,175.00
06/01/2030 1,395,000 4.500% 422,100.00 1,817,100.00
06/01/2031 1,460,000 4.500% 359,325.00 1,819,325.00
06/01/2032 1,525,000 4.500% 293,625.00 1,818,625.00
06/01/2033 1,595,000 4.500% 225,000.00 1,820,000.00
06/01/2034 1,665,000 4.500% 153,225.00 1,818,225.00
06/01/2035 1,740,000 4.500% 78,300.00 1,818,300.00

22,180,000 14,066,332.61  36,246,332.61

Apr 22,2013 8:38 am Prepared by NHA Advisors (14.306 yuba city:WATER-2005REFI,130422) Page 6



BOND DEBT SERVICE

City of Yuba City
2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)
*kk
Public Offering
(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Period

Ending Principal Coupon Interest Debt Service
06/01/2013
06/01/2014 755,000 0.700% 643,361.98 1,398,361.98
06/01/2015 785,000 0.900% 612,342.50 1,397,342.50
06/01/2016 795,000 1.100% 605,277.50 1,400,277.50
06/01/2017 805,000 1.350% 596,532.50 1,401,532.50
06/01/2018 815,000 1.650% 585,665.00 1,400,665.00
06/01/2019 825,000 2.000% 572,217.50 1,397,217.50
06/01/2020 845,000 2.200% 555,717.50 1,400,717.50
06/01/2021 860,000 2.400% 537,127.50 1,397,127.50
06/01/2022 885,000 2.600% 516,487.50 1,401,487.50
06/01/2023 905,000 2.800% 493,477.50 1,398,477.50
06/01/2024 930,000 2.900% 468,137.50 1,398,137.50
06/01/2025 960,000 3.050% 441,167.50 1,401,167.50
06/01/2026 990,000 3.200% 411,887.50 1,401,887.50
06/01/2027 1,020,000 3.300% 380,207.50 1,400,207.50
06/01/2028 1,055,000 3.400% 346,547.50 1,401,547.50
06/01/2029 1,090,000 3.500% 310,677.50 1,400,677.50
06/01/2030 1,125,000 3.550% 272,527.50 1,397,527.50
06/01/2031 1,165,000 3.600% 232,590.00 1,397,590.00
06/01/2032 1,210,000 3.650% 190,650.00 1,400,650.00
06/01/2033 1,255,000 3.700% 146,485.00 1,401,485.00
06/01/2034 1,300,000 3.750% 100,050.00 1,400,050.00
06/01/2035 1,350,000 3.800% 51,300.00 1,401,300.00

21,725,000 9,070,434.48  30,795,434.48

Apr 22,2013 8:38 am Prepared by NHA Advisors (14.306 yuba city:WATER-2005REFI,130422) Page 7



BOND DEBT SERVICE

City of Yuba City
2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)
*kk
Public Offering
(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Period Annual
Ending Principal Coupon Interest Debt Service Debt Service
05/16/2013
12/01/2013 334,548.23 334,548.23
06/01/2014 755,000 0.700% 308,813.75 1,063,813.75 1,398,361.98
12/01/2014 306,171.25 306,171.25
06/01/2015 785,000 0.900% 306,171.25 1,091,171.25 1,397,342.50
12/01/2015 302,638.75 302,638.75
06/01/2016 795,000 1.100% 302,638.75 1,097,638.75 1,400,277.50
12/01/2016 298,266.25 298,266.25
06/01/2017 805,000 1.350% 298,266.25 1,103,266.25 1,401,532.50
12/01/2017 292,832.50 292,832.50
06/01/2018 815,000 1.650% 292,832.50 1,107,832.50 1,400,665.00
12/01/2018 286,108.75 286,108.75
06/01/2019 825,000 2.000% 286,108.75 1,111,108.75 1,397,217.50
12/01/2019 277,858.75 277,858.75
06/01/2020 845,000 2.200% 277,858.75 1,122,858.75 1,400,717.50
12/01/2020 268,563.75 268,563.75
06/01/2021 860,000 2.400% 268,563.75 1,128,563.75 1,397,127.50
12/01/2021 258,243.75 258,243.75
06/01/2022 885,000 2.600% 258,243.75 1,143,243.75 1,401,487.50
12/01/2022 246,738.75 246,738.75
06/01/2023 905,000 2.800% 246,738.75 1,151,738.75 1,398,477.50
12/01/2023 234,068.75 234,068.75
06/01/2024 930,000 2.900% 234,068.75 1,164,068.75 1,398,137.50
12/01/2024 220,583.75 220,583.75
06/01/2025 960,000 3.050% 220,583.75 1,180,583.75 1,401,167.50
12/01/2025 205,943.75 205,943.75
06/01/2026 990,000 3.200% 205,943.75 1,195,943.75 1,401,887.50
12/01/2026 190,103.75 190,103.75
06/01/2027 1,020,000 3.300% 190,103.75 1,210,103.75 1,400,207.50
12/01/2027 173,273.75 173,273.75
06/01/2028 1,055,000 3.400% 173,273.75 1,228,273.75 1,401,547.50
12/01/2028 155,338.75 155,338.75
06/01/2029 1,090,000 3.500% 155,338.75 1,245,338.75 1,400,677.50
12/01/2029 136,263.75 136,263.75
06/01/2030 1,125,000 3.550% 136,263.75 1,261,263.75 1,397,527.50
12/01/2030 116,295.00 116,295.00
06/01/2031 1,165,000 3.600% 116,295.00 1,281,295.00 1,397,590.00
12/01/2031 95,325.00 95,325.00
06/01/2032 1,210,000 3.650% 95,325.00 1,305,325.00 1,400,650.00
12/01/2032 73,242.50 73,242.50
06/01/2033 1,255,000 3.700% 73,242.50 1,328,242.50 1,401,485.00
12/01/2033 50,025.00 50,025.00
06/01/2034 1,300,000 3.750% 50,025.00 1,350,025.00 1,400,050.00
12/01/2034 25,650.00 25,650.00
06/01/2035 1,350,000 3.800% 25,650.00 1,375,650.00 1,401,300.00
21,725,000 9,070,434.48  30,795,434.48  30,795,434.48

Apr 22,2013 8:38 am Prepared by NHA Advisors (14.306 yuba city:WATER-2005REFI,130422) Page 8



ESCROW REQUIREMENTS

City of Yuba City

2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)

Public Offering

(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Period Redemption
Ending Principal Interest Premium Total
06/01/2013 505,000.00 480,013.75  21,675,000.00 216,750.00  22,876,763.75

505,000.00 480,013.75

21,675,000.00

216,750.00  22,876,763.75

Apr 22,2013 8:38 am Prepared by NHA Advisors
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COST OF ISSUANCE

City of Yuba City

2013 Water Revenue Refunding Bonds
(Refunding of 2005 Water Revenue COPs)

**kk

Public Offering

(Level Debt Service, Partial Use of 2005 DSRF for Projects)

Cost of Issuance $/1000 Amount
Bond Counsel 2.25547 49,000.00
Disclosure Counsel 1.03567 22,500.00
Counsel Expenses 0.09206 2,000.00
Financial Advisor 2.99194 65,000.00
Rating - S&P 0.92060 20,000.00
Rating - Fitch 1.15075 25,000.00
Trustee/Escrow Agent 0.23015 5,000.00
Miscellaneous 0.34522 7,500.00

9.02186 196,000.00

Apr 22,2013 8:38 am Prepared by NHA Advisors

(4.306 yuba city:WATER-2005REF1,130422) Page 10



RESOLUTION NO.

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF YUBA
CITY AUTHORIZING THE ISSUANCE AND SALE OF WATER
REVENUE REFUNDING BONDS TO REFINANCE
OUTSTANDING 2005 WATER REVENUE CERTIFICATES OF
PARTICIPATION, AND APPROVING RELATED DOCUMENTS
AND ACTIONS

WHEREAS, the City owns and operates a public enterprise for the supply,
treatment and distribution of water within the service area of the City (the “Water
System”), and in order to finance improvements to the Water System, the City has
previously entered into an Installment Sale Agreement dated as of October 1, 2005 (the
“2005 Installment Sale Agreement”) with the Yuba City Public Financing Authority (the
“Authority™), under which the City has agreed to pay semiannual installment payments
(the “2005 Installment Payments”) which are secured by a pledge of and lien on the net
revenues derived from the Water System; and

WHEREAS, the Authority, the City and Union Bank of California, N.A., as trustee
(the “2005 Trustee”), have previously entered into a Trust Agreement dated as of
October 1, 2005, under which the 2005 Trustee has executed and delivered Water
Revenue Certificates of Participation, Series 2005 in the aggregate original principal
amount of $25,625,000 (the “Certificates”), evidencing direct, undivided fractional
interests in the 2005 Installment Payments; and

WHEREAS, the City has the right to prepay the 2005 Installment Payments and
the 2005 Certificates in full on any date commencing June 1, 2013, and in order to
provide funds for that purpose and thereby realize debt service savings the City
proposes to issue its City of Yuba City 2013 Water Revenue Refunding Bonds (the
“Refunding Bonds”) under the provisions of Articles 10 and 11 of Chapter 3 of Part 1 of
Division 2 of Title 5 of the California Government Code, commencing with Section
53570 of said Code (the “Refunding Bond Law”); and

WHEREAS, the City Council of the City has duly considered such transactions
and wishes at this time to approve said transactions in the public interests of the City;

NOW, THEREFORE, BE IT RESOLVED by the City Council of the City of Yuba
City as follows:

Section 1. Issuance of Refunding Bonds; Approval of Indenture. The City
Council hereby authorizes the issuance of the Refunding Bonds under the Bond Law for
the purpose of providing funds to refinance the 2005 Installment Payments and thereby
provide funds to refinance the outstanding 2005 Certificates. The Refunding Bonds
shall be issued in such principal amount as shall be necessary in order to refinance the
2005 Installment Payments and the 2005 Certificates in full, to fund a reserve for the
Refunding Bonds and pay the costs of issuance thereof.

The Refunding Bonds shall be issued under an Indenture of Trust between the
City and Union Bank, N.A., as trustee, which is hereby approved in substantially the
form on file with the City Clerk together with any changes therein or additions thereto



deemed advisable by the City Manager or the Director of Finance (each, an “Authorized
Officer”), and the execution thereof by an Authorized Officer shall be conclusive
evidence of the approval of such changes and additions. The City Council hereby
authorizes and directs an Authorized Officer to execute, and the City Clerk to attest, said
form of the Indenture of Trust for and in the name of the City. The City Council hereby
authorizes the delivery and performance of the Indenture of Trust.

Section 2. Refinancing of 2005 Installment Payments. The City Council
hereby authorizes and approves the refinancing of the 2005 Installment Payments and
the 2005 Certificates from the proceeds of the Refunding Bonds and other available
funds. Such refinancing shall be accomplished under the Escrow Deposit and Trust
Agreement between the City and Union Bank, N.A, as escrow bank and as 2005
Trustee, in substantially the form on file with the City Clerk together with any changes
therein or additions thereto deemed advisable by an Authorized Officer, and the
execution thereof by an Authorized Officer shall be conclusive evidence of the approval
of such changes and additions. The City Council hereby authorizes and directs an
Authorized Officer to execute the final form of the Escrow Deposit and Trust Agreement
for and in the name of the City. The City Council hereby authorizes the delivery and
performance of the Escrow Deposit and Trust Agreement.

Section 3. Sale of the Refunding Bonds. In accordance with Section 53583
of the Bond Law, the City Council hereby authorizes and directs that the Refunding
Bonds shall be sold on a negotiated basis based on bids to be received from a limited
number of banks, underwriters or investment banking firms to be selected by an
Authorized Officer upon the advice of NHA Advisors, as financial advisor to the City.
The Refunding Bonds shall be sold pursuant to the terms and provisions of a Notice
Inviting Bids in substantially the form on file with the City Clerk of the City together with
any changes therein or additions thereto deemed advisable by an Authorized Officer.
Bids for the sale of the Refunding Bonds will not be accepted from any firm to whom
such notice has not been expressly addressed and delivered. The Refunding Bonds
shall be sold only so long as such sale produces a net present value savings on the
refunding of the 2005 Certificates in an amount at least equal to 5.00% of the principal
amount of the 2005 Certificates being refunded.

Section 4. Official Statement. The City Council hereby approves and deems
final within the meaning of Rule 15c¢2-12 of the Securities Exchange Act of 1934, the
preliminary Official Statement describing the Refunding Bonds (the “Preliminary Official
Statement”) in the form on file with the City Clerk, and authorizes an Authorized Officer
to approve revisions to said Preliminary Official Statement. An Authorized Officer is
hereby authorized, at the request of the purchaser of the Refunding Bonds, to execute
an appropriate certificate affirming the City Council’s determination that the Preliminary
Official Statement has been deemed nearly final within the meaning of such Rule.
Distribution of the Preliminary Official Statement to prospective purchasers of the
Refunding Bonds is hereby approved.

An Authorized Officer is hereby authorized and directed to approve any changes
in or additions to a final form of said Official Statement, dated as of the date of the sale
of the Refunding Bonds, and the execution thereof by an Authorized Officer shall be
conclusive evidence of approval of any such changes and additions. The City Council
hereby authorizes the distribution of the final Official Statement by the purchaser of the
Refunding Bonds. The final Official Statement shall be executed in the name and on
behalf of the City by an Authorized Officer.



Section 5. Continuing Disclosure. The City Council hereby approves the
Continuing Disclosure Certificate in substantially the form attached as an exhibit to the
Preliminary Official Statement, together with any changes therein or additions thereto
deemed advisable by an Authorized Officer, such approval to be conclusively evidenced
by the execution and delivery thereof. An Authorized Officer is hereby authorized and
directed to execute, and the City Clerk is hereby authorized and directed to execute the
final form of the Continuing Disclosure Certificate, for and in the name and on behalf of
the City. The City Council hereby authorizes the delivery and performance of the
Continuing Disclosure Certificate.

Section 6. Engagement of Professional Services. In connection with the
issuance and sale of the Refunding Bonds, the City Council hereby authorizes the
engagement of the services of NHA Advisors to act as financial advisor to the City, and
the firm of Jones Hall, A Professional Law Corporation, to act as bond counsel and
disclosure counsel to the City. The Director of Finance is hereby authorized and
directed to execute an agreement with each such firm, in the respective forms on file
with the City Clerk.

Section 7. Official Actions. The Mayor, the City Manager, the Assistant City
Manager, the Director of Finance, the City Clerk and any and all other officers of the City
are hereby authorized and directed, for and in the name and on behalf of the City, to do
any and all things and take any and all actions, including execution and delivery of any
and all assignments, certificates, requisitions, agreements, notices, consents,
instruments of conveyance, warrants and other documents, which they, or any of them,
may deem necessary or advisable in order to consummate the transactions described
herein and necessary to comply with the disclosure requirements of Rule 15¢2-12 of the
Securities and Exchange Commission. Any such actions previously taken by such
officers are hereby ratified and confirmed. Whenever in this Resolution any officer of
the City is authorized to execute or countersign any document or take any action, such
execution, countersigning or action may be taken on behalf of such officer by any
person designated by such officer to act on his or her behalf if such officer is absent or
unavailable.

Section 8. Effective Date. This Resolution shall take effect from and after the
date of its passage and adoption.

k k kkkkk k%



The foregoing resolution was adopted at a regular meeting of the City Council of
the City of Yuba City held on April 23, 2013, by the following vote:

AYES:
NOES:
ABSENT:
ABSTAIN:
John Buckland, Mayor
City of Yuba City
ATTEST:

Terrel Locke, City Clerk
City of Yuba City



Jones Hall, A Professional Law Corporation

March 29, 2013
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INDENTURE OF TRUST

This INDENTURE OF TRUST, dated as of May 1, 2013, is between the CITY OF YUBA
CiTy, a municipal corporation organized and existing under the laws of the State of
California (the “City”), and UNION BANK, N.A., a national banking association organized
and existing under the laws of the United States of America, with a corporate trust office
in San Francisco, California, and being qualified to accept and administer the trusts
hereby created (the “Trustee”).

BACKGROUND:

1. The City owns and operates a public enterprise for the supply, treatment and
distribution of water within the service area of the City (the “Water System”), and in order
to finance improvements to the Water System, the City has previously entered into an
Installment Sale Agreement dated as of October 1, 2005 (the “2005 Installment Sale
Agreement”) with the Yuba City Public Financing Authority (the “Authority”), under which
the City has agreed to pay semiannual installment payments (the “2005 Installment
Payments”) which are secured by a pledge of and lien on the net revenues derived from
the Water System.

2. The Authority, the City and Union Bank of California, N.A., as trustee (the
“2005 Trustee”), have previously entered into a Trust Agreement dated as of October 1,
2005, under which the 2005 Trustee has executed and delivered Water Revenue
Certificates of Participation, Series 2005 in the aggregate original principal amount of
$25,625,000 (the “Certificates”), evidencing direct, undivided fractional interests in the
2005 Installment Payments.

3. The City has the right to prepay the 2005 Installment Payments and the
2005 Certificates in full on June 1, 2013, or any day thereafter, and in order to provide
funds for that purpose and thereby realize debt service savings, the City has authorized
the issuance of its City of Yuba City 2013 Water Revenue Refunding Bonds in the
aggregate principal amount of $ (the “Bonds”) under the provisions of Articles
10 and 11 of Chapter 3 of Part 1 of Division 2 of Title 5 of the California Government
Code, commencing with Section 53570 of said Code (the “Bond Law”).

4. In order to provide for the authentication and delivery of the Bonds, to
establish and declare the terms and conditions upon which the Bonds are to be issued
and secured and to secure the payment of the principal thereof and of the interest and
premium, if any, thereon, the City Council of the City has authorized the execution of this
Indenture.

AGREEMENT:

In order to secure the payment of the principal of and the interest and redemption
premium (if any) on all the Bonds under this Indenture according to their tenor, and to
secure the performance and observance of all the covenants and conditions therein and
herein set forth, and to declare the terms and conditions upon and subject to which the
Bonds are to be issued and received, and in consideration of the premises and of the
mutual covenants herein contained and of the purchase and acceptance of the Bonds by
the Owners thereof, and for other valuable considerations, the receipt of which is hereby



acknowledged, the City and the Trustee hereby covenant and agree with one another,
for the benefit of the respective Owners from time to time of the Bonds, as follows:

ARTICLE |
DEFINITIONS; RULES OF CONSTRUCTION

SECTION 1.01. Definitions. Unless the context clearly otherwise requires or
unless otherwise defined herein, the capitalized terms defined in Appendix A attached to
this Indenture have the respective meanings specified in Appendix A when used in this
Indenture.

SECTION 1.02. Authorization. Each of the parties hereby represents and
warrants that it has full legal authority and is duly empowered to enter into this Indenture,
and has taken all actions necessary to authorize the execution hereof by the officers and
persons signing it.

SECTION 1.03. Interpretation.

(&) Unless the context otherwise indicates, words expressed in the singular
include the plural and vice versa and the use of the neuter, masculine, or feminine
gender is for convenience only and include the neuter, masculine or feminine gender, as
appropriate.

(b) Headings of articles and sections herein and the table of contents hereof

are solely for convenience of reference, do not constitute a part hereof and do not affect
the meaning, construction or effect hereof.
(c) All references herein to “Articles,” “Sections” and other subdivisions are to
the corresponding Articles, Sections or subdivisions of this Indenture; the words “herein,”
“hereof,” “hereby,” “hereunder” and other words of similar import refer to this Indenture
as a whole and not to any particular Article, Section or subdivision hereof.

ARTICLE I

ISSUANCE OF BONDS

SECTION 2.01. Authorization and Purpose of Bonds. The City has reviewed all
proceedings heretofore taken and has found, as a result of such review, and hereby
finds and determines that all things, conditions and acts required by law to exist, happen
or be performed precedent to and in connection with the issuance of the Bonds do exist,
have happened and have been performed in due time, form and manner as required by
law, and the City is now duly empowered, under each and every requirement of law, to
issue the Bonds in the manner and form provided in this Indenture.

The City hereby authorizes the issuance of Bonds in the aggregate principal
amount of $ under the Bond Law for the purposes of providing funds to
prepay and discharge the 2005 Installment Payments and the 2005 Certificates in full.



The Bonds are authorized and issued under, and are subject to the terms of, this
Indenture and the Bond Law. The Bonds are designated the “City of Yuba City 2013
Water Revenue Refunding Bonds”.

SECTION 2.02. Terms of the Bonds. The Bonds are issuable in fully registered
form without coupons in denominations of $5,000 or any integral multiple thereof, so
long as no Bond has more than one maturity date. The Bonds will be dated as of the
Closing Date and will mature on June 1 in the years and in the respective principal
amounts and bear interest (calculated on the basis of a 360-day year comprised of
twelve 30-day months) at the respective rates per annum as set forth in the following
table:

Maturity Date Principal Interest
(June 1) Amount Rate

Interest on the Bonds is payable from the Interest Payment Date next preceding
the date of authentication thereof unless:

(a) a Bond is authenticated on or before an Interest Payment Date and
after the close of business on the preceding Record Date, in which
event it will bear interest from such Interest Payment Date,

(b) a Bond is authenticated on or before the first Record Date, in which
event interest thereon will be payable from the Closing Date, or

(c) interest on any Bond is in default as of the date of authentication
thereof, in which event interest thereon will be payable from the date
to which interest has been paid in full, payable on each Interest
Payment Date.

Interest is payable on each Interest Payment Date to the persons in whose
names the ownership of the Bonds is registered on the Registration Books at the close
of business on the immediately preceding Record Date, except as provided below.
Interest on any Bond which is not punctually paid or duly provided for on any Interest
Payment Date is payable to the person in whose name the ownership of such Bond is
registered on the Registration Books at the close of business on a special record date
for the payment of such defaulted interest to be fixed by the Trustee, notice of which is



given to such Owner by first-class mail not less than 10 days prior to such special record
date.

The Trustee will pay interest on the Bonds by check of the Trustee mailed by first
class mail, postage prepaid, on each Interest Payment Date to the Owners of the Bonds
at their respective addresses shown on the Registration Books as of the close of
business on the preceding Record Date. At the written request of the Owner of Bonds in
an aggregate principal amount of at least $1,000,000, which written request is on file
with the Trustee as of any Record Date, the Trustee will pay interest on such Bonds on
each succeeding Interest Payment Date by wire transfer in immediately available funds
to such account of a financial institution within the United States of America as specified
in such written request, which written request will remain in effect until rescinded in
writing by the Owner. The Trustee will pay principal of the Bonds in lawful money of the
United States of America by check of the Trustee upon presentation and surrender
thereof at the Office of the Trustee.

SECTION 2.03. Redemption of Bonds.

(&) Optional Redemption. The Bonds maturing on or before June 1, 20__, are
not subject to redemption prior to their respective stated maturities. The Bonds maturing
on or after June 1, 20__, are subject to redemption in whole, or in part among maturities
on such basis as set forth in a Certificate of the City filed with the Trustee, and in any
event by lot within a maturity, at the option of the City, from any available source of
funds, on any date on or after June 1, 20__, at a redemption price equal to 100% of the
principal amount thereof to be redeemed together with accrued interest to the
redemption date, without premium.

The City shall give the Trustee written notice of its intention to redeem Bonds
under this subsection (a), and the manner of selecting such Bonds for redemption from
among the maturities thereof and the redemption price thereof, in sufficient time to
enable the Trustee to give notice of such redemption in accordance with subsection (c)
of this Section.

(b) Mandatory Sinking Fund Redemption. The Term Bonds are subject to
mandatory sinking fund redemption on June 1 in each of the years as set forth in the
following table, at a redemption price equal to the principal amount thereof to be
redeemed, without premium, together with accrued interest thereon to the date fixed for
redemption, as follows:

Principal Amount of

Redemption Date Term Bonds
(June 1) To Be Redeemed




Notwithstanding the foregoing provisions of this subsection (b), if some but not all
of the Term Bonds of any maturity have been redeemed under the foregoing subsection
(a), the aggregate principal amount of such Term Bonds to be redeemed in each year
thereafter under this subsection (b) will be reduced by the aggregate principal amount of
such Term Bonds so redeemed, to be allocated among maturities in integral multiples of
$5,000 in any manner deemed advisable by the City.

(c) Notice of Redemption. The Trustee on behalf and at the expense of the
City shall mail (by first class mail) notice of any redemption to the respective Owners of
any Bonds designated for redemption at their respective addresses appearing on the
Registration Books, to the Municipal Securities Rulemaking Board and to the Securities
Depositories, at least 30 but not more than 60 days prior to the date fixed for
redemption; provided, however, that neither failure to receive any such notice so mailed
nor any defect therein will affect the validity of the proceedings for the redemption of
such Bonds or the cessation of the accrual of interest thereon. Such notice shall state
the date of the notice, the redemption date, the redemption place and the redemption
price and must designate the CUSIP numbers, the Bond numbers and the maturity or
maturities (in the event of redemption of all of the Bonds of such maturity or maturities in
whole) of the Bonds to be redeemed, and must require that such Bonds be then
surrendered at the Office of the Trustee identified in such notice for redemption at the
redemption price, giving notice also that further interest on such Bonds will not accrue
from and after the redemption date.

(d) Manner of Redemption. Whenever provision is made in this Section 2.03
for the redemption of less than all of the Bonds, the Trustee shall select the Bonds to be
redeemed by lot in any manner which the Trustee in its sole discretion deems
appropriate. For purposes of such selection, all Bonds will be deemed to be comprised
of separate $5,000 denominations and such separate denominations will be treated as
separate Bonds which may be separately redeemed.

(e) Partial Redemption of Bonds. If only a portion of any Bond is called for
redemption, then upon surrender of such Bond the City shall execute and the Trustee
shall authenticate and deliver to the Owner thereof, at the expense of the City, a new
Bond or Bonds of the same series and maturity date, of authorized denominations in
aggregate principal amount equal to the unredeemed portion of the Bond to be
redeemed.

() Effect of Redemption. From and after the date fixed for redemption, if
notice of redemption has been duly mailed and funds available for the payment of the
principal of and interest (and premium, if any) on the Bonds so called for redemption
have been duly provided, such Bonds so called shall cease to be entitled to any benefit
under this Indenture other than the right to receive payment of the redemption price, and
no interest shall accrue thereon from and after the redemption date specified in such
notice. The Trustee shall cancel and destroy all Bonds redeemed under this Section
2.03.

(g) Right to Rescind Notice of Optional Redemption. The City has the right to
rescind any notice of the optional redemption of Bonds under subsection (a) of this
Section by written notice to the Trustee on or prior to the dated fixed for redemption. Any
notice of optional redemption shall be cancelled and annulled if for any reason funds will
not be or are not available on the date fixed for redemption for the payment in full of the




Bonds then called for redemption, and such cancellation shall not constitute an Event of
Default. The City and the Trustee have no liability to the Owners or any other party
related to or arising from such rescission of redemption. The Trustee shall cause notice
of such rescission to be mailed, first class mail, postage prepaid, to the respective
Owners of any Bonds designated for redemption, at their addresses appearing on the
Registration Books, and to the Municipal Securities Rulemaking Board and the
Securities Depositories.

SECTION 2.04. Book Entry System.

(@) Original Delivery. The Bonds will be initially delivered in the form of a
separate single fully registered bond (which may be typewritten) for each maturity of the
Bonds. Upon initial delivery, the Trustee shall register the ownership of each Bond on
the Registration Books in the name of the Nominee. Except as provided in subsection
(c), the ownership of all of the Outstanding Bonds shall be registered in the name of the
Nominee on the Registration Books.

With respect to Bonds the ownership of which shall be registered in the name of
the Nominee, the City and the Trustee has no responsibility or obligation to any
Depository System Participant or to any person on behalf of which the Nominee holds an
interest in the Bonds. Without limiting the generality of the immediately preceding
sentence, the City and the Trustee has no responsibility or obligation with respect to (i)
the accuracy of the records of the Depository, the Nominee or any Depository System
Participant with respect to any ownership interest in the Bonds, (ii) the delivery to any
Depository System Participant or any other person, other than a Bond Owner as shown
in the Registration Books, of any notice with respect to the Bonds, including any notice
of redemption, (iii) the selection by the Depository of the beneficial interests in the Bonds
to be redeemed if the City elects to redeem the Bonds in part, (iv) the payment to any
Depository System Participant or any other person, other than a Bond Owner as shown
in the Registration Books, of any amount with respect to principal, premium, if any, or
interest on the Bonds or (v) any consent given or other action taken by the Depository as
Owner of the Bonds. The City and the Trustee may treat and consider the person in
whose name each Bond is registered as the absolute owner of such Bond for the
purpose of payment of principal of and premium, if any, and interest on such Bond, for
the purpose of giving notices of redemption and other matters with respect to such Bond,
for the purpose of registering transfers of ownership of such Bond, and for all other
purposes whatsoever. The Trustee shall pay the principal of and the interest and
premium, if any, on the Bonds only to the respective Owners or their respective
attorneys duly authorized in writing, and all such payments shall be valid and effective to
fully satisfy and discharge all obligations with respect to payment of principal of and
interest and premium, if any, on the Bonds to the extent of the sum or sums so paid. No
person other than a Bond Owner shall receive a Bond evidencing the obligation of the
City to make payments of principal, interest and premium, if any, under this Indenture.
Upon delivery by the Depository to the City of written notice to the effect that the
Depository has determined to substitute a new Nominee in its place, and subject to the
provisions herein with respect to Record Dates, such new nominee shall become the
Nominee hereunder for all purposes; and upon receipt of such a notice the City shall
promptly deliver a copy of the same to the Trustee.

(b) Representation Letter. In order to qualify the Bonds for the Depository’s
book-entry system, the City has previously executed and delivered to such Depository a




letter representing such matters as shall be necessary to so qualify the Bonds. The
execution and delivery of such letter shall not in any way limit the provisions of
subsection (a) above or in any other way impose upon the City or the Trustee any
obligation whatsoever with respect to persons having interests in the Bonds other than
the Bond Owners. Upon the written acceptance by the Trustee, the Trustee shall agree
to take all action reasonably necessary for all representations of the Trustee in such
letter with respect to the Trustee to at all times be complied with. In addition to the
execution and delivery of such letter, the City may take any other actions, not
inconsistent with this Indenture, to qualify the Bonds for the Depository’s book-entry
program.

(c) Transfers Outside Book-Entry System. If either (i) the Depository
determines not to continue to act as Depository for the Bonds, or (ii) the City determines
to terminate the Depository as such, then the City shall thereupon discontinue the book-
entry system with such Depository. In such event, the Depository shall cooperate with
the City and the Trustee in the issuance of replacement Bonds by providing the Trustee
with a list showing the interests of the Depository System Participants in the Bonds, and
by surrendering the Bonds, registered in the name of the Nominee, to the Trustee on or
before the date such replacement Bonds are to be issued. The Depository, by accepting
delivery of the Bonds, agrees to be bound by the provisions of this subsection (c). If,
prior to the termination of the Depository acting as such, the City fails to identify another
Securities Depository to replace the Depository, then the Bonds shall no longer be
required to be registered in the Registration Books in the name of the Nominee, but shall
be registered in whatever name or names the Owners transferring or exchanging Bonds
shall designate, in accordance with the provisions hereof.

If the City determines that it is in the best interests of the beneficial owners of the
Bonds that they be able to obtain certificated Bonds, the City may notify the Depository
System Participants of the availability of such certificated Bonds through the Depository.
In such event, the Trustee will issue, transfer and exchange Bonds as required by the
Depository and others in appropriate amounts; and whenever the Depository requests,
the Trustee and the City shall cooperate with the Depository in taking appropriate action
() to make available one or more separate certificates evidencing the Bonds to any
Depository System Participant having Bonds credited to its account with the Depository,
or (ii) to arrange for another Securities Depository to maintain custody of a single
certificate evidencing such Bonds, all at the City’s expense.

(d) Payments to the Nominee. Notwithstanding any other provision of this
Indenture to the contrary, so long as any Bond is registered in the name of the Nominee,
all payments with respect to principal of and interest and premium, if any, on such Bond
and all notices with respect to such Bond shall be made and given, respectively, as
provided in the letter described in subsection (b) of this Section or as otherwise
instructed by the Depository.

SECTION 2.05. Form and Execution of Bonds. The Bonds, the form of Trustee’s
certificate of authentication, and the form of assignment to appear thereon, are set forth
in Appendix B attached hereto and by this reference incorporated herein, with necessary
or appropriate variations, omissions and insertions, as permitted or required by this
Indenture.



The Mayor of the City shall execute, and the City Clerk of the City shall attest,
each Bond. Either or both of such signatures may be made manually or may be affixed
by facsimile thereof. If any officer whose signature appears on any Bond ceases to be
such officer before the Closing Date, such signature will nevertheless be as effective as
if the officer had remained in office until the Closing Date. Any Bond may be signed and
attested on behalf of the City by such persons as at the actual date of the execution of
such Bond are the proper officers of the City, duly authorized to execute debt
instruments on behalf of the City, although on the date of such Bond any such person
was not an officer of the City.

Only those Bonds bearing a certificate of authentication in the form set forth in
Appendix B, manually executed and dated by the Trustee, are valid or obligatory for any
purpose or entitled to the benefits of this Indenture, and such certificate of the Trustee is
conclusive evidence that such Bonds have been duly authenticated and delivered
hereunder and are entitled to the benefits of this Indenture.

SECTION 2.06. Transfer and Exchange of Bonds.

(@) Transfer. Any Bond may, in accordance with its terms, be transferred, upon
the Registration Books, by the person in whose name it is registered, in person or by a
duly authorized attorney of such person, upon surrender of such Bond to the Trustee at
its Office for cancellation, accompanied by delivery of a written instrument of transfer in a
form acceptable to the Trustee, duly executed. The Trustee shall collect any tax or other
governmental charge on the transfer of any Bonds under this Section 2.06. Whenever
any Bond or Bonds shall be surrendered for transfer, the City shall execute and the
Trustee shall authenticate and deliver to the transferee a new Bond or Bonds of like
series, interest rate, maturity and aggregate principal amount. The City shall pay the
cost of printing Bonds and any services rendered or expenses incurred by the Trustee in
connection with any transfer of Bonds.

(b) Exchange. The Bonds may be exchanged at the Office of the Trustee for a
like aggregate principal amount of Bonds of other authorized denominations and of the
same series, interest rate and maturity. The Trustee shall collect any tax or other
governmental charge on the exchange of any Bonds under this subsection (b). The City
shall pay the cost of printing Bonds and any services rendered or expenses incurred by
the Trustee in connection with any exchange of Bonds.

(c) Limitations. The Trustee may refuse to transfer or exchange, under the
provisions of this Section 2.06, any Bonds selected by the Trustee for redemption under
Section 2.03, or any Bonds during the period established by the Trustee for the selection
of Bonds for redemption.

SECTION 2.07. Registration Books. The Trustee will keep or cause to be kept, at
its Office, sufficient records for the registration and registration of transfer of the Bonds,
which must at all times during normal business hours, and upon reasonable notice, be
open to inspection by the City; and, upon presentation for such purpose, the Trustee
shall, under such reasonable regulations as it may prescribe, register or transfer or
cause to be registered or transferred, on the Registration Books, Bonds as hereinbefore
provided.



SECTION 2.08. Bonds Mutilated, Lost, Destroyed or Stolen. If any Bond
becomes mutilated, the City, at the expense of the Owner of such Bond, shall execute,
and the Trustee shall thereupon authenticate and deliver, a new Bond of like tenor in
exchange and substitution for the Bond so mutilated, but only upon surrender to the
Trustee of the Bond so mutilated. The Trustee shall cancel every mutilated Bond
surrendered to it and deliver such mutilated Bond to, or upon the order of, the City. If
any Bond is lost, destroyed or stolen, evidence of such loss, destruction or theft may be
submitted to the Trustee and, if such evidence is satisfactory and if indemnity
satisfactory to the Trustee is given, the City, at the expense of the Owner, shall execute,
and the Trustee shall thereupon authenticate and deliver, a new Bond of like tenor in lieu
of and in substitution for the Bond so lost, destroyed or stolen. The Trustee may require
payment of a sum not exceeding the actual cost of preparing each new Bond issued
under this Section and of the expenses which may be incurred by the Trustee in
connection therewith. Any Bond issued under the provisions of this Section in lieu of any
Bond alleged to be lost, destroyed or stolen will constitute an original additional
contractual obligation on the part of the City whether or not the Bond so alleged to be
lost, destroyed or stolen be at any time enforceable by anyone, and shall be equally and
proportionately entitled to the benefits of this Indenture with all other Bonds issued under
this Indenture.

Notwithstanding any other provision of this Section 2.08, in lieu of delivering a
new Bond for which principal has become due for a Bond which has been mutilated, lost,
destroyed or stolen, the Trustee may make payment of such Bond in accordance with its
terms upon receipt of indemnity satisfactory to the Trustee.

ARTICLE I
ISSUE OF BONDS

SECTION 3.01. Issuance of Bonds. Upon the execution and delivery of this
Indenture, the City shall execute and deliver Bonds in the aggregate principal amount of
$ to the Trustee and the Trustee shall authenticate and deliver the Bonds to
the Original Purchaser upon receipt of a Request of the City therefor.

SECTION 3.02. Deposit and Application of Proceeds. On the Closing Date, the
Trustee shall apply the proceeds of the Bonds as follows:

(@) The Trustee shall deposit the amount of $ in the Costs of
Issuance Fund.

(b) The Trustee shall deposit the amount of $ in the Reserve
Fund, constituting the full amount of the Reserve Requirement.

(c) The Trustee shall transfer the amount of $ , constituting
the remainder of the Bond proceeds, to the Escrow Agent for
deposit and application in accordance with the Escrow Agreement.



SECTION 3.03. Costs of Issuance Fund. There is hereby established a separate
fund to be known as the “Costs of Issuance Fund”, to be held by the Trustee in trust.
The Trustee shall disburse moneys in the Costs of Issuance Fund from time to time to
pay Costs of Issuance upon submission of a Request of the City stating (a) the person to
whom payment is to be made, (b) the amounts to be paid, (c) the purpose for which the
obligation was incurred, (d) that such payment is a proper charge against the Costs of
Issuance Fund, and (e) that such amounts have not been the subject of a prior Request
of the City; in each case together with a statement or invoice for each amount requested
thereunder. On July 1, 2013, the Trustee shall transfer any amounts remaining in the
Costs of Issuance Fund to the Bond Service Fund to be applied to pay a portion of the
interest next coming due and payable on the Bonds and the Trustee shall thereupon
close the Costs of Issuance Fund.

SECTION 3.04. Reserve Fund. There is hereby created a separate fund to be
known as the “Reserve Fund”, to be held in trust by the Trustee. An amount equal to the
Reserve Requirement shall be maintained in the Reserve Fund at all times, and any
deficiency therein shall be replenished from the first available Net Revenues under
Section 4.02(b). The Trustee shall apply amounts in the Reserve Fund for the purposes
set forth in Section 4.02(b).

SECTION 3.05. Validity of Bonds. The recital contained in the Bonds that they
are issued pursuant to the laws of the State of California is conclusive evidence of their
validity and of the regularity of their issuance.

ARTICLE IV

REVENUES; FLOw OF FUNDS

SECTION 4.01. Pledge of Net Revenues. The Bonds are secured by a first
pledge of all of the Net Revenues, on a parity with the pledge which secures all
outstanding Parity Obligations. In addition, the Bonds are secured by a pledge of all of
the moneys in the Bond Service Fund and the Reserve Fund, including all amounts
derived from the investment of such moneys. The Bonds and all Parity Obligations are
equally secured by a pledge, charge and lien upon the Net Revenues and such moneys
without priority for series, issue, number or date and the payment of the interest on and
principal of the Bonds shall be and are secured by an exclusive pledge, charge and lien
upon the Net Revenues and such moneys. So long as any of the Bonds are
Outstanding, the Net Revenues and such moneys may not be used for any other
purpose; except that out of the Net Revenues there may be apportioned such sums, for
such purposes, as are expressly permitted by Section 4.02.

SECTION 4.02. Receipt, Deposit and Application of Net Revenues. The City has
previously established the Water Fund, which it will continue to hold and maintain for the
purposes and uses set forth herein. The City shall deposit all Gross Revenues in the
Water Fund promptly upon the receipt thereof, and shall apply amounts in the Water
Fund solely for the uses and purposes set forth herein and purposes set forth in the
Parity Obligation Documents. In addition to withdrawals required to pay principal of and
interest on the Parity Obligations in accordance with the Parity Obligation Documents,
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the City shall withdraw amounts on deposit in the Water Fund and apply such amounts
at the times and for the purposes, and in the priority, as follows:

(@) Bond Service Fund. On or before the 3™ Business Day of the
month preceding each Interest Payment Date, so long as any Bonds
remain Outstanding hereunder, the City shall withdraw from the
Water Fund and pay to the Trustee for deposit into the Bond Service
Fund (which the Trustee shall establish and hold in trust hereunder)
an amount which, together with other available amounts then on
deposit in the Bond Service Fund, is at least equal to the aggregate
amount of principal of and interest coming due and payable on the
Bonds on such Interest Payment Date.

The Trustee shall apply amounts in the Bond Service Fund solely
for the purpose of (i) paying the interest on the Outstanding Bonds
when due and payable (including accrued interest on any Bonds
purchased or redeemed hereunder), and (ii) paying the principal of
the Bonds at the maturity thereof. Upon the payment of all
Outstanding Bonds and Parity Obligations, the Trustee shall transfer
any moneys remaining in the Bond Service Fund to the City for
deposit into the Water Fund.

(b) Reserve Fund. If the amount on deposit in the Reserve Fund at any
time falls below the Reserve Requirement, the Trustee shall
promptly notify the City of such fact and the City shall promptly (i)
withdraw the amount of such insufficiency from available Net
Revenues on deposit in the Water Fund, and (ii) transfer such
amount to the Trustee for deposit in the Reserve Fund. No deposit
need be made in the Reserve Fund so long as the balance therein
at least equals the Reserve Requirement. If the amount on deposit
in the Reserve Fund exceeds the Reserve Requirement, the
Trustee shall transfer such excess amount to the Bond Service
Fund.

If the amount on deposit in the Bond Service Fund on any Interest
Payment Date is insufficient to pay the principal of and interest on
the Bonds then coming due, the Trustee shall (i) immediately notify
the City in writing of such fact, and (ii) withdraw the amount of such
insufficiency from the Reserve Fund and transfer it to the Bond
Service Fund. On the date on which all Bonds are retired, any
moneys then on deposit in the Reserve Fund will be withdrawn by
the Trustee and transferred to the Bond Service Fund to be applied
to pay debt service on the Bonds.

(c) Redemption Fund. If the City elects to redeem Outstanding Bonds
under Section 2.03(a), the City shall transfer to the Trustee for
deposit into the Redemption Fund (which the Trustee shall
thereupon establish and hold in trust hereunder) an amount at least
equal to the redemption price of the Bonds, excluding accrued
interest, which is payable from the Bond Service Fund. In addition,
the City shall transfer or cause to be transferred to the Trustee all
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amounts required to redeem any Bonds which are subject to
redemption under Section 2.03(b), when and as such amounts
become available. Amounts in the Redemption Fund shall be
applied by the Trustee solely for the purpose of paying the
redemption price of Bonds to be redeemed under Section 2.03(a) or
2.03(b), as the case may be. Following any such redemption of the
Bonds, any moneys remaining in the Redemption Fund shall be
transferred by the Trustee to the City for deposit into the Water
Fund.

The City shall manage, conserve and apply moneys in the Water Fund in such a
manner that all deposits required to be made under this Section and under the Parity
Obligation Documents will be made at the times and in the amounts so required.
Subject to the foregoing sentence, so long as no Event of Default has occurred and is
continuing, the City may at any time use and apply moneys in the Water Fund for any
one or more of the following purposes:

(i) the payment of the Operation and Maintenance Costs of the Water
System,

(i) the acquisition and construction of extensions and betterments to
the Water System;

(i) the redemption of any of the Bonds or Parity Obligations which are
then subject to redemption or the purchase thereof from time to time
in the open market, at prices and in such manner, either at public or
private sale, or otherwise, as the City in its discretion may
determine; or

(iv) any other lawful purpose of the City relating to the Water System.
SECTION 4.03. Investments.
(@) Investment of Funds Held by City. All moneys in the Water Fund may be

invested by the City from time to time in any securities in which the City may legally
invest funds subject to its control under the laws of the State of California.

(b) Investment of Funds Held by Trustee. The Trustee shall invest moneys in
the funds and accounts held by it hereunder in Permitted Investments specified in the
Request of the City delivered to the Trustee at least two Business Days in advance of
the making of such investments. In the absence of any such direction from the City, the
Trustee shall invest any such moneys solely in Permitted Investments described in
clause (f) of the definition thereof.

(c) General Investment Provisions. Obligations purchased as an investment of
moneys in any fund or account shall be deemed to be part of such fund or account.
Whenever in this Indenture the City is required to transfer any moneys to the Trustee,
such transfer may be accomplished by transferring a like amount of Permitted
Investments. All interest or gain derived from the investment of amounts in any of the
funds or accounts held by the Trustee hereunder shall be retained in the respective fund
or account from which such investment was made; except that the Trustee shall deposit
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all interest or gain from the investment of amounts in the Reserve Fund in the Bond
Service Fund to the extent not required to cause the balance in the Reserve Fund to
equal the Reserve Requirement. For purposes of acquiring any investments hereunder,
the Trustee may commingle funds held by it hereunder upon receipt by the Trustee of
the Request of the City. The Trustee may act as principal or agent in the acquisition or
disposition of any investment and may impose its customary charges therefor. The
Trustee shall incur no liability for losses arising from any investments made under this
Section.

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

The Trustee or any of its affiliates may act as sponsor, advisor or manager in
connection with any investments made by the Trustee hereunder.

SECTION 4.04. Establishment of Rate Stabilization Fund. The City has the right
(but not the obligation) at any time to establish a fund to be held by it and administered
in accordance with this Section 4.04, for the purpose of stabilizing the rates and charges
imposed by the City with respect to the Water System. From time to time the City may
deposit amounts in the Rate Stabilization Fund, from any source of legally available
funds, including but not limited to Net Revenues which are released from the pledge and
lien which secures the Bonds and any Parity Obligations, as the City may determine.

The City may, but is not be required to, withdraw from any amounts on deposit in
the Rate Stabilization Fund and deposit such amounts in the Water Fund in any Fiscal
Year for the purpose of paying the principal of and interest on the Bonds or any Parity
Obligations coming due and payable in such Fiscal Year. Amounts so transferred from
the Rate Stabilization Fund to the Water Fund will constitute Gross Revenues for such
Fiscal Year (except as otherwise provided herein), and will be applied for the purposes
of the Water Fund. Amounts on deposit in the Rate Stabilization Fund are not pledged
to and do not secure the Bonds or any Parity Obligations. All interest or other earnings
on deposits in the Rate Stabilization Fund will be retained therein or, at the option of the
City, be applied for any other lawful purposes. The City may at any time withdraw any or
all amounts on deposit in the Rate Stabilization Fund and apply such amounts for any
other lawful purposes of the City.

SECTION 4.05. Valuation and Disposition of Investments.

(a) Except as otherwise provided in subsection (b) of this Section, the City
covenants that all investments of amounts deposited in any fund or account created by
or under this Indenture, or otherwise containing gross proceeds of the Bonds (within the
meaning of Section 148 of the Tax Code) shall be acquired, disposed of and valued (as
of the date that valuation is required by this Indenture or the Tax Code) at Fair Market
Value as such term is defined in subsection (d) below. The Trustee has no duty in
connection with the determination of Fair Market Value other than to follow the
investment directions of the City in any Certificate or Request of the City.
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(b) Investments in funds or accounts (or portions thereof) that are subject to a
yield restriction under applicable provisions of the Tax Code and investments in the
Reserve Fund shall be valued at cost thereof (consisting of present value thereof within
the meaning of Section 148 of the Tax Code); provided that the City must inform the
Trustee which funds are subject to a yield restriction, and must provide the Trustee with
any necessary valuation criteria or formulae.

(c) Except as provided in the proceeding subsection (b), for the purpose of
determining the amount in any fund, the Trustee shall value Permitted Investments
credited to such fund at least annually at the Fair Market Value thereof. The Trustee
may utilize computerized securities pricing services that may be available to it, including
those available through its regular accounting system. If and as directed by the City in
writing, the Trustee shall sell or present for redemption any Permitted Investment so
purchased by the Trustee whenever it is necessary to provide moneys to meet any
required payment, transfer, withdrawal or disbursement from the fund to which such
Permitted Investment is credited, and the Trustee has no liability or responsibility for any
loss resulting therefrom.

(d) For purposes of this Section 4.05, the term “Fair Market Value” means the
price at which a willing buyer would purchase the investment from a willing seller in a
bona fide, arm’s length transaction (determined as of the date the contract to purchase
or sell the investment becomes binding) if the investment is traded on an established
securities market (within the meaning of Section 1273 of the Tax Code) and, otherwise,
the term “Fair Market Value” means the acquisition price in a bona fide arm’s length
transaction (as referenced above) if (i) the investment is a certificate of deposit that is
acquired in accordance with applicable regulations under the Tax Code, (ii) the
investment is an agreement with specifically negotiated withdrawal or reinvestment
provisions and a specifically negotiated interest rate (for example, a guaranteed
investment contract, a forward supply contract or other investment agreement) that is
acquired in accordance with applicable regulations under the Tax Code, or (iii) the
investment is a United States Treasury Security -- State and Local Government Series
which is acquired in accordance with applicable regulations of the United States Bureau
of Public Debt.
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ARTICLE V

COVENANTS OF THE CITY

SECTION 5.01. Punctual Payment; Compliance With Documents. The City shall
punctually pay or cause to be paid the interest and principal to become due with respect
to all of the Bonds in strict conformity with the terms of the Bonds and of this Indenture,
and will faithfully observe and perform all of the conditions, covenants and requirements
of this Indenture and all Supplemental Indentures.

SECTION 5.02. Discharge of Claims. The City covenants that in order to fully
preserve and protect the priority and security of the Bonds the City shall pay from the
Net Revenues and discharge all lawful claims for labor, materials and supplies furnished
for or in connection with the Water System which, if unpaid, may become a lien or
charge upon the Net Revenues prior or superior to the lien of the Bonds and materially
impair the security for the Bonds. The City shall also pay from the Net Revenues all
taxes and assessments or other governmental charges lawfully levied or assessed upon
or in respect of the Water System or upon any part thereof or upon any of the Net
Revenues therefrom.

SECTION 5.03. Operation of Water System in Efficient and Economical Manner.
The City covenants and agrees to operate the Water System in an efficient and
economical manner and to operate, maintain and preserve the Water System in good
repair and working order.

SECTION 5.04. Sale or Eminent Domain of Water System. Except as provided
herein, the City covenants that the Water System will not be encumbered, sold, leased,
pledged, any charge placed thereon, or otherwise disposed of, as a whole or
substantially as a whole if such encumbrance, sale, lease, pledge, charge or other
disposition would materially impair the ability of the City to pay the principal of or interest
on the Bonds and the Parity Obligations, or would materially adversely affect its ability to
comply with the terms of this Indenture or the Parity Obligation Documents. The City
may not enter into any agreement which impairs the operation of the Water System or
any part of it necessary to secure adequate Net Revenues to pay the Bonds and the
Parity Obligations, or which otherwise would impair the rights of the Bond Owners with
respect to the Net Revenues. If any substantial part of the Water System is sold, the
payment therefor must either (a) be used for the acquisition or construction of
improvements and extensions or replacement facilities or (b) be applied to redeem the
Bonds or any Parity Obligations in accordance with this Indenture and the Parity
Obligation Documents, respectively.

Any amounts received as awards as a result of the taking of all or any part of the
Water System by the lawful exercise of eminent domain, if and to the extent that such
right can be exercised against such property of the City, must either (a) be used for the
acquisition or construction of improvements and extension of the Water System, or (b)
be applied to redeem the Bonds or any Parity Obligations in accordance with this
Indenture and the Parity Obligation Documents, respectively.

SECTION 5.05. Insurance. The City will at all times maintain with responsible
insurers all such insurance on the Water System as is customarily maintained with
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respect to works and properties of like character against accident to, loss of or damage
to the Water System. If any useful part of the Water System is damaged or destroyed,
such part must be restored to usable condition. All amounts collected from insurance
against accident to or destruction of any portion of the Water System shall be used to
repair or rebuild such damaged or destroyed portion of the Water System, and to the
extent not so applied, shall be applied to redeem the Bonds or any Parity Obligations in
accordance with this Indenture and the Parity Obligation Documents, respectively. The
City shall also maintain, with responsible insurers, worker's compensation insurance and
insurance against public liability and property damage to the extent reasonably
necessary to protect the City, the Trustee and the Owners of the Bonds. The Trustee
has no liability to determine whether the City is in compliance with the provisions of this
Section 5.05.

SECTION 5.06. Records and Accounts. The City will keep proper books of record
and accounts of the Water System, separate from all other records and accounts, in
which complete and correct entries shall be made of all transactions relating to the
Water System. Said books shall, upon reasonable request, be subject to the inspection
of the Trustee (who shall have no duty to inspect) and the Owners of not less than 10%
of the Outstanding Bonds or their representatives authorized in writing.

The City will cause the books and accounts of the Water System to be audited
annually by an Independent Accountant and will make available for inspection by the
Bond Owners at the Office of the Trustee, upon reasonable request, a copy of the report
of such Independent Accountant. The City will furnish a copy of such statements, upon
reasonable request, to the Trustee (who shall have no duty to inspect) and any Bond
Owner.

SECTION 5.07. Rates and Charges.

(@) Covenant Regarding Gross Revenues. The City will fix, prescribe, revise
and collect rates, fees and charges for the services and facilities furnished by the Water
System during each Fiscal Year which are at least sufficient, after making allowances for
contingencies and error in the estimates, to pay the following amounts in the following
order:

(i) all Operation and Maintenance Costs estimated by the City to
become due and payable in the Fiscal Year;

(i)  The principal of and interest on all outstanding Bonds and Parity
Obligations as they become due and payable during the Fiscal
Year, without preference or priority;

(i)  All amounts, if any, required to restore the balance in the Reserve
Fund to the full amount of the Reserve Requirement and to restore
the balance in the reserve funds established for any Parity
Obligations to their required levels; and

(iv) All payments required to meet any other obligations of the City
which are charges, liens, encumbrances upon, or which are
otherwise payable from, the Gross Revenues or the Net Revenues
during such Fiscal Year.
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(b) Covenant Regarding Net Revenues. In addition to the covenant set forth in
the preceding clause (a) of this Section, the City will fix, prescribe, revise and collect
rates, fees and charges for the services and facilities furnished by the Water System
during each Fiscal Year which are sufficient to yield Net Revenues which are at least
equal to 120% of the amount described in the preceding clause (a)(ii) for such Fiscal
Year. For purposes of this subsection (b), any amounts transferred to the Water Fund
from the Rate Stabilization Fund in any Fiscal Year shall be considered to be Net
Revenues received in such Fiscal Year, in an amount not exceeding 20% of the amount
described in the preceding clause (a)(ii) for such Fiscal Year. In the event the actual
collection of Net Revenues based on such rates, fees and charges is insufficient to yield
Net Revenues which meet the requirements of this subsection (b), such event shall not
constitute an Event of Default unless it has continued uncured for a period of at least 12
months.

SECTION 5.08. Issuance of Parity Obligations. The City may issue additional
Parity Obligations from time to time in such principal amount as it determines, subject to
the following conditions precedent:

(@) No Event of Default (or no event with respect to which notice has
been given and which, once all notice of grace periods have
passed, would constitute an Event of Default) has occurred and is
continuing.

(b) The amount of Net Revenues (excluding amounts derived from the
Rate Stabilization Fund, if any) as shown by the books of the City
for the most recent completed Fiscal Year for which audited
financial statements of the City are available or for any more recent
consecutive 12-month period selected by the City, in either case
verified by an Independent Accountant or a Financial Consultant or
shown in the audited financial statements of the City, plus at the
option of the City any Additional Revenues, are at least equal to
120% of the amount of Maximum Annual Debt Service.

(c) Interest on the Parity Obligations shall be payable only on June 1
and December 1, and principal thereof shall be payable only on
June 1 in any year in which principal is payable.

(d) The issuance of such Parity Obligations shall comply with all
conditions to the issuance thereof as set forth in the applicable
provisions of the Parity Obligation Documents.

(e) The City shall deliver to the Trustee a Certificate of the City
certifying, and an opinion of Bond Counsel stating, that the
conditions precedent to the issuance of such Parity Obligations set
forth in the foregoing subsections (a), (b), (c) and (d) of this Section
5.08 have been satisfied.

SECTION 5.09. Superior and Subordinate Obligations. The City shall not issue or

incur any additional bonds or other obligations having any priority in payment of principal
or interest out of the Gross Revenues or the Net Revenues over the Bonds. Nothing
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herein limits or affects the ability of the City to issue or incur (a) Parity Obligations under
Section 5.08, or (b) obligations which are either unsecured or which are secured by an
interest in the Net Revenues which is junior and subordinate to the pledge of and lien
upon the Net Revenues established hereunder.

SECTION 5.10. Tax Covenants Relating to Bonds.

(@) Generally. The City shall not take any action or permit to be taken any
action within its control which would cause or which, with the passage of time if not
cured would cause, interest on the Bonds to become includable in gross income for
federal income tax purposes.

(b) Private Activity Bond Limitation. The City shall assure that the proceeds of
the Bonds are not used in a manner which would cause the Bonds to become “private
activity bonds” within the meaning of section 141(a) of the Tax Code or to meet the
private loan financing test of Section 141(c) of the Tax Code.

(c) Federal Guarantee Prohibition. The City shall not take any action or permit
or suffer any action to be taken if the result of the same would be to cause the Bonds to
be “federally guaranteed” within the meaning of Section 149(b) of the Tax Code.

(d) No Arbitrage. The City shall not take, or permit or suffer to be taken by the
Trustee or otherwise, any action with respect to the Bond proceeds which, if such action
had been reasonably expected to have been taken, or had been deliberately and
intentionally taken, on the Closing Date, would have caused the Bonds to be “arbitrage
bonds” within the meaning of Section 148 of the Tax Code.

(e) Rebate of Excess Investment Earnings. The City shall calculate or cause
to be calculated all amounts of excess investment earnings with respect to the Bonds
which are required to be rebated to the United States of America under Section 148(f) of
the Tax Code, at the times and in the manner required under the Tax Code. The City
shall pay when due an amount equal to excess investment earnings to the United States
of America in such amounts, at such times and in such manner as may be required
under the Tax Code, such payments to be made from any source of legally available
funds of the City. The City shall keep or cause to be kept, and retain or cause to be
retained for a period of six years following the retirement of the Bonds, records of the
determinations made under this subsection (e).

The Trustee has no duty to monitor the compliance by the City with any of the
covenants contained in this Section 5.10.

SECTION 5.11. Refunding of 2005 Certificates. The City shall cause the
proceeds of the Bonds to be applied to the payment and prepayment of the 2005
Installment Payments and the 2005 Certificates in accordance with the provisions of the
Escrow Agreement. From and after the Closing Date, the 2005 Installment Payments
and the 2005 Certificates shall be fully discharged and shall no longer be secured by a
pledge of or lien on the Net Revenues.

SECTION 5.12. Compliance With Parity Obligation Documents. The City will

observe and perform all of the covenants, agreements and conditions on its part
required to be observed and performed under the Parity Obligation Documents. The
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City will not take or omit to take any action within its control which would, or which if not
corrected with the passage of time would, constitute an event of default under and within
the meaning of the Parity Obligation Documents.

SECTION 5.13. Continuing Disclosure. The City will comply with and carry out all
of the provisions of the Continuing Disclosure Certificate which has been executed and
delivered by the City on the Closing Date. Notwithstanding any other provision hereof,
failure of the City to comply with the Continuing Disclosure Certificate does not constitute
an Event of Default hereunder; provided, however, that any Participating Underwriter (as
such term is defined in the Continuing Disclosure Certificate) or any Owner or beneficial
owner of the Bonds may take such actions as may be necessary and appropriate,
including seeking specific performance by court order, to cause the City to comply with
its obligations under this Section 5.13.

SECTION 5.14. Further Assurances. The City will adopt, make, execute and
deliver any and all such further resolutions, instruments and assurances as may be
reasonably necessary or proper to carry out the intention or to facilitate the performance
of this Indenture, and for the better assuring and confirming unto the Owners of the
Bonds, the Trustee the rights and benefits provided in this Indenture.

ARTICLE VI

THE TRUSTEE
SECTION 6.01. Duties, Immunities and Liabilities of Trustee.

(@) Performance of Duties. The Trustee shall, prior to the occurrence of an
Event of Default, and after the curing or waiving of all Events of Default which may have
occurred, perform such duties and only such duties as are specifically set forth in this
Indenture and no implied covenants or duties will be read into this Indenture against the
Trustee. The Trustee shall, during the existence of any Event of Default (which has not
been cured or waived), exercise such of the rights and powers vested in it by this
Indenture, and use the same degree of care and skill in their exercise, as a reasonable
corporate trustee would exercise or use.

(b) Removal of Trustee. The City may remove the Trustee at any time, and
shall remove the Trustee (i) if at any time requested to do so by an instrument or
concurrent instruments in writing signed by the Owners of not less than a majority in
aggregate principal amount of the Bonds then Outstanding (or their attorneys duly
authorized in writing) or (ii) if at any time the Trustee ceases to be eligible in accordance
with subsection (e) of this Section 6.01, or becomes incapable of acting, or is adjudged a
bankrupt or insolvent, or a receiver of the Trustee or its property is appointed, or any
public officer takes control or charge of the Trustee or of its property or affairs for the
purpose of rehabilitation, conservation or liquidation. The City may accomplish such
removal by giving 30 days written notice to the Trustee, whereupon the City will appoint
a successor Trustee by an instrument in writing.

(c) Resignation by Trustee. The Trustee may at any time resign by giving
written notice of such resignation to the City, and by giving notice of such resignation by

19



first class mail, postage prepaid, to the Bond Owners at their respective addresses
shown on the Registration Books. Upon receiving such notice of resignation, the City
will promptly appoint a successor Trustee by an instrument in writing.

(d) Appointment of Successor Trustee. Any removal or resignation of the
Trustee and appointment of a successor Trustee becomes effective upon acceptance of
appointment by the successor Trustee. If no successor Trustee has been appointed and
accepted appointment within 45 days following giving notice of removal or notice of
resignation as aforesaid, the resigning Trustee, any Owner (on behalf of such Owner
and all other Owners) may petition any federal or state court for the appointment of a
successor Trustee, and such court may thereupon, after such notice (if any) as it may
deem proper, appoint such successor Trustee. Any successor Trustee appointed under
this Indenture shall signify its acceptance of such appointment by executing and
delivering to the City and to its predecessor Trustee a written acceptance thereof, and to
the predecessor Trustee an instrument indemnifying the predecessor Trustee for any
costs or claims arising during the time the successor Trustee serves as Trustee
hereunder, and such successor Trustee, without any further act, deed or conveyance,
shall become vested with all the moneys, estates, properties, rights, powers, trusts,
duties and obligations of such predecessor Trustee, with like effect as if originally named
Trustee herein; but, nevertheless, upon the receipt by the predecessor Trustee of the
Request of the City or the request of the successor Trustee, such predecessor Trustee
shall execute and deliver any and all instruments of conveyance or further assurance
and do such other things as may reasonably be required for more fully and certainly
vesting in and confirming to such successor Trustee all the right, title and interest of
such predecessor Trustee in and to any property held by it under this Indenture and shall
pay over, transfer, assign and deliver to the successor Trustee any money or other
property subject to the trusts and conditions herein set forth. Upon request of the
successor Trustee, the City will execute and deliver any and all instruments as may be
reasonably required for more fully and certainly vesting in and confirming to such
successor Trustee all such moneys, estates, properties, rights, powers, trusts, duties
and obligations. Upon acceptance of appointment by a successor Trustee as provided
in this subsection, the City shall mail or cause the successor Trustee to mail, by first
class mail postage prepaid, a notice of the succession of such Trustee to the trusts
hereunder to each Rating Agency, and to the Owners at the addresses shown on the
Registration Books. If the City fails to mail such notice within 15 days after acceptance
of appointment by the successor Trustee, the successor Trustee shall cause such notice
to be mailed at the expense of the City.

(e) Qualifications of Trustee. Any Trustee appointed under the provisions of
this Section in succession to the Trustee shall:

()  be acompany or bank having trust powers,

(i)  have a corporate trust office in the State of California,

(i) have (or be part of a bank holding company system whose bank
holding company has) a combined capital and surplus of at least
$75,000,000, and

(iv) be subject to supervision or examination by federal or state

authority.
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If such bank or company publishes a report of condition at least annually, under
law or to the requirements of any supervising or examining authority above referred to,
then for the purpose of this subsection the combined capital and surplus of such bank or
company shall be deemed to be its combined capital and surplus as set forth in its most
recent report of condition so published. In case at any time the Trustee shall cease to
be eligible in accordance with the provisions of this subsection (e), the Trustee shall
resign immediately in the manner and with the effect specified in subsection (c) of this
Section.

The City will maintain a Trustee which is qualified under the provisions of the
foregoing provisions of this subsection (e), so long as any Bonds are Outstanding.

SECTION 6.02. Merger or Consolidation. Any bank or company into which the
Trustee may be merged or converted or with which either of them may be consolidated
or any bank or company resulting from any merger, conversion or consolidation to which
it shall be a party or any bank or company to which the Trustee may sell or transfer all or
substantially all of its corporate trust business, provided such bank or company shall be
eligible under subsection (e) of Section 6.01, shall be the successor to such Trustee
without the execution or filing of any paper or any further act, anything herein to the
contrary notwithstanding.

SECTION 6.03. Rights and Liabilities of Trustee.

(@) The recitals of facts herein and in the Bonds contained are taken as
statements of the City, and the Trustee has no responsibility for the correctness of the
same, nor does it have any liability whatsoever therefor, nor make any representations
as to the validity or sufficiency of this Indenture or of the Bonds nor shall it incur any
responsibility in respect thereof, other than as expressly stated herein. The Trustee is,
however, responsible for its representations contained in its certificate of authentication
on the Bonds. The Trustee is not liable in connection with the performance of its duties
hereunder, except for its own negligence or willful misconduct. The Trustee is not liable
for the acts of any agents of the Trustee selected by it with due care. The Trustee may
become the Owner of any Bonds with the same rights it would have if it were not Trustee
and, to the extent permitted by law, may act as depository for and permit any of its
officers or directors to act as a member of, or in any other capacity with respect to, any
committee formed to protect the rights of the Owners, whether or not such committee
shall represent the Owners of a majority in principal amount of the Bonds then
Outstanding. The Trustee, either as principal or agent, may engage in or be entrusted in
any financial or other transaction with the City.

(b) The Trustee has no liability with respect to any action taken or omitted to be
taken by it in accordance with the direction of the Owners of a majority in aggregate
principal amount of the Bonds 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 this Indenture.

(c) The Trustee has no liability for any action taken by it in good faith and

believed by it to be authorized or within the discretion or rights or powers conferred upon
it by this Indenture, except for actions arising from the negligence or willful misconduct of
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the Trustee. The permissive right of the Trustee to do things enumerated hereunder is
not construed as a mandatory duty.

(d) The Trustee will not be deemed to have knowledge of any Event of Default
hereunder unless and until a responsible officer of the Trustee has actual knowledge
thereof, or unless and until a responsible officer of the Trustee has received written
notice thereof at its Office. Except as otherwise expressly provided herein, the Trustee
is hot bound to ascertain or inquire as to the performance or observance of any of the
terms, conditions, covenants or agreements herein or of any of the documents executed
in connection with the Bonds, or as to the existence of an Event of Default hereunder or
thereunder. The Trustee is not responsible for the City’'s payment of principal and
interest on the Bonds, the City’s observance or performance of any other covenants,
conditions or terms contained herein, or the validity or effectiveness of any collateral
given to or held by it. Without limiting the generality of the foregoing, and
notwithstanding anything herein to the contrary, the Trustee is not responsible for
reviewing the contents of any financial statements furnished to the Trustee under
Section 5.06 and may rely conclusively on the Certificate of the City accompanying such
financial statements to establish the City’s compliance with its financial covenants
hereunder, including, without limitation, its covenants regarding the deposit of Gross
Revenues into the Water Fund and the investment and application of moneys on deposit
in the Water Fund (other than its covenants to transfer such moneys to the Trustee when
due hereunder).

(e) No provision in this Indenture requires the Trustee to risk or expend its own
funds or otherwise incur any financial liability hereunder. The Trustee is entitled to
receive interest on any moneys advanced by it hereunder, at the maximum rate
permitted by law.

(H  The Trustee may establish additional accounts or subaccounts of the funds
established hereunder as the Trustee deems necessary or prudent in furtherance of its
duties under this Indenture.

(g) The Trustee has no responsibility or liability whatsoever with respect to any
information, statement, or recital in any official statement, offering memorandum or any
other disclosure material prepared or distributed with respect to the Bonds, nor shall the
Trustee have any obligation to review any such material, and any such review by the
Trustee will not be deemed to create any obligation, duty or liability on the part of the
Trustee.

(h) At any and all reasonable times the Trustee, and its duly authorized agents,
attorneys, experts, engineers, accountants and representatives, have the right (but not
the duty) fully to inspect the Water System, including all books, papers and records of
the City pertaining to the Water System and the Bonds, and to take such memoranda
from and with regard thereto as may be desired but which is not privileged by statute or
by law.

() Before taking any action under Article VIII the Trustee may require

indemnity satisfactory to the Trustee be furnished to it to hold the Trustee harmless from
any expenses whatsoever and to protect it against any liability it may incur hereunder.
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() The immunities extended to the Trustee also extend to its directors,
officers, employees and agents.

(k) The permissive right of the Trustee to do things enumerated in this
Indenture is not construed as a duty.

(D  The Trustee may execute any of the trusts or powers hereof and perform
any of its duties through attorneys, agents and receivers and is not answerable for the
conduct of the same if appointed by it with reasonable care.

SECTION 6.04. Right to Rely on Documents. The Trustee shall be protected in
acting upon any notice, resolution, requisition, request, consent, order, certificate, report,
opinion or other paper or document believed by it to be genuine and to have been
signed or presented by the proper party or parties. The Trustee may consult with
counsel, including, without limitation, Bond Counsel or other counsel of or to the City,
with regard to legal questions, and the opinion of such counsel shall be full and complete
authorization and protection in respect of any action taken or suffered by the Trustee
hereunder in accordance therewith.

The Trustee is not bound to recognize any person as the Owner of a Bond
unless and until such Bond is submitted for inspection, if required, and such person’s
title thereto is established to the satisfaction of the Trustee.

Whenever in the administration of the trusts imposed upon it by this Indenture the
Trustee deems it necessary or desirable that a matter be proved or established prior to
taking or suffering any action hereunder, such matter (unless other evidence in respect
thereof be herein specifically prescribed) may be deemed to be conclusively proved and
established by a Certificate of the City, which shall be full warrant to the Trustee for any
action taken or suffered in good faith under the provisions of this Indenture in reliance
upon such Certificate, but in its discretion the Trustee may (but has no duty to), in lieu
thereof, accept other evidence of such matter or may require such additional evidence
as to it may deem reasonable. The Trustee may conclusively rely on any certificate or
report of any Independent Accountant appointed by the City.

SECTION 6.05. Preservation and Inspection of Documents. All documents
received by the Trustee under the provisions of this Indenture shall be retained in its
possession and shall be subject during normal business hours, and upon reasonable
prior written notice, to the inspection of the City and any Owner, and their agents and
representatives duly authorized in writing.

SECTION 6.06. Compensation and Indemnification. Absent any agreement to the
contrary, the City shall pay to the Trustee from time to time compensation for all services
rendered under this Indenture and also all expenses, charges, legal and consulting fees
and other disbursements and those of its attorneys (including any allocated costs of
internal counsel), agents and employees, incurred in and about the performance of its
powers and duties under this Indenture. The Trustee has a first lien on the Net
Revenues and all funds and accounts held by the Trustee hereunder to secure the
payment to the Trustee of all fees, costs and expenses, including compensation to its
experts, attorneys and counsel incurred in declaring such Event of Default and in
exercising the rights and remedies set forth in Article VIIl. Any such expenses incurred
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by the Trustee shall be deemed to constitute a substantial contribution to the trust estate
which secures the Bonds.

The City further covenants and agrees to indemnify and save the Trustee and its
officers, directors, agents and employees, harmless against any loss, expense and
liabilities, whether or not litigated, which it may incur arising out of or in the exercise and
performance of its powers and duties hereunder, including the costs and expenses of
defending against any claim of liability and of enforcing any remedies hereunder and
under any related documents, but excluding any and all losses, expenses and liabilities
which are due to the negligence or willful misconduct of the Trustee, its officers,
directors, agents or employees. The obligations of the City under this Section 6.06 shall
survive resignation or removal of the Trustee under this Indenture and payment of the
Bonds and discharge of this Indenture.

SECTION 6.07. Accounting Records and Financial Statements. The Trustee shall
at all times keep, or cause to be kept, proper books of record and account, prepared in
accordance with industry standards, in which complete and accurate entries shall be
made of all transactions made by it relating to the proceeds of the Bonds and all funds
and accounts established and held by the Trustee under this Indenture. Such books of
record and account shall be available for inspection by the City at reasonable hours,
during regular business hours, with reasonable prior notice and under reasonable
circumstances. The Trustee shall furnish to the City, at least semiannually, an
accounting (which may be in the form of its customary statements) of all transactions
relating to the proceeds of the Bonds and all funds and accounts held by the Trustee
under this Indenture.

ARTICLE VII

MODIFICATION AND AMENDMENT OF THIS INDENTURE
SECTION 7.01. Amendments Permitted.

(@) Amendment With Bond Owner Consent. This Indenture and the rights and
obligations of the City and of the Owners of the Bonds may be modified or amended by
the City and the Trustee upon Request of the City at any time by the execution of a
Supplemental Indenture, but only with the written consent of the Owners of a majority in
aggregate principal amount of the Bonds then Outstanding with respect to all Bonds then
Outstanding, exclusive of Bonds disqualified as provided in Section 9.05. Any such
Supplemental Indenture becomes effective upon the execution and delivery thereof by
the parties thereto and upon consent of the requisite Bond Owners. No such
modification or amendment shall:

(i) extend the maturity of any Bond or reduce the interest rate thereon,
or otherwise alter or impair the obligation of the City to pay the
principal thereof, or interest thereon, or any premium payable on the
redemption thereof, at the time and place and at the rate and in the
currency provided therein, without the written consent of the Owner
of such Bond, or
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(i)  permit the creation by the City of any mortgage, pledge or lien upon
the Gross Revenues or the Net Revenues superior to or on a parity
with the pledge and lien created for the benefit of the Bonds (except
as expressly permitted by this Indenture), or reduce the percentage
of Bonds required for the affirmative vote or written consent to an
amendment or modification, or

(i) modify any of the rights or obligations of the Trustee without its
written consent.

(b) Amendment Without Bond Owner Consent. This Indenture and the rights
and obligations of the City and of the Owners of the Bonds may also be modified or
amended at any time by a Supplemental Indenture, without the consent of any Owners
of the Bonds, but only for any one or more of the following purposes:

(i) to add to the covenants and agreements of the City contained in this
Indenture, other covenants and agreements thereafter to be
observed, or to limit or surrender any rights or power herein
reserved to or conferred upon the City;

(i) to cure any ambiguity, or to cure, correct or supplement any
defective provision contained in this Indenture, or in any other
respect whatsoever as the City deems necessary or desirable,
provided under any circumstances that such modifications or
amendments do not materially adversely affect the interests of the
Owners in the opinion of Bond Counsel filed with the City and the
Trustee;

(i) to provide for the issuance of Parity Obligations under Section 5.08,
and to provide the terms and conditions under which such Parity
Obligations may be issued, including but not limited to the
establishment of special funds and accounts relating thereto and
any other provisions relating solely thereto, subject to and in
accordance with the provisions of Section 5.08; or

(iv) to amend any provision hereof to assure the exclusion from gross
income of interest on the Bonds for federal income tax purposes
under the Tax Code, in the opinion of Bond Counsel filed with the
City and the Trustee.

(c) Notice of Amendments. The City shall deliver or cause to be delivered a
draft of any Supplemental Indenture to each Rating Agency, at least 10 days prior to the
effective date of such Supplemental Indenture under this Section 7.01.

SECTION 7.02. Effect of Supplemental Indenture. From and after the time any
Supplemental Indenture becomes effective under this Article VII, this Indenture shall be
deemed to be modified and amended in accordance therewith, the respective rights,
duties and obligations of the parties hereto or thereto and all Owners, as the case may
be, shall thereafter be determined, exercised and enforced hereunder subject in all
respects to such modification and amendment, and all the terms and conditions of any
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Supplemental Indenture shall be deemed to be part of the terms and conditions of this
Indenture for any and all purposes.

SECTION 7.03. Endorsement or Replacement of Bonds After Amendment. After
the effective date of any amendment or modification hereof under this Article VII, the City
may determine that any or all of the Bonds shall bear a notation, by endorsement in form
approved by the City, as to such amendment or modification and in that case upon
demand of the City the Owners of such Bonds shall present such Bonds for that purpose
at the Office of the Trustee, and thereupon a suitable notation as to such action shall be
made on such Bonds. In lieu of such notation, the City may determine that new Bonds
shall be prepared and executed in exchange for any or all of the Bonds and in that case
upon demand of the City the Owners of the Bonds shall present such Bonds for
exchange at the Office of the Trustee without cost to such Owners.

SECTION 7.04. Amendment by Mutual Consent. The provisions of this Article VII
shall not prevent any Owner from accepting any amendment as to the particular Bond
held by such Owner.

SECTION 7.05. Trustee’s Reliance. The Trustee may conclusively rely, and is
protected in relying, upon a Certificate of the City and an opinion of counsel stating that
all requirements of this Indenture relating to the amendment or modification hereof have
been satisfied and that such amendments or modifications do not materially adversely
affect the interests of the Owners.

ARTICLE VI

EVENTS OF DEFAULT AND REMEDIES OF BOND
OWNERS

SECTION 8.01. Events of Default and Acceleration of Maturities. Each of the
following events constitutes an Event of Default hereunder:

(@) Failure to pay any installment of the principal of any Bonds when
due, whether at maturity as therein expressed, by proceedings for
redemption, by acceleration, or otherwise.

(b)  Failure to pay any installment of interest on the Bonds when due.

(c) Failure by the City to observe and perform any of the other
covenants, agreements or conditions on its part contained in this
Indenture or in the Bonds, if such failure has continued for a period
of 30 days after written notice thereof, specifying such failure and
requiring the same to be remedied, has been given to the City by
the Trustee; provided, however, if in the reasonable opinion of the
City the failure stated in the notice can be corrected, but not within
such 30-day period, such failure shall not constitute an Event of
Default if the City institutes corrective action within such 30-day
period and thereafter diligently and in good faith cures the failure in
a reasonable period of time.
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(d) The City commences a voluntary case under Title 11 of the United
States Code or any substitute or successor statute.

(e) The occurrence and continuation of an event of default under and
as defined in any Parity Obligation Documents.

If an Event of Default occurs and is continuing, the Trustee may, and at the
written direction of the Owners of a majority in aggregate principal amount of the Bonds
then Outstanding the Trustee shall, (a) declare the principal of the Bonds, together with
the accrued interest thereon, to be due and payable immediately, and upon any such
declaration the same will become immediately due and payable, anything in this
Indenture or in the Bonds to the contrary notwithstanding, and (b) subject to the
provisions of Section 8.06, exercise any other remedies available to the Trustee and the
Bond Owners in law or at equity to enforce the rights of the Bond Owners under this
Indenture.

Immediately upon becoming aware of the occurrence of an Event of Default, but
in no event later than five Business Days following becoming aware of such occurrence,
the Trustee shall give notice of such Event of Default to the City by telephone confirmed
in writing. Such notice shall also state whether the principal of the Bonds has been
declared to be or have immediately become due and payable. With respect to any
Event of Default described in clauses (a) or (b) above the Trustee shall, and with respect
to any Event of Default described in clause (c) above the Trustee in its sole discretion
may, also give such notice to the Owners in the same manner as provided herein for
notices of redemption of the Bonds, which shall include the statement that interest on the
Bonds shall cease to accrue from and after the date, if any, on which the Trustee
declares the Bonds to become due and payable under the preceding paragraph (but
only to the extent that principal and any accrued, but unpaid, interest on the Bonds is
actually paid on such date).

This provision, however, is subject to the condition that if, at any time after the
principal of the Bonds has been so declared due and payable, and before any judgment
or decree for the payment of the moneys due has been obtained or entered, the City
shall deposit with the Trustee a sum sufficient to pay all principal on the Bonds matured
prior to such declaration and all matured installments of interest (if any) upon all the
Bonds, with interest on such overdue installments of principal and interest at an interest
rate of 10% per annum, and the reasonable fees and expenses of the Trustee, including
fees and expenses of its attorneys, and any and all other defaults known to the Trustee
(other than in the payment of principal of and interest on the Bonds due and payable
solely by reason of such declaration) has been made good or cured to the satisfaction of
the Trustee or provision deemed by the Trustee to be adequate has been made therefor,
then, and in every such case, the Owners of at least a majority in aggregate principal
amount of the Bonds then Outstanding, by written notice to the City and to the Trustee,
may, on behalf of the Owners of all of the Bonds, rescind and annul such declaration
and its consequences. However, no such rescission and annulment shall extend to or
shall affect any subsequent default, or shall impair or exhaust any right or power
consequent thereon.

SECTION 8.02. Application of Funds Upon Acceleration. All amounts received by
the Trustee pursuant to any right given or action taken by the Trustee under the
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provisions of this Indenture shall be applied by the Trustee as follows and in the
following order

(@) First, to the payment of any fees, costs and expenses incurred by
the Trustee to protect the interests of the Owners of the Bonds;
payment of the fees, costs and expenses of the Trustee (including
fees and expenses of its counsel, including any allocated costs of
internal counsel) incurred in and about the performance of its
powers and duties under this Indenture and the payment of all fees,
costs and expenses owing to the Trustee under Section 6.06,
together with interest on all such amounts advanced by the Trustee
at the maximum rate permitted by law.

(b) Second, to the payment of the whole amount then owing and unpaid
upon the Bonds for interest and principal, with interest on such
overdue amounts at the respective rates of interest borne by those
Bonds, and in case such moneys shall be insufficient to pay in full
the whole amount so owing and unpaid upon the Bonds, then to the
payment of such interest, principal and interest on overdue amounts
without preference or priority among such interest, principal and
interest on overdue amounts ratably to the aggregate of such
interest, principal and interest on overdue amounts.

SECTION 8.03. Power of Trustee to Control Proceedings. If the Trustee, upon
the happening of an Event of Default, takes any action, by judicial proceedings or
otherwise, in the performance of its duties hereunder, whether upon its own discretion,
upon the request of the Owners of a majority in aggregate principal amount of the Bonds
then Outstanding, it has full power, in the exercise of its discretion for the best interests
of the Owners of the Bonds, with respect to the continuance, discontinuance, withdrawal,
compromise, settlement or other disposal of such action. The Trustee shall not, unless
there no longer continues an Event of Default, discontinue, withdraw, compromise or
settle, or otherwise dispose of any litigation pending at law or in equity, if at the time
there has been filed with it a written request signed by the Owners of a majority in
principal amount of the Outstanding Bonds hereunder opposing such discontinuance,
withdrawal, compromise, settlement or other disposal of such litigation.

SECTION 8.04. Limitation on Owners’ Right to Sue. No Owner of any Bond has
the right to institute any suit, action or proceeding at law or in equity, for any remedy
under or upon this Indenture, unless:

(a) said Owner has previously given to the Trustee written notice of the
occurrence of an Event of Default;

(b) the Owners of a majority in aggregate principal amount of all the
Bonds then Outstanding have requested the Trustee in writing to
exercise the powers hereinbefore granted or to institute such action,
suit or proceeding in its own name;

(c) said Owners have tendered to the Trustee indemnity reasonably

acceptable to the Trustee against the costs, expenses and liabilities
to be incurred in compliance with such request; and
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(d) the Trustee has failed to comply with such request for a period of 60
days after such written request has been received by, and said
tender of indemnity has been made to, the Trustee.

Such notification, request, tender of indemnity and refusal or omission are hereby
declared, in every case, to be conditions precedent to the exercise by any Owner of any
remedy hereunder; it being understood and intended that no one or more Owners has
any right in any manner whatever by his or their action to enforce any right under this
Indenture, except in the manner herein provided, and that all proceedings at law or in
equity to enforce any provision of this Indenture shall be instituted, had and maintained
in the manner herein provided and for the equal benefit of all Owners of the Outstanding
Bonds.

The right of any Owner of any Bond to receive payment of the principal of and
premium, if any, and interest on such Bond as herein provided, shall not be impaired or
affected without the written consent of such Owner, notwithstanding the foregoing
provisions of this Section or any other provision of this Indenture.

SECTION 8.05. Non-waiver. Nothing in this Article VIII or in any other provision of
this Indenture or in the Bonds, affects or impairs the obligation of the City, which is
absolute and unconditional, to pay from the Net Revenues and other amounts pledged
hereunder, the principal of and interest and redemption premium (if any) on the Bonds to
the Bond Owners when due and payable as herein provided, or affects or impairs the
right of action, which is also absolute and unconditional, of the Bond Owners to institute
suit to enforce such payment by virtue of the contract embodied in the Bonds.

A waiver of any default by any Owner does not affect any subsequent default or
impair any rights or remedies on the subsequent default. No delay or omission of any
Owner to exercise any right or power accruing upon any default shall impair any such
right or power or shall be construed to be a waiver of any such default or an
acquiescence therein, and every power and remedy conferred upon the Owners by the
Bond Law or by this Article VIII may be enforced and exercised from time to time and as
often as shall be deemed expedient by the Bond Owners.

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

SECTION 8.06. Actions by Trustee as Attorney-in-Fact. Any suit, action or
proceeding which any Owner has the right to bring to enforce any right or remedy
hereunder may be brought by the Trustee for the equal benefit and protection of all
Owners similarly situated and the Trustee is hereby appointed (and the successive
respective Owners by taking and holding the Bonds shall be conclusively deemed so to
have appointed it) the true and lawful attorney-in-fact of the respective Owners for the
purpose of bringing any such suit, action or proceeding and to do and perform any and
all acts and things for and on behalf of the respective Owners as a class or classes, as
may be necessary or advisable in the opinion of the Trustee as such attorney-in-fact,
subject to the provisions of Article VI. Notwithstanding the foregoing provisions of this
Section 8.06, the Trustee has no duty to enforce any such right or remedy unless it has
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been indemnified to its satisfaction for any additional fees, charges and expenses of the
Trustee related thereto, including without limitation, fees and charges of its attorneys and
advisors.

SECTION 8.07. Remedies Not Exclusive. No remedy herein conferred upon or
reserved to the Owners is intended to be exclusive of any other remedy. Every such
remedy shall be cumulative and shall be in addition to every other remedy given
hereunder or now or hereafter existing, at law or in equity or by statute or otherwise, and
may be exercised without exhausting and without regard to any other remedy conferred
by the Bond Law or any other law.

ARTICLE IX

MISCELLANEOUS

SECTION 9.01. Limited Liability of City. Notwithstanding anything contained in
this Indenture, the City is not required to advance any moneys derived from any source
of income other than the Net Revenues for the payment of the principal of or interest on
the Bonds, or any premiums upon the redemption thereof, or for the performance of any
covenants herein contained (except to the extent any such covenants are expressly
payable hereunder from the Gross Revenues). The City may, however, advance funds
for any such purpose, provided that such funds are derived from a source legally
available for such purpose and may be used by the City for such purpose without
incurring indebtedness.

The Bonds are revenue bonds, payable exclusively from the Net Revenues and
other funds as provided herein. The general fund of the City is not liable, and the credit
of the City is not pledged, for the payment of the interest on or principal of the Bonds.
The Owners of the Bonds have no right to compel the forfeiture of any property of the
City. The principal of and interest on the Bonds, and any premiums upon the
redemption of any thereof, are not a debt of the City, or a legal or equitable pledge,
charge, lien or encumbrance upon any property of the City or upon any of its income,
receipts or revenues except the Net Revenues and other funds pledged to the payment
thereof as provided in this Indenture.

SECTION 9.02. Benefits of Indenture Limited to Parties. Nothing in this Indenture,
expressed or implied, gives to any person other than the City and the Owners of the
Bonds, any right, remedy or claim under or by reason of this Indenture. Any covenants,
stipulations, promises or agreements in this Indenture contained by and on behalf of the
City shall be for the sole and exclusive benefit of the Trustee and the Owners of the
Bonds.

SECTION 9.03. Defeasance of Bonds. If the City pays and discharges the entire
indebtedness on any Bonds in any one or more of the following ways:

(a) by paying or causing to be paid the principal of and interest on such
Bonds, as and when the same become due and payable;
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(b) by irrevocably depositing with the Trustee or an escrow bank, in
trust, at or before maturity, an amount of cash which, together with
the available amounts then on deposit in the funds and accounts
established under this Indenture, in the opinion or report of an
Independent Accountant is fully sufficient to pay such Bonds,
including all principal, interest and redemption premium, if any;

(c) by irrevocably depositing with the Trustee or an escrow bank, in
trust, Federal Securities in such amount as an Independent
Accountant determines will, together with the interest to accrue
thereon and available moneys then on deposit in any of the funds
and accounts established under this Indenture, be fully sufficient to
pay and discharge the indebtedness on such Bonds (including all
principal, interest and redemption premium, if any) at or before
maturity; or

(d) by purchasing such Bonds prior to maturity and tendering such
Bonds to the Trustee for cancellation;

and if such Bonds are to be redeemed prior to the maturity thereof notice of such
redemption has been duly given or provision satisfactory to the Trustee has been made
for the giving of such notice, then, at the election of the City, and notwithstanding that
any such Bonds have not been surrendered for payment, the pledge of the Net
Revenues and other funds provided for in this Indenture and all other obligations of the
Trustee and the City under this Indenture with respect to such Bonds shall cease and
terminate, except only:

(@) the obligations of the City under Section 5.10,

(b) the obligation of the Trustee to transfer and exchange Bonds
hereunder,

(c) the obligation of the City to pay or cause to be paid to the Owners of
such Bonds, from the amounts so deposited with the Trustee, all
sums due thereon, and

(d) the obligations of the City to compensate and indemnify the Trustee
under Section 6.06.

The City shall file notice of such election with the Trustee. The Trustee shall pay
any funds thereafter held by it, which are not required for said purpose, to the City.

In the case of a defeasance or payment of all of the Bonds Outstanding in
accordance with this Section 9.03, the Trustee shall pay all amounts held by it in any
funds or accounts hereunder, which are not required for said purpose or for payment of
amounts due the Trustee under Section 6.06, to the City.

SECTION 9.04. Execution of Documents and Proof of Ownership by Owners.

Any request, consent, declaration or other instrument which this Indenture may require
or permit to be executed by any Owner may be in one or more instruments of similar
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tenor, and shall be executed by such Owner in person or by their attorneys appointed in
writing.

Except as otherwise herein expressly provided, the fact and date of the execution
by any Owner or his attorney of such request, consent, declaration or other instrument,
or of such writing appointing such attorney, may be proved by the certificate of any
notary public or other officer authorized to take acknowledgments of deeds to be
recorded in the state in which he purports to act, that the person signing such request,
declaration or other instrument or writing acknowledged to him the execution thereof, or
by an affidavit of a witness of such execution, duly sworn to before such notary public or
other officer.

The ownership of Bonds and the amount, maturity, number and date of
ownership thereof are conclusively proved by the Registration Books.

Any request, declaration or other instrument or writing of the Owner of any Bond
binds all future Owners of such Bond in respect of anything done or suffered to be done
by the City or the Trustee in good faith and in accordance therewith.

SECTION 9.05. Disqualified Bonds. In determining whether the Owners of the
requisite aggregate principal amount of Bonds have concurred in any demand, request,
direction, consent or waiver under this Indenture, Bonds which are owned or held by or
for the account of the City (but excluding Bonds held in any employees’ retirement fund)
must be disregarded and deemed not to be Outstanding for the purpose of any such
determination. The Trustee will not be deemed to have knowledge that any Bond is
owned or held by the City unless the City is the Registered Owner or the Trustee has
received written notice to that effect.

SECTION 9.06. Waiver of Personal Liability. No member, officer, agent or
employee of the City shall be individually or personally liable for the payment of the
principal of or interest or any premium on the Bonds; but nothing herein contained shall
relieve any such member, officer, agent or employee from the performance of any official
duty provided by law.

SECTION 9.07. Destruction of Canceled Bonds. Whenever in this Indenture
provision is made for the surrender to the City of any Bonds which have been paid or
canceled under the provisions of this Indenture, a certificate of destruction duly executed
by the Trustee shall be deemed to be the equivalent of the surrender of such canceled
Bonds and the City shall be entitled to rely upon any statement of fact contained in any
certificate with respect to the destruction of any such Bonds therein referred to. The City
shall pay all costs of any microfilming of Bonds to be destroyed.

SECTION 9.08. Funds and Accounts. Any fund or account required by this
Indenture to be established and maintained by the City or the Trustee may be
established and maintained in the accounting records of the City or the Trustee, as the
case may be, either as a fund or an account, and may, for the purpose of such records,
any audits thereof and any reports or statements with respect thereto, be treated either
as a fund or as an account. All such records with respect to all such funds and accounts
held by the City shall at all times be maintained in accordance with generally accepted
accounting principles and all such records with respect to all such funds and accounts
held by the Trustee shall be at all times maintained in accordance with industry
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practices; in each case with due regard for the protection of the security of the Bonds
and the rights of every Owner thereof.

SECTION 9.09. Notices. All written notices to be given under this Indenture shall
be given by first class mail or personal delivery to the party entitled thereto at its address
set forth below, or at such address as the party may provide to the other party in writing
from time to time. Notice shall be effective either (a) upon transmission by facsimile
transmission or other form of telecommunication, (b) 48 hours after deposit in the United
States mail, postage prepaid, or (c) in the case of personal delivery to any person, upon
actual receipt. The City or the Trustee may, by written notice to the other parties, from
time to time modify the address or number to which communications are to be given
hereunder.

If to the City: City of Yuba City
1201 Civic Center Boulevard
Yuba City, California 95993
Attention: Finance Director
Fax: 530-822-4694

If to the Trustee: Union Bank, N.A.
350 California Street, 11th Floor
San Francisco, California 94104
Attention: Corporate Trust Department
Fax: 415-273-2492

SECTION 9.10. Unclaimed Moneys. Anything contained herein to the contrary
notwithstanding, any money held by the Trustee in trust for the payment and discharge
of the interest or premium (if any) on or principal of the Bonds which remains unclaimed
for two years after the date when the payments of such interest, premium and principal
have become payable, 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 the interest and premium (if any) on and principal of such Bonds have become
payable, shall be repaid by the Trustee to the City as its absolute property free from
trust, and the Trustee shall thereupon be released and discharged with respect thereto
and the Owners shall look only to the City for the payment of the principal of and interest
and redemption premium (if any) on such Bonds.

SECTION 9.11. Execution in Several Counterparts. This Indenture may be
executed in any number of counterparts and each of such counterparts shall for all
purposes be deemed to be an original; and all such counterparts, or as many of them as
the City and the Trustee shall preserve undestroyed, shall together constitute but one
and the same instrument.

SECTION 9.12. Governing Law. This Indenture shall be governed by and
construed in accordance with the laws of the State of California.
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IN WITNESS WHEREOF, the CiTY OF YUBA CITY has caused this Indenture to be
signed in its name by its City Manager and to be attested by its City Clerk, and UNION
BANK, N.A., in token of its acceptance of the trust created hereunder, has caused this

Indenture to be signed in its corporate hame by its officer identified below, all as of the
day and year first above written.

CITY OF YUBA CITY

By

City Manager

Attest

City Clerk

UNION BANK, N.A., as Trustee

By

Vice President

[Signature Page — Indenture of Trust, dated as of May 1, 2013]



APPENDIX A

DEFINITIONS

“Additional Revenues” means, with respect to the issuance of any Parity
Obligations, any or all of the following amounts:

(&) An allowance for Net Revenues from any additions or improvements
to or extensions of the Water System to be made by the City during
the 36-month period following the issuance of such Parity
Obligations, in an amount equal to 100% of the estimated additional
average annual Net Revenues to be derived from all properties
which are improved with a structure the construction of which has
been completed prior to the date of issuance of such Parity
Obligations and to which service will be provided by such additions,
improvements and extensions, all as shown by the certificate or
opinion of a Financial Consultant.

(b) An allowance for Net Revenues arising from any increase in the
charges made for service from the Water System which has
become effective prior to the incurring of such Parity Obligations but
which, during all or any part of the most recent completed Fiscal
Year for which audited financial statements of the City are available,
or for any more recent consecutive 12-month period selected by the
City under Section 5.08(b), was not in effect, in an amount equal to
the total amount by which the Net Revenues would have been
increased if such increase in charges had been in effect during the
whole of such Fiscal Year or 12-month period, all as shown by the
certificate or opinion of a Financial Consultant.

“Bond Counsel” means (a) Jones Hall, A Professional Law Corporation, or (b)
any other attorney or firm of attorneys appointed by or acceptable to the City of
nationally-recognized experience in the issuance of obligations the interest on which is
excludable from gross income for federal income tax purposes under the Tax Code.

“Bond Law” means the provisions of Articles 10 and 11 of Chapter 3 of Part 1 of
Division 2 of Title 5 of the California Government Code, commencing with Section 53570
of said Code, as in effect on the Closing Date or as thereafter amended in accordance
with its terms.

“Bond Service Fund” means the fund by that name established and held by the
Trustee under Section 4.02(a).

“Bond Year” means any twelve-month period commencing on June 2 in a year
and ending on the next succeeding June 1, both dates inclusive; except that the first
Bond Year commences on the Closing Date and ends on June 1, 2014.
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“Bonds” means the City of Yuba City 2013 Water Revenue Refunding Bonds
issued in the aggregate principal amount of $ and at any time Outstanding
hereunder.

“Business Day” means a day (other than a Saturday or a Sunday) on which
banks are not required or authorized to remain closed in the city in which the Office of
the Trustee is located, and on which the Federal Reserve Bank system is not closed.

“Certificate of the City” means a certificate 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 Yuba City, a municipal corporation organized and
existing under the laws of the State of California, and any successor thereto.

“Closing Date” means May __, 2013, being the date of delivery of the Bonds to
the Original Purchaser.

“Costs of Issuance” means all items of expense directly or indirectly payable by
or reimbursable to the City relating to the authorization, issuance, sale and delivery of
the Bonds, including but not limited to: printing expenses; Rating Agency fees; filing and
recording fees; initial fees, expenses and charges of the Trustee and its counsel,
including the Trustee’s first annual administrative fee; fees, charges and disbursements
of attorneys, financial advisors, accounting firms, consultants and other professionals;
fees and charges for preparation, execution and safekeeping of the Bonds; and any
other cost, charge or fee in connection with the original issuance of the Bonds.

“Costs of Issuance Fund” means the fund by that name established and held by
the Trustee under Section 3.03.

“Depository” means (a) initially, DTC, and (b) any other Securities Depository
acting as Depository under Section 2.04.

“Depository System Participant” means any participant in the Depository's book-
entry system.

“DTC” means The Depository Trust Company, New York, New York, and its
successors and assigns.

“Escrow Agent” means Union Bank, N.A., as escrow agent under the Escrow
Agreement.

“Escrow Agreement” means the Escrow Deposit and Trust Agreement dated as
of the Closing Date, between the City and the Escrow Agent, relating to the payment and
prepayment of the 2005 Certificates.

“Event of Default” means any of the events described in Section 8.01.

“Federal Securities” means: (a) any direct general non-callable obligations of the
United States of America, including obligations issued or held in book entry form on the
books of the Department of the Treasury of the United States of America; and (b) any




obligations the timely payment of principal of and interest on which are fully guaranteed
by the United States of America or which are secured by obligations described in the
preceding clause (a).

“Einancial Consultant” means any consultant or firm of such consultants
appointed by the City and who, or each of whom: (a) is judged by the City to have
experience in matters relating to the financing of water systems; (b) is in fact
independent and not under domination of the City; (c) does not have any substantial
interest, direct or indirect, with the City; and (d) is not connected with the City as an
officer or employee of the City, but who may be regularly retained to make reports to the
City.

“Fiscal Year” means the period commencing on July 1 of each year and
terminating on the next succeeding June 30, or such other period as may be established
by the City as its official fiscal year period (written notice of which shall be given by the
City to the Trustee).

“Fitch” means Fitch, Inc., doing business as Fitch Ratings, its successors and
assigns.

“Gross Revenues” means all gross charges (including surcharges, if any)
received for, and all other gross income and receipts derived by the City from, the
ownership and operation of the Water System or otherwise arising from the Water
System, including but not limited to (a) connection charges, (b) any amounts transferred
to the Water Fund from a Rate Stabilization Fund, and (c) investment earnings on
amounts held in the Water Fund or in any other fund established with respect to the
Water System. Gross Revenues do not include (i) refundable deposits made to
establish credit, (ii) the proceeds of any ad valorem property taxes, and (iii) the proceeds
of any special assessments or special taxes levied upon real property within any
improvement district served by the City for the purpose of paying special assessment
bonds or special tax obligations of the City relating to the Water System.

“Indenture” means this Indenture of Trust, as originally executed or as it may
from time to time be supplemented, modified or amended by any Supplemental
Indenture pursuant to the provisions hereof.

“Independent Accountant” means any accountant or firm of such accountants
appointed and paid by the City, and who, or each of whom (a) is in fact independent and
not under domination of the City; (b) does not have any substantial interest, direct or
indirect, with the City; and (c) is not connected with the City as an officer or employee of
the City, but who may be regularly retained to make annual or other audits of the books
of or reports to the City.

“Interest Payment Date” means June 1 and December 1 in each year, beginning
December 1, 2013, and continuing so long as any Bonds remain Outstanding.

“Maximum Annual Debt Service” means, as of the date of any calculation, the
maximum sum obtained for the current or any future Fiscal Year so long as any of the
Bonds remain Outstanding by totaling the following amounts for such Fiscal Year:
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(@) the aggregate amount of principal of and interest on the
Outstanding Bonds coming due and payable in such Fiscal Year;

(b) the principal amount of all outstanding Parity Obligations, if any,
coming due and payable by their terms in such Fiscal Year,
including the principal of Parity Obligations coming due and payable
by operation of mandatory sinking fund redemption; and

(c) the amount of interest which would be due during such Fiscal Year
on the aggregate principal amount of the Bonds and Parity
Obligations which would be outstanding in such Fiscal Year if such
Bonds and Parity Obligations are retired as scheduled.

“Net Revenues” means, for any period, an amount equal to all of the Gross
Revenues received during such period minus the amount required to pay all Operation
and Maintenance Costs becoming payable during such period.

“Nominee” means (a) initially, Cede & Co. as nominee of DTC, and (b) any other
nominee of the Depository designated pursuant to Section 2.04(a).

“Office” means, with respect to the Trustee, the corporate trust office of the
Trustee at the address set forth in Section 9.09, or at such other or additional offices as
may be specified by the Trustee in writing to the City; except that with respect to
presentation of Bonds for payment or for registration of transfer and exchange, such
term means the office or agency of the Trustee at which, at any particular time, its
corporate trust agency business is conducted.

“Operation and Maintenance Costs” means the reasonable and necessary costs
and expenses paid by the City for maintaining and operating the Water System,
including but not limited to (a) the reasonable expenses of management and repair and
other costs and expenses necessary to maintain and preserve the Water System in
good repair and working order and (b) the reasonable administrative costs of the City
attributable to the operation and maintenance of the Water System; but in all cases
excluding (i) interest expense relating to subordinate obligations and unsecured
obligations of the City, (ii) depreciation, replacement and obsolescence charges or
reserves therefor, and (iii) amortization of intangibles or other bookkeeping entries of a
similar nature.

“Original Purchaser” means , as the original purchaser of the
Bonds upon their delivery by the Trustee on the Closing Date.

“Outstanding”, when used as of any particular time with reference to Bonds,
means all Bonds theretofore, or thereupon being, authenticated and delivered by the
Trustee under this Indenture except: (a) Bonds theretofore canceled by the Trustee or
surrendered to the Trustee for cancellation; (b) Bonds with respect to which all liability of
the City has been discharged in accordance with Section 9.03; (¢) Bonds for the transfer
or exchange of or in lieu of or in substitution for which other Bonds shall have been
authenticated and delivered by the Trustee pursuant to this Indenture; and (d) Bonds
which are required to be disregarded and not deemed Outstanding under Section 9.05.

A-4



“Owner”, when used with respect to any Bond, means the person in whose name
the ownership of such Bond shall be registered on the Registration Books.

“Parity Obligation Documents” means all leases, installment sale agreements,
trust agreements, indentures of trust and other documents prescribing the terms and
provisions applicable to any issue of Parity Obligations.

“Parity Obligations” means all bonds, notes, loan agreements, installment sale
agreements, leases or other obligations of the City payable from and secured by a
pledge of and lien upon any of the Net Revenues issued or incurred on a parity with the
Bonds under Section 5.08.

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

(a) Federal Securities;

(b) Any direct or indirect obligations of an agency or department of the
United States of America whose obligations represent the full faith
and credit of the United States of America, or which are rated A or
better by S&P or Fitch.

(c) Interest-bearing deposit accounts (including certificates of deposit)
in federal or State chartered savings and loan associations or in
federal or State of California banks (including the Trustee), provided
that: (i) the unsecured obligations of such commercial bank or
savings and loan association are rated A or better by S&P or Fitch;
or (i) such deposits are fully insured by the Federal Deposit
Insurance Corporation.

(d) Commercial paper rated in the highest short-term rating category by
S&P or Fitch.

(e) Federal funds or bankers acceptances with a maximum term of one
year of any bank which an unsecured, uninsured and unguaranteed
obligation rating in the highest rating category of S&P or Fitch.

(H Money market funds registered under the Federal Investment
Company Act of 1940, whose shares are registered under the
Federal Securities Act of 1933, and having a rating in the highest
rating category of S&P or Fitch (such funds may include funds for
which the Trustee, its affiliates, parent or subsidiaries provide
investment advisory or other management services).

(g) Obligations the interest on which is excludable from gross income
pursuant to Section 103 of the Tax Code and which are either (a)
rated A or better by S&P or Fitch, or (b) fully secured as to the
payment of principal and interest by Federal Securities.
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(h) Bonds or notes issued by any state or municipality which are rated
by S&P in one of the two highest rating categories assigned by S&P
or Fitch.

() Any investment agreement with, or guaranteed by, a financial
institution the long-term unsecured obligations or the claims paying
ability of which are rated A or better by S&P or Fitch at the time of
initial investment.

() the Local Agency Investment Fund of the State of California,
created under Section 16429.1 of the California Government Code,
to the extent the Trustee is authorized to register such investment in
its name.

“Record Date” means, with respect to any Interest Payment Date, the 15"
calendar day of the month preceding such Interest Payment Date.

“Redemption Fund” means the fund by that name established and held by the
Trustee under Section 4.02(c).

“Reqistration Books” means the books maintained by the Trustee under Section
2.07 for the registration and transfer of ownership of the Bonds.

“Request of the City” means a request 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.

“Reserve Fund” means the fund by that name established pursuant and held by
the Trustee under Section 3.04.

“Reserve Requirement” means, as of any date of calculation, an amount equal to
the lesser of (a) $ , being 10% of the original principal amount of the Bonds,
or (b) the maximum amount of principal of and interest on the Bonds coming due and
payable in the current or any future Bond Year.

“Securities Depositories” means DTC; and, in accordance with then current
guidelines of the Securities and Exchange Commission, such other addresses and/or
such other securities depositories as the City may designate in a Request of the City
delivered by the City to the Trustee.

“S&P” means Standard & Poor's Corporation, of New York, New York, and its
successors.

“Supplemental Indenture” means any indenture, agreement, resolution or other
instrument hereafter duly adopted or executed in accordance with the provisions of
Section 7.01.

“Tax Code” means the Internal Revenue Code of 1986 as in effect on the Closing
Date or (except as otherwise referenced herein) as it may be amended to apply to
obligations issued on the Closing Date, together with applicable temporary and final

A-6



regulations promulgated, and applicable official public guidance published, under said
Code.

“Trustee” means Union Bank, N.A., as Trustee hereunder, or any successor
thereto appointed as Trustee hereunder in accordance with the provisions of Article VI.

“2005 Certificates” means the $25,625,000 aggregate principal amount of
certificates of participation, designated the Water Revenue Certificates of Participation,
Series 2005, executed and delivered under the 2005 Trust Agreement.

“2005 Installment Payments” means the installment payments payable by the
City with respect to the 2005 Certificates.

“2005 Trust Agreement” means the Trust Agreement dated as of October 1,
2005, among the City, the Yuba City Public Financing Authority and Union Bank of
California, N.A., as trustee for the 2005 Cetrtificates.

“Water Fund” means the existing fund by that name established and held by the
City with respect to the Water System.

“Water System” means the entire system of the City for the supply, storage,
treatment and distribution of water within the service area of the City, including but not
limited to all facilities, properties, lands, rights, entittements and other property useful in
connection therewith, together with all extensions thereof and improvements thereto at
any time acquired, constructed or installed by the City.



APPENDIX B

FORM OF BOND

NO R_l ***$ *%*

CITY OF YUBA CITY
2013 WATER REVENUE REFUNDING BOND

INTEREST RATE: MATURITY DATE: ISSUE DATE: CUSIP:

REGISTERED OWNER: CEDE & CO.

PRINCIPAL AMOUNT:

The City of Yuba City, a municipal corporation organized and existing under the
laws of the State of California (the “City”) for value received, hereby promises to pay (but
only out of the Net Revenues and other assets pledged therefor as hereinafter
mentioned) to the Registered Owner stated above, or registered assigns, on the Maturity
Date stated above (subject to any right of prior redemption hereinafter mentioned), the
Principal Amount stated above, in lawful money of the United States of America; and to
pay interest thereon in like lawful money from the Interest Payment Date next preceding
the date of authentication of this Bond (unless this Bond is authenticated as of a day
during the period commencing after the fifteenth day of the month preceding an Interest
Payment Date and ending on or before such Interest Payment Date, in which event it
shall bear interest from such Interest Payment Date, or unless this Bond is authenticated
on or before November 15, 2013, in which event it shall bear interest from the Issue
Date stated above) until payment of such principal sum shall be discharged as provided
in the Indenture hereinafter mentioned, at the Interest Rate per annum stated above,
payable semiannually on each June 1 and December 1, commencing December 1, 2013
(each, an “Interest Payment Date”).

The principal (or redemption price) hereof is payable by check at the Office (as
defined in the Indenture referred to below) of Union Bank, N.A. (together with any
successor trustee under the Indenture, the “Trustee”). Interest hereon is payable by
check of the Trustee mailed on each Interest Payment Date to the Registered Owner as
of the 15™ day of the month preceding each Interest Payment Date (except with respect
to payment of defaulted interest as provided in the Indenture hereinafter referred to) at
the address shown on the registration books maintained by the Trustee. Payment of
interest will be made by wire transfer in immediately available funds to an account in the
United States of America to any Owner of Bonds in the aggregate principal amount of
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$1,000,000 or more who shall furnish written wire instructions to the Trustee before the
15" day of the month preceding the applicable Interest Payment Date.

This Bond is one of a duly authorized issue of bonds of the City designated as its
“City of Yuba City 2013 Water Revenue Refunding Bonds” (the “Bonds”), in the
aggregate principal amount of $ , authorized under Resolution No.
adopted by the City Council of the City on April 23, 2013 (the “Bond Law”), and issued
under an Indenture of Trust dated as of May 1, 2013 (the “Indenture”), between the City
and the Trustee. The Bonds have been issued for the purpose of refunding outstanding
obligations of the City issued to finance improvements to the City’s water supply,
treatment and distribution system (the “Water System”).

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

The Bonds and the interest thereon are payable from Net Revenues of the Water
System (as such terms are defined in the Indenture) and are secured by a pledge and
assignment of said Net Revenues and of amounts held in the Bond Fund and the
Reserve Fund established under the Indenture, subject only to the provisions of the
Indenture permitting the application thereof for the purposes and on the terms and
conditions set forth in the Indenture. The City has the right under the Indenture to issue
additional obligations on a parity with the Bonds, subject to the specific conditions set
forth in the Indenture. The Bonds are special obligations of the City and are not a lien or
charge upon the funds or property of the City, except to the extent of the aforesaid
pledge and assignment.

The Bonds maturing on or before June 1, 20__, are not subject to redemption
prior to their respective stated maturities. The Bonds maturing on or after June 1, 20__,
are subject to redemption in whole, or in part among maturities on such basis as
determined by the City and in any event by lot within a maturity, at the option of the City,
from any available source of funds, on any business day on or after June 1, 20__, ata
redemption price equal to 100% of the principal amount thereof to be redeemed together
with accrued interest to the redemption date, without premium.

The City has the right to rescind any notice of the optional redemption of Bonds
by written notice to the Trustee on or prior to the dated fixed for redemption. Any notice
of optional redemption shall be cancelled and annulled if for any reason funds will not be
or are not available on the date fixed for redemption for the payment in full of the Bonds
then called for redemption, and such cancellation shall not constitute an Event of
Default.

Whenever provision is made in the Indenture for the redemption of Bonds of
more than one maturity, the Bonds to be redeemed shall be selected among maturities
on such basis as shall be set forth in a written certificate of the City filed with the
Trustee, and the Trustee shall select the Bonds to be redeemed within any maturity by
lot in any manner which the Trustee in its sole discretion shall deem appropriate. For
purposes of such selection, all Bonds shall be deemed to be comprised of separate
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$5,000 portions and such portions shall be treated as separate Bonds which may be
separately redeemed.

The Trustee on behalf and at the expense of the City shall mail (by first class
mail) notice of any redemption to the respective Owners of any Bonds designated for
redemption, at least 30 but not more than 60 days prior to the redemption date, at their
respective addresses appearing on the Registration Books. Neither the failure to receive
any such notice so mailed nor any defect therein shall affect the validity of the
proceedings for the redemption of such Bonds or the cessation of the accrual of interest
thereon. Interest on the Bonds called for redemption will not accrue from and after the
redemption date.

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

This Bond is transferable by the Registered Owner hereof, in person or by his
attorney duly authorized in writing, at said office of the Trustee, but only in the manner,
subject to the limitations provided in the Indenture, and upon surrender and cancellation
of this Bond. Upon such transfer, a new Bond or Bonds, of authorized denomination or
denominations, of the same maturity and for the same aggregate principal amount, will
be issued to the transferee in exchange herefor. The City and the Trustee may treat the
Registered Owner hereof as the absolute owner hereof for all purposes, and the City
and the Trustee shall not be affected by any notice to the contrary.

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

Unless this Bond is presented by an authorized representative of The Depository
Trust Company, a New York corporation (“DTC”), to the Trustee for registration of
transfer, exchange, or payment, and any Bond issued is registered in the name of Cede
& Co. or in such other name as is requested by an authorized representative of DTC
(and any payment is made to Cede & Co. or to such other entity as is requested by an
authorized representative of DTC), ANY TRANSFER, PLEDGE, OR OTHER USE
HEREOF FOR VALUE OR OTHERWISE BY OR TO ANY PERSON IS WRONGFUL
inasmuch as the registered owner hereof, Cede & Co., has an interest herein.

It is hereby certified and recited that any and all things, conditions and acts
required to exist, to have happened and to have been performed precedent to and in the
issuance of this Bond do exist, have happened and have been performed in due time,
form and manner as required by the Bond Law, and by the laws of the State of
California, and that the amount of this Bond, together with all other indebtedness of the
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City, does not exceed any limit prescribed by the Bond Law and is not in excess of the
amount of Bonds permitted to be issued under the Indenture.

This Bond is not entitled to any benefit under the Indenture, or is not valid or
obligatory for any purpose, until the certificate of authentication hereon endorsed has
been signed by the Trustee.

IN WITNESS WHEREOF, City of Yuba City has caused this Bond to be executed

in its name and on its behalf by the facsimile signature of its Mayor and attested to by
the facsimile signature of its City Clerk, all as of the Issue Date stated above.

CITY OF YUBA CITY

By
Mayor
Attest
City Clerk
TRUSTEE’S CERTIFICATE OF AUTHENTICATION
This is one of the Bonds described in the within-mentioned Indenture.
Dated:
UNION BANK, N.A.,
as Trustee
By
Authorized Signatory
ASSIGNMENT
For value received the undersigned hereby sells, assigns and transfers unto
whose address and social security or other
tax identifying number is , the within-mentioned Bond and




hereby irrevocably constitute(s) and appoint(s)
attorney, to transfer the same on the registration books of the Trustee with full power of
substitution in the premises.

Dated:

Signature Guaranteed

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

eligible guarantor institution. correspond with the name(s) as written on the face of
the within Bond in every particular without alteration or
enlargement or any change whatsoever.
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