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The Honorable Todd K. Apo, Chair
and Membersof the~Budget Committee

Honolulu City Council
530 South King Street, Room 202
Honolulu, Hawaii 96813 0

Dear Chair Apo and Members:

We request your adoption of Resolution 08-71 CD1, authorizing the issuance
and sale of not to exceed $226,255,000 principal amount of Wastewater System
Revenue Bonds, Series 2008, on a junior and subordinate basis, to refund any
outstanding obligations and, if necessary, to fund the reserve account. A committee
draft is required because the amount reflected in the original resolution was incorrect
and to appropriately reference the attachments to the resolution.

Please call me at 768-3901 if you have any questions

Sincerely,

4
MPW:est

Attachments

APPROVED:

Wayne M. Hashi , RE.

Iv4aging Director

cc: Office of the Mayor

Mary Pat Waterhouse, Director
Department of Budget and Fiscal Services
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DEPT. COM. 259

April 2, 2008
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CITY COUNCIL
CITY AND COUNTY OF HONOLULU hi I

HONOLULU,HAWAII INO. - ‘I

______ RESOLUTION

AUTHORIZING THE DIRECTOR OF BUDGET AND FISCAL SERVICES TO ISSUE
AND SELL NOT TO EXCEED $226,255,000 PRINCIPAL AMOUNT OF WASTEWATER
SYSTEM REVENUE BONDS, SERIES 2008 AND RELATED MATTERS.

BE IT RESOLVED by the City Council of the City and County of Honolulu,

Hawafl, asfollows:

ARTICLE I.

DEFINITIONS AND STATUTORY AUTHORITY

Section 1.01. Series 2008 Resolution. (1) This Resolution authorizing
up to $226,255,000 principal amount of Series 2008 Bonds is supplemental to, and
constitutes a Series Resolution within the meaning of and is adopted in accordance with
Article X of, Resolution No. 98-1 95 adopted by the City Council on November 10, 1998,
entitled “RESOLUTION AUTHORIZING AND PROVIDING FOR THE ISSUANCE OF
REVENUE BONDS OF THE CITY AND COUNTY OF HONOLULU, HAWAII, FOP THE
PURPOSES OF THE WASTEWATER SYSTEM OF SAID CITY AND COUNTY;
COVENANTING AS TO ESTABLISHMENT, MAINTENANCE, REVISION AND
COLLECTION OF CHARGES AND RATES FOR THE USE AND SERVICES OF SAID
WASTEWATER SYSTEM AND THE COLLECTION AND DISBURSEMENT OF THE
REVENUES DERIVED THEREFROM; PLEDGING THE NET REVENUES DERIVED
FROM SAID WASTEWATER SYSTEM ON A JUNIOR AND SUBORDINATE BASIS TO
THE PAYMENT OF THE PRINCIPAL OF AND iNTEREST ON SAID BONDS AS THE
SAME FALL DUE; CREATING AND ESTABLISHING CERTAIN FUNDS, ACCOUNTS
AND SUBACCOUNTS; SETTING FORTH THE LIMITATIONS OR CONDITIONS
UPON THE ISSUANCE BY THE CITY AND COUNTY OF ADDITIONAL BONDS
PAYABLE FROM THE AFORESAID REVENUES; AND MAKING OTHER
COVENANTS AND AGREEMENTS IN CONNECTION WITH THE FOREGOING” (as
amended and supplemented, referred to herein as the “Resolution”).

(2) It is hereby found and determined that it is necessary and required that the
City and County authorize and issue at this time a Series of Bonds to be designated as
herein provided to provide monies to carry out one or more purposes of the City and
County.

Section 1.02. Definitions. (1) All terms which are defined in Section 1,01
of the Resolution shall have the same meanings, respectively, in this Series Resolution
as such terms are given in said Section 1.01 of the Resolution, including the term
“Authorized Officer,” defined as the Director of Budget and Fiscal Services, any Deputy
Director of Budget and Fiscal Services, the Director of Environmental Services, any
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Deputy Director of Environmental Services or any other officer ofthe City and County
designated by resolution of the City Council.

(2) In addition, as used in this Series Resolution, unless the context shall
otherwise require, the following terms shall have the following respective meanings:

“Series 2008 Bonds” means the Bonds authorized by Article Ii of this Series
2008 Resolution.

“Series 2008 Resolution” means this Resolution authorizing up to
$226,255,000 principal amount of the Series 2008 Bonds.

“Tax Certificate” means the Tax Certificate executed by an Authorized
Officer of the City and County in connection with the issuance ofthe Series 2008
Bonds.

(3) Words of any gender shall be deemed and construed to include correlative
words of the other genders. Unless the context shall otherwise indicate, words
importing the singular number shall include the plural number and vice versa, and words
importing persons shall include firms, associations and corporations, including public
bodies, as well as natural persons.

(4) The terms “hereby,” “hereof,” “hereto,” “herein,” “hereunder,” and any
similar terms, as used in this Series 2008 Resolution, refer to the Series 2008
Resolution.

Section 1.03. Authority for the Series 2008 Resolution. This Series

2008 Resolution is adopted pursuant to the provisions ofthe Act and the Resolution.

ARTICLE El.

AUTHORIZATION, TERMS AND ISSUANCE
OF SERiES 2008 BONDS

Section 2.01. Authorization of Series 2008 Bonds. One Series of Bonds
entitled to the benefit, protection and security of the Resolution are hereby authorized to
be issued in an aggregate principal amount not to exceed $226,255,000, pursuant to
and subject to the terms, conditions and limitations established in the Resolution and
this Series 2008 Resolution. Such Series of Bonds shall be designated as and shall be
distinguished from the Bonds of all other Series by the titles “Wastewater System
Revenue Bonds, Junior Series 2008” with such additional series designations as shall
be appropriate for any subseries of such Bonds.
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Section 2.02. Purposes. The purposes for which the Series 2008 Bonds
are being issued are to fund one or more trust funds to provide for the refunding and
redemption of any or all of the outstanding Wastewater System Revenue Bonds
(Second Bond Resolution) Junior Series 1998, Wastewater System Revenue Bonds
(Second Bond Resolution) Junior Series 2003A-1, Wastewater System Revenue Bonds
(Second Bond Resolution) Junior Series 2003A-2, Wastewater System Revenue Bonds
(Second Bond Resolution) Junior Series 2003B-1, and Wastewater System Revenue
Bonds (Second Bond Resolution) Junior Series 2003B-2, (collectively, the “Outstanding
Bonds”), and, in Connection therewith, to make such credit to the Reserve Account, if
any, as may be necessary in connection with the issuance of the Series 2008 Bonds,
and to pay the costs of issuance of the Series 2008 Bonds.

Section 2.03. Delegation of Authority; Certain Limitations. (1) There is
hereby delegated to any Authorized Officer of the City and County from the Department
of Budget and Fiscal Services, subject to the limitations contained herein and in the
Resolution and the Act, the power with respect to the Series 2008 Bonds to determine
and carry out the following:

(a) The sale of the Series 2008 Bonds at public or private sale, and if
at private sale the selection of the underwriter or underwriters; provided,
however, that in the case of a private sale the purchase price paid by the
purchasers thereof shall not be less than ninety percent (90%) of the principal
amount of the Series 2008 Bonds so sold;

(b) The principal amount of Series 2008 Bonds to be issued; provided,
however, that the principal amount of Series 2008 Bonds shall not exceed
$226,255,000;

(c) The date or dates, maturity date or dates and principal amount of
each maturity of the Series 2008 Bonds or the method for calculating such dates
and amounts, the amount and date of each Sinking Fund Installment, if any, or
the method for calculating the Sinking Fund Installments and which Series 2008
Bonds are Serial Bonds or Term Bonds, if any, and the Record Date or Record
Dates of the Series 2008 Bonds for which the Record Date or Record Dates is
other than the fifteenth (15th) day (whether or not a Business Day) of the month
next preceding an interest payment date for such Bonds or the forty-fifth (45th)
day (whether or not a Business Day) preceding a redemption date;

(d) The interest rate or rates, if any, ofthe Series 2008 Bonds or the
manner of determining such rate or rates, the date from which interest on the
Series 2008 Bonds shall accrue, the dates on which interest on the Series 2008
Bonds shall be payable, if any, and if any Series 2008 Bonds are Variable Rate
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Bonds, the Maximum Interest Rate and the Minimum Interest Rate for such
Bonds, and the provisions, if any, as to the calculation or change of variable
interest rates; provided, however, that the true interest cost (as determined by an
Authorized Officer ofthe City and County, which determination shall be
conclusive) on the Series 2008 Bonds shall not exceed eight percent (8%) per
annum;

(e) The Series 2008 Bonds which are Capital Appreciation Bonds, if
any, the Valuation Dates for such Bonds and the Accreted Value on each such
Valuation Date;

(0 The Series 2008 Bonds which are Deferred Income Bonds, if any,
the Valuation Dates for such Bonds, the Appreciated Value on each such
Valuation Date and the Interest Commencement Date for such Bonds;

(g) If Series 2008 Bonds are Capital Appreciation Bonds or Deferred
Income Bonds, the manner in which and the period during which principal and
interest shall be deemed to accrue on such Series 2008 Bonds;

(h) If Series 2008 Bonds are Option Bonds, (i) provisions regarding
tender for, purchase or redemption thereof and payment of the purchase or
Redemption Price thereof, and (U) provisions regarding the appointment of a
Remarketing Agent;

(i) The denomination or denominations of and the manner of
numbering and lettering the Series 2008 Bonds;

(j) The Series 2008 Bonds which are Book Entry Bonds, if any, and
the Depository therefore;

(k) The Paying Agent or Paying Agents for the Series 2008 Bonds and
the place or places of payment of the principal, Sinking Fund installments, if any,
or Redemption Price of and interest on the Series 2008 Bonds;

(I) The Redemption Price or Redemption Prices, if any, and, subject to
Article V of the Resolution, the redemption terms, if any, for the Series 2008
Bonds; provided, however, that the Redemption Price of Series 2008 Bonds at
the election or direction of the City and County shall not be greater than one
hundred three percent (103%) of the principal amount of the Series 2008 Bonds
to be redeemed, plus accrued interest thereon to the date of redemption;

(m) Provisions for the sale or exchange of the Series 2008 Bonds and
for the delivery thereof;
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(n) The form of the Series 2008 Bonds and the form of the Paying
Agent’s certificate of authentication thereon;

(0) Whether the Series 2008 Bonds shall be entitled to the benefit of
the Common Reserve Account, and if so entitled, the amount of the Common
Reserve Account Requirement and the method of funding or providing for such
Common Reserve Account Requirement, and any provisions with respect to
subaccounts therein, if applicable, and the Revenues and application thereof, as
provided in Article VI of the Resolution;

(p) If the Series 2008 Bonds shall not be entitled to the benefit of the
Common Reserve Account, whether a Separate Series Reserve Account shall be
established for the Series 2008 Bonds, and if so determined to be established,
the amount of such Separate Series Reserve Account Requirement and the
method of funding or providing for such Separate Series Reserve Account
Requirement, the terms and provisions and credit quality of any Support Facikty
to be deposited therein, and any provisions with respect to subaccounts therein,
if applicable, and the Revenues and application thereof, as provided in Article VI
of the Resolution;

(q) Directions for the application of the proceeds of the Series 2008
Bonds;

(r) Which Outstanding Bonds shall be refunded from proceeds of the
Series 2008 Bonds and other available moneys, and directions for the application
of the proceeds of the Series 2008 Bonds, including directions with respect to the
refunding of such Outstanding Bonds;

(s) Whether a Support Facility shall be obtained or an Interest Rate
Exchange Agreement shalt be entered into with respect to the Series 2008
Bonds and, if any Series 2008 Bonds are option Bonds, (i) the appointment of a
Support Facility Provider which shall supply a Support Facility with respect to
such Series 2008 Bonds; and (ii) provisions for the establishment of separate
accounts in which amounts drawn under a Support Facility for the Series 2008
Bonds are to be deposited; and

(t) Any other provisions deemed advisable by such Authorized Officer
of the City and County, not in Conflict with the provisions hereof or of the
Resolution.

(2) Such Authorized Officer from the Department of Budget and Fiscal
Services shall execute one or more Series Certificates evidencing determinations or
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other actions taken pursuant to the authority granted herein or in the Resolution, such
Series Certificate or Series Certificates shall be acknowledged and agreed to by any
Authorized Officer of the City and County from the Department of Environmental
Services, and any such Series Certificate shall be conclusive evidence of the action or
determination of such Authorized officers as to the matters stated therein.

(3) All Series 2008 Bonds of like maturity and tenor issued pursuant to this
Series 2008 Resolution shall be identical in all respects, except as to denominations,
numbers and letters.

(4) The Series 2008 Bonds shall be issued as Tax-Exempt Bonds.

Section 2.04. Authority to Enter Into Agreements. (1) In the event the
Series 2008 Bonds are sold at private sale as provided in clause (a) of subsection (1) of
Section 2.03, any Authorized Officer of the City and County from the Department of
Budget and Fiscal Services is hereby authorized to execute, and any Authorized Officer
of the City and County from the Department of Environmental Services is hereby
authorized to acknowledge and agree to, one or more Bond Purchase Agreements,
attached hereto as Exhibit A, in the name and on behalf of the City and County in
substantially the form as presented at the meeting at which this Series 2008 Resolution
is adopted, which form is hereby approved, with such changes, insertions and
omissions as may be approved by such Authorized officers, such execution and
acknowledgment and agreement being conclusive evidence of such approval. Any
Authorized Officer of the City and County from the Department o Budget and Fiscal
Services is hereby further authorized to enter into such Bond Purchase Agreement with
UBS Securities LLC or such other underwriter or underwriters as such Authorized
Officer of the City and County may select.

(2) The form of the Series Certificate Providing for Continuing Disclosure,
attached hereto as Exhibit B, as presented at the meeting at which this Series 2008
Resolution is adopted, is hereby approved. Any Authorized Officer of the City and
County from the Department of Budget and Fiscal Services is hereby authorized to
execute a Series CertifiCate Providing for Continuing Disclosure substantially in such
form, with such changes, insertions and omissions as may be approved by such
Authorized Officer, such execution being conclusive evidence of such approval.

(3) The form of the Escrow Agreement, attached hereto as Exhibit C, by and
between the City and County and a financial institution as escrow agent thereunder, as
presented to and on file with the City and County, is hereby approved. Any Authorized
Officer ofthe City and County is hereby authorized to select a qualified financial
institution to serve as escrow agent and to execute the Escrow Agreement in the name
and on behalf of the City and County substantially in such form, with such changes,
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insertions and omissions as may be approved by such Authorized Officer, such
execution being conclusive evidence of such approval.

Section 2.05. Official Statements. (1) The form of a Preliminary Official
Statement, attached hereto as Exhibit D, as presented at the meeting at which this
Series 2008 Resolution is adopted, is hereby approved. The distribution in Connection
with the offering and sale of the Series 2008 Bonds of a Preliminary Official Statement
in such form, with such changes, insertions and omissions as an Authorized Officer of
the City and County from the Department of Environmental Services deems advisable,
is hereby authorized.

(2) Any Authorized Officer of the City and County from each of the
Department of Budget and Fiscal Services and the Department of Environmental
Services is hereby authorized to execute and deliver, in the name and on behalf of the
City and County, a final Official Statement in substantially the form of the Preliminary
Official Statement, with such changes, insertions and omissions as such Authorized
Officers deem advisable, and to permit the distribution of said Official Statement in
connection with the offering and sale of the Series 2008 Bonds. Any such officers are
also hereby authorized to provide for the distribution of any supplement to the Official
Statement providing for updates of certain financial and operating information of the City
and County and the Wastewater System required to be delivered on around the date of
delivery of the Series 2008 Bonds.

Section 2.06. Execution of Documents. Any Authorized Officer of the
City and County is hereby authorized to execute and deliver, in the name and on behalf
of the City and County, any and all documents and instruments, and to do and cause to
be done any and all acts and things, said Authorized Officer deems necessary or
advisable in connection with the offering, sale and issuance of the Series 2008 Bonds
and to carry out the transactions contemplated by this Series 2008 Resolution.

ARTICLE Ill.

EXECUTION AND AUTHENTICATION OF

THE SERIES 2008 BONDS

Section 3.01. Execution and Authentication of Series 2008 Bonds. (1)
Pursuant to the provisions of Section 4.02 of the Resolution, the Mayor of the City and
County is hereby authorized and directed to execute the Series 2008 Bonds by his or
her manual or facsimile signature, the Director of Budget and Fiscal Services or a
Deputy Director of Budget and Fiscal Services of the City and County is hereby
authorized and directed to countersign the Series 2008 Bonds by his or her manual or
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facsimile signature, and the seal or a facsimile of the seal of the City and County shall
be affixed to or printed on the Series 2008 Bonds.

(2) If a Paying Agent for the Series 2008 Bonds is appointed as provided in
clause (k) of subsection (1) of Section 2.03, such Paying Agent is hereby authorized to
authenticate by manual or facsimile signature the Series 2008 Bonds, and deliver the
same to or upon the order of the City and County, in such amounts and at such times as
such Paying Agent shall be directed in writing by an Authorized Officer.

ARTICLE IV.

APPLICATION OF PROCEEDS

Section 4.01. Application of Proceeds and Deposit of Moneys. On the
date of delivery of the Series 2008 Bonds, the proceeds of the sale of the Series 2008
Bonds shall be applied in accordance with the written direction of any Authorized Officer
given pursuant to Section 2.03(1)(q) of this Series 2008 Resolution.

ARTICLE V.

SPECIAL COVENANTS

Section 5.01. Tax Status. The interest on the Series 2008 Bonds is
intended to be excluded from gross income for purposes of federal income taxation. In
order to maintain such exclusion, the City and County affirms that the tax covenant
made in Section 8.13 of the Resolution shall apply to the Series 2008 Bonds. In
furtherance of the foregoing, the City and County shall comply with the provisions of the
Tax Certificate executed by any Authorized Officer of the City and County in connection
with the Series 2008 Bonds.

Section 5.02. Survival of Covenant The obligation of the City and
County to comply with the provisions of the Tax Certificate with respect to any required
payments to the Department of the Treasury of the United States of America shall
remain in full force and effect so long as the City and County shall be required by the
Code to make such payments, notwithstanding that the Series 2008 Bonds are no
longer outstanding.

ARTICLE VI.

MISCELLANEOUS

Section 6,01. Effect of Article and Section Headings and Table of

Contents. The heading or titles of the several articles and sections hereof, and any
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table of contents appended hereto or to copies hereof, shall be solely for convenience
of reference and shall not affect the meaning, construction, interpretation or effect of the
Series 2008 Resolution.

Section 6.02. Effectiveness. The Series 2008 Resolution shall become
effective immediately upon its adoption.

BE IT FINALLY RESOLVED by the Council of the City and County of
Honolulu that the Clerk be and is directed to transmit copies of this resolution to the
Director of Budget and Fiscal Services and to the Chief of Treasury.

INTRODUCED BY:

Barbara Marshall (br)

CounCilmembers

DATE OF INTRODUCTION

March 20, 2008
Honolulu, Hawaii
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DRAFT
3/17/08

BOND PURCHASE CONTRACT
for

City and CountyofHonolulu,Hawaii,
WastewaterSystemRevenueBonds(SecondBond Resolution),

JuniorSeries2008A

2008

Directorof Budgetand Fiscal Services
Directorof EnvironmentalServices
City andCountyof Honolulu
530 SouthKing Street
Honolulu,Hawaii 96813

DearDirectors:

Theundersigned,UBS SecuritiesLLC (the“Underwriter”), herebyoffersto enter
into this Bond PurchaseContract(this “Bond PurchaseContract”)with the City and Countyof
Honolulu (“City and County”) Upon the City and County’s acceptanceof this offer, this Bond
PurchaseContractwill be binding upon the City and County and theUnderwriter. This offer is
madesubjectto acceptanceby the City and Countyat or prior to 5:00 P.M., New York time, on
the datehereof,and, if not so accepted,will be subjectto withdrawalby the Underwriterupon
writtennotice deliveredto theCity and Countyat anytime prior to suchacceptance.

I. Purchaseof the Bonds. On the basis of the representations,warranties,
covenantsand agreementshereincontained,but subjectto the terms and conditionshereinset
forth, theUnderwriterherebyagreesto purchase,andthe City and Countyherebyagreesto sell,
all and not less than all of $___________ aggregateprincipal amount of City and County of
Honolulu, Hawaii, WastewaterSystemRevenueBonds(SecondBond Resolution),JuniorSeries
2008A (the“Bonds”). Thepurchaseprice for the Bondsshallbe $___________ representingthe
aggregateprincipal amount of the Bonds (less original issue discount net of original issue
premium),less theamountof theUnderwriter’scompensationpursuantto Section3 hereof The
Bonds shall be asprovidedin, and shall be issuedunder the provisionsof, Chapter49, Hawaii
RevisedStatutesand the RevisedCharterof the City and County of Honolulu (collectively, the
“Act”), and proceedingsof the City Council, includingResolutionNo. 98-195andtheapplicable
SeriesResolutionrelatingto the Bonds(collectively,the “Proceedings”),and a Certificateof the
Director of Budgetand Fiscal Servicesof the City and County,acknowledgedand agreedto by
theDirectorof EnvironmentalServicesofthe City andCounty (the“Certificate”) which shallbe
substantiallyin theform heretoforereceivedby the Underwriter,with only suchchangestherein
asmaybeagreeduponby thepartieshereto. The Bondsshallbe dated,shallhavethematurities,
shall bear interest at the rates and payable at the times determined,and shall be subject to
redemption,all in accordancewith the Certificate, and shall otherwisebe as describedin the
official statementof even date herewith relating to the Bonds (which, together with all
appendicesthereto and with suchchangesthereinand supplementstheretoas areconsentedto in
writing by theUnderwriter,is hereincalled the “Official Statement”).

EXHIBIT A



The Underwriteragreesto makea bonatide public offering of all of theBonds at
not in excessof theinitial public offeringprices or lessthanthe yields as set forth in theOfficial
Statement.

At 10:00 A.M., New York time, on _________, 2008, or at suchearlieror later
time or dateasshall be agreeduponby the Underwriterandthe City and County(suchtime and
datebeing herein referred to as the “Closing Date”), the City and County will deliver to the
Underwriter the Bonds (in definitive typewritten form and bearingCUSIP numbers), duly
executed by the City and County, and the other documentsherein mentioned; and the
Underwriterwill acceptsuchdelivery and pay the purchaseprice of the Bonds in immediately
available funds. Delivery and paymentas aforesaidshall in eachcasebe madeat the offices of
McCorristonMiller Mukai MacKinnonLLP, Honolulu,Hawaii, or suchotherplaceasshallhave
beenmutually agreedupon by the City and County andtheUnderwriter, exceptthat theBonds
maybe deliveredelsewhereat suchplaceand in suchmannerasshallhavebeenmutuallyagreed
upon by the City and County and the Underwriter. The Bonds shall be madeavailable to the
Underwriterin New York, New York, not later than one businessdaybeforethe Closing Date
for thepurposesof inspectionandpackaging.

TheBonds shall be issuedinitially in fully registeredform, eachBond to be in a
denominationequal to and representingthetotal amountof Bondsmaturingon a particulardate,
and registeredin the nameof CEDE & Co., as nomineefor The DepositoryTrust Company,
New York, New York.

2. DisclosureDocuments. The City and County shallprepareand deliverto
the Underwriter aspromptly as practicable,hut in no eventlater than seven(7) businessdays
after thedatehereof,final copiesof theOfficial Statement,in suchquantitiesas requestedby the
Underwriterbut not morethan 1,000copies. TheCity and Countyherebyratifies, confirms and
approvestheuse and distribution by theUnderwriterprior to the datehereofof the Preliminary
Official Statementof the City and County, dated ______, 2008 (which is herein called the
“Preliminary Official Statement”),confirms that the City and County deemedthe Preliminary
Official Statementfinal and completeas of the datethereof,except for the omissionof certain
information permitted to be omitted under S.E.C. Rule l5c2-l2, and herebyauthorizesthe
Underwriter,in connectionwith theoffer and saleofthe Bonds,to useand distributethe Official
Statementand otherdocuments,certificatesand statementsfurnishedby the City and Countyto
the Underwriter in connection with the transactionscontemplatedby this Bond Purchase
Contract. TheCity andCountywill undertake,pursuantto a MasterCertificateof theDirectorof
Budget and Fiscal Services,as supplementedby a SeriesCertificaterelating to the Bonds(the
“Disclosure Certificate”), to provide certain annual financial information and noticesof the
occurrenceof certainevents,if material,pursuantto S.E.C. Rule 15c2-12. A descriptionof this
undertakingis set forth in thePreliminaryOfficial Statementand in the Official Statement.The
City and County is in compliancewith eachand everyundertakingpreviouslyenteredinto by it
undersaidRule 15c2-l2.

3. Underwriter’s Compensation. The Underwriter shall receive as total
compensationfor its servicesthesum of$________ , which is the differencebetweentheprice
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paid to the Underwriterby purchasersof theBondsand thepricepaidby theUnderwriterto the
City and County asprovidedin Section1 hereof

4. Representations,_Warrantiesand Covenantsof the City and County. The
City and County hereby representsand warrantsto and covenantswith the Underwriter as
follows:

(a) TheCity and County is a political subdivisionof the Stateof Hawaii (the
“State”); the Director of Budgetand Fiscal Services(the“FinanceDirector”) is the headof the
Department of Budget and Fiscal Services of the City and County, and the Director of
Environmental Services (the “Environmental Director”) is the head of the Department of
EnvironmentalServicesof the City and County; and, under the Constitutionand laws of the
State, including the Act, and pursuantto the Proceedings,the City and Countyhas, and at the
Closing Date will have, full legal right, power and authority (i) to issuethe Certificate and to
enterinto this Bond PurchaseContract,(ii) to executeand deliver theDisclosureCertificate, (iii)
to issue, sell and deliver the Bondspursuantto the Certificate asprovided herein,and (iv) to
carry out and consummatethe transactionscontemplatedby this Bond PurchaseContract, the
Certificate,theDisclosureCertificateand theOfficial Statement.

• (b) The City and County hascomplied, and at the Closing Date will in all
respectsbe in compliance,~‘ith the Act, the Proceedings,the Certificate and the Disclosure
Certificate.

(c) The Preliminary Official Statementas~of ~tsdatewas true, correct and
- completein all materialrespectsand did not contain any untruestatementof a material fact or

omit to statea material fact required to be statedtherein or necessaryto makethe statements
therein,in light of the circumstancesunderwhich theyweremade,not misleading.

(d) At the time of the City and County’s acceptancehereofthe Official
Statementis true, complete,correctand final in all material respects,and at the time of delivery
thereofto the Underwriterand at all times subsequenttheretoup to and including the Closing
Date, the Official Statementwill be true, correct,completeand final in all material respectsand
will not containanyuntruestatementof a material fact or omit to statea materialfact necessary
to makethe statementstherein,in light of the circumstancesunderwhich they were made,not
misleading.

(e) During the periodof 25 daysbeginningwith the later of (i) the date the
Bonds are deliveredby the City and County to the Underwriteror (ii) the dateuponwhich the
Underwriterretainno unsoldbalanceof any Bondsfor saleto thepublic, if anyeventshall occur
asa resultof which it may benecessaryto supplementthe Official Statementin order to make
the statementstherein, in light of the circumstancesexisting at suchtime, not misleading,the
City and County shall forthwith notify the Underwriter of any such event of which it has
knowledgeand shall cooperatefully in the preparationand furnishing of any supplementto the
Official Statementnecessary,in the opinion of the Underwriter,sothat the statementstherein as
sosupplementedwill not bemisleadingin the light of the circumstancesexistingat suchtime.



(0 The City and County will cooperatewith the Underwriter in taking all
necessaryaction for the qualification of the Bonds for sale and the determinationof their
eligibility for investmentunder the lawsof suchjurisdictions as theUnderwriterdesignatesand
the continuation of suchqualifications in effect so long as requiredfor the distribution thereof;
providedthat the City andCountyshall notbe requiredto takeany actionthat would subjectit to
generalserviceof processin anyjurisdictionwhereit is not nowso subject.

(g) The City and County has(i) duly adoptedtheProceedingsand issuedthe
Certificate, (ii) duly authorizedand approvedthe executionand delivery of this Bond Purchase
Contractand the DisclosureCertificate,(iii) duly authorizedand approvedthe performanceby
the City and County of its obligationscontainedin the Proceedings,the Certificate, this Bond
PurchaseContractand the DisclosureCertificate and the transactionscontemplatedby such
documentsand theOfficial Statement,and(iv) duly authorizedand approved,upon satisfaction
oftheconditionsset forth herein,the issuanceanddeliveryoftheBonds.

(h) The City and County is not in breachor violation of or defaultunder any
applicable law, rule or regulationof the United Statesor of the State or of any department,
division, agencyor instrumentalitythereof,or any applicableorder,judgmentor decreeof any
court or othergovemmentalagencyorbody, which breach,violation or default would resultin a
materialadversechangein the financialpositionor resultsof operationsof the City and County
or materially adverselyaffect the propertiesor assetsof the WastewaterSystem(as definedin
theProceedings),andthe City and County is not in breachor violationof or in defaultunderany
bond, note, loan agreement,resolution, certificate,agreementor other instrumentto which the
City and County is a partyor by which it is bound or to which any of its propertyis subject,
which breach,violation or default might result in a material adversechangein the financial
position or results of operationof the WastewaterSystem or materially adverselyaffect the
properties or assetsof the WastewaterSystem. The execution and delivery of this Bond
PurchaseContract,the DisclosureCertificateand the Bonds,theadoptionoftheProceedings,the
issuanceof the Certificateand theBondsand the fulfillment of the termsand provisionshereof
andthereofwill not conflict with or constitutea breachor violation of or defaultunderany such
applicablelaw, rule, regulation,order,judgment,decree,bond, note, loan agreement,resolution,
certificate,agreementor otherinstrument,and the City and Countyhasno reasonto believethat
any suchconflict, breach,violation or defaultwill exist on theClosingDate.

(i) No authorization,approval,consentor order of or filing or registration
with any courtorgovernmentalagencyor body is requiredfor the valid authorization,execution,
issuance,saleor delivery of theBondsorthe exclusionfrom grossincomeof interestthereonfor
federalincometax purposesor the valid adoptionby the City and Countyof theProceedings,the
issuanceof the Certificateor the executionand delivery of this Bond PurchaseContractand the
DisclosureCertificate, except (i) suchaction asshall have beentakenby the City and County
prior to the Closing Date, (ii) the filing of an information return with respectto the Bondsas
required by Section 149(e) of the Internal RevenueCode of 1986 (the “Code”) and (iii) such.
action as may be requiredto qualify the Bonds for sale under the Blue Sky or othersecurities
laws of anyjurisdiction.
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(j) TheCity and Countyhasobtainedall permits andlicensesrequiredfor the

constructionand operationof WastewaterSystem,as it now exists and as contemplatedto be
expandedwith theproceedsof theBonds,or will haveobtainedall suchpermitsand licensesnot
later than the daterequiredthereforbefore any expansionsare built or placedin service,asthe
casemaybe, and all suchpermits and licenses,to the extentobtained,arecurrently in full force
and effect. All rates and chargeswith respectto the WastewaterSystem as describedin the
Official Statementhavebeen approvedby all necessarygovernmentalbodies,and all suchrates
and chargesare in full force and effect and havenot beenrescinded,nor hasany action been
taken to modify or rescindany suchratesorcharges.

(k) At the time of the City and County’s acceptancehereof and except as
otherwise described in the Official Statement, no action, suit, proceeding, inquiry or
investigationat law or in equity was pendingor, to the best of the knowledgeof the City and
County, threatened,in any court, public boardor body, in any way affectingthelegal existence
of the City and County or the title of the officers of the City and County to their respective
offices~or seekingto restrainor enjoin the issuance,sale or delivery of the Bonds,or-in any
materialwayadverselyaffecting the collection of revenuesor assetsof the WastewaterSystem,

- the validity or enforceability of the Bonds, the Proceedings,-the Certificate, the Disclosure
• • Certificateor this Bond PurchaseContractor thepoweror authorityoftheCity andCountywith

• - respectthereto. • -

• • - • - (I) • Thefinancial statementsof the SewerFurid containedor referenced~n--the

- PreliminaryOfficial Statementand theOfficial Statementpresentfairly the-frnanciaipositionof-
suchFund as of the respectivedatesand the results of its operationsand changesin financial
position for-the periodsspecifiedtherein. Subsequenttotherespectivedatesof themost recent
financial statementsincluded in the Official Statement,there has been no material adverse
changein the financial positionorresultsof suchFundexceptas set forth or contemplatedin the
Official Statement. -

5. Conditionsto theObligationsof theUnderwriter.

(a) The obligation of theUnderwriter to purchasethe Bondson the Closing
Date shall be subjectto the accuracyof the representationsandwarrantieson thepartof theCity
and County herein,to the accuracyof the statementsof officers of the City and County made
pursuantto the provisionshereof,to the performanceby the City and County of its obligations
hereunderto be performedon or before the Closing Date and to the following additional
conditionsprecedent: -

(1) The Proceedings,the Certificate and the Disclosure Certificate
shall have been duly adopted,issued, executedand delivered,as applicable,by the City and
County and shall be in full force and effect and shall not have beenamended,modified or
supplementedexceptas mayhavebeenagreedto in writing by the Underwriter,and theCity and
County shall have duly adoptedand there shall be in full force and effect such additional
resolutionsas in the opinion of Orrick, Herrington & Sutcliffe LLP (“Bond Counsel”)shall be
necessaryor appropriatein connectionwith the Proceedings,the Certificate and the Disclosure
Certificate,with the issuanceof the Bonds and with the transactionscontemplatedtherebyand
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hereby. No default shall have occurred and be continuing under the Proceedingsor the
Certificate,and no event shall haveoccurredand be continuingwhich with the lapseof time or
the giving of noticeor both would constitutesucha default.

(2) Subsequentto the City and County’s acceptanceof this Bond
PurchaseContract,thereshall not haveoccurredany eventmateriallyand adverselyaffectingthe
City andCounty or the transactionscontemplatedherebywhich, in the reasonableopinionof the
City and County or oftheUnderwriter, is requiredto be set forth in an amendmentor supplement
to the Official Statement(whetheror not the Official Statementshall havebeenamendedor
supplementedto setforth suchevent).

(3) Subsequentto the City and County’s acceptanceof this Bond
PurchaseContract,themarketprice of generalcredit or revenueobligations issuedby statesor
political subdivisionsthereof,or the market price of obligationsof the characterof the Bonds,
shall (in the reasonablejudgmentof the Underwriter) not havebeenmaterially and adversely
affectedby (i) a tentativedecision with respectto legislation reachedby a committeeof the
Houseof Representativesor Senateof the U.S. Congressor an official pronouncementby the

Chairman ofany suchcommitteewith respectto any suchlegislation, legislationintroducedin or
enacted by the Congressof the United States,or passedby either House of the Congressor

recommended to the Congressfor passageby the Presidentof the United Statesor by the
Secretaryof the U.S. TreasuryDepartment,or favorably reportedfor introduction or passageto -

either Houseof Congressby any Committeeof suchHouseto which such legislation-hasbeem
- - - referred for consideration,or an official pronouncementby the Congressionalsponsorof any
such pendinglegislation, or legislation pendingin the Congressof the United Statesshall be

amended,or legislation introducedin or enactedby the legislatureof the State of Hawaii or a
decisionrenderedby a court of the United Statesor the Stateof Hawaii or by theUnited States
Tax Court, or a ruling, order, official statement,or regulation (final, temporaryor proposed)
madeby theTreasuryDepartmentof the United Statesor the IntemalRevenueServiceor other
federal or State of Hawaii authority,with respectto federal or Stateof Hawaii taxationupon
interestreceivedon theBondsor obligationsofthe generalcharacterofthe Bonds,which in any
suchcasemay havethepurposeor effect of changing,directly or indirectly, the federal income
tax consequencesor StateofHawaii tax consequencesof interest on theBondsor obligationsof
thegeneralcharacterof the Bondsin thehandsofthe holdersthereof;or (ii) a tentativedecision
with respectto legislation reachedby a committeeof the Houseof Representativesor Senateof
the U.S. Congressor an official pronouncementby the Chairmanof any suchcommitteewith
respectto any suchlegislation,legislationintroducedin or enactedby the Congressof theUnited
States,or passedby either Houseof the Congressor recommendedto the Congressfor passage

by the Presidentof the United Statesor by the Chairman of the Securitiesand Exchange
Commission,or favorably reportedfor introductionor passageto either Houseof Congressby
any Committeeof suchHouseto which suchlegislation hasbeenreferredfor consideration,or
an official pronouncementby the Congressionalsponsorof any suchpendinglegislation, or
legislationpendingin the Congressof theUnited Statesshallbe amended,or a decisionrendered
by a court of the United States,or a ruling, order, official statement,or regulation(final,
temporaryor proposed)madeby or on behalfof the Securitiesand ExchangeCommission,or
any other governmentalagencyhavingjurisdiction of the subjectmatter, to the effect that the
Bonds or obligations of the general characterof the Bonds are not exempt from registration
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under,or other requirementsof, the SecuritiesAct of 1933,as amended,or that the Certificateis
not exempt from qualification under,or otherrequirementsof, the Trust indentureAct of 1939,
as amended,or that the issuance,offering or sale of the Bonds or obligationsof the general
characterof the Bonds ascontemplatedherebyor by the Official Statementis or would be in
violation of the federalsecuritieslaws asamendedandthenin effect;or (hi) any newoutbreakor
escalationof hostilitiesor other national or intemational calamity or crisis, the effect of such
outbreak,calamity or crisis on the financial marketsof the United Statesbeingsuchas, in the
reasonablejudgmentof the Underwriter,would affect materially and adverselythe ability of the
Underwriterto market theBonds; or (iv) a generalsuspensionof tradingon theNew York Stock
Exchange,or fixing of minimum or maximumprices for trading or maximumrangesfor prices
for securitieson the New York Stock Exchange,whetherby virtue of a determinationby that
Exchangeor by order of the Securitiesand ExchangeCommissionor any othergovernmental
authority havingjurisdiction; or (v) a generalbankingmoratoriumdeclaredby either federal or
New York or Hawaii authoritieshavingjurisdiction.

(4) On or prior to theClosingDate,no order,ruling, regulation,decree-
or injunction of any court of competentjurisdiction or of any governmentalbody or authority
shall have beenissued, and no judicial proceedingshall have beencommenced,nor shall any

- legislation havebeenenacted,with the purposeor effect-of prohibiting the issuance,offering,
sale or distribution of the Bonds as contemplatedhereby or by the Official Statementor
performanceby the City and Countyof its obligationsunder the Proceedings,the Certificate;-the
DisclosureCertificateor-thisBond PurchaseContractin accordance,with their respectiveterms. -

- (5) The Underwriter shall have received duly executedor certified
copiesof: (i) the Proceedings;(ii) the Certificate; (iii) the DisclosureCertificate;(iv) this-Bond
PurchaseContract;and (v) the Official Statement.

(6) The Underwriter shall havereceivedthe opinionof Bond Counsel
with respectto theBonds,datedtheClosing Date,substantiallyin the form attachedto the draft
Official Statementheretoforereceivedby theUnderwriter,togetherwith a supplementalopinion
ofBond Counsel,addressedto theUnderwriter,datedthe ClosingDate, in substantiallythe form
attachedasExhibit A hereto.

(7) The Underwritershall havereceivedan opinion, datedthe Closing
Date, of CorporationCounsel to the City and County substantiallyin the form attachedas
Exhibit B hereto.. -

(8) The Underwritershall havereceivedan opinion, datedtheClosing
Date, of McCorriston Miller Mukai MacKinnon LLP, counsel to the Underwriter, in
substantiallytheform attachedasExhibit C hereto.

(9) The Underwriter shall have received a certificate, dated the
Closing Date,signedby the FinanceDirector and the EnvironmentalDirector, to the effect that
(i) the representationsand warrantiesof the City and County containedhereinare true and
correctin all materialrespectson and asof theClosing Date;(ii) to thebestof theknowledgeof
said officers the information and statements,including financial statements,of or pertainingto
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the WastewaterSystem and the SewerFund containedin the Official Statementwere and are
correct in all material respects;(iii) insofar asthe City and County and its affairs, including the
financial affairs of the WastewaterSystem and the Sewer Fund, are concerned,the Official
Statementdid not and doesnot contain an untruestatementof a material fact or omit to statea
material fact requiredto be statedthereinor necessaryto makethestatementstherein,in the light
of the circumstancesunder which they were made, not misleading; (iv) insofar as the
descriptionsand statements,including financial data,containedin theOfficial Statement,of or
pertainingto nomgovemmentalbodies or governmentalbodies other than the Departmentof
Environmental Services are concerned,such descriptions, statementsand data have been
obtainedfrom sourcesbelievedby the City and Countyto be reliable,and the City and County
has no reason to believe that they are untrue or incomplete in any material respect; (v) no
litigation is pendingor, to the knowledgeof such officers, threatenedin any court in any way
adverselyaffecting the legal existenceof the City and County or seekingto restrainor to enjoin
the issuance,saleor deliveryof the Bonds,or materiallyand adverselyaffectingthe right of the
City andCounty to collect WastewaterSystemrevenuesto pay the principal of and intereston
the Bonds, or in any way materially and adverselycontestingor affecting the validity or

- enforceabilityof the Bonds, the Proceedings,the Certificate, the DisclosureCertificateor this
Bond PurchaseContractor contestingthe completenessor accuracyof the PreliminaryOfficial
Statementor the Official Statement,or contesting the power of the City and County or its

authority with respectto theBonds,theProceedings,the Certificate,theDisclosureCertificateor
this Bond PurchaseContract (but in lieu of or in conjunction with such certificate, the

Underwritermay, in its sole discretion,acceptcertificatesor opinionsof CorporationCounselto
the City and County,acceptableto theUnderwriter, that in theopinion of suchcounselthe issues

- raisedi-n any-suchpendingor threatenedlitigation are without substanceor that the contentions
- - of all plaintiffs thereinarewithout merit); (vi) to the best of the knowledgeof said officer, no
event materially and adverselyaffecting the City and County or the transactionscontemplated

herebyhas occurredsincethe dateof the Official Statementwhich, in thereasonableopinionof
the City and County, is requiredto be set forth in an amendmentor supplementto the Official
Statement(whetheror not the Official Statementshall havebeenamendedor supplementedto
set forth suchevent); (vii) the City and Countyhas the full legal right, powerand authority to
carry out and consummatethe transactionscontemplatedherebyand by the Official Statement;
and (viii) the City and County has complied with all the requirementsand satisfiedall the
conditions-onits part to be performedorsatisfiedat orprior to theClosingDate.

[(10) The Underwriter shall havereceivedevidenceof the issuanceby
__________ (the ‘BondInsurer”) oftheBondInsurancePolicy andSuretyBondwith respectto

the Bonds, togethei’ with (1,) rating letters evidencingthat the Bonds have beenrated AAA by
Fitch Ratings, Aaa by Moody‘s Investors Serviceand AAA by Standardand Poor’s Ratings
Group, (i() a certUlcate of the Bond Insurer, dated the Closing Date, to the effect that the
information concerningthe Bond Insurer and the Bond InsurancePolicy, as setforth in the
Official Statementunder the caption “Bond Insurance” is accurate, and (‘iii,) an opinion of
counselto the BondInsurer inform andsubstancesatisfactoryto the Underwriter]

- (11) The Underwriter shall have receivedsuch additional certificates,

instrumentsand otherdocumentsas it mayreasonablyrequestto evidencethetruth and accuracy
as of the ClosingDateof the representationsand warrantiesof the City and County hereinand
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the dueperformanceor satisfactionby theCity and Countyat or prior to the ClosingDateof all
agreementsthen to be performedand all conditionsthento be satisfiedby the City andCounty.

(b) The City and County will furnish the Underwriterwith suchconformed
copies of such opinions, certificates, letters and documentsas the Underwriter reasonably
requests.If the City andCounty shall be unableto satisfy or causeto be satisfiedany condition
to the obligations of the Underwriter contained in this Bond Purchase Contract and the
satisfactionof such condition shall not be waived by the Underwriter, this Bond Purchase
Contractshall terminate;and neither the Underwriternor the City and County shall have any
furtherobligationsor liabilities hereunderexceptasotherwiseprovidedin Section8.

6. ~ and Couijty. Theobligationsof
the City and County to issue and sell the Bonds to the Underwriter will be subject to
performanceby the Underwriterof its obligationshereunderand to thereceiptby the City and
County on the Closing Date of the opinion of Bond Counsel, dated the Closing Date,
substantiallyin the form attachedto the Official Statement,and suchothercertificates,letters
and documentsfrom theUnderwriteror othersas theCity and Countymayreasonablyrequestto
evidencefactsnecessaryfor Bond Counselto rendersuchopinion.

7 $j~rvivalof Certain Representationsand_Q~~gationsThe City and
County and the Underwnter hereby agree that the respectiveagreements,representations,
warrantiesand other statementsof the City and County and of the Underwriter and their
respectiveofficers set forth in or madepursuantto this Bond PurchaseContract will remain in
full force and effect, regardlessof any investigation,or statementasto the resultsthereof,made
by or on behalfoftheUnderwnterorthe City and Countyandwill survivetheClosingDate

8. j~gp~es.(a) The City and County will pay or causeto be paid from
funds available to it all expensesincidentto the performanceof its obligationsunderthis Bond
PurchaseContract and the fulfillment of the conditions imposedhereunder,including but not
limited to the cost of preparing,printing and mailing the Preliminary Official Statement,the
Official Statementand any supplementthereto(except to the extentpayableby theUnderwriter
pursuantto Section8(b) below), the cost of preparingand mailing the Bonds, the Proceedings,
the Certificate, the Disclosure Certificate, and any amendmentsor supplementsthereto, in
reasonablequantities,and all other documentspreparedin connectionwith the transactions
contemplatedby this Bond PurchaseContract, the expensesof the City and County,the feesand
expensesof Bond Counseland CorporationCounsel for the City and County, [thepremiumfor
theBond InsurancePolicy,] the feeschargedby investmentrating agencieswith respectto the
Bonds,and thefeesand expensesof anyauditorsretainedby the City and Countyin connection
with the transactionscontemplatedherein. To the extent that the Underwriter, in order to
facilitate the transactionshereunder,hasadvancedfunds to pay any expensesof the City and
Countyincidental to this Bond PurchaseContractand the transactionshereunder(including, but
not limited to, transportation,lodging, meals and other ancillary costsof City and County
representativesassociatedwith the financing), the City and County shall reimburse the
Underwriter for such advancesas part of the expense component of the Underwriter’s
compensationhereunder. In addition, certain of the foregoingexpenses,as determinedby the
Underwriterandthe City and County,maybe paid by the Underwriteron behalfof the City and
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County and deductedfi-om the PurchasePrice otherwise payable to the City and County at
Closing.

(b) The Underwriterwill pay or causeto be paid the cost of preparing,printing
and mailing any amendmentor supplement to the Official Statement resulting from a
determinationby the Underwriterto changethe initial offering pricesor yields set forth in the
Official Statement;all advertisingcosts and other expensesincurred by the Underwriter in
connectionwith the saleof the Bondsand the qualification of the Bondsfor saleundertheBlue
Sky and other securities laws of the severalstates; counselfor the Underwriter; the fees and
expensesof The DepositoryTrust Companywith respectto the depositof the Bonds; and the
chargeof theCUSIP ServiceBureaufor the assignmentof CUSIPnumbersfor the Bond.

9. Notices. All communicationshereunderwill be in writing, and, if sent to
the Underwriter,will be mailed or deliveredto UBS SecuritiesLLC, 777 South FigueroaStreet,
50

th Floor, Los Angeles,California, 90017,Attention: FrankX. Lauterbur,ManagingDirector;

or, if sentto the City and County, will be mailed or deliveredand confinnedto it at the address
set forth above. -

- - 10 Governing Law. This Bond PurchaseContract shall be construedand
administeredunderthelawsof the StateofHawaii. - - - -

- - - -- - - - 11. Counterparts. This Bond PurchaseContract- may be executedby the
- - partiesheremin separatecounterparts.eachof whichwhenso executedand deliveredshall bean

original, but all suchcounterpartsshall togetherconstitutebut oneandthe sameinstrument. -
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12. Successors.This Bond PurchaseContractwill inure to the benefit of and
bebindingupon thepartiesheretoandtheir respectivesuccessors,andno otherpersonwill have
any right or obligationhereunder.

UBS SECURITIES LLC,
As Underwriter

By:
Its AuthorizedRepresentative -

By:_
Its AuthorizedRepresentative

Acceptedthis — day of , 2008

CITY AND COUNTY OF HONOLULU

By:
DirectorofBudgetandFiscalServices

By:
DirectorofEnvironmentalServices

Approvedasto form andlegality:

CorporationCounsel
City and CountyofHonolulu
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EXHIBIT A TO BOND

PURCHASECONTRACT

[FORM OF BOND COUNSEL’S SUPPLEMENTALOPINION]

[DATE]

UBS SecuritiesLLC
Los Angeles,California

Re: City and County ofHonoluluWastewaterSystemRevenueBonds
(SecondBond Resolution)JuniorSeries2008A
(SupplementalOpinion)

LadiesandGentlemen: -

This letter is addressedto you asUnderwriter purs iant to Section5(a)(6) of theBond Purchase
Contractdated ~ 2008 (the “PurchaseContract ), by and betv~eenUIBS SecunliesLLC
and the City and County of Honolulu (the ‘City and County ‘), providing for the purchaseof
S[SeriesAthount] principal amount of Cit~’and County of Honolulu WastewaterSystem
RevenueBonds(SecondBond Resolution)Junior Senes2008A (the Bondc’) The Bondc are

being issuedpursuant to and by the authority of the provisions of Chapter49, Hawaii Revised
- Statutes(the “Act”), the City Charter,proceedingsof the City Council of the City and County,

- including resolutions adopted by the City Council (collectively, the “Resolution”), and a
Certificate of the Director of Budget and Fiscal Servicesof the City and County datedas of

_______, 2008 (the “Certificate”). Capitalizedtermsnot otherwisedefinedhereinshall have
themeaningsascribedtheretoin the Certificateor, if not definedin the Certificate,in theBond
PurchaseContract.

We havedeliveredour final legal opinion (the“Bond Opinion”) as bond counselto the City and
Countyconcerningthe validity of theBondsand certainothermatters,datedthedatehereofand
addressedto the City and County. You mayrely on theBond Opinion asthoughthesamewere
addressedto you.

In connectionwith our role as bond counsel to the City and County, we havereviewed the
PurchaseContract, the Certificate, the Tax Certificate,the DisclosureCertificate,an opinion of
the CorporationCounselof the City and County, certificatesof the City and County and others,
and suchotherdocuments,opinionsand mattersto the extentwe deemednecessaryto provide
theopinionsor conclusionsset forth herein.

The opinions and conclusionsexpressedherein are based on an analysisof existing laws,
regulations,rulings and court decisionsand covercertainmattersnot directly addressedby such
authorities. Suchopinions or conclusionsmayhe affectedby actionstakenor omittedor events
occurringafterthedatehereof We havenot undertakento determine,or to inform any person,
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whetherany suchactionsare takenor omitted or eventsdo occur or any othermatterscometo
our attention after the date hereof We have assumedthe genuinenessof all documentsand
signaturespresentedto us (whetheras originals or ascopies)andthedue and legalexecutionand
delivery thereofby, and validity against,any partiesotherthan the City and County. We have
assumed,without undertaking to verify, the accuracy of the factual matters represented,
warrantedor certified in the documents,and of the legal conclusionscontainedin the opinions,
referred to in the third paragraphhereof We have further assumedcompliance with all
covenantsand agreementscontainedin such documents.In addition,wecall attentionto the fact
that the rights and obligations under the Bonds, the Certificate, the Resolution, the Tax
Certificate,the DisclosureCertificateand thePurchaseContractand their enforceabilitymaybe
subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance,
moratorium and other laws relating to or affecting creditors’ rights, to the application of
equitable principles, to the exerciseof judicial discretion in appropriatecases and to the
limitations on legal remediesagainstcountiesin the State of Hawaii. We expressno opinion
with respectto any indemnification,contribution,penalty,choiceof law, choiceof forum, choice
of venue, waiver or severabilityprovisions containedin the foregoing documents,nor do we

- expressany opinion with respectto the stateor quality of title to or interest in any assets
describedin or as subjectto the lieh of- the Resolution or the accuracyor sufficiency of the
descriptioncontainedtherein of, or the remediesavailable to enforceliens on, any suchassets.
Finally, we undertakeno responsibility for the accuracy (except as expresslyset forth in
numberedparagraph3 below), completenessor fairnessofthe Official StatementdatedApril ,

‘200-8 (the “Official Statement”)or otheroffering material relating to the Bondsand expressno
opinion-relatingthereto. - - - - - - - -

Basedon and subjectto the foregoing, and in reliancethereon,asof the datehereof,we are of
the following opinionsorconclusions:

1. TheBondsarenot subjectto theregistrationrequirementsof the SecuritiesAct of
1933, as amended, and the Certificate is exempt from qualification pursuant to the Trust
IndentureAct of 1939,as amended.[No opinion is expressedwith respectto theBondInsurance
Policy or SuretyBond]

2. The PurchaseContract has beenduly executedand deliveredby the City and
Countyandis avalid andbinding agreementof theCity andCounty.

3. The statementscontainedin the Official Statementunder the captions“THE
SERIES2008 BONDS (excluding“—Book-EntrySystem”),” “SECURITY FORTHE BONDS,”
“TAX MATTERS” and “CONTINUING DISCLOSURE,” and Appendix A entitled
“SUMMARY OF CERTAIN PROVISIONSOF THE BOND RESOLUTION” and in Appendix
B and Appendix C to the Official Statement,excluding any material that may be treatedas
includedundersuchcaptionsby cross-reference,insofaras suchstatementsexpresslysummarize
provisions of theBonds, the Certificate, the DisclosureCertificate and the form and contentof
our Bond Opinion are accuratein all materialrespects.

This letter is furnishedby us as bond counsel to the City and County. No attomey-client
relationshiphasexistedor existsbetweenour firm and you in connectionwith theBondsor by
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virtue of this letter. Our engagementwith respect to the Bonds has concluded with their
issuance. We disclaim any obligation to updatethis letter. This letter is deliveredto you as
Underwriterof the Bonds, is solely for your benefit assuchUnderwriterand is not to be used,
circulated,quotedor otherwisereferredto or relied upon for any otherpurposeor by anyother
person. This letter is not intendedto, and maynot, be relied uponby ownersofBondsorby any
otherparty to whomit is not specificallyaddressed.

Very truly yours,

ORRICK, HERRINGTON& SUTCLIFFELLP

per
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EXHIBIT B TO BOND
PURCHASECONTRACT

[FORM OF OP~IONOF CO~ORATIONCOUNSEL]

[Date]

UBS SecuritiesLLC
Los Angeles,California

Re: City andCountyof Honolulu,Hawaii,WastewaterSystem
RevenueBonds(SecondBond Resolution),JuniorSeries2008A

LadiesandGentlemen: - - - - - - - -

The Departmcnt of the CorporationCounsel acts as counsel for-the City and
- County of Honolulu (the “City and-County”), and in suchcapacity,the following opinion is

delivered. This opinion is deliveredpursuantto the requirementof Section5(a)(7)-ofthe Bond
PurchaseContractwith the City and County,dated_____, 2008 (the “Bond PurchaseContract”),
relating to the Bonds identified above(the “Bonds”). Termsused and not otherwisedefined
hereinshallhavethemeaningsassignedto them in the Bond PurchaseContract. We areof the
following opinions:

(1) TheCity and County is a duly organizedandexistingpolitical subdivision
of theStateofHawaii,with full powerunder theConstitutionandlawsof theState,including the
Act, to enactand approvetheProceedings,to authorizethe Bonds,the Certificate,the Disclosure
Certificate, the Bond PurchaseContract, the Preliminary Official Statementand the Official
Statement,andto perform its ob]igationsthereunderand contemplatedthereby.

(2) The Director of Budget and Fiscal Services and the Director of
EnvironmentalServiceshave the power to executeand deliver the Certificate and the Bond
PurchaseContract,and the Director of Budget and Fiscal Serviceshasthe powerto execute,
issueand delivertheBondsandto executeand deliver theDisclosureCertificate.

(3) Based upon the information provided to us in the course of our
participation in the preparationof the Official Statementand in reliancethereon,and without
having undertakento determineindependentlythe accuracyor completenessof the statements
containedin the Official Statement,we have no reasonto believethat the Official Statement,
under thecaptions“The City and Countyand the Department”and “PendingLitigation” (except
for the financial and statisticaldata includedtherein arid assumptionswith respectthereto,as to
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which no opinion is expressed),as of its date contained,or as of the date hereofcontains,any
untruestatementof a material fact,or asof its dateomittedor as of thedatehereofomits, to state
any material fact requiredto be statedthereinor necessaryto makethe statementstherein,in the
light of thecircumstancesunderwhich theyweremade,notmisleading.

(4) No litigation is pendingor. to our knowledge,threatenedin any court in
any way affecting the existenceof the City and County or the title of its officers and other
officials to their respectiveoffices, or seekingto restrainor enjoin the issuance,saleordelivery
of the Bonds,or thepledgeof the revenuesfrom the wastewatersystemof the City and County
to pay the principal of and interest on the Bonds, or in any way contestingor affecting the
validity or enforceabilityof the Bonds, the Certificate, the DisclosureCertificateor the Bond
PurchaseContractor contestingin any way the completenessor accuracyof the Preliminary
Official Statementor the Official Statement,or contestingthe powersof the City and County or
its authority with respectto the Bonds, the Certificate, the DisclosureCertificate or the Bond
PurchaseContract,otherthanthat which mayhavebeendisclosedin theOfficial Statement.

In therenderingof this opinion,we expressno opinion as to the applicationofthe
Federallaw of the United Statesor the laws of any stateregardingthedocumentsreferredto in
this opiniOn otherthantheStateof Hawaii.

We are furnishing this letter to you pursuantto Section 5 of the Bond Purchase
Contract solely for your benefit as Underwriter thereunder. This letter is not to be used;-
circulated,quotedor otherwisereferredto or relied, upon for any otherpurposeor by any other
person. This letter is not intendedto, and may-not,be relied upon by ownersof Bonds. We
disclaimany obligation to updatethis letter. -

Very truly yours,

CorporationCounsel
City and CountyofHonolulu
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EXHIBIT C TO BOND

PURCHASECONTRACT

[FORM OF OPINIONOF UNDERWRITER’SCOUNSEL]

[Date]

UBS SecuritiesLLC,
Los Angeles,California

Re: City and Countyof Honolulu,Hawaii,WastewaterSystem
RevenueBonds(SecondBond Resolution),JuniorSeries2008A

Ladiesand Gentlemen:

We haveacted as counselto you in connectionwith yourpurchasefrom the City
and Countyof Honolulu (the “City and County”) of the Bondsidentified above(the “Bonds”),
pursuantto the Bond PurchaseContract with the City and County, dated________, 2008 (the
“Bond PurchaseContract”). The Borids are issuedpursuantto variousproceedingsof the-City
Council of the City and a certificateof the Director of Budget and Fiscal Servicesand the
Director of Environmental Services of the City and County (the “Issuance Certificate”).
Capitalizedterms not otherwisedefinedhereinshall have the meaningsascribedthereto in the
Bond PurchaseContract.

In that connection,we havereviewedthe Bond PurchaseContract,the Issuance
Certificate, the Disclosure Certificate, the Official Statement, the certificates and opinions
referredto in Section5(a) of the Bond PurchaseContract,and suchotherrecords,opinionsand
documents,and wehavemadesuchinvestigationsof law, as we havedeemedappropriateas a
basisfor theconclusionshereinafterexpressed.

In arriving at the conclusionshereinafterexpressed,we are not expressingany
opinionor view on, and with yourpermissionareassumingand relyingon, thevalidity, accuracy
and sufficiencyof therecords,documents,certificatesand opinionsreferredto above(including
the accuracyofall factual mattersrepresentedand legal conclusionscontainedtherein,including
(without limitation) representationsand legal conclusionsregarding the due authorization,
issuance,delivery, validity and enforceabilityofthe Bondsand the exclusionof interestthereon
from gross income for federal income tax purposes). We have assumedthat all records,
documents,certificates and opinions that we have reviewed,and the signaturesthereto, are
genuine.
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Based on and subject to the foregoing, and in reliance thereon,as of the date
hereof,we are of theopinion that theBondsarenot subjectto the registrationrequirementsof the
SecuritiesAct of 1933, and the IssuanceCertificate is exempt from qualification pursuantto the
Trust IndentureAct of 1939, as amended. No opinion is expressedwith respectto the Bond
Insurance.

We are not passinguponand do not assumeany responsibilityfor the accuracy,
completenessor fairnessof any of the statementscontainedin the Official Statementand make
no representationthat we haveindependentlyverified the accuracy,completenessor fairnessof
any suchstatements.hi our capacityas your counsel,we participatedin conferenceswith your
representativesand representativesof the City, Orrick, Herrington & Sutcliffe LLP, as bond
counsel,and others,during which conferencesthe contentsof the Official Statementandrelated
matterswerediscussed.Basedon our participation in the above-mentionedconferences(which
did not extendbeyond the dateof the Official Statement),and in reliancethereonand on the
records,documents,certificatesand opinions-hereinmentioned(as set forth above),we advise
you that, during the courseof our representationof you on this matter,no informationcameto
the attention of the attorneys in our firm rendering legal services in connectionwith such
i-epresentationwhich causedus to believe-that theOfficial Statementasof its date(except for
-any- financial, statistical, engineering,demographicor economicdata or forecasts,numbers,
charts, tables, graphs, estimates,projections, assumptionsor expressions-of opinion, any

information aboutvaluation,appraisalsor environmentalmatters,the information in Appendices
- A andB, or any informationaboutthetaxstatusof theBonds,-book-entryor DTC /or theBond

Insurer] includedtherein, as to which we expressno opinion or view) containedany untrue
statementof a material fact or omitted to stateany material fact required-to be statedthereinor

necessary to makethestatementstherein,in the light of thecircumstancesunderwhich theywere
made,not misleading. -

The Disclosure Certificate, together with Section 2 of the Bond Purchase
Contract,satisfiesthe requirementscontainedin S.E.C. Rule 15c2-12(b)(5)for an undertaking
for the benefit of the holdersof the Bonds to provide the information at the times and in the
mannerrequiredby saidRule.

We are furnishing this letter to you pursuant to Section 5(a)(8) of the Bond
PurchaseContract solely for your benefit as Underwriterthereunder.. This letter is not to be
used,circulated,quotedor otherwisereferredto or relied upon for any otherpurposeorby any
other person. This letter is not intendedto, and may not, be relied upon by ownersof Bonds.
Our engagementwith respectto this matterhasterminatedasof thedatehereof,andwe disclaim
any obligation to updatethis letter.

Very truly yours,
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SERIES CERTIFICATE OF THE DIRECTOR OF
BUDGET AND FISCAL SERVICES OF THE

CITY AND COUNTY OF HONOLULU, HAWAII,
PROVIDING FOR CONTINUING DISCLOSURE

I, the undersigned, Mary Patricia Waterhouse,being the duly appointed Director
of Budget arid Fiscal Services(the “Director”) of the City and County of Honolulu,
Hawaii (the “City and County”), DO HEREBY CERTIFY that: (i) this Certificate is a
Series Certificate as defined in Section 1.2 and described in Section3.3 of the Master
Certificate of the Director of Budget and Fiscal Services of the City and County of
Honolulu, Hawaii, Providing for Continuing Disclosure, dated December23, 1998 (the
“Master Certificate”); (ii) UBS Securities LLC, as the Underwriter of the $ -

Wastewater System RevenueBonds (SecondBond Resolution) Junior Series 2008A of
the City and County, dated _______, 2008 (the “Series 2008A Bonds”), shall be
beneficiaries of the Master Certificate; (iii) the Holders of the Series2008ABonds shall
also beneficiariesof the Master Certificate; (iv) the Beneficial Owners of Series2008A
Bonds shall third-party beneficiaries of the Master Certificate; and (v) all capitalized
terms usedherein shall havethe respectivemeaningsas defined in the Master Certificate.

The NRMSIRs as of the date of this Series Certificate are set forth at
www.sec.gov/info/municipal/nrmsir.htm.

Datedthis 2008.

MARY PATRICIA WATERHOUSE
Director ofBudget andFiscal Services
City andCounty of Honolulu

The above and foregoing
certificate is hereby approved as
to form and legality this
____ 2008.

Corporation Counsel
City and County ofHonolulu,
Hawaii
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ESCROW AGREEMENT

by and between

CITY AND COUNTY OF HONOLULU

and -

WELLS FARGO BANK, NATIONAL ASSOCIATION,
asEscrowAgent

Dated ~ClosingDatel, 2008
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ESCROWAGREEMENT

This EscrowAgreement(this “Agreement”),datedandeffectiveon [Closing
Date],2008, by and betweentheCITY AND COUNTY OFHONOLULU (the “City and
County”) and WELLS FARGOBANK, NATIONAL ASSOCIATION,Los Angeles,California,
asescrowagent(togetherwith its successors,the “EscrowAgent”),

- WITNESSETH:

TheCity Council of theCity andCounty(the“Council”), pursuantto Bond
ResolutionNo. 98-195,adoptedby theCouncil on November10, 1998 (the“Bond Resolution”),
authorizedWastewaterSystemRevenueBondsfor variouspurposesoftheWastewaterSystem
of theBoard, suchbondsto be issuedin seriesfrom time to time pursuantto SeriesResolutions
duly adoptedby the Council.

Pursuantto theBondResolution,a resolutionof theCouncil adoptedon
November10, 1998, and a SeriesCertificateof an authorizedofficer of theCity andCounty
datedDecember9, 1998(the“1998 Certificate”),the City andCountyhaspreviouslyissued
(i) $264,152,890of its WastewaterSystemRevenueBonds(SecondBond Resolution)Junior
Series1998 (the“1998 Bonds”), $ - - of which currently areoutstanding,which
outstanding1998Bonds,pursuantto their terms,matureon variousdatesand bearinginterest
payableat varioustimes to maturity, all as setforth in Exhibit A attachedhereto.

Pursuantto theBond Resolution,a resolutionof theCouncil adoptedon April 16,
2003,andaSeriesCertificateof an authorizedofficer of theCity and CountydatedMay 1,2003
(the“2003 Certificate”),-the City andCountyhaspreviouslyissued(i) $54,600,000of its
WastewaterSystemRevenueBonds(SecondBond Resolution)JuniorSeries2003A-2 (the -

“2003A-2 Bonds”), $ __________ ofwhich currentlyare outstanding,and $54,600,000of its
WastewaterSystemRevenueBonds(SecondBond Resolution)JuniorSeries 2003B-2 (the
“2003B-2 Bonds”), $ - ofwhich currently areoutstanding,which outstanding
2003A-2Bondsand 2003B-2Bonds(referredto herein,togetherwith the 1998Bonds,as the
“Prior Bonds”), pursuantto their terms,matureon variousdatesand bearinginterestpayableat
varioustimes to maturity, all asset forth in Exhibit A attachedhereto.

TheDirectorof Budgetand FiscalServicesin her “Bond SeriesCertificateofthe
City and Countyof Honolulurelating to $[PrincipalAmount] WastewaterSystemRevenue
Bonds(SecondBond Resolution)JuniorSeries2008, dated[SaleDate], 2008” (the
“Certificate”), hasheretoforefoundanddeterminedthat it is necessaryand in thebestinterestof
theCity and Countyto refundin advanceofmaturitycertainofthePrior Bondsidentifiedin
Exhibit B hereto(collectively,the “RefundedBonds” or, separately,asapplicable,the
“Refunded1998Bonds,” the“Refunded2003A-2 Bonds”or the “Refunded2003B-2Bonds”),
which sets forth for theRefundedBondsthe series,principal amountto be refunded,maturities
to be refunded,and,if applicable,redemptiondateandredemptionpriceof suchRefunded
Bonds.

TheCouncil has,pursuantto ResolutionNo. 08-, adoptedon _______,2008,
authorizedtheDirectorofBudgetand FiscalServicesto issue,sell anddeliverWastewater



SystemRevenueBondsof theCity andCountyin an aggregateprincipalamountnot to exceed
S _____ for thepurposesprovidedin theBond Resolution,andto determinethe
principalamountof andto fix anddeterminethedetailsof suchbonds.

TheEscrowAgenthasbeenappointedby theDirectorof Budgetand Fiscal
Servicesto serveasEscrowAgenthereunder.

Concurrentlywith theexecutionhereof,theCity andCountyis issuing
______ aggregateprincipalamountof its WastewaterSystemRevenueBonds(Second

Bond Resolution)JuniorSeries2008 (the “2008 Bonds”),to providemoneysfor depositwith the
EscrowAgent, andis taking suchotheractions,asshall be necessaryandsufficient to causethe
RefundedBondsto be refundedin advanceof maturityand wishesto enterinto this Agreement
to carryout suchpurposes.

Now, therefore,in considerationofthe foregoingandof themutual covenants
hereinset forth, theCity andCountyandtheEscrowAgent agreeasfollows:

Section1. Pledgeof Portionof 2008Bond Proceeds.To securethepayment
of thejrincipal or redemptionprice(as set forth in Section6)of, andintereston, theRefunded
Bonds(whethersuchduedatesbeby reasonofmaturityor otherwise),theCity andCounty
herebyirrevocablydepositswith theEscrowAgent, in trust for thebenefitandsecurityof the
holdersoftheRefundedBonds,andirrevocablypledgesandsetsasideexclusivelyfor such
payment,subjectto the termsand conditionshereinafterset forth, theamountof

_____ ______ (the “DepositAmount”) in immediatelyavailablefunds. Suchamounts
shall be depositedand appliedby th~EscrowAgent in themarmerandfor thepurpose
hereinafterset forth. - - - - -

TheEscrowAgent,by theexecutionof this Agreement,acknowledgesreceiptof
theforegoingamounts.

Section2. Establishmentof Funds;Depositof MoneysandGovernment
Securities.

(a) Thereis herebycreatedandestablishedwith the EscrowAgent a specialand
irrevocabletrust fund,designatedthe“1998 BondsTrust Fund”, to beheld in thecustodyofthe
EscrowAgentasa TrustFund separateand apartfrom all otherfundsofthe City andCounty or
of theEscrowAgent for thebenefitof theholdersof theRefunded1998 Bonds. TheEscrow
Agent shall apply theDepositAmount of$__________ofthe $___________ referredto in
Section I hereoftowardsthepurchaseoftheGovernmentSecurities,ashereinafterdefinedand
asprovidedin Section3, suchsecuritiesto be depositedin the 1998BondsTrustFund. The
remaining$ shall be depositedascashin the 1998BondsTrustFund. All fundson deposit
in trust in the 1998 BondsTrust Fund shallbe applied to andusedsolely for thepaymentof the
principal and redemptionpriceoL andintereston, theRefunded1998 Bondsexceptasotherwise
expresslyprovidedherein. Amountsearnedon themoneysandsecuritiesin the 1998 Bonds
Trust Fundshall he retainedthereinuntil applied in accordancewith this Agreement.

(b) Thereis herebycreatedandestablishedwith theEscrowAgenta specialand
irrevocabletrustfund, designatedthe“2003A-2BondsTrust Fund”, to beheld in thecustodyof
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the EscrowAgent asa Trust Fundseparateand apartfrom all otherfundsof theCity andCounty
or of theEscrowAgent for thebenefitof the holdersoftheRefunded2003A-2Bonds. The
EscrowAgent shallapply theDepositAmount of $_~ ____ of the$ ______ referredto
in Section 1 hereoftowardsthepurchaseofthe GovernmentSecurities,ashereinafterdefined
andasprovidedin Section3, suchsecuritiesto be depositedin the 2003A-2BondsTrustFund.
The remaining$ shall be depositedascashin the2003A-2BondsTrustFund. All fundson
depositin trust in the 2003A-2BondsTrust Fund shall be appliedto andusedsolely for the
paymentof theprincipal andredemptionpriceof; and intereston, theRefunded2003A-2Bonds
exceptasotherwiseexpresslyprovidedherein. Amountsearnedon themoneysandsecuritiesin
the 2003A-2BondsTrust Fund shallbe retainedthereinuntil applied in accordancewith this
Agreement.

(c) Thereis herebycreatedandestablishedwith theEscrowAgentaspecialand
irrevocabletrust fund,designatedthe “2003B-2 BondsTrustFund”, to beheldin the custodyof
the EscrowAgent asa Trust Fund separateand apartfrom all otherfundsoftheCity andCounty
or of theEscrowAgent for thebenefitof the holdersof theRefunded2003B-2Bonds. The
EscrowAgent shall apply theDepositAmount of$__________of the $____________ referredto
in Section 1 hereoftowardsthepurchaseoftheGovernmentSecurities,as hereinafterdefined
and asprovidedin Section3, suchsecuritiesto bedepositedin the2003B-2BondsTrustFund.
Theremaining$ shall be depositedascashin the2003B-2 BondsTrustFund. All fundson
depositin trust in the 2003B-2 BondsTrust Fundshallbe appliedto andusedsolel5’ for the
paymentoftheprincipal andredemptionprice of, andintereston, theRefunded2003B-2Bonds
exceptasotherwiseexpresslyprovidedherein.- Amountsearnedon themoneysandsecuritiesin
the2003B-2 BondsTrust Fundshallbe retainedthereinuntil appliedin accordancewith this
Agreement. - - - -

Section3. PurchaseofGovernment~ in
Trust Funds. (I) The City andCountyherebydirectstheEscrowAgent to, andthe Escrow
Agentshall, do th-e following with respectto thefundsdepositedandheld in theTrustFunds
pursuantto Section 1 hereof:purchasenoncallableGovernmentSecuritiesallocatedto the
RefundedBonds(the“GovernmentSecurities”)listed in Exhi heretoanddepositandhold
suchGovernmentSecuritiesand any earningsreceivedthereonand any reinvestmentthereofin
the 1998BondsTrust Fund, the 2003A-2BondsTrustFundand the2003B-2BondsTrustFund
(collectively,the“Trust Funds”) anddisbursesuchamountsasprovidedherein.

(a) TheCity and Countyandthe EscrowAgent, by the executionofthis
Agreement,herebyacknowledgereceiptfrom Grant ThorntonLLP (the“Verification Expert”),
of a certificationthat theGovernmentSecuritieslisted in Exhibit C matureasto principal and
interest(without regardto any reinvestmentof investmentearningson suchGovernment
Securities)in suchamountsand at suchtimes aswill ensure,togetherwith anymoneysheld in
theTrust Funds,theavailability of sufficientmoneysto makepaymentof theprincipalor
redemptionpriceof, andintereston, the RefundedBondsto and including therespectivedue
datesthereof

(b) TheCity and CountyandtheEscrowAgentherebyagreethat they shall rely
conclusivelyupon the certificationprovidedby theVerification Expertpursuantto Section3(b)
hereof,that theGovernmentSecuritieswill mature asto principaland interest(without regardto
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any reinvestmentof investmentearningson suchGovernmentSecurities)in suchamountsand at
suchtimes as to ensure,togetherwith any moneysheld in theTrust Funds,theavailability of
sufficientmoneysto makepaymentof theprincipal and redemptionpriceof, andintereston, the
RefundedBondsto the respectiveduedatesthereof

(c) TheEscrowAgent shall collectamountsdue andshall applysuchamountsas
neededto makethe paymentsand transfersrequiredby this EscrowAgreementandmay
substitute,upon thewritten directionof the City andCounty, SubstituteGovernmentSecurities
(asdefinedherein)subjectto the termsandlimitationsof Section4, but otherwiseshallhaveno
poweror duty to sell, transferor otherwisedisposeof theGovernmentSecurities.

(d) In the eventthat theEscrowAgent is furnishedwith a certificateof a
nationallyrecognizedfirm of independentcertifiedpublic accountantsthat theGovernment
Securitiesas theymaturein suchamountsandearninterestin suchamountsand any other
availablemoneysin theTrust Fundswill not providesufficientmoneysto pay, asthesame
matureandbecomedue, theprincipalandredemptionpriceof; and intereston, theRefunded
Bondswhich havenotpreviouslybeenpaid,theCity and Countywill depositwith theEscrow
Agent immediatelyupondemandthereforan amountof moneyas to which a nationally
recognizedfirm of independentcertifiedpublic accountantsshall certify that suchamountof
money,togetherwith theGovernmentSecuritieswhich will continueto heheld in theTrust
Funds,will maturein suchprincipal amountsand earninterestin suchamountsand at suchtimes -

so that sufficientmoneyswill be availablefrom suchmaturingprincipal andinterestto pay, as
the samematureandbecomedue,theprincipal andredemptionpriceof, andintereston, the
RefundedBondswhichhavenot previouslybeenpaid; provided,however,that no suchdeposit
by theCity and Countyshall he requiredif the insufficiencyin theTrust Fundsis causedby the
negligenceor willful misconductof theEscrowAgent, in which case,theEscrowAgent shall
makethenecessarydepositinto theTrust Fundsfrom its own funds.

(e) In the eventthat the EscrowAgent is furnishedwith a reportof anationally
recognizedfirm ofindependentcertifiedpublic accountantsstatingthat the Government
Securitiesastheymaturein suchamountsandearninterestin suchamountsand anyother
availablemoneysin theTrust Fundswill be in excessof the amountsrequiredto pay,asthe
samematureand becomedue, theprincipal andredemptionpriceof; andintereston, the
RefundedBondswhich havenot previouslybeenpaid,the EscrowAgent shall transferto the
City andCountyimmediatelyupondernandthereforan amountof moneynot exceedingsuch
excess.

Section4. Reinvestment;Substitutionof GovernmentSecurities. Moneys
depositedwith theEscrowAgent as describedin SectionI hereofandGovernmentSecurities
purchasedby theEscrowAgent as describedin Section 3 hereofmay, atthewritten directionof
theCity and County,be reinvestedin or substitutedfor directnon-callableobligationsof; or
direct non-callable,non-prepayableobligationsthe full and timelypaymentofprincipal ofand
intereston which arefrilly andunconditionallyguaranteedby, theUnited Statesof America,
includingResolutionFundingCorporationintereststrips (the“SubstituteGovernment
Securities”),maturingasto principal andinterest in suchamountsandat suchtimes aswill
ensurethe availability of sufficientmoneysto makepaymentof theprincipal andredemption
priceof; and intereston, theRefundedBondsto therespectiveduedatesthereof;provided,
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however,that concurrentlywith suchwritten direction,theCity andCountyshall providethe
EscrowAgentwith (a) a certificationofa nationally recognizedindependentcertifiedpublic
accountantthatsuchreinvestmentandsubstitutioncomplieswith Section3(b)hereof; setting
forth in reasonabledetailthecalculationsunderlyingsuchcertification,and (b) an unqualified
opinionof nationallyrecognizedbondcounselto theeffect that suchreinvestment(i) will not
causetheintereston any Prior Bond or any 2008Bond to be includedin grossincomefor
purposesof federal incometaxationundertheInternal RevenueCodeof 1986(the “Code”), and
theregulationsundertheCode(the “Regulations”),as eachis thenin effect, and (ii) is otherwise
in compliancewith this Agreement. Thesubstitutionof moneymarketfunds andunit investment
trusts for GovernmentSecuritiesis prohibited.

(a) Any SubstituteGovernmentSecuritiesmust matureon either(i) thenextdebt
servicepaymentdateof theRefundedBondsor (ii) whenneededas shownin thecertificationof
a nationallyrecognizedindependentcertifiedpublic accountantreferencedin subsection(a) of
this Section. -

(b) Any reinvestmentauthorizedby this Section4 shallbe accomplishedby sale,
transfer,requestfor redemptionor otherdispositionof all ora portionofthe Government
Securitiesthenheld in theTrust Funds,with theproceedsthereof;togetherwith othermoneysin
theTrustFunds,beingappliedsithultaneouslyto thepurchaseof SubstituteGovernment
Securities,all as specifiedin thewritten directionoftheCity andCounty.

Section5. EvidenceofTransgg~jo~jRgpQr~s.TheEscrowAgent,unless
otherwisedirectedby theDirectorofBudgetandFiscal Services,shalldelivertotheDirectorof
BudgetandFiscalServicesa copyofthedocument(s)evidencingeachtransactionrelatingto the
Trust Fundsin its monthly reportprovidedpursuantto Section5(b) below. - -

(a) TheEscrowAgent shall at all timeskeep,or causeto bekept,properbooksof
recordand account,preparedin accordancewith industrystandards,in whichcompleteand
accurateentriesshallbemadeof all transactionsrelatingto theportionof theproceedsofthe
2008 Bondsdeliveredto theEscrowAgentunderthis Agreementand all fundsand accounts
establishedpursuantto this Agreement. Suchbooksof recordand accountshallbe availablefor
inspectionby theCity and Countyunderreasonablecircumstancesand for reasonableperiodsat
reasonabletimes duringthebusinesshoursofthe EscrowAgenton anybusinessday. On or
beforethetenthdayof eachmonth,commencing _____ 10, 2008, theEscrowAgent,unless
otherwisedirectedby theDirector ofBudgetandFiscal Services,shalldeliver to theDirectorof
BudgetandFiscalServicesan accountingreport setting forth the following informationasofthe
lastdayofeachprecedingmonth: (1) amountswithdrawn from anddepositedinto eachfund and
accountmaintainedby theEscrowAgentunderthis Agreement;(2) thebalanceson depositin
theTrust Fundsand eachaccountthereofasofthedatefor which suchreportis prepared;and
(3) a brief descriptionof all obligationsheldasinvestmentsin theTrustFundsandeachaccount
thereof

(b) On [10 daysafterthefollowing date],20, the EscrowAgentshalldeliverto
theDirectorof Budgetand Fiscal Servicesa final accountingreportwith respectto theTrust
Fundsasof [last dayof themonthwhenagreementterminates],20.
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- Section6. Paymentof Amounts Dueon RefundedBonds. (a) TheEscrow
Agent shall transferon eachinterest,principaland redemptionpaymentdatefor theRefunded
Bondssufficientmoneysfrom the maturedprincipal of and intereston the Government
Securities,SubstituteGovernmentSecuritiesor moneysheld in therespectiveTrust Funds,to the
respectivepayingagentsfor theRefundedBonds(individually, eacha “PayingAgent” and,
collectively, the“PayingAgents”), for thepaymentof intereston, principalof andredemption
price oftheRefundedBonds,all assummarizedin Exhibit B hereto.

(b) As of thedatehereof;thePayingAgentfor theRefundedBondsis Directorof
Budgetand Fiscal ServicesoftheCity andCounty of Hpnolulu. [Confirm for 98.]

Section7. lrrevoç.~~posit;EM2ressLien. Thedepositofmoneys,the
GovernmentSecurities,and any SubstituteGovernmentSecuritiesin theTrustFundsshall
constitutean irrevocabledepositin trust solely for thepaymentof theRefundedBondsand
interestandredemptionpremiumsthereonpursuantto thetermsoftheRefundedBond
Proceedings,the proceedingsrelatingto the2008 BondsandthisAgreement. Theholdersof the
RefundedBondsshallhavean expresslien on the principalof andintereston theGovernment
Securities,and on anymoneysor SubstituteGovernmentSecuritieson depositin theTrust
Funds,until theproceedsthereofarepaid out, usedor appliedin accordancewith this
Agreement. -

Section8. Noticeof Refunding;Noticeof Red~rpption.The EscrowAgent,
on behalfof theCity and County, shall causenoticeof the issuanceofthe2008 Bondsto be
given,in theform set forth in Exhibit D hereto,as soonaspracticableafterthe issuanceof the
2008Bondsby mailing suchnoticeto theregisteredownersoftheRefundedBonds.

(a) TheEscrowAgent acknowledgesreceiptof certifiedcopiesoftheResolution,
theCertificate,theBond Resolution,the1998 Certificateand-the2003 Certificate.TheEscrow
Agentshall,not earlierthansixty (60)nor later thanthirty (30)daysbeforethe applicable
redemptiondatefor theRefundedBondsspecifiedin Section6 hereof;without further
authorizationor directionfrom theCity andCounty,notify thePayingAgent for theRefunded
Bondsof the requirementthat notice of suchredemptionbegiven,andshall requestfrom such
PayingAgent the namesandaddressesof all personswhosenamesappearin the bondregisterof
the PayingAgent as registeredownersof theRefundedBondsasofthe closeofbusinesson the
forty-fifth (45th) day (whetheror not abusinessday) nextprecedingsuchredemptiondate. The
City andCountyherebyappointstheEscrowAgentasAgent for and on behalfofsuchPaying
Agent to give noticeof redemption.TheEscrowAgent, assuchagentfor thePayingAgent,
shall givenoticeoftheredemptionof theRefundedBondsmaturingaftertheapplicable
redemptiondatefor theRefundedBonds,suchnoticeto begivennot lessthan thirty (30)days
prior to suchredemptiondateby registeredor certifiedmail to all personswhosenamesappear
in thebondregisterof thePayingAgentas registeredownersof theRefundedBondsasofthe
closeof businesson the forty-fifth (45th)day (whetheror not a businessday)nextpreceding
suchredemptiondate. A copyofsuchnoticeshall simultaneouslybe given to theCity and
County. Theform of suchredemptionnotice is set forth in Exhibit E.

Section9. Liability ofEscrowAgent. Exceptas otherwiseprovidedin this
Sectionandin Section3(e), the liability of theEscrowAgent to makethepaymentsrequiredby
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this Agreementwith respectto theRefundedBondsshall be limited to thefundsdepositedwith it
hereunder,the GovernmentSecuritiesandany SubstituteGovernmentSecuritieswhichareat
any timebeingheldin theTrust Funds. TheEscrowAgent shallnotbe liable for any loss
resultingfrom any investmentmadepursuantto this Agreementin compliancewith the
provisionshereofnorfor any errorofjudgmentmadein good faith by theEscrowAgentnor in
its individual capacityfor the obligationsrepresentedby theRefundedBonds;provided,
however,that the EscrowAgent shallnotbe relievedfrom liability for its own negligenceor
willful misconduct. TheEscrowAgent shall indemnifyandhold harmlessthe City andCounty
andits officers, employees,andagentsfrom andagainstany andall actions,claims, suits,
damagesorcosts solely to theextentthat suchactions,claims,suits, damagesor costsariseout
of or resultfrom thefailure by theEscrowAgent to perform anyofits dutieshereunderor the
negligenceor willful misconductof theEscrowAgent, its officers,employees,or agents.The
City andCounty, its officers,employeesand agentsshall in no waybeheld liable for any
damages,causesof actionor suits resultingfrom theactsor activities of theEscrowAgentwhich
arenot otherwisein accordancewith this Agreement.

Section 10. Termination. This Agreementshall terminateon [5 daysafterfinal
payment],20 (exceptfor theEscrowAgent’sobligationto file a final accountingreportas
providedin Section5(c) hereof). On [5 daysafter-finalpayment],20, all remainingincome
from all funds,GovernmentSecuritiesand SubstituteGovernmentSecuritieson depositin the - -

Trust Fundsheld by theEscrowAgentpursuantto this Agreementshall bepaidto theCity and
Countyamid thereupontheTrust Fundsshall beclosedandthereaftertheholders-of theRefunded

Bonds shall beentitledto look solely to theCity and Countyfor paymentthereoL

Section11. E~fEscrowAg~t.- Thereshall -bepaid to theEscrowAgent
- - upon the issuanceofthe2008Bondsthesum of$ _______ for theTrustFunds,without -

• - additional fee foi2 subscriptionof GovernmentSecurities,which shall bethe total compensation
for all servicesrenderedin theexecution,exerciseandperformanceof anyofthe dutiesofthe
EscrowAgent to be exercisedorperformedpursuantto theprovisionsof this Agreement,and
shall alsobepaid all expenses,disbursementsand advancesincurredin accordancewith any
provisionsof this Agreement,including thereasonablecompensationand expensesand
disbursementsof independentcounsel,appraisers,accountants,consultants,agentsand
attorneys-at-lawor otherexpertsemployedby theEscrowAgent in theexerciseandperformance
of its powersanddutieshereunder,andout-of-pocketexpenses,includingbut not limited to
postage,wires, stationery,andcostsof printing formsor lettersor notices,which expensesshall
not exceed100%of thebilled fees. Invoicesfor insurance,if any, co-agentfees,if any, and
publicationofnoticesofredemptions,if any,will be forwardeddirectlyto theCity andCounty
for payment.

(a) NeithertheEscrowAgentnor anyPayingAgent for theRefundedBondsshall
haveany lien or claim for paymentof any fees,expensesor otheramounts,includingamounts
payableto counselor others,upon any funds heldby the EscrowAgentunderthis Agreement.

(b) TheEscrowAgentacknowledgesthat theaforesaidprovisionsfor paymentare
satisfactoryto it.
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Section12. DsofEscrow4gg~EvidenceUponWhichEscrowAgent
~,gy~gj:Other Interests. TheEscrowAgentagreesto perform all of thedutiesandobligations
as are specifically set forth in this Agreement.

(a) Subjectto theprovisionsof Section9, the EscrowAgentmay conclusively
rely, as to the correctnessof statements,conclusionsandopinionstherein,uponanycertificate,
report,opinionor otherdocumentfurnishedto theEscrowAgentpursuantto anyprovision of
this Agreement;the EscrowAgent shall be protectedand shall not be liable for actingor
proceeding,in good faith uponsuchreliance; andtheEscrowAgent shall be underno duty to
makeany investigationor inquiry asto any statementscontainedor mattersreferredto in any
suchinstrument.The EscrowAgent mayconsultwith counsel,who maybe counselto theCity
and Countyor independentcounsel,with regardto legal questions,andtheopinionofsuch
counselshall be full and completeauthorizationand protectionin respectof any action takenor
sufferedby it hereunderin good faith in accordanceherewith. Any request,consent,certificate,
notice,appointmentor otherdirectionmadeor givenby theCity andCountyto theEscrow
Agent shall be deemedto havebeensufficiently madeor givenby theproperpartyor partiesif
executedon behalfoftheCity andCountyby theDirectorof BudgetandFiscalServicesorher
duly appointeddesignee.

- (b) No provisionof this Agreementshall requirethe EscrowAgent to expendor
risk its own fundsor otherwiseincur any financialliability in theperformanceof anyof its duties
• - hereunder,,or in theexerciseof any of its rightsor powers,if it shall havereasonablegroundsfor

believingthatpaymentof suchfundsnr adequateindemnityagainstsuchrisk or liability is not
reasQnablyassuredto it. - - - -

(c) TheEscrowAgent, eitherasprincipalor agent,mayengagein or he interested
in any financial orothertransactionwith theCity andCounty, andmayactasdepositary,trustee
or agentfor any holderor holdersof the2008Bondsas freely as if it werenot EscrowAgent
hereunder.

Section13. Removalor Resignationof EscrowAgent. TheCity andCounty
may, uponsixty (60) days’ noticeto theEscrowAgent,removethe EscrowAgentor any
successorthereto. TheEscrowAgentmayat any time resignandbedischargedofits dutiesand
obligationshereunderby giving not lessthansixty (60) days’ writtennoticeto theCity and
Countyandholdersof theRefundedBondsandby publishingnoticethereof; specifyingthe date
whensuchresignationshall takeeffect,oncein thesamenewspapersin which noticesare
requiredto be publishedunderthe nextparagraph.Notwithstandingtheeffectivedateofany
suchresignationstatedin suchnotice,suchresignationshall not takeeffect until a successor
EscrowAgent shall havebeenappointed,and shall takeeffect immediatelyon theappointment
of suchsuccessorEscrowAgent. All expensesofpublicationof notice of theresignationofthe
EscrowAgenthereundershall be paid by theEscrowAgent;provided,however,that if such
resignationshall he madeat the requestof theCity andCounty,thenthe City andCountyshall
pay suchexpensesof publicationof notice of resignation.

(a) In theeventof any suchremovalby theCity andCounty,or theresignation,
disability, ineligibility or refusalto actof the EscrowAgent, theCity andCountyby a duly
executedwritten instrumentof theDirectorof BudgetandFiscal Servicesshall forthwith appoint
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a successorto fill suchvacancy.In the eventthat theCity andCountydoesnot appoint a
successorwithin thirty (30)daysafternotifying theEscrowAgent,or any successor,of its
removal,the removedEscrowAgent maypetitiona courtof competentjurisdictionfor the
appointmentof a successor.All expensesincurredby theremovedEscrowAgent in prosecuting
any suchpetition shall bereimbursedby theCity and County. A successorEscrowAgent shall
he a bankhavingcorporatettustpowersor a trust company,in eachcasewith capitalstock,
surplusandundividedprofits aggregatingin excessof TenMillion Dollars ($10,000,000),and
subjectto supervisionor examinationby federalor stateauthority. If suchbankortrust
companypublishesa reportof condition at leastannually,pursuantto law or to therequirements
of anysupervisingor examiningauthority abovementioned,then for thepurposeof this Section
thecombinedcapitalstock, surplusand undividedprofits of suchbankor trust companyshall be
deemedto be its combinedcapitalstock, surplusandundividedprofits asset forth in its most
recentreportof conditionso published. Any successorEscrowAgent so appointedshallhaveall
thepowersand obligationsof theEscrowAgenthereundertheretoforevestedin its predecessor.
Upon acceptanceof appointmentby thesuccessorEscrowAgentasprovidedin this Section,the
City and Countyshall publishnoticeof thesuccessionof suchEscrowAgent to thetrusts
hereunderat leastonce in a financialnewspaperof nationalcirculation publishedin New York,
New York andin a daily newspaperof generalcirculationin theCity andCounty. If theCity -

andCountyshall fail to publish suchnoticewithin ten(10)businessdaysafteracceptanceof
appointmentby the successorEscrowAgent, thesuccessorEscrowAgentshallcausesuchnotice
to bepublishedat theexpenseof City and County. EachEscrowAgent appointedhereunder
shallsignify its acceptanceof suchdutiesandobligationsimposeduponit hereunderas Escrow
Agent by executinganddelivering to the-City and Countyandto thepredecessorEscrowAgent
hereundera written acceptanceof suchduties andobligations,and suchwrittenacceptanceshall
includea statementto theeffect that theEscrowAgentqualifiedto act assuchunder thelawsof
theCity and County, andthereuponsuchsuccessorEscrowAgent, without furtheraCt,deedor
conveyance,shallbecomevestedwith all ofthemoneys,estates,properties,rights,powers,
trusts,dutiesand obligationsof suchpredecessorEscrowAgent,with like effectasif originally
namedEscrowAgent herein;but, nevertheless,at therequestofthe City andCountyor the
successorEscrowAgent,suchpredecessorEscrowAgentshall executeand deliverany and all
instrumentsof conveyanceor furtherassuranceanddo suchotherthingsasmayreasonablybe
requiredfor more fully andcertainlyvestingin andconfirming to suchsuccessorEscrowAgent
all oftheright, title and interestof suchpredecessorEscrowAgent in andto anypropertyheld
by it hereunderandshall pay over, transfer,assignanddeliver to the successorEscrowAgent
any moneysor otherpropertysubjectto thetrusts andconditionshereinset forth. Upon
acceptanceby suchsuccessorEscrowAgent ofthetrusts createdhereunder,all furthertitle,
rights, dutiesand obligationsof thepredecessorunderthis Agreementshall ceaseandterminate
andbedischarged,exceptfor rightsor liabilities theretoforeaccruedto orby the City and
Countyor thepredecessorEscrowAgent. Upontherequestof thesuccessorEscrowAgent, the
City and Countyshall executeanddeliver any and all instrumentsasmaybe reasonablyrequired
for more fully andcertainlyvestingin and confirming to suchsuccessorEscrowAgent all such
moneys,estates,properties,rights,powers,trusts,dutiesandobligations. Any bankor trust
companyinto whichthe EscrowAgent maybemergedorwith which it maybeconsolidated
shall becometheEscrowAgentwithout actionofthe City and County.

Section_14. Tax Covenant.Any otherprovisionofthis Agreementto the
contrarynotwithstanding,theCity and Countyherebycovenantsthat it will not use,or permitthe
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useof; any proceedsof theRefundedBondsor the2008 Bonds,or anymoneysor fundsheld by
theEscrowAgent underthis Agreementthat maybe deemedto be theproceedsoftheRefunded
Bondsor the 2008 Bondspursuantto theCodeand Regulationsaseachis thenin effect, in a
mannerthat would causetheintereston anyof theRefundedBondsor 2008Bondsto be
includedin grossincomefor federal incometaxationpurposesunder theCode,andto that end
theCity andCountyshall comply with theCodeandtheRegulations.

Section15. Benefit of Agreement;Amendments.This Agreementis madefor
thebenefitof the City andCountyandtheholdersfrom time to time of theRefundedBonds.
ThisAgreementshall not be repealed,revoked,alteredor amendedwithout thewritten consent
of all suchholders;provided,however,that theCity and Countyand theEscrowAgentmay,
without theconsentof; or noticeto, suchholders,enterinto suchagreementssupplementalto this
Agreementfor anyoneor moreofthe following purposessolongas suchsupplemental
agreementsdo not adverselyaffect the ratingon theRefundedBondsandthe2008Bonds:

(a) to cureany ambiguityor formaldefector omissionin this Agreement;

(b) to grantto, or conferupon,theEscrowAgentfor benefitof suchholdersany
additionalrights, remedies,powersor authoritythat maylawfully begrantedto, or conferred
upon,suchholdersor theEscrowAgent;

(c) to subjectto this Agreementadditional funds,securitiesor properties;and

(d) to makeany otheramendmentthat doesnot materiallyadverselytfftct the
rightsof~qyholdersofRefundedBonds. - - - -

TheEscrowAgentshall be entitled to rely exclusivelyuponan unqualitied
• opinionofnationallyrecognizedbondcounselwith respectto compliancewith this-Section,

including (i) the extent, if any, to which any change,modification or addition affectstherightsof
theholdersoftheRefundedBonds,and (ii) theextent, if any, to which any instrumentexecuted

- hereundercomplieswith theconditionsandprovisionsof this Section.

Section16. Partiesin Interest;Non-Assignment.This Agreementshall inure
to thebenefit of andbebindingupontheCity andCounty, and eachsuccessorin office of the
Directorof BudgetandFiscalServices,from thetime sheassumesoffice, shall be deemedto be
substitutedfor theundersignedDirector ofBudgetandFiscalServicesasa partyhereto,with all
of therights anddutiesof theDirectorof BudgetandFiscalServiceshereunder.

This Agreementshall not be assignedby the EscrowAgentwithout theprior
written consentof theCity andCounty. Any voluntaryor involuntaryassignmentor transferof a
controlling interestin theEscrowAgentshall be communicatedto theCity and Countywithin a
reasonabletime. Subjectto theforegoing,all termsandprovisionsofthis Agreementshall be
bindinguponandshall inUre to thebenefit of theEscrowAgent, its successorsandassigns.

Section17. Waiver. Nowaivershall bedeemedto bemadeby any party of
any of its rights hereunderunlessthesameshall be in writing. TheCity andCounty’s or the
EscrowAgent’sinaction,silence,or failure to demandstrict performanceshallnot be deemeda
waiver. Eachwaiver, if any, shall be a waiveronly with respectto the specificinstanceinvolved
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andshall in no way impair therightsof thewaiving partyor theobligationsof anyotherpartyin
any otherrespector at any othertime.

Section18. Notices. Noticesshall be givenby theEscrowAgent to Fitch
Ratings,to Moody’s InvestorsServiceandto Standard& Poor’s,of any amendmentor
supplementto thisAgreementor of any substitutionof GovernmentSecuritiespursuantto
Section4 hereofor any withdrawalof moneysfrom theTrust Fundspursuantto Section3(e)
hereof Suchnoticesshall be sent to Fitch Ratingsat OneStateStreetPlaza,New York,
NewYork, 10004,Attention: Surveillance,to Moody’s InvestorsServiceat 99 ChurchStreet,
NewYork, New York, 10007, Attention: PublicFinanceRatingDesk/RefundedBonds,andto
Standard& Poor’sat 55 WaterStreet,New York, New York, 10041, Attention: StateandLocal
GovernmentRatings. Draftsof any suchamendmentor supplementshallbegivento suchrating
agenciesprior to theexecutionof suchamendmentor supplement.

All noticesand communicationsrequiredto be given to theCity and Countyor
theEscrowAgent pursuantto this Agreementshall be deliveredin writing, orby telegram,telex,
cableor first classmail, postageprepaid,addressedto thefollowing parties,atthe following
addresses: -

~tandCount:

DirectorofBudgetand Fiscal Services -

City andCountyof Honolulu - - - • -

530 SouthKing Street,Room 115 - -

Honolulu, Hawaii 96813 - • - -

Attn: Division of Treasury - • -

~crowAent:

Wells FargoBank,National Association
CorporateTrust Services
707 Wilshire Blvd., 17th Floor
Los Angeles,California 90017
Facsimile: (213) 614-3355 -

Section_19. Sgic~bi1ifl~.If any one ormoreof thecovenantsor agreements
providedin this Agreementon thepartof theCity and Countyor theEscrowAgent to be
performedshouldbe determinedby a court of competentjurisdictionto becontraryto law, such
covenantor covenants,or suchagreementor agreements,or suchportionsthereof;shallbe
deemedseverablefrom theremainingcovenantsandagreementsor portionsthereofprovidedin
this Agreementand the invalidity thereofshall in no wayaffect the validity of otherprovisionsof
this Agreementor of theRefundedBonds,andthe holdersoftheRefundedBondsshall retain all
of the rights and benefitsaccordedthemhereunderandunderapplicableprovisionsof law.
Notice of suchjudicial determinationshallbegiven, assoonas is reasonablepracticable,to the
rating agenciesat theaddressessetforth in Section 18.

If any provision ofthis Agreementshallbeheldor deemedto beor shall, in fact,
be inoperativeorunenforceableor invalid as applied in anyparticularcasein anyjurisdiction or
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jurisdictionsor in all jurisdictions,or in all casesbecausesuchprovisionconflictswith any
constitutionor statuteor rule of publicpolicy, or for any otherreason,suchcircumstanceshall
not havethe effectof renderingsuchprovisionin questioninoperativeor unenforceableor
invalid in any othercaseor circumstance,or of renderinganyotherprovision or provisions
hereincontainedinoperativeorunenforceableor invalid to anyextentwhatsoever.

Section20. Law andPlaceof Enforcementof This A.~eement.This
Agreementshall be construedand interpretedin accordancewith the laws ofthe Stateof Hawaii.
Any suitsand actionsarisingout ofthis Agreementshall be institutedin acourtofcompetent
jurisdiction in saidState.

Section21. Counterparts.This Agreementmaybeexecutedin several
counterparts,all or any ofwhich shall be regardedfor all purposesasoneoriginal andshall
constituteand bebut oneand thesameinstrument.

Section22. Effectsof Tableof ContentsandSectionHeadings. TheTableof
Contentsandheadingsofthe severalSectionshereofshallbe solely for convenienceofreference
and shall not affect themeaning,construction,interpretationor effectofthis Agreementor any
provisionhereof
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IN WITNESSWHEREOF,the partiesheretohaveeachcausedthis Agreementto
be executedby theirduly authorizedofficers andtheCity andCountyhascausedits sealto be
hereuntoaffixedasof thedatefirst abovewritten.

CITY AND COUNTY OF HONOLULU

By:_____________________________
MaryPatriciaWaterhouse

Directorof BudgetandFiscalServices

[SEAL]

APPROVEDAS TO FORM AND LEGALITY:

CorporationCounsel
City andCountyofHonolulu

WELLS FARGOBANK, NATIONAL
ASSOCIATION,asEscrowAgent

By: ____________

AuthorizedOfficer
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EXHIBIT A

PRIORBONDS

City and County of Honolulu
WastewaterSystemRevenueBonds (SecondBond Resolution,Junior Series1998

Original Issue Principal Amount
DatedDate Maturity Date Amount Outstanding

- City and County of Honolulu -

Wastewater SystemRevenueBonds (SecondBond Resolution,Junior Series2003A-2

Original Issue Principal Amount
- DatedDate Maturity Date Amount Outstanding
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City and County of Honolulu
Wastewater SystemRevenueBonds (SecondBond Resolution,Junior Series2003B-2

Original Issue Principal Amount
DatedDate Maturity Date Amount Outstanding
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EXHIBIT B

REFUNDED BONDS • -

City and County ofHonolulu
Wastewater SystemRevenueBonds (SecondBond Resolution,Junior Series1998

Original Issue Principal Amount
DatedDate Maturity Date Amount Outstanding

City and County of Honolulu
Wastewater SystemRevenueBonds (SecondBond Resolution,Junior Series2003A-.2

Original Issue Principal Amount
DatedDate Maturity Date Amount Outstanding
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City and County ofHonolulu
Wastewater SystemRevcnueBonds(SecondBond Resolution, Junior Series2003B-2

Original Issue Principal Amount

DatedDate Maturity Date Amount Outstanding
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EXHIBIT C

GOVERNMENTSECURITIES

[to comel
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EXHIBIT D

[to be copied for 2003]

FORM OF NOTICETO HOLDERS OF REFUNDEDBONDS

OF ISSUANCEOF REFUNDING BONDS

NOTICE to Holders of: City and County of Honolulu
Wastewater SystemRevenueBonds (Second
Bond Resolution,Junior Series1998

NOTICE IS HEREBY GIVEN that the City and County ofHonolulu, on [Closing
Date], 2008, issuedits Wastewater System RevenueBonds (SecondBond Resolution), Junior
Series2008 (the “Refunding Bonds”), for the purpose ofpaying at maturity or refunding in
advanceof maturity the following obligations ofthe City and County (collectively, the
“Refunded Bonds”):

Maturity or
Maturity Amount Amount to Interest Redemption Redemption

Date Qsi~iandin Be Refunded ~ Date Price

A portion of the proceedsof such Refunding Bonds hasbeen irrevocably
depositedwith Wells Fargo Bank, National Association,to be held in trust andhasbeen invested
in certain noncallab]e direct obligations of, or obligations unconditionally guaranteedby, the
United StatesofAmerica, as will ensuresufficient moneysfor the payment when due of the
principal or redemption price ofand interest on the Refunded Bonds.

WELLS FARGO BANK, NATIONAL
ASSOCIATION, asEscrow Agent,
on behalfof Director ofBudget and Fiscal Services
City and County of Honolulu
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EXHIBITE

FORM OF NOTICE OF REDEMPTIONOF REFUNDEDBON~

Ito be copied for 2003]

NOTICE OF REDEMPTION -

to Holders of City and County of Honolulu
WastewaterSystemRevenueBonds (SecondBond Resolution),Junior Series 1998,
dated as of Ipecember1], 1998, and maturing
on July 1 in the years

through —

NOTICE IS HEREBY GIVEN thattheCity andCountyof Honolulu (the“City
and County”) has duly called for redemption and on July 1, 20_, prior to the stated maturity,
will redeemS_ principalamountofWastewaterSystemRevenueBonds(Second
Bond Resolution) Junior Series1998,dated asof [December1], 1998,and maturing on July 1 in
each ofthe years ____ through ____ (the “Bonds”). The detailsof the Bonds to be redeemedare
set forth below:

Maturity Principal Interest CUSIP
Called Amount Rate Number

All ofthe above-designatedBonds are to be redeemedon July 1,20, the date
on which suchBondsshall becomedue andpayable,at a redemptionpriceequalto the principal
amount redeemed,from moneysirrevocably depositedin trust with Wells Fargo Bank,National
Association,asEscrow Agent (the “Escrow Agent”).

From and after July 1, 20_, the date fixed for redemption, interest on such Bonds
will ceaseto accrueand becomepayable. Upon presentationand surrender of such Bonds on
and afler the date fixed for redemption, payment ofthe aforesaid redemption pricewill bemade,
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at the principal office of the Director of Budget and Fiscal Servicesofthe City andCounty of
Honolulu, paying agentfor the Bonds, in Honolulu, Hawaii.

lie above-referencedCUSIP numbers are furnished for convenienceonly. No
representationis made by the City and County or the EscrowAgent or the undersigned as to the
accuracyor completenessof such CUSIP numbers.

[W-9 AND INTEREST WITHHOLDING INFORMATION TO BE INSERTED]

This notice is given at the requestof andon behalfof the City andCountyof
Flonolulu.

Dated: —________ , 20.

WELLS FARGO BANK, NATIONAL

ASSOCIATION, as EscrowAgent, on behalf of
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DRAfl’ 3/17/08
QEtlft-\i FA1J~VVFDATED 2008

NEW ISSUE RATINGS: Moody’s: —

BOOK-ENTRY ONLY Standard & Poor’s: —

Fitch:
(See “Ratings” herein)

Its the opinion of Ort-ick. I-Ies-rington & Sutdilife LLP, Bond Counsel to the Cit~-and Counts-, based noon an analysis of existing laws, regulations, rulings and
CO it rt decisions. a itd ass unt ittg, a otong at/icr nsa tters, site accutTtc~- of cetta itt t’eptesen ta (jolts and contplian cc tilt/i certa i’t covenants, interest oil the Se,’ies

2008 Bonds is excluded/rain gtoss incosnefot federal income tax purposes under Section 103 of the Internal Revenue Code of 1986, and all of’s/ic
Series 2008 Bonds and the income therefrom are evetnptfrotn all taxation b, the State of Hawaiior any county or other political subdivision
dies-cot except j,theritatsce transfer, estate and certain/ranchise ‘axes- In the further opi!naa of Bond Counsel, interest on the Series 2008

Bonds is not a specific preference itent for purposes ofthefederal individual or corpot’ate alternative minimum taxes, although Bond
Counsel observes that such intel-ext is included in adjusted cut-rent earnings when calculating corporate alternative minimum

taxable income. Bond Counsel expresses no opinion regarding any other (as consequences related to the ownership or
disposition of or the acct’ual or t-eceipt of interest on, the Series 2008 Bonds -

See “TAXMATTERS” in this Official Statement.
$ *

City and County of Honolulu
Wastewater SystemRevenueBonds

(SecondBond Resolution)
Junior Series2008A

Dated: Date of Delivery Due: July 1, as shown on inside cover

The Series 2008 Bonds are issuable in fully registered form and when issued will be registered initially in the name of Cede & Co.,
as nominee of The Depository Trust Company (“DTC”), New York, New York, So long as DTC or its nominee is the registered owner of
the Series 2008 Bonds, purchases of the Series 2008 Bonds will be made in book-entry form only, through brokers and dealers who are, or
who act through, DTC participants; beneficial owners of the Series 2008 Bonds will not receive physical delivery of Bond certificates;
payment of the principal of and interest and any premium on the Series 2008 Bonds will be made directly to DTC or its nominee; and
disbursement of such payments to DTC participants will be the responsibility of DTC and disbursement of such payments to the beneficial
owners will be the responsibility of DTC participants. Purchases of the Series 2008 Bonds may be made in the denomination of 55,000 or
any integral multiple thereof.

The Series 2008 Bonds bear interest payable on January 1 and July 1 of each year, commencing January I, 2009. The Series 2008
Bonds are subject to redemption prior to the stated maturity thereof as described herein- The proceeds of the Series 2008 Bonds will be used
to refund certain wastewater system revenue bonds previously issued by the Ctty and County of Honolulu, Hawaii (the “City and County’)
and to pay the costs of issuance of the Series 2008 Bonds.

The Series 2008 Bonds will be issued by the City and County under a bond resolution, as supplemented (the “Bond Resolution”),

pursuant to which the City and County has previously issued bonds and may issue additional bonds on a parity with the Series 2008 Bonds,
as described herein (collectively with the Series 2008 Bonds, the “Bonds”). The Series 2008 Bonds are limited special obligations of the
City and County payable solely from, and secured solely by, a pledge of proceeds of Bonds held or set aside under the Boad Resolution, the
Net Revenues, and certain funds and accounts established by the Bond Resolution, on a parity with all other Bonds issued under the Bond
Resolution- Such pledge of the Net Revenues is junior and subordinate to the pledge made by the City and County in respect of bonds
which may have been and may in the flature be issued under the First Bond Resolution, as defined herein,- The Bonds are not a general or
moral obligation of the State of hawaii or any political subdivision thereof, including the City and County, and the faith and credit
of the State of Hawaii or any political suhdivision thereof, including the City and County, are not pledged to the payment of the
principal of, premium, if any, or interest on the Bonds, and no holder of the Bonds shall have the right to compel the exercise of the
taxing power of the State of ihawaii or any political subdivision thereof, including the City and County, in connection with any
default with respect to the Bonds.

‘l’he City and County has submitted applications to municipal bond insurance companies to have the payment of the principal and
interest on the Series 2008 Bonds insured by a municipal bond guaranty polacy and reserves the right to insure all or a portion of the Series
2008 Bonds if the City and County determines that purchase of such insurance is beneficial to the City and County.

This cover page contains certain information for quick reference only. It is not a summary of the bond issue. Prospective investors must
read the entire Official Statement (including the Appendices) to obtain information essential to the making of an informed investment decision,

TI The Series 2008 Bot,ds at-c offered when, as and ~fissued and received by the (Jnderwrtters, and are subject to the appt-oval of legality by0,-ricA-, Hers-ingto;t d SutclflfeLLP, Bond Counsel to the City and County. Certain legal utatters will bepassed upon for the

Ustdet-ns-iters by their counsel, McCorriston Miller Mukai MacKint,on LLP, J-lonolulu, Hawaii. It is expected that the
Series 2008 Bonds itt deftnitivefornt will be availablefor delivety to DTfTI in New Yo,’k, New York, on or about

,200&

UBS Investment Bank
Dated: ,2008

*Pretinlinary, subject to change EXHIBIT U



MATURITY SCHEDULE

$_____________

City and County of Honolulu

Wnstewater System Revenue Bonds
(Second Bond Resolution)

Junior Series 2008A

Serial Bonds, $_________

Year Principal Interest CUSIPt
(July 1) Amount Rate Yield (438701)

Term Bonds, $ *

- % Term Bonds Due July 1. , Yield ,,,%, CUSIPt 438701,
$ % Tenn Bonds Due July 1, , Yield ,,%, CUSIPt 438701

Preliminary, subject to change.

Copyright 2008, American Bankers Association. CUSIP data provided by Standard & Poor’s CUSIP Service Bureau, a

division of The McGraw-Hill Companies, the. CUSIP Numbers are provided for convenience of reference only. Neither the
City and County nor the Underwriter take any responsibiltty for the accuracy of such numbers.
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The information contained in this Official Statement has been obtained from the City and County

of Honolulu and other sources deemed reliable. No guaranty is made, however, as to the accuracy or completeness
of such informatioll The Underwriter has provided the following sentence for inclusion in this Official Statement.
The Underwriters have reviewed the information in this Official Statement in accordance with, and as part of, its
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this
transaction, but the Underwriter does not guarantee the accuracy or completeness of such information. This Official
Statement, which includes the cover page and appendices, does not constitute an offer to sell the Series 2008 Bonds
in any state to any person to whom it is unlawflul to make such offer in such state. No dealer, salesman or other
person has been authorized to give any information or to make any representations, other than those contained in this
Official Statement, in connection with the offering of the Series 2008 Bonds, and if given or made, such information
or representations must not be relied upon. The information contained herein is subject to change without notice and
neither the delivery of this Official Statement nor any sale hereunder at any time implies that the information
contained herein is correct as of any time subsequent to its date.

TUE SERIES 2008 BONDS HAVE NOT BEEN REGISTERED UNDER THE
SECURITIES ACT OF 1933, AS AMENDED, IN RELIANCE UPON AN EXEMPTION CONTAINED IN
SUCI-I ACT. TITlE SERIES 2008 BONDS HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER
TIlE SECURITIES LAWS OF ANY STATE. IN CONNECTION WITH THIS OFFERING ThE
UNDERWRITERS MAY OVER-ALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR

MAINTAIN THE MARKET PRICE OF THE SERIF 5 2008 BONDS OFFERED HEREBY AT A LEVEL
ABOVE THAT WHICH MIGHT OThERWISE PREVAIL IN THE OPEN MARKET. SUCH
STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.
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OFFICIAL STATEMENT

S *

City and Countyof Honolulu
WastewaterSystemRevenueBonds

(SecondBond Resolution)
JuniorSeries2008A

INTRODUCTORY STATEMENT

This Official Statement, which includes the cover page and the appendices, provides certain
information in connection with the issuance by the City and County of Honolulu (the “City and County”) in the
State of Hawaii of S________ aggregate principal amount of Wastewater System Revenue Bonds (Second Bond
Resolution), Junior Senes 2008A (the “Series 2008 Bonds”). The Series 2008 Bonds are to be issued under and
secured by the Second Wastewater Revenue Bond Resolution adopted by the City Council of the City and County
on November 10, 1998 (as amended and supplemented from time to time, the “Bond Resolution”), and the Series
2008 Resolution adopted by the City Council of the City and County on April —‘ 2008 (the “Series 2008
Resolution”). The Series 2008 Bonds are also to be issued under a certain Bond Series Certificate of the City and
County dated the date of this Official Statement, relating to the Series 2008 Bonds (the “Series 2008 Certificate”).

The capitalization of any word herein not conventionally capitalized indicates that such word is
defined in the Bond Resolution, the Serie~2008 Certificate or this Official Statement. A glossary of certain terms
used in this Official Statement and the Bond Resolution is set forth in Appendix A under “Certain Definitions.”

The proceeds of the Series 2008 Bonds will be used to refund certain “Refunded Bonds” (as
hereinafter defined) and to pay the costs of issuance of the Series 2008 Bonds. See “APPLICATION OF
PROCEEDS — Refunding Plan” herein. -

- The Series 2008 Bonds are the sixth series of bonds (each a “Series” and collectively, the “Bonds”
or the “Junior Bonds”) issued under and pursuant to the Bond Resolution and will be secured by and entitled to-the
protection of the Bond Resolution on a parity with all Bond~heretofore issued and to be hereafter issued under and
pursuant to the Bond Resolution. The Bonds are limited special obligations of the City and County payable solely
from, and secured solely by a pledge of proceeds of Bonds held or set aside under the Bond Resolution, the Net
Revenues, and certain funds and accounts established by the Bond Resolution. Such pledge of the Net Revenues is
subordinate and junior to the pledge of the Net Revenues to secure obligations issued under and pursuant to the First
Bond Resolution, as described below, but is senior and superior to any pledge -of Net Revenues to secure any other
bond resolution. See “SECURITY FOR THE BONDS.”

The City and County has $__________ outstanding principal amount of Junior Bonds. The City
and County also has $_________ outstanding principal amount of bonds secured by Net Revenues on a senior basis
to the Junior Bonds (collectively, the “Senior Bonds”). The Senior Bonds were issued by the City and County under
a First Wastewaler Revenue Bond Resolution adopted by the City and County on November 10, 1998 (as amended
and supplemented from time to time, the “First Bond Resolution”). See “DEBT AND FINANCIAL POLICIES
AND INDEBTEDNESS — Indebtedness” herein.

The Department of Environmental Services (the “Department”) has the full and complete authority
to manage, control and operate the Wastewater System owned or managed and under thejurisdiction of the City and
County, including all materials, supplies, equipment and properties used or useful in connection with the
Wastewater System. The Department was created July 1, 1998, as part of a city-wide reorganization. Previously,
the Department of Wastewater Management, created by a City Charter change effective July 1, 1993, provided
operation, maintenance, planning, design and construction of wastewater facilities in the City and County. The City
Charter and Chapter 49, Hawaii Revised Statutes (the “Act”) empower the City and County to issue revenue bonds
in its name for the purposes of the Wastewater System. See “THE CITY AND COUNTY AND THE
DEPARTMENT.”



As of January 2008, the Wastewater System serviced approximately 142,000 separate accounts
and a population of approximately 640,000, which is approximately 74% of the total population of the City and
County. The service area covers nearly 600 square miles. The customer base includes the residential population,
business and industrial users, and other users located in the service area. Of the approximately 142,000 accounts,
approximately 134,000 are residential, representing approximately 77% of the total revenue from sewer service
charges, and the remaining approximately 8,000 are non-residential, representing approximately 23% of the total
revenue from sewer service charges. The average total volume of wastewater processed by the City and County’s
Wastewater System was 105.1 million gallons per day (“MGD”) average day annual flow in Fiscal Year 2007. A
number of small private wastewater systems also serve some areas in the City and County. The average total
volume of wastewater processed by all such private systems is 4.3 MGD. See “THE WASTEWATER SYSTEM.”

In 2005, the City and County adopted Ordinance No. 05-018 providing for increases in wastewater
rates and for multi-year rate increases for the period effective July 1, 2005 to and including July 1, 2010. In 2007,
the City and County adopted Ordinance No. 07-29 (together with Ordinance No. 05-018, the “Rate Ordinance”)
providing for additional increases in wastewater rates and for multi-year rate increases for the period effective July
1, 2007 to and including July 1, 2010, superseding those approved for that period in Ordinance No. 05-018. See
“CERTAIN FINANCIAL OPERATIONS AND OTHER INFORMATION AND STATISTICS — Rates and
Charges.”

The Department is currently undertaking a five-year capital improvement program adopted by the
Department and approved by the City Council (the “2009-2013 Capital Improvement Program”). The 2009-2013
Capital Improvement Program is projected to cost approxima~eIy$1.48 billion (in inflated dollars, i.e., adjusted from
2008 dollars) and is being undertaken for the purposes, among others, of meeting certain consent decrees, permits,
or administrative orders entered into by the Department with Federal and State regulatory bodies and reliably
serving projected growth in the number of customers served by the Wastewater System. The 2009-2013 Capital
Improvement Program is a pan of the 1998-2017 twenty-year capital improvement program (the “1998-2017 Capital
Improvement Program”) the Department has undertaken. The 1998-2017 Capital Improvement Program is
projected to cost approximately $3.81 billion (in inflated dollars) and has been undertaken for the- same basic
purposes as the 2009-2013 Capital Improvement Prbgram: - The cost of the 1998-2017 Capital Improvement
Program, including the 2009-2013 Capital Improvement Program, is expected to he financed primarily from (i)
proceeds of Senior Bonds as well as Bonds, Reimbursable Obligations and Subordinate Obligations previously
issued, (ii) proceeds of additional Senior Bonds, Bdnds and Subordinate Obligations to be hereafter issued, (iii) Net
Revenues of the Wastewater System, and (iv) Wastewater System Facilities Charges. See “CAPITAL
IMPROVEMENT PROGRAM

In August 2007, the City and County issued $162,565,000 aggregate principal amount of Senior
Bonds to fund a portion of the costs of the 1998-2017 Capital Improvement Program. In connection with such
issuance, the Department obtained a Consulting Engineer’s report on the projected revenues, expenses and debt
service coverages of the Wastewater System for Fiscal Years 2008 through 2017, inclusive. The Department has not
obtained a new or updated Consulting Engineer’s report in connection with the issuance of the Series 2008 Bonds
because such Bonds are being issued solely for refunding purposes. However, the Department has prepared
projections of its revenues, expenses and debt service coverages for Fiscal Years 2009 through 2013, inclusive.
These projections are presented in Table 10 herein.

Pursuant to the Act and the City Charter, the City Council has the power to impose, prescribe and
collect rates, rentals, fees or charges for the use and services of, and the facilities furnished by, the Wastewater
System so that the Wastewater System will be and remain self-sustaining. The rates, rentals, fees or charges
imposed and prescribed are required to produce revenues which will be at least sufficient to pay debt service on all
revenue bonds issued for the purposes of the Wastewater System, including the Bonds and the Subordinate
Obligations, to provide reserves therefor, to pay the costs of operation, maintenance and repair of the Wastewater
System, and to carry out the covenants of all resolutions authorizing the issuance of revenue bonds for the purposes
of the Wastewater System, including the Bond Resolution and the Second Resolution. The rates and charges fixed
and imposed by the City Council are not subject to approval by any federal or state regulatory bodies. See
discussion under “HISTORICAL AND PROJECTED REVENUES, EXPENSES AND COVERAGES.”
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APPLICATION OF PROCEEDS

The proceeds of sale of the Series 2008 Bonds, in an amount equal to the principal thereof less
original issue discount (net of original issue premium) and the Underwriters’ discount, will be applied to make the
following deposits:

Escrow Fund
Costs of Issuance

Total Uses

Refunding Plan

A portion of the proceeds from the sale of the Series 2008 Bonds is expected to be used to refund,
on a current basis, all of the City and County’s outstanding Wastewater System Revenue Bonds (Second Bond
Resolution), Series 2003A-2 and 2003B-2, previously issued under the Bond Resolution and currently outstanding
in the aggregate principal amount of$ . In addition, a portion of the proceeds from the sale of the Series
2008 Bonds is expected to be used to effect an advance refunding of$______ aggregate principal amount of the City
and County’s outstanding Wastewater System Revenue Bonds (Second Bond Resolution), Junior Series 1998,
previously issued under the Bond Resolution. The Bonds to be refunded are herein referred to collectively as the -

“Refunded Bonds”.

Upon issuance and delivery of the Series 2008 Bonds, the City and County will enter into an
Escrow Agreement (the “Escrow Agreement”) with - (the “Escrow Agent”), pursuant to which the

City and County will deposit a portion of the proceeds of the Series 2008 Bonds to effect the refunding of the
Refunded Bonds and the E~crov~Agent will acquire with such proceeds, -and hold in a separate irrevocable trust fund-

created under the Escrow Ag±eement (the “Escrow- Fund”), certain non-callable direct obligations of the United -

- States,of America (the ~‘EscrowFund Investments”). The maturing principal amounts of and interest on the.Escrow
Fund Investments will providefunds -sufficient to pay the principal of aiiy interest (including premium, if any) on the

- - - Refunded Bonds. The City:and County will be required to cover an-y deficiency resulting ith-the event that the
maturing principal- amounts of and interest on the Escrow Fund Investments are not sufficienFto provide-funds to -

pay the principal of:and -interest and any premium on the Refunded Bonds: Upon the sale and delivery of the Series
2008 Bonds, the firm of -, ., independent certified public accountants, will provide an opinion as to the - -

mathematical accuracy of certain computations pertaining to the Escthw Fund, the Refunded Bonds and the Series
2008 Bonds. See “VERIFICATION OF MATHEMATICAL COMPUTATIONS” in this Official Statement.

THE SERiES 2008 BONDS

General - -

The Series 2008 Bonds will be dated as of the date of their issuance and will bear interest at the
rates and mature on the dates and in the principal amounts set forth on the inside cover page of this Official
Statement. The Series 2008 Bonds will be issued in minimum denominations of $5,000 principal amount

Interest will accrue on the Series 2008 Bonds from the date of their issuance and will be due and
payable semiannually on January 1 and July] of each year, commencing January 1,2009.

optional Redemption -

The Series 2008 Bonds maturing on or after July 1, are subject to redemption at the option of
the City and County on or after July 1, , in whole or in part at any time, from any maturities selected by the City
and County at a redemption price equal to 100% of the principal amount of the Series 2008 Bonds or portions
thereof to be redeemed, plus accrued interest to the date of redemption.
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1-1 andatorv Redeill pliori

The Series 2008 Bonds maturing on July 1, and July I, —~ are also subject to redemption,
in part, on each of the dates and in the respective principal amounts set forth below, at a Redemption Price of 100%
of the principal amount thereof, plus accrued interest to the date of redemption, from mandatory Sinking Fund
Installments which are required to be made in amounts sufficient to redeem the principal amount of Series 2008
Bonds of such maturities specified for July of each of the years shown below:

Series 2008 Bonds
Maturing July 1,

Year Principal
Amount

Final maturity

Series 2008 Bonds -

Maturing July 1, -

Year - Principal
- - ~iLD - Amount

Final maturity

Notice of Redemption

The City and County will mail notice of redemption not less than 30 days prior to the redemption
date by registered, certified or regular first-class mail, to the registered owners of any of the Series 2008 Bonds or
portions of the Series 2008 Bonds which are to be redeemed, at their last addresses appearing upon the Bond
Registry. The City and County may also but is not required to cause such notice tobe published at least once in
such newspapers as provided in the Bond Resolution not less than thirty (30) days prior to the date fixed for
redemption date. Failure of the City and County to publish any such notice shall not affect the validity of the
proceedings for the redemption of such Series 2008 Bonds. See “THE SERIES 2008 BONDS - Book-Entry
System.”

Effect of Redemption -

If, on the redemption date, moneys for the redemption of all the Series 2008 Bonds or portions
thereof of any maturity to be redeemed, together with interest to the redemption date, shall be held by the City and
County or Paying Agent so as to be available therefor on said date and if notice of redemption shall have been given
as provided in the Bond Resolution, then, from and after the redemption date, interest on the Series 2008 Bonds or
portions thereof of such matunty so called for redemption shall cease to accrue and become payable. If such
moneys shall not be so available on the redemption date, such Series 2008 Bonds or portions thereof shall continue
to bear interest until paid at the same rate as they would have borne had they not been called for redemption.

4



Selection br Rede ni~)t Oil

So long as the Book-Entry System for the Series 2008 Bonds is in effect, if less than all of the
Series 2008 Bonds of any one maturity are to be redeemed, the particular Series 2008 Bonds or portions of Series
2008 Bonds of such maturity to be redeemed will be selected by D1’C and its Participants in such manner as DTC
and its Participants may determine. If the Book-Entry System for the Series 2008 Bonds is no longer in effect,
selection for redemption of less than all Series 2008 Bonds of any one maturity will be made by the Paying Agent by
lot as provided in the Bond Resolution.

Book-Entry System

- Infoi-niation on DTC and Book-EntrySystem. information conceming DTC and the Book-Entry
System contained in this Official Stntement has been obtained from DTC and other sources that the City and County
and the Underwriters believe to be reliable, and is not guaranteed as to accuracy or completeness by, and is not to be
construed as a representation by, the Underwriters or the City and County.

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

- - - :DTC and its -Participants. DTC, the world’s largest depository, is a limited-purpose trust
company organized under the -New YorkBanldtig Law, a t’banking organization” within the-meaning of the New-
York Banking Law, a member of the Federal Reseh’e System, a ~‘clearingcorporation” within the meaning of the -

New York Uniform Commercial Code, and a ~‘clearingagency” registered pursuant to the provisions of Section 17A
of the -Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 2 million issues of-U.S.
and non-U.S. eqüi1y.issues,~corporateand iaiunicipal debt -issues, and, money -market instruments from over 85
countries that DTC~sparticipants (‘tDirect Participants”) deposit with DTC. DTC also facilitates the post-trade
settlement among Ditect Participants -of sales -and other securities transactions in deposited securities, through-
electronic computerized book-entry transfers and pledges between Direct Participants’ accounts. This eliminates the
need for physical movement of securities certificates. Direct Participants -include.both U.S. and non-U.S. securities
brokers and dealers, banks,- trust companies, clearing corporations, and certain other organizations. DTC is a wholly-
owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC, in turn, is owned by a
number of Direct Participants of DTC and Members of the National Securities Clearing Corporation, Government
Securities Clearing Corporation, MBS Clearing Corporation, and Emerging Markets Clearing Corporation, (NSCC,
GSCC, MBSCC, and EMCC, also subsidiaries of DTCC), as well as by the New York Stock Exchange, Inc., the
American Stock Exchange LLC, and the National Association of Securities Dealers, mc. Access to the DTC system
is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and
clearing corporations that clear through or maintain a custodial relationship with a Direct Participant, either directly
or indirectly (“Indirect Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable
to its Participants are on file with the Securities and Exchange Commission. More information about DTC can be
found at www.dtcc.com.

Purchase of Ownership Interests. Purchases of Bonds under the DTC system must be made by or
through Direct Participants, which will receive a credit for the Series 2008 Bonds on DTC’s records. The ownership
interest of each actual purchaser of each Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and
Indirect Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their purchase.
Beneficial Owners are, however, expected to receive written confirmations providing details of the transaction, as
well as periodic statements of their holdings, from the Direct or Indirect Participant through which the Beneficial
Owner entered into the transaction. Transfers of ownership interests in the Series 2008 Bonds are to be
accomplished by entries made on the books of Direct and Indirect Participants acting on behalf of Beneficial
Owners. Beneficial Owners will not receive certificates representing their ownership interests in the Series 2008
Bonds, except in the event that use of the book-entry system for the Series 2008 Bonds is discontinued.
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To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee. Cede & Co., or such other name as may be requested by an
authorized representative of DTC. The deposit of Bonds with DTC and their registration in the name of Cede & Co.
or such other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual
Beneficial Owners of the Series 2008 Bonds; DTC’s records reflect only the identity of the Direct Participants to
whose accounts such Bonds are credited, which may or may not be the Beneficial Owners. The Direct and indirect
Participants will remain responsible for keeping account of their holdings on behalf of their customers.

Notices andOther communications. Conveyance of notices and other communications by DTC
to Direct Participants, by Direct Participants to Indirect Participants, and by Direct Participants and Indirect
Participants to Beneficial Owners will be govemed by arrangements among them, subject to any statutory or
regulatory requirements as may be in effect from time to time.

- Redemption notices shall be sent to DTC. If less than all of the Series 2008 Bonds within an issue
are being redeerried, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in
such issue to be redeemed.

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

- - Ret]etaption Proceeds, Distributions, and Dividend - Payments. - Redemption proceeds.
- - - distributions, and dividend payments on the Series-2005 Bonds will be made -to Cede & Co., or such other nominee

as may be requested by an authorized representative -of DTC, DTC’s practice is to credit Direct Participants’
- accounts upon DTC’s receipt of funds and corresponding detail information from the City and County or-Paying--

- Agent, on payable date in accordance with their respective holdings shown on DT(T.’s records. Parnents by
Participants to Beneficial Owners will be governed by standing instructions and customary practices, as is the case -

with securities held for the accounts of customers in bearS form or registered in “street name,” and will he-the-
responsibility of such Participant and not of DTC, -Paying Agent, or the City and Count.y, subject to any statutory or
regulatory requirements as may be in effect from--time to time. Payment of redemption proceeds, distributions, and
dividend payments to Cede & Co. (or such other nominee as maybe requested by an authorized representative of
DTC) is the responsibility of the City and County or Paying Agent, disbursement of such payments to Direct
Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be
the responsibility of Direct and indirect Participants.

Discontinuance- of Book-Entry System. DTC may discontinue providing its services as
depository with respect to the Series 2008 Bonds at any time by giving reasonable notice to the City and County or
Agent. Under such circumstances, in the event that a successor depository is not obtained, Bond certificates are
required to be printed and delivered.

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

Use of cernun Terms in Other Sectionsof the Official Statement. In reviewing this Official
Statement it should be understood that s~hilethe Series 2008 Bonds are in the Book-Entry System, references in
other sections of this Official Statement to owners should be read to include the person for which the Participant
acquires an interest in the Series 2008 Bonds, but (i) all rights of ownership must be exercised through DTC and the
Book-Entry System and (ii) notices that are to be given to owners by the City and County will be given only to
DTC. DTC will forward (or cause to be forwarded) the notices to the Participants by its usual procedures so that
such Participants may forward (or cause to be forwarded) such notices to the Beneficial Owners.

city and county Disclaimerof Responsibility. The City and County will have no responsibility
or obligation to Direct Participants, to Indirect Participants or to Beneficial Owners with respect to (i) the accuracy
of any records maintained by DTC, any Direct Participants or indirect Participants, or (ii) the payment by DTC, any
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Direct Participants or any Indirect Participants of any amount in respect of principal or redemption price of or
interest on the Series 2008 Bonds, or (iii) any notice which is permitted or required to be given to owners (except
such notice as is required to be given by the City and County to DTC), or (iv) the selection by DTC of any
Participant to receive payment in the event of a partial redemption of the Series 2008 Bonds, or (v) any consent
given or other action taken by DTC as Owner of the Series 2008 Bonds, or (vi) any other event or purpose.

So long as Cede & Co. is the registered owner of the Series 2008 Bonds, as nominee for DTC,
references herein to the Bondholders or registered owners of the Series 2008 Bonds (other than under the captions
“TAX MAYFERS” and ‘CONTINUING DISCLOSURE” herein) shall mean Cede & Co., as aforesaid, and shall
not mean the Beneficial Owners of the Series 2008 Bonds.

SECURITY FOR THE BONDS

General -

The Bonds issued under and pursuant to the Bond Resolution, including the Series 2008 Bonds,
are limited special obligations of the City and County. Pursuant to the Bond Resolution, there has been pledged, as
security for the payment of the debt service on the Bonds, proceeds of the Bonds held or set aside under the Bond
Resolution, the Net Revenues, and all Funds and Accounts established by the Bond Resolution other than the Rebate
Account, the Third Lien Obligation Subaccount and, in certain instances pursuant to the Bond Resolution, the
Common Reserve Subaccount or Separate Series Reserve Subaccounts. The Bonds are equally and ratably payable
and secured under the Bond Resolution except that the City and County has reserved the right under the Bond
Resolution to afford a -particular Series of Bonds or particular Bonds additional or different security through a

- Support Facility, escrow hinds, or the establishment of separate- funds- and accounts with respect to a particular -

-- Series of Bonds funded from sources other than the Net Revenus: - -

- Under the Bond Resolution, Net Reventies means, withrespect to any period, the Revenues during
such period less amoUnts required to pay Operation and Maintenance Expenses. Revenues nieffns (i) the Revenues

- -. uttder the First Bond Resolution; (ii)-a-ll income from investments of moneysheld under the-Bond Resolution except
the Rebate Subaccount and the Third Lien -Obligation Subaccount;and (iii) all payments made by Counterparties
pursuant to Interest Rate Exchange Agreements. Revenues under the First Bond Resolution means the moneys,
incltiding any moneys bollected--froni the City and County or any departmentthereof other than the Department,
derived by the Department from the rates, rentals, fees and charges prescribed for the use and services of, and the
facilities and comniodities furnished by, the Wastewater System. Revenues under the First Bond Resolution include
(i) all income, receipts, profits, and other moneys derived from the furnishing or supplying of the services, facilities
tind commodities through the Wastewater System; (ii) all income from investments of moneys held under the Bond
Resolution except the Rebate Account, the Subordinate Obligation Account or the Reimbursable Obligation
Account; (iii) all payments made by Counterparties pursuant to Interest Rate Exchange Agreements; and (iv)
-moneys and Investment Securities transferred from the Rate Stabilization Account to the Sewer Fund within 90 days
following the end of a Fiscal Year. Certain items do not constitute Revenues under the Bond Resolution, including
certain deposits subject to refund, certain contributions in-aid-of construction and assessment, impact and other
similar fees imposed and collected by the City and County, income, fees, charges, receipts, profits or other moneys
derived by the Department from the ownership or operation of any separate utility system, and certain gifts, grants
and donations, moneys and Investment Securities transferred from the Sewer Fund to the Rate Stabilization Account
within 90 days following the end of a Fiscal Year, or Wastewater System Facility Charges.

The pledge of the Net Revenues for the security and payment of the Bonds under the Bond
Resolution is (i) junior and subordinate to the pledge made in the First Bond Resolution for the security and payment
of the First Resolution Obligations; and (ii) prior and superior to the pledge made in the First Bond Resolution for
the security and payment of the Reimbursable Obligations authorized to be issued pursuant to the First Bond
Resolution and in the Bond Resolution for the security and payment of Third Lien Obligations authorized to be
issued pursuant to the Bond Resolution. “Reimbursable Obligations” are reimbursable general obligation bonds
issued and delivered or to be issued and delivered by the City and County to finance certain costs related to the
Wastewater System. The debt service on Reimbursable Obligations is paid from moneys in the City and County’s
general fund. Pursuant to State law, the amount of such debt service may be reimbursed from the Net Revenues. As
of July 1, 2007, $___________ principal amount of Reimbursable Obligations were outstanding. “Third Lien
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Obligations” are any obligations of the City and County payable from the Revenues, other than the First Resolution
Obligations, the Bonds and the Reimbursable Obligations, issued in compliance with the provisions of the First
Bond Resolution or the Bond Resolution, as applicable. There are currently no Third Lien Obligations outstanding.
See ‘DEBT AND FINANCIAL POLICIES AND INDEBTEDNESS” herein.

The Series 2008 Bonds will constitute Bonds under the Bond Resolution. The Series 2008 Bonds
are the sixth Series of Bonds to be issued under the Bond Resolution. The City and County expects to issue
additional Bonds under the Bond Resolution on a parity with the Series 2008 Bonds.

The Bonds are not a general or moral obligation of the State of Hawaii or any political
subdivision thereof, including the City and County, and the faith and credit of the State of Hawaii or any
political subdivision thereof, including the City and County, are not pledged to the payment of the principal
or redemption price of or interest on the Bonds, and no holder of the Bonds shall have the right to compel the
exercise of the taxing power of the State of Hawaii or any political subdivision thereof, including the City and
County, in connection with any default with respect to the Bonds.

Funds and Accounts -

The various funds and accounts established under or pledged by the Bond Resolution, the flow pf
Revenues through such funds and accounts, the rights and remedies of Bondholders under the Bond Resolution and
other related matters are summarized in Appendix A, “Summary of Certain Provisions of the Bond Resolution.”

- The City and County has established the Sewer Fund by Ordinance. Revenues are deposited in the
Sewer Fund. The First Bond Resolution establishes various accounts in the Sewer Fund, none of which except the

- ‘-Suborditi’ate Obligation Account is pledged a~security’foi-thepayment of debt service on the Bonds. Such pledge
-dfthèSubordinate ObiigationAccdunt i~-suhjectto th6terms and provisions of and the exceptions provided inthe: -

- - First BOnd Resolution and the -Bond ResOlution, Uhder the First Bond RSOlution, the Department will, in each
- monTh, fransfet from the Sewer Fund to the Subordinate ObligationAccounta sufficient amount required by the

Bond Resolution to pay all accrued and unpaid amounts and amounts to accrue and become payable during the
succeeding calendar month which are payable from- the Subordinate Obligation -Account, but only (0-after making

- - the transfer,- if any, to the Wastewater -System Facility Charge Account Of all moneys received as Wastewater
- - System Facility Charges, (ii) after paying or setting aside a sufficient-amount to pay the Operating and Maintenance

Expenses, (iii) after making the -transfer to the Rebate Account under the First Bond Resolution, (iv) after
transferring a sufficient amount to the Debt Service Account under the First Bond Resolution to pay debt service on
First Resolution Obligations, and (v) after transferring a sufficient amount to the Common Reserve Account and
each Separate Series Reserve Account under the First Bond Resolution to eliminate any deficiency therein, and
(vi) after maintaining in the Sewer Fund a reasonable and necessary amount for working capital and operating
reserves.

The Bond Resolution establishes in the Subordinate Obligation Account a Debt Service
Subaccount. The Debt Service Subaccount is pledged as security for the payment of debt service on all Bonds
subject to the terms and provisions of and the exceptions provided in the Bond Resolution. The Bond Resolution
also establishes a Common Reserve Subaccount in the Subordinate Obligation Account and permits the
establishment in the Subordinate Obligation Account of one or more Separate Series Reserve Subaccounts. The
Common Reserve Subaccount is pledged as additional security for the payment of debt service on the Bonds of such
Series designated by the City and County to be entitled to the benefit of the Common Reserve Subaccount. Each
Separate Series Reserve Subaccount is pledged as additional security for the payment of debt service on the Bonds
of such individual Series designated by the City and County to be entitled to the benefit of such Separate Series
Reserve Subaccount,

The debt service on and redemption price of the Bonds are payable from the Debt Service
Subaccount in the Subordinate Obligation Account. In the event of a deficiency in the Debt Service Subaccount, the
debt service on and redemption price of particular Bonds are payable from the Common Reserve Subaccount or the
Separate Series Reserve Subaccounts, as applicable, but only if such Bonds are entitled to the benefit of such
Reserve Subaccounts. -
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Under the First Bond Resolution, moneys deposited and retained in the Sewer Fund may be
maintained in an amount which is reasonable and necessary for working capital and reserves. The First Bond
Resolution establishes, among other accounts, the Rate Stabilization Account, the Renewal and Replacement
Account and the Wastewater General Account, Such accounts are not pledged as security for the payment of debt
service on and redemption price of the Bonds. However, moneys in such accounts may be transferred to the
Subordinate Obligation Account on the terms and conditions as provided in the First Bond Resolution. The Rate
Stabilization Account is to be used to stabilize the rates and charges of the Wastewater System. The Rate
Stabilization Account is to be maintained in an amount as provided in the Annual Budget and is to be funded as
provided in the Annual Budget from (i) the Revenues but only after paying the Operation and Maintenance
Expenses and after transferring required amounts to other funds and accounts as provided in the First Bond
Resoltition, and (ii) transfers from the Wastewater General Account. The Renewal and Replacement Account is to
be used to pay the costs of improvements to or reconstruction of the Wastewater System, repairs, major or
extraordinary repairs and renewals or replacements of the Wastewater System and under certain conditions, as set
forth in the Bond Resolution, to meet deficiencies in the Debt Service Subaccount, the Common Reserve Account,
Separate Series Reserve Accounts, if any, the Subordinate Obligation Account, including the Debt Service
Subaccount, the Common Reserve Subaccount and all Separate Series Subaccounts, and the Reimbursable
Obligation Account, and will be maintained in an amount provided for in the Annual Budget. The Wastewater
General Account may be used for any lawful purpose of the City and County, including funding of the Rate
Stabilization Account,, and under certain conditions, may be used to meet deficiencies in the Sewer Fund, the
Common Reserve Account, Separate Series Reserve Accounts, if any, the Renewal and Replacement Account, the
Rebate Account, the Subordinate Obligation Account and the Reimbursable Obligation Account.

The Bond Resolution also establishes in the Subordinate Obligation Account a Rebate Subaccount
and a Third Lien Obligation Subaccount. Such accounts are not pledged as security for the Series 2008 Bonds, or
any other Bonds. The funds in the Third Lien Obligation Subàccount are to be used to pay debt service on ‘and
redemption price of Third Lieti Obligations, provide necessary debt service reserves and other reserves and pay
other costs related to Third Lien Obligations. The funds in the Rebate Subaccount are to be used to pay required
rebates to the United StatesTreasury Departmentincurrêd in respect Of the Bonds: -:, -

- - ‘ The First Bond Resolution also establishes in th~’Sewer Fund, the Wastewater System Facility
Charge Account. Wastewater System Facility Charges collected by th~Department are deposited in the Wastewater

System Facility Charge Account. The Wastewater System Facility Charge Account is pledged under the First Bond
Resolution as security for the payment of debt service on and redemption price of the First Resolution Obligations
but not for the Bonds. If any amounts are used to pay the debt service on or redemption price of First Resolution
Obligations, the -Wastewater System Facility Charge Account must be reimbursed from the Net Revenues with the
priorit~,’set forth in the First Bond Resolution. The Wastewater System Facility Charges are not considered to be
Revenues under the First Bond Resolution.

The City and County has also established by ordinance the Improvement Fund. The Bond
Resolution establishes in the Improvement Fund an Improvement Second Account and permits the establishment
within the improvement Second Account of one or more Series Improvement Second Subaccounts and one or more
Series Improvement Second Interest Subaccounts. Proceeds of Bonds issued under the Bond Resolution are to be
deposited in the Improvement Second Account or a Series Improvement Second Subaccount pending application to
pay the Costs of Improvements. Proceeds of Bonds issued under the Bond Resolution which are to be used to pay
capitalized interest on the Bonds of a Series during the period of construction of an Improvement and for six months
thereafter must be deposited in a Series Improvement Second Interest Subaccount. The Improvement Second
Account, each Series Improvement Second Subaccount and each Series Improvement Second Interest Subaccount
(but not the Improvement Fund) are pledged under the Bond Resolution as security for the payment of debt service
on and redemption price of the Bonds.

Common Reserve Account and Separate Series Reserve Accounts

Common Reserve Subaccount. The Bond Resolution establishes a Common Reserve Subaccount.
Under the Bond Resolution, the City and County may designate one or more Series of Bonds to be entitled to the
benefit of the Common Reserve Subaccount. The Series 2008 Bonds are entitled to the benefit of the Common
Reserve Subaccount. The moneys held in the Common Reserve Subaccount are to be used to pay debt service on
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the Bonds entitled to the benefit of the Common Reserve Subaccount in the event ofa deficiency in the Debt Service
Subaccount to pay such debt service. The Common Reserve Subaccount i~to be maintained in an amount not less
than the Common Reserve Subaccount Requirement. The Common Reserve Subaccount Requirement is an amount
that is equal to the greatest amount of Aggregate Debt Service for the then current or any future Fiscal Year on all
Outstanding Bonds entitled to the benefit of the Common Reserve Subaccount; provided, however, that if upon the
issuance of a Series of Bonds entitled to the benefit of the Common Reserve Subaccount, such amount would
require moneys credited to the Common Reserve Subaccount from the proceeds of such Bonds in an amount in
excess of the maximum amount permitted under the Code, the Common Reserve Subaccount Requirement will then
be the Common Reserve Subaccount Requirement immediately preceding the issuance of such Bonds and the
maximum amount permitted under the Code to be deposited from the proceeds of such Bonds, as certified by an
Authorized Officer. The Bond Resolution provides that the Aggregate Debt Service is to be computed with respect
to each Variable Rate Bond entitled to the benefit of the Common Reserve Subaccount by using the Assumed Long-

Term Fixed Rate.

In lieu of cash or securities, the Bond -Resolution permits the Department to satisfy the Common
Reserve Subaccoutit Requirement in part or in whole by causing to be deposited into the Common Reserve
Subaccount a Support Facility (which may be an in-evocable letter of credit, surety bond, loan agreement, standby
bond purchase agreement, or other agreement facility or insurance or guaranty agreement issued by a bank or banks,
or other financial institution or institutions, or any combination -of the foregoing) in an amount equal to the
difference between the Common Reserve- Subaccount Requirement and the sums then on deposit in the Common
Reserve Subaccount, if any. The Support Facility must be payable (upon the giving of notice as required
thereunder) on or before any interest payment date on which moneys will be required to be withdrawn from the

Common Reserve Subaccount and-applied to the-payment of principal or redemption price of or interest on any
- - - -Bonds and such withdrawal cannot be.met by amounts on deposifin the Common Reserve Subaccount o provided
- from any other available Fund under the Bond Resolution. Any Support Facility-deposited-in the Common Reserve

- - - Subaccount or the long-term debt of the issuer -of any Support- Facility deposited in- the Common Reserve
‘ Subaccount must, in each case, be rated -in the highest rating critegory by eadlt-Rating Agency, and if rated by AM.
F Best & Unmpany, must also be rated in the-highest-rating-category by A.M. Best & Company or its successors: itt

the c-vent any Support Facility deposited-in theCommon-Reserve Suhaccou~tor the long-term debt of the issuer of.-
any Support Facility deposited in the Common Reserve Subaccount falls-below the highest rating category Of each
Rating Agepcy, and AK-I. Best & Company, if rated by A.M. Best & Company, the City and Count)’ must, within

120 days, obtain a new Support Facility which, or which-the long-term debt of the issuet of such tiew Support -

Facility, is rated in the highest rating categoiy of such rating agencies; provided, however, that if the new Support
Facility is not obtained within 120 days, the City and County must deposit in the Common Reserve SubaccountNet
Revenues in the amount provided in the Bond Resolution. If a disbursement is made pursuant to a Support Facility
deposited in the Common Reserve Subaccount, the City and County must: first, reinstate the full amount Of such

Support Facility; and second, if necessary, deposit Net Revenues in the Common Reserve Subaccount in the amount
of the disbursement made tinder such Support Facility, in either case such that the amount in the Common Reserve
Subaccount will equal the Common Reserve Subaccount Requirement within-a period of time not longer than would
be required to restore the Common Reserve Subaccount by application of moneys in the Sewer Fund as required by
the Bond Resolution- The City and County may at any time deposit cash or Investment Securities as replacement
for one or more Support Facilities. See, however, “Proposed Amendments” below.

- The City and County may arrange for the delivery, upon issuance of the Series 2008 Bonds, of a
Support Facility in the fOrm of a municipal bond debt service reserve fund policy in an amount equal to the amount
of the portion of the Common Reserve Subaccount Requirement applicable to the Series 2008 Bonds.

Separate Series Reserve Subaccounts. The Bond Resolution permits the establishment of a

Separate Series Reserve Subaccount to provide additional security for the Bonds of a Series which are not entitled to
the benefit of the Common Reserve Subaccount. In the event of a deficiency in the Debt Service Subaccount to pay
debt service on the Bonds of a Series entitled to the benefit of a Separate Series Reserve Subaccount, the amounts
held in such Separate Series Reserve Subaccount are to be used exclusively to pay such debt service. The amount to
be maintained in any such Separate Series Reserve Subaccount for a Series of Bonds is to be determined at the time
such Bonds are authorized or sold. The credit quality of a Support Facility to be deposited in any Separate Series
Reserve Subaccount for a Series of Bonds is also to be determined at the time such Bonds are authorized or sold.
No Separate Series Reserve Subaccount has been established for the Series 2008 Bonds.
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Ti-ansfet-s to Reserve Subaccoun:s The Bond Resolution requires that in each month, after
transfening to the Debt Service Subaccount an amount sufficient to pay debt service on the Bonds to accrue in such
month, moneys in the Subordinate Obligation Account are to be transferred pro rata to the Common Reserve
Subaccount and each Separate Senes Reserve Subaccount in such amounts as are required so that the balances in the
Common Reserve Subaccount and each Separate Series Reserve Subaccount are equal to their respective
reqttirements, or at the election of the Department, so that at least one-sixth of any deficiency in the Common
Reserve Subaccount or each Separate Series Reserve Subaccount is eliminated.

Rate Covenant

The City and County is required by the Bond Resolution, among other things, to fix, charge and
collect such i-ates and other charges as shall be required in order that in each Fiscal Year the Net Revenues shall not
be less than the Net Revenue Requirement for such Fiscal Year. The Net Revenue Requirement means with respect
to any Fiscal Year or any period, an amount equal to the greater of: (i) the sum of (a) the Aggregate Debt Service
under the First Bond Resolution and the Aggregate Debt Service in such Fiscal Year or such period and (b) the
Required Deposits for such Fiscal Year or such period; or (ii) 1.10 times the Aggregate Debt Service (as defined in
the First Bond Resolution) under the First Bond Resolution and 1.10 times the Aggregate Debt service in such Fiscal
Year or such period pIus 1.00 times the aggregate Support Facility Reimbursement Obligations outstanding as of the
end of such Fiscal Year or such period. Net Revenues means, with respect to any period, the Revenues during such
period less amounts required to pay Operation and Maintenance Expenses. Required Deposits means, for any
period, (i) the Required Deposits under the First Bond Resolution exclusive of transfers from the Sewer Fund to the
Subordinate Obligation Account; and (ii) the amounts, if any, required: (a) to be paid into the Rebate Subaccount,
the Common Reserve Subaccount, each Separate Series Reserve -Subaccount, and the Third Lien Obligation
Subaccount, and (b) to pay Support Facility R~imbursementObligations Required Deposits under the First Bond -

Resolution means, for any period, the amounts, if any, required: (i) to be paid into the Common Reserve Account, -

- each Separate Series Reserve Account,: the Subordinate Obligation -Account and the Reimbursable Obligation -

Acêount under the First Bond Resolution;-and (ii) to pay Support Facility Reimbursement Obligations under the
- First Bond Resolution Aggregate Debt Service means, for any period and as of any date of comjiutation, the sum of

the amounts of Debt Service for such -period- with respect to all Series of Bonds-or all First Resolution Obligations,
as applicable. Support Facility Reimbursement Obligations- are obligations - of the City and tounty to directly
reimburse the Support Facility Provider of a Support Facility for amounts paid thereunder or a Counterparty under -

an interest Rate Exchange Agreement for amounts paid, whether or not such obligation to reimburse is evidenced -by
a promissory note or similar instrument. - - -

Failure by the City and County to comply with the foregoing rate covenant in any Fiscal Year -will
not constitute an Event of Default under the Bond Resolution so long as the provisions of the Bond Resolution
described below are complied with. Prior to the end of each Fiscal Year the Director of Environmental Services or
the Director of Budget and Fiscal Services if requested by the Director of Environmental Services is required by the
Bond Resolution to complete a review of the financial condition of the Department for the purpose of estimating
whether the Net Revenues for such Fiscal Year and for the next succeeding Fiscal Year will be sufficient to comply
with the foregoing rate covenant and to make a written certification with respect to compliance or noncompliance.
Such review is to take into consideration the completion of any uncompleted Improvements and the issuance of
future Series of Bonds if necessary to finance the completion of such Improvements. Such written certification is to
set forth a reasonably detailed statement of the actual and estimated Revenues, Operation and Maintenance
Expenses, Aggregate Debt Service, and any other estimates or assumptions upon which such determination was
based, shall be filed with the City Clerk on or before July 1 in each year. If it is determined in such written
certification that the Revenues may not be so sufficient, the Director of Environmental Services or the Director of
Budget and Fiscal Services if requested by the Director of Environmental Services must forthwith make a study for
the purpose of determining a schedule of fees, rates and charges which, in the opinion of the Director of
Environmental Services or the Director of Budget and Fiscal Services, will cause sufficient Revenues to be collected
in the following Fiscal Year to comply with such rate covenant, or the Director of Environmental Services or the
Director of Budget and Fiscal Services may elect to cause the Consulting Engineer to make such a study and render
such certification, The City Council, as promptly as practicable but no later than 120 days following such
detennination by the Director of Environmental Services or the Director of Budget and Fiscal Services, or receipt of
the Consulting Engineer’s recommendation, is required to adopt and place in effect a schedule of fees, rates and
charges as so determined or recommended. See “CERTAIN FTh~ANCIAL, OPERATING AND OTHER
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INFORMATION AND STATISTICS Rates and Charges’ for cuiTent sewer charges, “HISTORICAL AND
PROJECTED REVENUES, EXPENSES AND COVERAGES’ for a discussion of the Departments projected rates,
revenues and expenses and “THE CITY AND COUNTY AND THE DEPARTMENT—Purpose and Powers” for a
discussion of the rate making powers ofthe City Council. -

Additional Bonds a nd Refunding Bonds -

The Bond Resolution permits the issuance of additional Series of Bonds (exclusive of refunding
Bonds) on a parity with the Bonds then Outstanding (“Additional Bonds”) for any lawful use or purpose relating to
the Wastewater System, including, without limitation, payment of all or a portion of the Costs of Improvements, but
only upon compliance as to each such Series with the conditions set forth in the Bond Resolution, which include
delivery to the Director of Budget and Fiscal Services of the following documents or moneys or securities:

1. A written certificate of the City and County stating the amount required to be in the

Common Reserve Subaccount after issuance of the Bonds then to be issued and that the amounts deposited
will not be less than the Common Reserve Subaccount Requirement.

2. A written certificate of the City and County stating the amount required to be in the
Separate Series Reserve Subaccount established for the Bonds of such Series after issuance of the Bonds -

then to be issued and that the amounts deposited will not be less than the Separate Series Reserve
Subaccount Requirement for the Bonds of such Series. - -

- 3. Either: - - -- - -

(I) a written certificate of the City and County based (i) on audited figures or (ii) to
the extent audited figutes are not available, o figures taken by an independent certified public accountant
from the Department’s books and records, showing-that the Net Revenues for: (a) the most recent Fiscal -

Year or (bI any consecutive 12 month period out o124 months immediately preceding the month in whiLh
such Bonds are issued were not less than the greaten of: .(x) the sumof (I) the maximum of the sum of the -

Aggregate Debt Service on all First Resolution Obligations issued and outstanding under and put cuant to
the First Bond Resolution and the Aggregate Debt Service on all Bonds then Outstanding and on the
proposed Series of Bonds in any Fiscal Year and the 12-month period selected and (2) the Required
Deposits for such Fiscal Year or the 12-month period selected; ‘and (y) the sum of (1) 1 .10 times the
maximum sum of the Aggregate Debt Service ‘on all First Resolution Obligations issued and outstanding
under and pursuant to the First Bond Resolution and the Aggregate Debt Service on all Bonds then
Outstanding and on the proposed Series of Bonds in any Fiscal Year and the 12-month period selected, and
(2) 1.00 times the aggregate Support Facility Reimbursement Obligations outstanding under the First Bond
Resolution and the Bond Resolution as of the date of the written certificate of the City and County; or

(II) a written certificate of the City and County or Certificate of the Consulting
Engineer that the Net Revenues to be derived in each of the five (5) Fiscal Years following the earlier of:
(i) the end of the period during which interest is capitalized or, if no interest is to be capitalized, the Fiscal
Year in which the proposed Series of Bonds are issued, and (ii) the date on which substantially all
Improvements to be financed with the proceeds of the proposed Series of Bonds are expected to commence
operations, or, if the proceeds of such Series of Bonds will not be used to fund the Costs of Improvements,
the Fiscal Year in which the proposed Series of Bonds are issued, are estimated to be not less than the
greater of: (x) the sum of (I) the maximum of the sum of the Aggregate Debt Service on all First
Resolution Obligations issued under and pursuant to the First Bond Resolution and the Aggregate Debt
Service on all Bonds then Outstanding and on the proposed Series of Bonds in any such Fiscal Year, and
(2) the Required Deposits for any such Fiscal Year; and (y) the sum of (I) 1 .1 0 times the maximum of the
sum of the Aggregate Debt Service on all First Resolution Obligations issued under and pursuant to the
First Bond Resolution and the Aggregate Debt Service on all Bonds then Outstanding and on the proposed
Series of Bonds in any such Fiscal Year, and (2) 1.00 times the aggregate Support Facility Reimbursement
Obligations outstanding under the First Bond Resolution and the Bond Resolution as of the date of such
vvritten certificate of the City and County or certificate of the Consulting Engineer, as the case may be (the
“Additional Bonds Requirement”). See, however, “Proposed Amendments” below.
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In detennining Net Revenues for ptlrposes of the certificates described above, the City and County
or the Consulting Eng;neei, as the case may be, is permitted, and in certain instances is required, to make certain
adjustments as provided in the Bond Resolution In addition, the Bond Resolution requires that certain other
adjustments to Net Revenues derived from Debt Service on Variable Rate Bonds and debt service on Bond
Anticipation Notes and short-tei’m Third Lien Obligations and Reimbursable Obligations be made for purposes of
the written certificates described above See Appendix A, “Summary of Certain Provisions of the Bond
Resolution.”

Bonds may be issued as variable rate bonds, fixed rate bonds, bonds providing for the right of the
owner thereof to present the Bond for redemption or purchase prior to maturity, zero interest rate or deep discount
bonds, bonds providing for the compounding of interest, or any combination thereof. Bonds may be issued or
outstanding from time to time with or without credit enhancement provisions. See Appendix A, “Summary of
Certain Provisions ofthe Bond Resolution.”

The Bond Resolution also permits the issuance of Bonds (“Refunding Bonds”) on a parity with the
Bonds then Outstanding to refund all or any part of: (i) a Senes of Outstanding Bonds; (ii) Third Lien Obligations;
or (iii) Reimbursable Obligations. Refunding Bonds may only be issued by the City and County upon satisfaction of
certain conditions set forth in the Bond Resolution.

- The Series 2008 Bonds are Refunding Bonds. The Bond Resolution does not require, and this
Official Statement does n-ot include, a report or recommendation -by the Department’s Consulting Engineer with

respect to the issuance of Refunding Bonds.

- - - - -- - - - A-more detailed description of the-requirements relating to the issuance of Additional -Bonds or -

- - - - -- Refunding Bonds is set forth in Appendix A under “Additional Bonds and Refunding Bonds.” -- - -- - --

The Bond Resolution also permits the issuance of notes in anticipation of a Series of Bonds if the

City and County has theretofore authorized the issuance of such-Bonds. The interest on such notes (and any renewal -

- thereof) shall be payable -from the proceeds of such-notes or other notes or from the pmoceedsof the sale of the’ -

Bonds in anticipation of which such notes are issued. A more detailed descnption of the provisions for security for
- payment of such notes and other requirements relating to the issuance of notes is set forth in Appendix A under -

- - “’Bond Anticipation Notes.” - - - - -

Proposed Aniendilients -

Pursuant to its provisions, the Bond Resolution maybe amended with the consent of the Holders
of not less than a majority of the Bonds then Outstanding. On August 16, 2006, the City Council adopted a
resolution amending the Bond Resolution in the manner described below(the “Proposed 2006 Amendment”). The
Proposed 2006 Amendment would amend the provisions in the Bond Resolution relating to the Additional Bonds
Requirement as follows:

Either (I) a Written Certificate of the City and County based: (i) on audited figures or (ii) to the
extent audited figures are not available, on figures taken by an independent certified public accountant from the
Department’s books and records, showing that the Net Revenues for: (a) the most recent Fiscal Year, or (b) any
consecutive twelve (12) months’ period out of twenty four (24) months immediately preceding the month in which
such Bonds are issued were not less than the sum of (I) 1.10 times the maximum Aggregate Debt Service (as
defined in the First Bond Resolution) on all First Resolution Obligations issued and outstanding under and pursuant
to the terms of the First Bond Resolution and the Aggregate Debt Service on all Bonds then Outstanding and on the
proposed Series of Bonds in any Fiscal Year and (2) 1 .00 times the aggregate Support Facility Reimbursement
Obligations outstanding under the First Bond Resolution and this Resolution as of the date of the Written Certificate
of the City and County; or (II) a Written Certificate ofthe City and County or Certificate of the Consulting Engineer
that the Net Revenues to he derived in each of the five (5) Fiscal Years following the earlier of: (i) the end of the
period during which interest is capitalized or, if no interest is to be capitalized, the Fiscal Year in which the
proposed Series of Bonds are issued, and (ii) the date on which substantially all Improvements to be financed with
the proceeds of the proposed Series of Bonds are expected to commence operations, or, if the proceeds of such
Series of Bonds will not he used to fund the Costs of Improvements, the Fiscal Year in which the proposed Series of
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Bonds areissued, areestimatedto be not less than the sum of (1) 1.10 times the maximum of the sum of the
AggregateDebt Service(as defined in the First Bond Resolution)on all First Resolution Obligationsissuedand
outstandingunder and pursuantto the First Bond Resolution and the AggregateDebt Serviceon all Bonds then
Outstandingand on the proposedSeriesof Bonds in anysuch Fiscal Year,and (2) 1.00times the aggregateSupport
Facility ReimbursementObligationsoutstandingunderthe First Bond Resolutionandthis Resolutionasof the date
of suchWritten Certificateof the City andCountyor certificateof theConsultingEngineer,asthecasemay.

The Proposed2006 Amendmentwould also amendprovisionsof theBond Resolutionrelating to
assumptionsfor Variable Rate Bonds in the calculationof the Addition Bonds Requirement. Specifically, in
determiningDebt Serviceon VariableRateBonds then OutstandingandVariable RateBonds then proposedto be
issuedfor purposesof theAdditional BondsRequirement,the Proposed2006Amendmentprovidesthat theinterest
rate shall be calculatedas: (i) if anyVariableRateBonds are then OutstandingandhavebeenOutstandingfor at
least twenty-four (24) months, the averageinterestrate borne by such Variable Rate Bonds over thepreceding
twelve (12) month period, or (ii) if no suchVariableRate Bondsarethen Outstanding,(a)for theproposedVariable
Rate Bonds that areTax-exemptBonds, theaverageinterestrate of the RevenueBond index over thepreceding
twelve (12) month penodat thetime of calculation,and(b) for the proposedVariableRateBonds that arenot Tax-
exempt Bonds, the averageinterest rate of LIBOR over the precedingtwelve (12) month period at the time of
calculation.

Finally, the Proposed2006 Amendmentwould amepdcertainprovisionsof theBond Resolution
relating to amendmentof the Bond Resolution. First, the Proposed2006Amendmentprovidesthat for purposesof
the effecting an amendmentthat requiresHolder consent,the written consentof each SupportFacility Provider
providing a Support Facility for any Bonds shall constitute consentof the Holders of such Bonds. Second,the
Proposed2006 Amendmenteliminatestherequirementsthatafter receiptOf theHolders of therequiredpercentage
of Bondshavefiled their consents,thatnonceof theapplicableaniendmentpublishedin The Bond Buyer, published
in New York, New York. or in lieu of publication in The Bond Buyer, in someother newspaperspecializingin
financial mattersprinted in the English languageand customarilypublishedon each businessday andnt generab
circulation in the.City of New York, New York, or in a newspaperdfgeneralcirculation printed in the English:.
languageof generalcirculation in the State,andshall mail a copy of suchnotice,postagepiepaid to ea~hregistered~:
HolderofBonds then Outstanding,at its address,if any;appearingupontheregistrybooks.

• In addition, on April —. .2008, the City Council [considered/adopted}a resolution to further

amendthe Bond Resolution (the “Proposed2008 Amendment”)by (i) eliminating the obligation of the City and
County to obtain a new SupportFacility or deposit Net Revenuesin the amountprovided in the Bond Resolution
within 120 daysafteranydowngradeby a Rating Agencyor A.M. Best & Companyof a SupportFacility deposited
in theCommonReserveSubaccountor the long-termdebtof the SupportFacility Providerof suchSupportFacility,
and (ii) omitting the requirementthat a Support Facility or the long-term debtof theSupportFacility Provider, if
rated by AM. Best & Company,be ratedin the highestrating categoryof that company. The CommonReserve
SubaccountRequirementfor the Junior Bonds is currently satisfiedin full by a suretybond issued by MBIA
InsuranceCorporation. [Disclosure of Common ReserveSubaccountfor the Senior Bonds to be provided as
necessary]

Eachof the Proposed2006 Amendmentandthe Proposed2008 Amendmentwill becomeeffective

upon the filing of written consentsto the amendmentsof theHoldersof not lessthan a majority of theBonds then
Outstanding. As of November30, 2007, $457,077,890principal amount of Junior Bonds were outstandingand
Holders of $86,175,000principal amount of Junior Bonds had consentedto theProposed2006 Amendment. BY
ACCEPTANCE OF THE SERIES 2008 BONDS OFFERED HEREBY, THE HOLDERS THEREOFSHALL BE
DEEMED TO HAVE CONSENTED TO THE EACH OF THE PROPOSED2006 AMENDMENT AND THE
pROPOSED2008 AMENDMENT.

BOND INSURANCE

TheCity andCounty hassubmittedapplicationsto municipalbondinsurancecompaniesto have
thepaymentof the principalandintereston the Series2008 Bondsinsuredby a municipalbond guarantypolicy and
reservesthe right to insureall or a portion of theSeries2008 Bonds if the City andCountydeterminesthatpurchase
of suchinsuranceis beneficial to theCity andCounty.



THE CITY AN!) C()UN1V AN!) TI-IF DEPAR1I\1ENT

Purpose and Powers

The Cur and county. The City and County of Honolulu includes the entire island of Oahu and a
number of outlying islands. Of the eight major islands that constitute the State of Hawaii, Oahu, with an area of 597
square miles, is smaller than the Islands of Hawaii and Maui but larger than the Islands of Kauai, Molokai, Lanai,
Niihau and Kahoolawe. With slightly less than a tenth of the land area in the entire State, Oahu contains nearly
three-fourths of the State’s resident population. Based on the 2000 U.S. Census, the resident population of the State
was 1,211,537, and that of Oahu was 876,156, approximately 72% of the total State population. Honolulu is the seat
of the State Government and is the States trade, finance, communication, and transportation center. Most Federal
establishments and personnel (both civilian and military), manufacturing, major educational and scientific, and
significant agricultural activities are located on Oahu.

City Council andMayo;-. The City Council is the governing body of the City and County and it
consists of nine members. All members are elected from nine districts to serve four-year terms with a limitation of
two consecutive full terms. Pursuant to the City Charter of the City and County, the City Council has the power,
among other things: (i) to exercise the legislative power of the City and County, (ii) to enact operating and capital
budget ordinances, (iii) with certain exceptions, to fix fees and charges for services rendered by the City and County,
and (iv) to authorize the issuance of revenue bonds for the purpose of initiating, constructing, acquiring, extending,
replacing or otherwise improving any revenue-producing facility. The Mayor is the Chief Executive Officer of the
City and County. The Mayor is elected to serve a four-year term with a limitation of two consecutive full terms.
The Mayor exercises direct supervision over all ag&icies specifically identified in-the City Charter and, through the
Managing Director, exercises supervision over-all other executive agencies of the City and County.

Department.of Environmental Services. The Department was established on July 1 1998,
pursuant to a plan of reorganization- which combined certain components of the Department of Wastewater

-Managenient, the department which previously administered the Wastewater System, with other administrative
departments having compatible functions. The Department, among other things, is charged with the responsibilityr
to administer the planning,- design and construction of wa~tewaterfacilities, oversee the operation and maintenance
of sewer lines, treatment plants and puniping stations, monitor the collection, treatment and disposal of wastewater,
provide pumping of cesspools, provide solid waste processing, collection and disposal, promulgate rules and
regulations as necessary to administer and enforce requirements established by law, and perform such other duties as
may be required by law. The Department consists of four divisions: Environmental Quality, Wastewater Treatment
and Disposal, Collection System Maintenance, and Refuse Collection and Disposal, plus an Office ofAdministrative
Support.

Power to Fix and Collect Ratesand Charges. By ordinance and resolution, the City Council
requires that revenues of the Wastewater System be kept in the Sewer Fund and that the wastewater program shall
be self-supporting. Consistent with such requirements, the Department is budgeted as a self-sustaining enterprise for
the purpose of determining costs associated with providing wastewater services. Through the adoption of the annual
operating and capital budgets, the revenue requirements and wastewater rates are reviewed to determine the
adequacy of revenues to meet needs: Pursuant to the Act and the City Charter, the City Council has the power to
impose, prescribe and collect rates, rentals, fees or charges for the use and services of, and the facilities furnished
by, the Wastewater System so that the Wastewater System will be and remain self-sustaining. The rates, rentals,
fees or charges imposed and prescribed are required to produce revenues which will be at least sufficient to pay debt
service on all revenue bonds issued for the purposes of the Wastewater System, including the Bonds, and including
reserves therefor, to pay the costs of operation, maintenance and repair of the Wastewater System, and to carry out
the covenants of all resolutions authorizing the issuance of revenue bonds for the purposes of the Wastewater
System, including the Bond Resolution and the Second Resolution. The rates and charges fixed and imposed by the
City Council are not subject to approval by any federal or state regulatory bodies. Rates and charges are determined
on the basis of a recommendation by the Director of Environmental Services and the Mayor, subject to approval by
ordinance of the City Cotincil. An ordinance requires three readings and a public hearing for enactment by the City
Council.
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The Department employs approximately 700 persons in various managerial, clerical, engineering
and operational positions in support of wastewater activities. This work force, with the exception of 18 excluded
and 4 exempt employees, is repiesented by one blue-collar, non-supervisory bargaining unit, one blue-collar,
supervisory bargaining unit, one white-collar, non-supervisory bargaining unit, one white-collar, supervisory
bargaining unit, and one professional and scientific bargaining unit. All bargaining unit contracts are state-wide and
apply to all State govemment and county government activities. Of the five public bargaining units representing
Department employees, all have received final and binding arbitration awards or have reached negotiated
settlements resulting in two-year contracts beginning July 1,2007 and ending June 30, 2009.

[updatejAll employees are covered by the Hawaii State Employees Retirement System. As of
June 30, 2007, the total unfunded actuarial accrued liability for the State Retirement System was S billion. The
actuary for the State Retirement System does not provide a breakdown of the unfunded liability for the counties.
Historically, the City and County’s contribution has been approximately 14.7% of the total employer appropriation
to the State Retirement System, of which the Department’s contribution has been approximately 6.0%. Effective
July 1, 2005, a fixed percentage of payroll is contributed (15.75% for Police and Fire and 13.75% for all other
employees).

In addition to pension benefits, beginning with the Fiscal Year ending June 30, 2008, state and
local governments are required to account for and report other post-employment benefits (“OPEBs”) under
Statement No, 45 (“GASB 45”) issued by the Governmental -Accounting Standards Board. OPEBs consist of certain
health and life insurance benefits provided through the State of Hawaii Public -Employer-Union Health Benefit Trust
Fund (the “Trust Fund”) to retired state and county employees.including retired Department employees. Employer
contributions to the Trust Fund for these benefits are determined by the Trust Fund based on employees’ hiring dates
andyearsofservice. - . - , - -

- in May2007. the Stites -independent -actuarial corisultant provided estimates of the actuarial
- - accrued liabilities-and annual OPEB costs under GASH 45 for the State and the counties (including the City and

County) for the Fiscal Year ending June 30, 2008. •These estimates were based on earlier projections (as of July 1,
2006) and address two distinct scenarios:: (1) no preflindiiig of ohligations;and (2) full prefiinding of obligations.
The actuarial accrued liabilities for Trust Fund OPEBs were estimated to be approximately $10.2 billion with no
prefunding or $6.6 billion with full prefunding for such period. The corresponding annual OPEB costs for the Fiscal
Year ended June 30, 2008 were estimated to be approximately $738 million with no prefun ding or $541 million with
full prefunding.

The consultant’s report estimates that actuarial accrued liabilities totaling approximately $1793
billion with no prefunding or $1,137 billion with full prefrmnding are allocable to the City and County for the Fiscal
Year ending June 30, 2008, and that annual OPEB costs totaling approximately $138 million with no prefunding or
$99 million with full prefunding are allocable to the City and County for that Fiscal Year. Historically, the
Department has accounted for approximately 6.3% of the City and County’s OPEB annual contribution.

In its Fiscal Year 2008 Operating Budget, the City and County appropriated 585.633 million,
including $5,377 million from the Sewer Fund, for current Trust Fund requirements, which includes a portion of the
OPEB requirement, and appropriated $40.01 I million, including 53.875 million from the Sewer Fund, to an
internally-held reserve fund for future OPEB funding obligations.

l)epai-t uncut Principal Ollicers

The principal officers of the Department include the Director, Deputy Director and Executive
Assistant. The following are bnef biographies of the Department’s principal officers:

Dr. Eric S. Taka,nura, P.E., Dit-ector. Dr. Takamura was appointed Director on April 6, 2005,
after serving as Acting Director for approximately four months. Dr. Takamura’s professional experiences include
Assistant Professor in the Department of Civil Engineering at both Portland State University and the University of
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Hawaii; Assistant General Manager of Kuilima Development Company; Project Manager for R.M. Towill
Corporation; and most recently, Vice President and Chief Operating Officer of a local engineering firm. He has a
Doctor of Philosophy degree in Civil Engineering (with emphasis in Environmental Health) from the University of
Texas at Austin, a Master of Scjence degree in Environmental Health Engineering from the University of Texas at
Austin, and a Bachelor of Science degree with Honors in Civil Engineering from the University of Hawaii at Manoa.

KennethA. S/i/in/zn,DeputyDirector Mr. Shimizu was appointed Deputy Director on January 3,
2005, and brings his experiences as a controller and business owner. His knowledge of corporate administrative and
financial functions, cash flow management, and customer service contributes to his oversight of the operation and
management of the Department. Mr. Shimizu has a Bachelor of Business Administration degree in Finance from the
University of Hawaii at Manoa.

Ross S. Tanimoto, DeputyDirector. Mr. Tanimoto became Deputy Director on April 19, 2007.
Mr. Tanimoto has been with the Department of Environmental Services and it predecessor agencies since 1992 and
has served as both the Assistant Chief, Division of Environmental Quality, and Branch Chief, Monitoring and
Compliance Branch. He has a Masters of Science Degree in Mechanical Engineering from California State
University, Long Beach, and Bachelor of Science degrees in Mechanical Engineering and Meteorology from the
University of Hawaii. Mr. Tanimoto is a registered Professional Engineer in Mechanical Engineering in the States
of Hawaii and Califomma.

TimothyA. Jioughton, ExecutiveAssistant. Mr. Houghton served as Executive Assistant for the
Department of Wastewater Management from its creation on July 1, 1993, and has continued in that role with the
Department of Environmental Services, except for the period from July, 2003, through December, 2004, when he
served.as Deputy Director of the Department. As Executive Assistant, among othet things, Mr. Houghton is.:
responsible for Department financial and personnel activities. Prior to that he worked on the Honolulu. Rapid
Transit Project and with the Department of Auditoriums. Mr. Houghton has a Bachelor of Arts degree from San
-Francisco State University and a Master of Science in Systems Management degree from the University-af Southern
California. ~ . . . . . - -~-

- THE WASTEWATER SYSTE~1

Introduction

As of January 2008, the Wastewater System serviced approximately 142,000 separate accounts
and a population of approximately 640,000, which is approximately 74°/u of the total population of the City and
County. The service area covers nearly 600 square miles. The customer base includes the residential population,
business and industrial users, and other users located in the service area. Of the approximately 142,000 accounts,
approximately 134,000 are residential and provide approximately 77% of the total revenue from sewer service
charges; the remaining approximately 8,000 are non-residential, representing approximately 23% of the total
revenue from sewer service charges. See “CERTAIN FINANCIAL, OPERATING AND OTIIER INFORMATION
AND STATISTICS.” The average total volume of wastewater processed by the City and County’s Wastewater
System was 105.1 MGD average day annual flow in Fiscal Year 2007. A number of small private wastewater
systems also serve some areas in the City and County. The average total volume of wastewater processed by all
such private systems is approximately 4.3 MGD.

General Description of Existing Facilities

The Wastewater System serving the island of Oahu is divided into eight wastewater basins for
planning purposes: Central Oahu, East Mamala Bay, Kailua/Kaneohe/Kahaluu, North Oahu (East), North Oahu
(~Vest),Waianae, Waimanalo, and West Mamala Bay. Each basin is served by a major wastewater treatment plant
(“WWTP”). The function of each WWTP is to treat wastewater by removing or reducing organic and inorganic
materials to levels that sarisfy federal and state permit requirements for the discharge of such wastewater into the
ocean, streams, reservoirs or injection wells, in addition to treatment facilities, the Wastewater System includes
collection, pumping and other related facilities.
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A description of the wastewater basins and major facilities is as follows:

East Mama/a Bat. The laigest and the most densely populated basin is East Mamala Ray.
Approximately 385.300 people reside in East Marnala Bay, representing approximately 44% of the resident
population of the entire island. The basin is served by the Sand Island WWTP, a primary plant, and the largest
treatment facility in terms of wastewater flow. The treatment plant has a pnmary treatment capacity of 86 MOD,
and in Fiscal Year 2007, average daily flows were 60.483 MGD.

WestMama/aBay. West Mamala Bay is the second largest basin and includes Ewa, Central Oahu
as far north as Mililani, and the Halawa to Pearl City area. The population of the basin area is approximately
251,200, or 29% of the estimated population of Oahu. ‘l~hebasin is served by the Honouliuli WWTP, which is the
second largest treatment plant in the Wastewater System, with a pnmary treatment design capacity of 40 MOD and a
secondary treatment design capacity of 13 MGD. In Fiscal Year 2007, average daily flows were 25.680 MOD. The
secondary treated effluent is provided to a recycled water facility.

Kailua/JCaneohe/Kahaluu.The third largestbasin includes the communities of Kailua, Kaneohe,
and Kahaluu and surrounding areas in the eastern part of the island, The eastem portion of Oahu is also referred to
as the Windward basin area. The basin area population is nearly 105,000, or approximately 12% of the island’s
population. The basin is served by the Kailua Regional WWTP, the third largest treatment plant in the Wastewater
System. The Kailua WWTP has a design capacity of 16 MGD and in Fiscal Year 2007 average daily flows were
approximately 12.720 MGD.

North Oa/iu (Eastand l
4~

esü. Most of the North Oahu area does not have centralized sewer
-service though there are two small facilities including the Kahuku WWTP (0.4 MOD capacity, secondary) and the
Pa’alaa Kai WWTP (0.15 MGD capacity, secondary). In Fiscal Year 2007, these facilities had average daily flows
of 0.174 MOD and 0.087 MGD, respectively The City and County began operating the Laie wastewater system on
November 1, 2006, and expects to assume fimll:ownership-shortly. The-Laie Water Reclamation Facility (LWRF).
has a capacity ofO.9 MGI) at the tertiary levc.l and had an average flow of 0.31! MOD in Fiscal Year 200~.

frVtzanae.- The Wamanae basin serves the west coast- ot the island, which has a population of
approximately 40,600. The Waianae WW1’P has the capacity to process 5.5 MOD at a secondary level.

G’entra/ Qahu. Central Oahu, including military bases and the communities of Wahmawa and
Whitmore Village, is served by the Wahiawa WWTP (2.6 MOD capacity, secondary).

Waimanalo. The Waimanalo basin is served by the Watmanalo WWTP. which is owned by the
State and operated by the City and County. It is a secondary plant with a capacity of 0.7 MOD and serves the
Waimanalo community of 9,100.

The Sand island WWTP, the Honouliuli WWTP and the Kailua Regional WWTP are the three
largest WWTPs. The remaining WWTPs provide treatment of wastewater to the rest of the island. Though the five
basin areas of Central Oahu, North Oahu (East and West), Waianae, and Waimanalo comprise the majority of the
geographical area of the island, the population density is much lower in comparison to the East and West Mamala
Bay and the KailualKaneohe/Kahaluu basin areas. The combined population of the five basin areas is less than 15%
of the total population of Oahu. The total design capacity of the WWTPs in the five basin areas is approximately 9
MGD and the current wastewater flow is approximately 7 MGD. A private wastewater system provides collection
and treatment for the community of Hawaii Kai. The Hawaii Kai system has an average flow of 4.2 MCD,
including flows from the City and County’s Kuhouou Wastewater Pumping Station (“WWPS”). The system
processes less than 4% of the average flow of the City and County’s Wastewater System.

En vironnie rita I (ow p1 ia net

‘lhe WWTPs and other facilities operated by the Department are governed either by National
Pollutant Discharge Elimination System (NPDES) permits or by State of Hawaii Department of Health Underground
Injection Control permits. Since 1991, the U.S. Environmental Protection Agency (“EPA”), the State of Hawaii
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Department of Health (“DOH’) and several environmental groups have filed various legal and regulatory actions
against the City and County alleging violations of the federal Clean Water Act and the several NPDES and DOH
permits held by the Department. The City and County has entered into settlements and consent decrees with respect
to several of such actions which require the City and County, among other things, to rehabilitate and expand certain
existing facilities, to implement pretreatment programs, to institute efficient effluent and biosolids reuse, and to
construct new facilities. The Department has undertaken the rehabilitation and expansion of existing facilities, the
implementation of pretreatment programs, effluent and biosolids reuse, and the construction of new facilities in the
last several years to comply with these consent decrees. The Department also developed the 1998-2017 Capital
Improvement Program, in part, to comply with the consent decrees as well as federal and state administrative orders
and NPDES permit requirements. See also “PENDING LITIGATION.”

A rupture of the Beachwalk force main on Kaiolu Street occurred in March 2006, resulting in the
release of 48.7 million gallons of untreated wastewater into the Ala Wai Canal in Waikiki. The City and County
repaired the force main, which was put back into service on March 29, 2006. The City and County is currently
installing a construction bypass force main in two phases. Once this is completed, the Beachwalk Wastewater Pump
Station will be operated utilizing the existing force main. The new force main segment and construction bypass
force main will be used only as a backup force main. A leak detection and monitoring plan was developed with the
DOH and will be implemented by the City and County whenever the construction bypass force main is utilized.
Ultimately, this bypass will be removed after the City and County constructs a new force main.

As a result of the 2006 Beachwalk spill, and after one year of negotiations, the EPA, U.S.
Department of Justice (“DOJ”), DOH, and the City and County entered into a stipulated order that addresses the
Beachwalk force main, five Other force mains, and one pump station. The stipulated order, which has been accepted
bythe court, resolves the entire civil enforcement action that was rimultaneously filed with the stipulated order
against the-City and County with respect to the spill.: The estimated cost of the work in the stipulated order is
approximately $300 million, which isincludedin the City and County’s 1998-2017 Capital Improvement Program.

In March 2007, the EPA issued a tentative decision to deny an application forsá’i-enewed variance
from secondary treatment for the Honouliuli wastewater treatment plant. In December 2007,t the EPA issued a
similar decision with respect to the Sand Island wasteWater treatment plant. The City and COunty is vigorously
challenging these tentative decisions. The EPA’s final decisions may come before the end of 2008. If the City and
County’s applications are denied, the cost of secondary treatment at Honouliuli and Sand Island is estimated to be
$400 million and $800 million, respectively, in project costs. These costs are not included in the City and County’s
1998-2017 Capital Improvement Program. At this point, it is speculative to estimate any Thither impact in relation
to these tentative decisions.

The cost of any potential liability for the above referenced events for alleged violations or
penalties, beyond the City and County’s approximate $3.81 billion (itt inflated dollars) 1998-2017 Capital
Improvement Program to upgrade its collection systems and wastewater treatment plants, is speculative.

See “CAPITAL IMPROVEMENT PROGRAM” herein.

Projected Customer Growth

The resident population in Oahu, the area served by the Wastewater System, is projected to grow
modestly through 2020. The actual and projected resident population, by basin area, for the years 1990 through
2020 is shown in the following tables. The majority of growth between the years 1990 and 2020 is expected to
occur in East and West Mamala Bay. Of the total population growth projected to occur between 1990 and 2020,
approximately 94,000 or 59% is expected to take place in West Mamala Bay and over 54,000, or 34%, is expected
to occur in East Mamala Bay. The tables show an estimated average annual population increase of 5,308 between
1990 and 2020, or roughly 0.5°/b annually.
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Basin
East Mamala Bay

West Mamala Bay
North Oahu (East/West)

t

Waianae
Central Oahu
Kailua/Kaneohe/Kahaluu
Waimanalo
Total

Table 1

Actual and Projected Resident Population
By Basin, Oahu, 1990-2020

The Department has developed the 2009-2013 Capital Improvement Program, the 2009-2017
Capital improvement Program and the 1998-2017 Capital improvement Program, in part to provide new facilities
which ‘vill be required to reliably serve projected growth in the number of customers served by the Wastewater
System. See “CAPITAL IMPROVEMENT PROGRAM” herein.

2010 2015 20201990 2000 2005

380,157 374,366 385,303 402,731
199,005 239,713 251,239 267,301
29,992 31,094 31,331 31,372
37,411 39,27! 40,635 41,094
44,540 45,254 44,996 44,716

108,639 106,300 105.502 104,738

.....9.,Q~ 9,161 9,099 - _____

421,828
273,752

34,325
41,336
44,546

108,812
9,631

434,250
293,036

33,374
42,183
44,23!

109,214
9,749

808,799 845,159 868,105 900,995 934,230 968,037

includes population of Lair, which is cunently served bye privately owned sewer system operated by the City and
County.

Source: Ci~and Couno ofMono/u/ti. Deportment ofEnvironn,enal Services: Cm’ ond County ofHonolulu,
Deporttnent of Plann jag and Perntiuing, 2001.

Table 2

Actual and Projected Percentage Growth in Resident Population
By Basin, Oahu, 1990-2020

asin

- - North Oahu (East)
Kailua-Kaneohe/Kahaluu
Waimanalo
East Mamala Bay
West Mamala Bay
Waianae
Wahiawa
North Oahu (West)
Total

I990~2000 1990-2020
Avenge Percent Average Percent
Annual of Total Annual of Total

- Change Gi-owth ChangE Growth

(45) -1.2% . 49 0.9%
(234) -6.4 1 9 0.4

- 11 0.3 23 0.4
(579)

4,071
186

71
155

3,636

-15.9
112.0

5.1
2.0
4.3

100.0

1,803
3,134

159
(10)
131

5,308

34.0
59.1

3.0
-0.2
2.5

100.0

Soup-ce: City and Conan’ ofHonolulu. Deparonent ofEnvironmental Services,
De,00ronenl ofPlanning and Pertaining, 2001.

Cit) and County ofMono/u/u,
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(7API’l’AL IMPRO\’EMENT PROGRAM

The Department staff manages and updates at least annually a long-range Capital Improvement

Program (the “CIF”) to achieve several goals. The CIP is a long-range planning tool used to estimate project costs
and timing of expenditures over a 20-year period, currently through 2017. The 2009-2013 Capital Improvement
Progi-am and the 2009-2017 Capital Improvement Program are part of this 20-year plan. The Department develops
the OP with the objective of providing safe and reliable facilities to process the wastewater discharge of all sewer
customers throughout Oahu. CIP projects are needed for the rehabilitation of existing facilities, the expansion of
capacity to accommodate growth, and the improvement of facilities and processes.

1995 Consent Decree

The City and County, EPA and DOH entered into a consent decree filed in the United States
District Court, District of Hawaii, on May 15, 1995 that has established the City and County’s direction on future
wastewater issues. The overall goal established by the consent decree is to develop a proactive plan to reduce and

prevent wastewater spills and bypasses from the collection system, pump stations, and treatment plants. See
TENDING LITIGATION” herein for a description of actions filed against the City and County by the EPA, the
DOH, the Sierra Club and other environmental groups.

- A number of projects identified in the CIP are designed to comply with the 1995 Consent Decree.
Consent decree projects are developed to meet three major program objectives: - -

I P,elieat;nenl Source control program to control mntioduction of inappropriate matenals into the
- collection and treatment system. This program does not require funding of any CIP project. -

2 collection system compliance: Spill reduction program for both dry weather spills, and wet weather
spills. - -

3 Supplemental environmental projects C1t3 and County commitment to undertake beneficial ano
-: feasible effluent and sludge reuse projects.

Criteria for Ranking CIP Projects by Priority -

The Department considers the CIP to be a flexible tool which allows the Department staff to
determine the impact of adjusting the phasing and priority of projects. As of early 2008, the long-range CIP
covering the 20-year period from 1998 through 2017 included a list of projects with estimated appropriations
totaling approximately $3.81 billion (in inflated dollars). Many of the projects show-n in the CIP may not begin in
the year specified or at all ‘if needs change. The Department staff has developed a policy for ranking the CIP
projects by priority to determine order and timing of projects. The policy is shown in the following table, with the
highest priority criteria listed first: - -

Table 3

Priority for CI? Projects

Priority Class Description

Safety and public health — immediate
ii Protection of the environment -‘- immediate
ill Permit and regulatory compliance — immediate
IV Completion of ongoing projects
V Preventive
Vi Funding requirements

VII System expansion
VIII Other
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The rankings are intended as guidelines for CIP project planning. not as hard and fast rules. A
project considered in a low priority class may be upgraded to a high prority position in the CIP due to any number
of factors. For example, if a service area is very close to reaching and surpassing the capacity of its wastewater
facilities, the expansion of the system in that area rises in priority. System expansion can entail projects which
affect permit and regulatory compliance, protection of the environment, or safety and public health. Through the
use of these guidelines combined with analyses of funding and other resource constraints, staff can develop a CIP
which best satisfies the needs of the Department customer base. The 1998-2017 Capital Improvement Program was
developed using these CIP guidelines and constitutes the current 20-year CIP.

Classitication of (2! P Projects

The City and County expects to use various fOnding sources to finance CIP projects: (i) proceeds
of additional Senior Bonds, Junior Bonds and other Subordinate Obligations to be issued, (ii) proceeds of
Reimbursable Obligations previously issued and currently available, (iii) proceeds of Senior Bonds and Junior
Bonds previously issued and currently available, (iv) the Net Revenues of the Wastewater System, and (v)
Wastewater System Facilities Charges. Revenues from Wastewater System Facility Charges are intended to cover a
portion of the project expenditures relating to expansion of the Wastewater System to serve future growth in the
number of customers. Revenues from sewer service charges are earmarked for the expenditures resulting frorri
rehabilitation or upgrade of the wastewater system for existing users. To effectively determine the costs to be
recouped by these respective charges, the Department makes a fair estimate of the share of costs attributable to
expansion -and rehabilitation, Where an improvement benefits both existing and future users, the Department
identifiS the relative portion allocable.to each. The classes of.CIP projects include system expansion, s~ystem

- - ‘ - - - upgrade,.and replacement/rehabilitation. - - - - - - - . - : - -

- - - - -- ,. System expansion: Improvements which-increase the design capacityof treatment, transmission, or.
support facilities and equipment to accommodate -new: or future ‘growth. -Future users would finance system

- expatision.project costs pa~a1ly-thrqughrevenues from -Wastewa~rSystem Facility ChargEc. - - -

System upgrade: Improvements which upgrade the service level standard. Fm- t:.ar-sple, an
upgrade to secondary treatment processes where -only primary treatment processes were used. To fairly, allocate
costs between future and existing users, the portions-of upgrade costs attributable -to expansion and current use must
be identified. -

- ‘ - Replacement/rehabilitation:Improvements which replace.or rehabilitate facilities serving existing
development. Existing users pay the costs of replacement and rehabilitation projects through sewer service charges.

2009-2013 Capital Improvement Program -

- To meet certain consent decrees entered into by the Department with Federal and State iegulatory
bodies and to reliably serve projected growth in the number of customers-served by the Wastewater System, the
Department has developed and adopted the 2009-2013 Capital Improvement Program. The additions and
improvements to the Wastewater System, the costs of which are to be financed in part from the proceeds of the
Series 2008 Bonds, are part of the 2009-2013 Capital Improvement Program. The City and County expects to
appropriate approximately $1.48 billion (in inflated dollars) for the 2009-2013 Capital Improvement Program. A
portion of these appropriations will actually be expended after the 2008-2012 period. The projected appropriations
for the various CIP projects of and the expected sources of funding for the 2009-2013 Capital Improvement Program
are set forth in the following tables.
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Table 4

Projected Appropriations for
2009-2013 Capital Improvement Program

Project Projected Cost
CIP Projects $1,410,280,000
Project Management 49,740,000
Capital Equipment 23,000,000
l’otal $1,483,020,000

Table S

Expected Sources of Funding for
2009-2013 Capital Improvement Program

Funding Source - Projected Amount

Subordinate Obligations’ S 88,500,000
Facility Charges2 44,370,000
Net Revenues3

- 273,198,000
Additional Bonds I.076,952~QQQ
Total , - - ‘ - $1,483,020,000

State revoti’ing fund faa,, proceeds.

Fees collectedJar nen’ Wastewater System cannec,ions-
- - Cashfunded C/P - - - -

2009-2017 Capital Improvement Program - , - -

The 2009-2017 Capital Imfrovement Program is part of the 1998-2017 Capital Improvement
Program. The City and County expects to appropriate approximately $2.19 billion (in inflated dollars) for the 2009-
2017 Capital Improvement Program. A portion of these appropriations will actually be expended after the 2009-
2017 period. The projected appropriations for the various CIP projects of and the expected sources of funding for
the 2009-2017 Capital improvement Program are set forth in the following tables.

Table 6

Projected Appropriations for

2009-2017 Capital Improvement Program
Project Projected Cost

CIP Projects $2,042,570,000
Project Management 99,100,000
Capital Equipment
Total $2,189,580,000
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Table 7

Expected Sources of Funding for
2009-2017 Capital Improvement Program

Funding Source Projected Amount
Subordinate Obligations’ $ 118,500,000
Facility Charges2 84,91 0,000
Net Revenues3 919,451,000
Additional Bonds 1,066,719.000
Total $2,189,580,000

State t’eval;’ingfund loan proceeds.

Fees collectedfar new Waslewa,er System connections,

Cash funded OP.

1998—2017 Capital I mprovennent Program

The 1998-2017 Capital Improvement Program (‘CIP”) is the current twenty-year CIP the
Department has undertaken. The City and County expects to appropriate approximately 53.894 billion (in inflated
dollars) for the 1998-2017 Capital Improvement Program. A pOrtion of these appropriations will actually be
expenderi after the 1998-2017 period. The projected appropriations for-the various CIP projects of and the expected
sources of funding for the 098 2017 Capital Improvement Program are set forth in the following tables

- -Table8 - - ‘ -

Projected Appropriations for
1998-2017 Capital lmprqvement Program

Project , Projected Cost
CIP Projects - $3,559,754,000
Project Management 129,130,000
Capital Equipment 81,080,000
Ongoing Projects 83,985~QQ
Total $3,894,384,000
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Table 9

Expected Sources of Funding for
1998-2017 Capital Improvement Program

Funding Source Projected Amount

Reimbursable Obligations’ $ 83,985,000
Subordinate Obligations2 207,206,000
FacilityCharges2 126,755,000
Net Revenues4 963,566,000
Prior Bonds 835,022,000
Additional Bonds l,676,85,Q~ftQQ
Total $3,893,384,000

Pi’eviauslj’ issued gen em-al obligation bands,

State revolving fund loan proceeds.
Fees collected for new Wastewater System con,,ections-

Cash funded C/F, .

H1S1’ORICAL AND PROJECTEI) REVENUES. E.XPENSES ANt) COVERAGES

Since its initial revenue bond issue in 1998, the Department has exceeded coverage requirements,
as shown in Table 10, which sets forth historical and projected revenues, expenses and debt service coverage of the -

Wastewater System.
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Table 10

Historical and Projected Revenues, Expenses and Debt Service Coverages
($ in thousands)

(Fiscal Year Eitdiitg ,Ju,te 30)

Actual Budgeted - Projected
2006 2007 2008 2009 2010 2011 2012 2013

Revenues’ — — —

Sewer Service Charges’ $142,167 $160,963 $197,280 $233,430 $276,210 $318,510 $367,290 $412,490
Interest Earnings - 4,166 13,736 8,800 8,600 4,800 5,900 6,700 7,400
OtherRevenues 211 260 106 136 136 136 136 136

Total Revenues $146,544 $174,960 $206,168 $242,166 $281,146 $324,546 374,l26 $420,026

OperatingExpenses
2

82,961 83,773 - 123,222 130,138 131,380 136,250 141,160 146,320

Net Revenues $63,583 $91,186 $82,964 $112,028 $149,766 $188,296 $232,966 $273,706

Annual Debt Service
Senior Lien Bonds4 12,947 30,060 34,422 42,281 - 59,245 79,379 101,247 118,879
D/S Coverage’ 4.9% 3.03x - 2,4Ix 2.65x 2.S3x 2.37x 2,30x 2.30x

Senior and JuniOr Lien Bonds’ 24,408 43,520 - 59,127 68,734 - 87,971 110,268 I 37,027 - I 55,707
D/SCoverage’ ,

2
.
6

1x 2,20x l.40x I.63x U/Ox 1.7% 1.
7

0x - 1.76x

Total-Obligations’ 34,260 56,690 72,865 98,483 15,694 Li5.723 158,977 177,081
- D/SCoverage’ -

2.IIx. 1.69x I,25x - l.2Zx .. - 1.37, 1.45x 1.52x 1.6th

Does tiot tnclode Si’s ten, I’d till!’’ Cna’’gt~s.“*tcl~a ‘c pseuie ccl undu,’ the tlesai,,,tu.su bttt are not defined tn Rectaurv.

‘Sewerse(vicE-charges it cased by ‘c 2006 .~ndiO% 1,, 2.907. amid will inct-uase by on additional 25% in 2008 13% 3., 2000.: J83-~:n 502(’, and ,

20/2.

Operating ,wpense proJections reflect both an,ici~acedoperational chamt gas and beyond 2009 aen inflated.u:t 33’, p,r i’enr for expenses and 3”r p(r.ed,rJ,u\
persontiel casts, In 2008 o,,d 2009, electrical casts at’e included for ,-equi,’ed oneyear test of,fuIi opem’anon of newit installed ultraviolet disinfection fad/ia’
at the Sot,d lsla’,d It’ll TI’. Opct’atttcg expenses ao not t,tclude leb, service, depreciation. or ccs3hi expenditures -‘a. cup’tat itnproi-ements. Cash expenditures
otc copttal itccpt’avetnetlts inn-eased fi’ottc appt’osimateh- $7 nullio,, it, 2008 to .520 n,illio,, ci. 2001, m-eflecting lOads genet’ared through pt-ei.ious yea’s
coverage earnings.

Includes actual debt service for Sectior Series 1998,2001, 2005. 2006 and 2007 and assumes 5.5% interest ratefar all future issues.

Minimun, debt service coverage requtrements are: .Sento,’ Lie,, Bonds — I.2x; Senior and Junior Lien Bonds—- . - lx; Total Obligations—’ lOs. Debt service
coverage far Total Obligatiotis includes revenuefrom System Facility Charges. System Focilitj’ Charge revenues at’e shown in Table /8 and in Appendix A.

Includes actual debt service for Senior and Junior Series 1998 and Senior Se,’ies 2001. 2005, 2006 and 2007 Bonds and assumes a % interest ‘ate for
Junior Series 2003 Bonds (auction “ate cei’ttficotesj and a 5.5% interest rate for al/future Senior Bond issues.

Includes actual debt service for existing obligations including Senior and Junior Bonds,- reimbursable General Obligation Bonds; State Revolving Funds
Loans; and an)’ other debt obligations and assumes future i,iterest rates for Revenue Bonds as indicated above.

CERTAIN FINANCIAL,. OPERATIN-C AND OTHER INFORMATION AND STATISTICS

Management’s Discussion of Financial Performance

In the period since the waslewater program became fully self-supporting in 1993, the program’s
financial position has been consistently strong. The change to enterprise fund status in 1998 further strengthened the
position of the utility through clearer definition of enterprise assets, understanding of their current value, and clarity
in responsibilities. The issue of the initial Wastewater Revenue bonds in 1998 accompanied by a strong debt and
financial policy adopted by the City Council served to insure a continuing commitment to a strong financial posture
for the wastewater enterprise.

In 2005, the City and County adopted a rate ordinance providing for increases in wastewater rates
and future rate adjustments for the period July I, 2005 through July 1, 2011, and in 2007 adopted increases to those
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rates for the period July I, 2007 through July 1, 2011. See Rates and Charges” below. Revenues have been
sufficient throughout the period to meet all operation and maintenance and debt service requirements, including
coverage. The significant base component of the rate structure and growth in customers prevents changes in water
use fi’om having a major impact on revenues. The sewer service charge program will remain strong reflecting the
high residential component of wastewater customers and the lack of any single large commercial customer.

Receipts fl’om the Wastewater System Facility Charge were high in Fiscal Years 2005 and 2006,
reflecting improved local economic conditions allowing development, a significant rate increase effective
July 1, 2003, and annual rate increases thereafter. Receipts decreased in Fiscal Year 2007, however, reflecting the
large number of project startups in the two prior years. The Wastewater System Facility Charge accounts for less
than 2.8% of revenues, is solely dedicated to expansion, and is not considered when calculating debt service
coverage for the Bonds and Subordinate Obligations.

Efforts continue to control expenses, however, cost escalation, additional facilities, and increased
operational requirements have resulted in higher operating budgets. Continuing analyses of operational procedures
and increased automation opportunities are expected to help control expenses in the long term.

Net revenues have increased through Fiscal Year 2007, reflecting increased revenue from rate
increases. The enterprise has continued to maintain a surplus throughout the period.

As part of the commitment to ensure the financial strength of the Wastewater System, the City
Council adopted Ordinance No, 05-006 on March 31, 2005, pledging not to transfer Sewer Fund monies to the City
and County’s General Fund.

In the opinion of the Department, the financial position of the Wastewater System is strong, with a
substantial reserve balance which provides reasonable protection against unforeseen events and financial flexibility
for the future. Financial planning continues to identify the best alternative to maintain a strong financial posture
while providing quality service to the customer and the community at a reasonable price.,,~CityCouncil and
administration policies support the continuing revenue levels necessary to provide for current and, future -

requirements.

Billing and Collection

Over 90% of Wastewater System sewer service charge billing is done by the Board of Water
Supply through inclusion on the water bill. This billing program consistently has a delinquency (bills over 90 days
old) of less than 2,4% and an uncollectable rate of less than 1.0%.

Should bills not be paid, the authority exists, and has been exercised, to terminate water service for
non-payment of water and sewer service charges.

Ten Largest Customers

The len largest customers of the Wastewater System in Fiscal Year 2007 (see table below) account
for less than 5.5% of the annual revenues of the system.
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Table 11

Ten Largest Customers

Sewer Service PercentaEe
Customer Charees of Revenues

State of Hawaii, Department of Education SI ,679,426 I .04%
State of Hawaii, Department of Transportation, Airports 1,536,666 0.95
Housing & Cornn’iunity Development Corp of 1-lawai 1,386,688 0.86
University of Hawaii 1,373,392 0.85
Hilton Hotel Corp 981,555 0.61
City and County of Honolulu, Department of Parks & Recreation 473,941 0.29
Sheraton Waikiki Hotel 452,889 0.28
United Laundry Service 352,318 0.2)
State of Hawaii, Halawa Correctional Facility 336,521 0.19
Hyatt Regency Waikiki 309,236 0.19

Certain operating and financial statistics of the Department are summarized in the following
tables, Unless otherwise noted, tables-provided herein contain data furnished by the City and County. jupdate
tables]
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Table 12 -

Board of Water Supply (EWS) and Wastewater Customer Accounts as of January 31, 2008

A B C 0 F F 0 -3 L 34 N P Q

Separate
I3WS

Sewer Cesspool Water Agreed - ‘ ~on-- Private Minicnucn
flegular Monthly Meter Cesspool - to Sewer residential Private Waste- Private Monthly
Monthly Charge Cesspool (domestic Chemical Monthly No - SS Water water Water Charge Septic Suhtnetr Percent

Customer Charges (Contract) Per Call use) Treat Charge Charge surcharge Well Meter Meter Only System Program .krcotints
Class Total
i — Puhlic
Sewer
In—single 327366 9 33359 0 0 5 936( 0 0 0 3 I 629 66 345.404 8523%
íamilv/duplex

15—Mixed 0 0 4 0 0 0 90 ‘0 0 0 30 0 r 0 205 0.32%
residential

20-Multi- 5,t34 0 117 0 0 0 482 - ‘0 1) 0 (3 (3 3 90 6,526 388%
family

25—Miaed 3 0 6 0 0 2 259 0 0 9 0 0 tt 289 037%
users

Total BWS 133,003 9 33,286 0 0 7 10,297 0 0 0 32 I 633 356 155,424 0240%
residential
accounts

WWfles 333003 0 0 0 0 7 0 0 0 0 32 I 0 332 133,175 0464%
Arc ts

30— 4,606 0 635 0 8 2.’20 620 0 I 33 73 28 76 8~90 529%
Ctunmercial

40-Hotels 262 0 6 (3 0 0 5 0 0 I 0 0 0 0 274 016%

50— 464 ft 87 0 (3 I 9 - 0 I) 0 0 0 2 0 573 034%
to tI ustnaI

61-US It 0 3 0 0 0 13 0 0 0 2 0 I 0 40 0,02%
Military
Installation

62-USN0o- 25 0 7 0 0 0 5 :‘° -0 0 I 0 0 0 38 0,02%
military

63-State 232 0 109 0 0 65 348 0 I, 0 8 0 2 3 848 050%

65-City 48 0 49 0 0 191 538 ‘ 0 - 0 0 4 44 5 0 1,079 0.64%



Table 12

Board of Water Supply (BWS) and Wastewater Customer Accounts as of January 31, 2008

A B C B F F ‘3 .1 L M N P Q S

Separate
BWS

Sewer Cesspool Water Agreed Non- Private Minimum
Regular Monthly Meter Cesspool Io Sewer resitleutial Private Waste— Private Montitly
Monthly Charge Cesspool (domestic Chemical Monthly No 85 Water water Water Charge Septic Sulsmetr Percent

(:ustomer Charges (Contract) Per Call use) Treat Charge Charge surcharge Well Meter Meter Only System Program ,kt.’r,,c,i to

Class Toth I
70— 2 0 434 ‘0 0 0 3t 0 0 •0 0 9 35 0 482 ((29%
Agriculture

SIt— 458 0 52 0 0 2 3 0 0 0 4 0 3 37 519 033%

Religious

TotaIItWS 6,278 0 1,492 I 0 377 3692 620 I 2 52 115 56 96 32,782 760%
Non-re,s
Ace Is

V.1W Non-res
Accts 6,278 0 0 I 0 377 1: (‘.20 I 2 52 115 0 93 7539 536%
‘l’otal tIWS 339,28] 9 32.778 3 0 384 I 3,98” ‘.20 I 2 84 116 689 249 I68.2(36 I 0(3 (((3%

Accounts

‘total UW 130,28] I 0 384 0 629 I 2 84 I 6 0 383 143(714 ItO] 00%
Accts
0/, Total 8280% 0.01% 760% 0.00% 0.00% 0.23% 8.32% 037% 0.00% 000% 0.05% 13.07% 043% 0.35% 1(311(30%

RWS Accts

‘/o WW Accts 98 98% 0.00% 0.00% 000% 0.00% 0.27% 0110% 044% 0.00% 000% 0.06% 0.08% 0.00% 027% 100(305<,



Table 13

History of New Sewer Connections by Type

Fiscal Year Ending Single Family Multi Family Nonresidential Total

New Units New Units ESDUs ESDUs ESDUs
2003 1,078 915 638 135 1,851
2004 1,437 1,519 1,063 19 2,519
2005 1,491 431 302 46 1,839
2006 1,210 1,664 1,165 2 2,377
2007 1,950 3,379 2,365 168 4,483

5 year average 1,433 1,582 1,107 74 2,614
Projected annual growth 1,200 529 370 30 1,600

Table 14

Existing Sewer Users
Fiscal Year Ended June 30, 2007

Number Of
‘Equivalent Estimated

Single-Family Wastewater
Number of Dwelling Units Flow

Customer Classification Liyine Units, (ESLYUs) (MCD)

Residential 135,275 135,275 45.993
Single family/duplex 117,415 82,231 26.343
Multi-family residences - , 252,690 - 217;506 72.336

Total residential N/A 7-8,204 24.025
Nonresidential N/A N/A 24.111
Infiltration/Inflow - 252,690 295,800 12(1472
Total 135,275 135,275 45.993

Table 15

Historic Population Growth
Oahu,1998-2007

Calendar Resident Dc facto
Year Population Population0

1998 886,909 931,439
1999 878,906 927,689
2000 876,156 924,940
2001 879,180 923,301
2002 885,678 929,817
2003 891,548 930,645
2004 897,969 940,827
2005 904,645 946,425
2006 909,863 951,643
2007 912,907 954,687

* Includes visitor population.

Source: State ofHawaii, Departmen,ofBusiness,Ecoaon,icDeve/opncen,& Tourism, Data Book.2005/6.
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Table 16

Number ol’ Equivalent Single Family Dwelling Units (ESDUs)

Fiscal Year Single-Family Multifamily Commercial Total
EndinE 6/30 Units Units ESDUs ESDUs ESDUs

1998 122,723 109,740 76,563 77,679 276,965
1999 124,110 109,862 76,648 77,704 278,462
2000 125,637 109,931 76,696 77,740 280,073
2001 126,873 110,226 76,742 77,786 281,401
2002 128,109 110,521 76,788 77,832 282,729
2003 129,187 Ill,436 78,005 77,967 284,580
2004 130,624 112,955 78,489 - 77,986 287,099
2005 132,115 113,386 79,370 78,032 289,517
2006 133,325 115,050 79,956 78,034 291,315
2007 134,275 118,429 82,321 78,204 294,800

-Table 17

Wastewater Flows by Treatment Facility Q’ICD)’

Projected
Design Flow

Treatment_Facility2- - - —— Capacity’ ‘2007 Flow’5 (2020) —

Sand Island 86 10 60483 92 60
‘Kahukü W’WTP . - 0.42 , .174 - 0.15’

Honbuliuli WWTP - 39.90 ,: 25.680 , 32.80
Waimthidlo WWTP - 0.74 - ‘ 0.585 0.62
Kuliouou WWPS (Hawaii Kai ‘fl’TPY’4 N/A 0.385 0.38
Wahiawa WWTP 2.63 1.774 1.89
Kailua WWTP 16.01 12.720 13.40
Waianae WWTP 5.46 3.262 3.50
Paalaa Kai W’WTP 0.15 0.087 0.14
Laie WRF6 0.90 0.311 0.63

Averageday annual flow (‘ADAF). MCD.
2 Does not include 0.385 MCD ofj7cn.’ Iron, the City and County’s Kuliouou WWPS which is treated by the Hawaii Kal WWTP. a private

tt’ea tmentfacl/it
3

’.
ADAF estimated based on /05% afdesign capa cityfor average dry sveatherflo~,’

The Kuliouou WWFS does not pras’ide treatment, butpumps .eastewoterft’ont a Department Collectio,c System to a private treao,ceat plant
(l’/av.os,I Kal WWTP,). Jttclusiao he,’e 3 to sho,,’ total volume ofwastewater handled ks the Department.

2 Actual average daily flosc’ during 2002 n,aI’ have etceeded ADAF Design Capacity ar Projected Flow due to weather conditions

The Cit, and Count)’ assuo,ed operational ‘espoasibilityfar the Laie Water ReclamationFacility on Novencber 1. 2006.
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Table 18

History of Major Wastewater Revenue Sources

Fiscal - Sewer Wastewater
Year Service Facilities

_____ Ending Charges’ Charg~_
1998 111,840,586 1,027,389
1999 111,377,449 1,665,827
2000” 121,703,000 2,279,175
2001 111,554,998 1,485,629
2002 112,147,942 1,662,009
2003 111,878,243 3,868,965
2004 111,886,155 3,145,439
2005 112,746,081 5,339,000
2006 142,167,282 8,822,000
2007 160,963,313 4,691,000

* Se,-eer service charge only - does not include connection or lateral installation cha,~es.

* * Se,eer sen’ice chat’ge )-e,’ettue converted to accrual accounttng in Fiscal Year 2000.

Rates and Charges

The City and County adopted the Rate Ordinance in June 2005 which provided for immediate
increases in wastewater rates and future rate adjustments over the six-year period from July I, 2005 through June 30,
2011. The City and County adopted an amendment to the Rate Ordinance in June 2007 which provides for
immediate and greater increases in wastdwater rates and future rate adjustments from July 1, 2007 through June 30
2011. The schedule of rates under the Rate Ordinance is intended to allow for financial planning and projection for
the Department and the City and County. Tables 19 and 20 below set forth schedules under the Rate Ordinance for
residential and non-residential users, respectively. ‘ - 2:

Table 2] sets forth a schedule of Wastewater Facility Charges, effective July 1, 2005 (Ordinance
No. 05-019).
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Table 19

Schedule of Residential Sewer Service Charges

Effective July 1 of:

Single-family and duplex dwellings served by city water system per dwelling unit per month:

I. Monthly base charge

2007 $42.71
2008 50.40

2009 59.47
2010 68.39

2. Monthly usage charge — First 2,000 gallons of metered No
water consumed. charge

3. Charge per 1,000 gallons ofmetered water consumed
over 2,000 gallons, the water consumed reduced by the 2007 $1.80
water irrigation factor of 18%; provided that residential 2008 2.12
users who install and maintain a water meter for 2009 2.51
submetering nonsewer water shall not have the water

consumed reduced the water irrigation factor. 2010 2.88

Single-family and duplex dwellings not served by city water
system per dwelling unit per month -

2007 $52.58
- 2008 ‘62.04

2009 73.21

2010 84.19

Multiple-unit dwellings served by city water system per dwelling unit per month

I. Monthly base charge

2007 $29.91
2008 35.30

2009 41.65

2010 47.90

2. Monthly usage charge—First 2,000 gallons of metered No
water consumed charge

3. Charge per 1,000 gallons of metered water consumed
over 2,000 gallons, the water consumed reduced by the 2007 $1 .80
water irrigation factor of 18%; provided that residential 2008 2.12
users who install and maintain a water meter for 2009 2 5]
submetering nonsewer water shall not have the water
consumed reduced by the water irrigation factor 2010 2.88
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Effective July 1 of:

Multiple-unit dwellings not served by city water

2007 $40.48

2008 47.76

2009 56.36
2010 64.81

(REMAINDER OF PAGE INTENFIONALLY LEFT BLANK)
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Table 20

Schedule of Non-Residential Sewer Service Charges

Effective July 1 of:

Domestic Strength Wastewater:
I. Metered Water Usage:

a. If 9,000 gallons or less per month:
(I) Monthly base charge:

2007 $38.41
2008 45.33

2009 5349

2010 61.51
(2) Charge per 1,000 gallons:

2007 $1.95

2008 2.31

2009 2.72

2010 3.13

b. If more than 9,000 gallons per month, charge,per ‘

I ,000 gallons ‘ , - 2007 $6.22

- 2008 - 7.34

- 2009 8,66

2010 9.96

2. Metered Wastewater Discharge:

a. If 7,000 gallons or less per month:

(I) Monthly base charge:

2007 $38.41

2008 45.33

2009 53.49

2010 61.51

(2) Charge per 1,000 gallons:

2007 $2.50

2008 2.95

2009 3.48

2010 4.00

b. If more than 7,000 gallons per month,
charge per 1,000 gallons 2007 $7.90

2008 9.32

2009 11.00

2010 12.65
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Effective July 1 of:

Extra Strength Wastewater

I. Charge per 1,000 gallons of water usage:

use the following tbrmula: 2007 $6.22

2008 7.34

0.857 + 0.1 43(SSrn/200) multiplied by 2009 8.66

applicable rate 2010 9.96

2. Charge per 1,000 gallons of wastewater

discharge, use the follox~ing formula: 2007 $7.90

2008 9.32

0.857 + 0.1 43(SSm/200) multiplied by 2009 11.00

applicablerate 2010 12.65

(REMAINDER OFPAGE INTENTIONALLY LEFT BLANK)
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Table 21

Schedule of Wastewaler FacilityCharges

(I) Residential wastewater system facility charge per ESDU:

Fiscal Year Amount
2006/07 $4,923
2007/08 5,071
2008/09 5,223

2009/10 5,380
2010/]] 5,541

(2) Low-income housing wastewater system facility charges per ESDU:

Amount

$l~l46

(3) Nonresidential \~-‘astewater system facility charge for domestic strength wastewater per ESDU: -

-Fi~caI Year- Amount

2006101 - ‘ S4,923 -

2007/08 - - , ‘ - 3,071
‘2008/09’ - ‘ ‘ - 5323
2009/10 5,380
2010/il 5,54]

(4) NonresidentIal wastewater system facility charge for extra-strength wastewater per ESDUbased on the

follov4ng formula:

Wastewater System Facility Charge for extra-strength wastewater = A + ((SSi/200) x B)

where SSi = the imputed suspended solids loading, in mgIL and applicable values for terms ‘A” and “B”
are set forth as follows:

Terms in Extra-Strength
Fiscal Year Surcharge Formula

A B
2006/07 4,23] 692
2007/08 4,358 713
2008/09 4,489 734
2009/10 4,624 756
2010/]] 4,763 778

Each fiscal year, the council shall review the wastewater system facility charge to determine if it remains
appropriate or should be revised.”
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DElfl \\j) FINANCIAL POLICIES .U”l) INDEBTEDNESS

(‘,;eiienil

The City Council, by resolution adopted on November 10, 1998, established the Debt and

Financial Policies for the Wastewater System to provide a general fi’amework for the conduct of financial activities
and has been in compliance with such policies since their adoption. Such debt and financial policies specify, among
other things, that the City and County will target to maintain revenues (excluding Wastewater System Facility
Charges) of 1.60 times senior revenue bond debt service and 1.25 times debt service for all revenue bonds,
regardless of the priority of lien. It is expected that the City and County will adopt increases in the sewer service
charges necessary to meet the debt service coverage requirements prescribed in its debt and financial policies. The

debt and financial policies do not constitute an agreement with holders of Bonds, and the City and County has not
undertaken any obligation to such holders or any other person to comply with such policies or to meet such targets.

Since establishment of these policies in November 1998, the Wastewater Enterprise has
consistently met or exceeded all policy requirements.

Indebtedness

Table 22 sets forth the outstanding revenue bonds of the City and County secured by the Net
Revenues under the Bond Resolution and the Second Resolution; and Table 23 sets forth the debt service
requirements for such revenue bonds.

Table 22

Outstanding Wastewater Revenue Bonds

Original issue àliLount Outstanding as
Bonds . Amount - , Bonds of November 30. 2007

Senior Bonds ‘ ‘ ‘ ‘ Outstanding Senior Bonds
1998 Senior Bonds $ 55,300,000 1998 Senior Bonds $ 47,300,000
2001 Senior Bonds 136,020,000 2001 Senior Bonds 11,765,000
2005 Senior Bonds 152,815,000 2005 Senior Bonds 152,815,000
2006 Senior Bonds 340,760,000 - 2006 Senior Bonds 340,320,000

2007 Senior Bonds :171,890,000 , 2007 Senior Bonds 171,890,000

Total $724,090,000

Junior Bonds Outstanding Junior Bonds
Junior Series 1998 Bonds12 $264,152,890 Junior Series 1998 Bondst $264,152,890
Junior Series 2003 Bonds

2
218,400,000 Junior Series 2003 Bonds 192,925,000

Total $457,077,890

Used to refund certain reimbursable general obligation bonds of the City and County issued to finance the wastewater
system of the Ciiy and County.

2 includes Refunded Bonds.

In addition, as of November 30, 2007, $ _______ principal amount of Subordinate Obligations
(other than Junior Bonds) and Reimbursable Obligations were outstanding. Subordinate Obligations include Junior
Bonds and State Revolving Fund loans, and do not include Reimbursable Obligations.
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Table 23

Revenue Bond Debt Service Requirements

(Years Ending June 30)’

Principal Interest Total Series Debt Service on Total Senior Debt Service on
Series 2008 Series 2008 2008 Debt Outstanding Debt Outstanding Total

Year Bonds Bonds
2 Service2 Senior Bonds2 Service2 Junior Bonds1

3 Debt Service2

2008 —

2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
20l9
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037 ‘

2038
Total

Bared on ;myutenls, no! o~iocc,’,,als, ‘

~ lola/s bay nob odd chit’ to ro,otdbng,

I,,ch,,chcsRefundedBunt/c, /tss,ones bobe,’esb at an o”ei’oge“a/e of 4% pt, ann in, on Ju,/o,’ Se,’,e.c 20034 .~ rind -20038-2 auction “ate c~e~’bi/icabc’s,



FINANCIAL STA’rE-MEN’s

The operations of the Department are accounted for in the Sewer Fund and the Wastewater System
Facility Charge Account. The Sewer Fund is classified as an enterprise fund of the City and County and is currently
audited as a part of the City and Countys general purpose financial statements that are prepared annually.

The financial statements of the City and County as of June 30, 2007, including information
relating to the Sewer Fund, together with the auditor’s report thereon delivered by Nishihama & Kishida, CPA’s,
Inc., may be found at the Website of the City and County at http://www.co.honolulu.govlbudget/cafr.htm, or may be
obtained from the Department by request to the attention of the Director of Budget and Fiscal Services, City and
County of Honolulu, 530 South King Street, Honolulu, Hawaii 96813. Nishihama & Kishida, CPA’s, Inc. has not
reviewed and has no responsibility with respect to this Official Statement.

The following tables have been extracted from audited financial statements of the City and County
relating to the Department. It should be noted that “Revenues” as defined in the Bond Resolution does not include
Wastewater System Facility Charges.

Table 24 summarizes revenues and expenses and Table 25 provides thnd balances, both reflecting
enterprise accounting and consistency with GASB 34 reporting requirements.
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Table 24

Department of Environmental Services
Sewer Fund

Enterprise Fund Satemenl of Revenues, Expenses and Charges in Retained Earnings (Deficit)
(amounts in thousands)’

2004/2005 2005/2006 2006/2007

Operating Revenues:
Sewer Service Charges $112,746 $142,167 $160,963
Other Revenue 6,147 9.033 4,951

Total Operating Revenues 118,893 151,200 165,914

Operating Expenses:
Administrative and general 30,362 33,762 36,749
Maintenance 176 174 436
Depreciation 30,647 31,438 35,311
Contractual servIces 8,837 9,950 8,687
Fringe benefits 11,344 11,876 11,762
Materials and supplies 6,598 6,431 5,079
Fuel and lubricants 2,179 2,049 2,162
Utilities 8,830 11,757 11,868

Total Operating Expenses 98.973 iP24*~2 112,054
Operating Income 9.920 43.763 53,860

‘Nonoperating Revenues (Expenses):
Interest income 1,590 4.166 13.736
Interest expense (27,677) (29,556) (44,266)
Other ,j~02) ~.~242)

Total Nonoperating Expenses t~30,889) (‘28,639) (31,934)
Income before operating transfers (10.969) 15,124 2 I .926
and contributed capital

Transfers hi -- -- 5,139
Operating Transfers Out (6,254) (6,963) (7,031)
Contributed Capital 1.148 2,673

Change in Net Assets (16,075) 10,834 24,262

Net Assets at Beginning of Year, as previously
reported

Prior period adjustment
Net Assets at Beginning of Year, as restated 671,657 655,582 666,416
Net Assets at End of Year $655,582 $666,416 $690,678

* Difjdrsfu’o’n presentation in Table 10 due to the fort that information presented in this Tab/c
2

4/s presented in conformance wit/i

GAAF whereas information in Table /0/s presented in accordance with definitions presented in the First Bond Resolution.
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Table 25

Department of Environmental Services
Sewer Fund

Enterprise Fund Balance Sheet
(amounts in thousands)

ASSETS
Current Assets:

Cash and cash equivalents
Investments
Receivables

Accounts 20,875
Interest 995

Due from other finds
Inventories of parts, materials and supplies at cost
Prepaid expenses

Total Current Assets
Fixed Assets:

Land
Land improvements
Buildings and Improvements
Transmission and distribution system
Equipment and machinery
Construction work in progress
Accumulated depreciation ______

Total Assets
LIABILITIES AND FUND EQUiTY
Current Liabilities: ‘

Accounts payable
Due to other funds
Interest payable-current
Notes payable-current
Bonds payable-current
Tax-exempt commercial paper
Other current liabilities __________ __________ ___________

Total Current Liabilities
Notes payable
General obligation bonds payable
Revenue bonds payable
Deferred credits and other liabilities _________ _________ ___________

Total Liabilities
Commitments and Contingencies Net Assets:

Invested in capital assets
Reserved for debt service

Unrestricted _________ _________ __________

Total net assets

The Bond Resolution requires the Department to maintain and keep proper books of account
relating to the Wastewater System and in accordance with generally accepted accounting principles. The Bond
Resolution also requires that within one hundred eighty (180) days after the end of each Fiscal Year the Department
will cause such books of account to be audited by an independent certified public accountant. Such audit may be
part of a comprehensive audit of the City and County if the Wastewater System in such audit is treated as an
“enterprise fund” and the revenues and expenses of the Wastewater System are stated in a manner which permits

2004/2005 2005/2006 2006/2007

$ 34,350
75,343

S 15,525
8,362

15,735
100

$ 35,361
240,484

23,53!
733

4,169 3,967 3,928
4,208 3,915 6,350

0 0 2,975
S 48,099 $ 139,445 $ 313,362

5,882 6,003 6,065
: 3,675 3,675 3,510

.

:
‘

‘‘j’’’’

‘

436,357

808,05)
26,055

‘ 345,582
‘‘‘(l749l2~

51,498,789

449,269
872,543
28,409

359,204
(205,500)’

$1,654,764

709,054
‘‘969,641

30,098
1 38;054

(2~9~5Q~j
$l,934,932’:~

(DEFICIENCY)

$ 12,917 $ 19,221 $ 16,792
27 260

11,830
5,894

13,163
10,022

666
$ 54,492

68,230

18,120
6,044

13,097
0

________ 530
$ 57,039

62,294
38,812 29,478

675,817 834,459
5,856 5,079

$ 843,207 $ 988,348

23,751
8,852

15,375
0

532
$ 65,328

103,894
21,418

1,048,323
5.291

$1,244,254

596,298
59,409
34,971

$ 690,678

648,889
26,882

(20~
5 655,582

600,603
35,424
30,388

$ 666,416
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identification by category of the sources and uses of the Revenues.

PENDING LITIGATION

In the normal course of business, claims and lawsuits are filed against the City and County and the
Department and their respective officers and employees. The City and County and the Department generally are
self-insured with respect to general liability claims. In the Fiscal Years ended June 30, 2005, 2006 and 2007, the
Department reached settlements of lawsuits and claims paid with general funds totaling $68,088, $1,996,445 and
$182,326, respectively. The Fiscal Year ended June 30, 2007 included a judgment in the amount of $145,491.
Except as set forth below, the City and County’s Corporation Counsel is of the opinion that no pending litigation
will be determined so as to result individually or in the aggregate in a final judgnient against the Department which
would constitute a material impairment of the Department’s financial position.

A lawsuit filed by the EPA and DOH against the City and County in 1994 resulted in a consent

decree which requires the City and County, among other things, to comply with the Clean Water Act, to establish a
schedule under which the City and County will implement preventive maintenance and sewer replacement and
rehabilitation necessary to reduce and prevent spills, to implement and enforce its pretreatment program to regulate
industrial discharges, and to develop and implement an effluent and sludge reuse program. The court has retained
continuing jurisdiction over implementation of the consent decree. Pursuant to the consent decree, the City and
County has established and is currently implementing a $3.7 billion, 20-year capital improvement plan (Fiscal Year
1998 to Fiscal Year 2017) to upgrade its wastewater collection and treatment system.

In July 2004, the Sierra Club and other environmental groups filed a lawsuit against the City and
County seeking injunctive relief and penalties for alleged Ctean Water .kct violations arising from the City and
County’s wastewater collection and treatment system. Of the plaintiffs’ qriginal twelve claims, three claims ‘vere
dismissed by the court and the plaintiffsagreed to dismiss three more. :.The City and County filed a motion to
dismiss an additional two claims. which is scheduled to be heard on April 2,8, 2008. The plaintiffs filed a motion for
summary judgment with respect to three other claims, which the court granted in part and denied.iri part in October
2007 The court ‘- decision dio iot addresc thc ‘iniount of penalties ]4 any1 that would be assessed against the C ty
and County. The outcome of this litigation cannot be predicted at this stage of the proceedings, and any potential
liability in this litigation beyond the costs of the 20-year wasiewater system capital improvement plan is speculative.

As a result of a March 2006 sewer spill and after one year of negotiations, the EPA, DOJ, DOll
and the City and County signed a stipulated order that ree~uiresthe City and County to take certain actions to
evaluate, repair, rehabilitate or replace certain force mains and one pump station in its wastewater collection system,
and develop site-specific spill contingency plans. This stipulated order, which has been accepted by the court,
resolves the entire civil enforcement action that was simultaneously filed with the stipulated order against the City
and County with respect to the spill. The estimated cost of the work in the stipulated order is approximately $300
million.

In March 2007, the EPA issued a tentative decision to deny an application for a renewed variance
from secondary treatment for the Honouliuli wastewater treatment plant. in December 2007, the EPA issued a
similar decision with respect to the Sand Island wastewater treatment plant. The EPA’s final decisions may come
before the end of 2008. The City and County is vigorously challenging these tentative decisions. If the City and
County’s applications are denied, the cost of secondary treatment at Honouliuli and Sand Island is estimated to be
$400 million and $800 million, respectively, in project costs.

The Corporation Counsel reports that there is no controversy or litigation now pending or, to the
best of the City and County’s and the Department’s knowledge, threatened, which seeks to restrain or enjoin the
execution, issuance, sale or delivery of the Series 2008 Bonds or that in any way contests the validity of the Series
2008 Bonds; or any proceedings of the City and County taken with respect to the authorization, sale, or issuance of
the Series 2008 Bonds, the pledge or application of any moneys provided for the payment of or security for the
Series 2008 Bonds.
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RA’I’INGS

Fitch, Inc., Moody’s Investors Service and Standard & Poor’s Ratings Group, a division of the
McGraw Hill Companies, Inc., are expected to assign ratings of”,” “,,,,,......,,“ and ~ respectively, to the
Series 2008 Bonds with the understanding that upon delivery of the Series 2008 Bonds, the Policy insuring the
payment of the principal of and interest on the Series 2008 Bonds will be issued by the Insurer. Such ratings reflect
only the respective views of such organizations, and an explanation of the significance of such ratings may be
obtained from the rating agency furnishing the same, at the following addresses: Fitch, Inc., One State Street Plaza,
New York, New York 10004, Moody’s Investors Service, Inc., 99 Church Street, New York, New York 10007 and
Standard & Poor’s Ratings Group, 55 Water Street, New York, New York 1004 I. There is rio assurance that such
ratings will continue for any given period of time or that they will not be revised or withdrawn entirely by such
rating agencies, if in the judgment of such rating agencies, circumstances so warrant. Any such downward revision
or withdrawal of such ratings may have an effect on the market price of the Series 2008 Bonds.

U NDE RWRITINC

The Series 2008 Bonds are being purchased for reoffering by UBS Securities LLC, as
Underwriter. The Underwriter has agreed to purchase the Series 2008 Bonds at an aggregate purchase price of
$ , being an amount equal to the principal amount of the Series 2008 Bonds, less a net original issue
discount of $,,,.._,.,........._ and less an underwriting discount of$ . The contract of purchase with respect to
the Series 2008 Bonds provides that the Underwriter will purchase all the Series 2008 Bonds if any are purchased.
The initial public offering prices are set forth on the inside cover page of this Official Statement. The Underwriter
may offer and sell the Series 2008 ‘Bonds to certain dealers (including depositing the Series 2008 Bonds into
investment trusts) and others. at prices lower than the initial public. offering prices stated on~thecover page hereof.
Th~’pubIicoffering,prices may be changed from time to time by the Underwriters.:

TAX MATI’ERS

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel to the Citypand County, based
upon ati analysis of existing laws, regulations, rulings, and court decisions, and assuming, among;other matters, the
accuracy of certain representations and compliance with certain covenants, interest on the Series 2008 Bonds is
excluded from gross income for ièderal income tax purposes under Section 103 of the Internal Revenue Code of
1986 (the “Code”), and the Series 2008 Bonds and the income therefrom are exempt from all taxation by the State or
any county or other political subdivision thereof, except inheritance, transfer, estate and certain franchise taxes.
Bond Counsel is of the further opinion that interest on the Series 2008 Bonds is not a specific preference item for
purposes of the federal individual or corporate altemative minimum taxes, although Bond Counsel observes that
such interest is included in adjusted current earnings when calculating corporate alternative minimum taxable
income. A complete copy of the proposed form of the opinion of Bond Counsel for the Series 2008 Bonds is set
forth in Appendix C hereto.

To the extent the issue price of any maturity of the Series 2008 Bonds is less than the amount to be
paid at maturity of such Series 2008 Bonds (excluding amounts stated to be interest and payable at least annually
over the term of such Series 2008 Bonds), the difference constitutes “original issue discount,” the accrual of which,
to the extent properly allocable to each owner thereof, is treated as interest on the Series 2008 Bonds which is
excluded from gross income for federal income tax purposes and State tax purposes. For this purpose, the issue
price of a particular maturity of the Series 2008 Bonds is the first price at which a substantial amount of such
maturity of the Series 2008 Bonds is sold to the public (excluding bond houses, brokers, or similar persons or
organizations acting in the capacity of underwriters, placement agents or wholesalers). The original issue discount
with respect to any maturity of the Series 2008 Bonds accrues daily over the term to maturity of such Series 2008
Bonds on the basis of a constant interest rate compounded semiannually (with straight-line interpolations between
compounding dates). The accruing original issue discount is added to the adjusted basis of such Series 2008 Bonds
to determine taxable gain or loss upon disposition (including sale, redemption, or payment on maturity) of such
Series 2008 Bonds. Owiers of the Series 2008 Bonds should consult their own tax advisors with respect to the tax
consequences of ownership of the Series 2008 Bonds with original issue discount, including the treatment of
purchasers who do not purchase such Series 2008 Bonds in the onginal offering to the public at the first price at
which a substantial amount of such Series 2008 Bonds is sold to the public.

45



Series 2008 Bonds purchased, whether at original issuance or otherwise, for an amount greater
than their principal amount payable at maturity (or, in some cases, at their earlier call date) (“Premium Bonds”) will
be treated as having amortizable bond prennun’i. No deduction is allowable for the amortizable bond premium in the
case of bonds, like the Premium Bonds, the interest on which is excluded from gross income for federal income tax
purposes. However, the amount of tax-exempt interest received, and a purchaser’s basis in a Premium Bond, will be
reduced by the amount of amortizable bond premium allocable to such purchaser. Owners of Premium Bonds
should consult their own tax advisors with respect to the proper treatment of amortizable bond premium in their
particular circumstances.

The Code imposes various restrictions, conditions and requirements relating to the exclusion from
gross income for federal income tax purposes of interest on obligations such as the Series 2008 Bonds. The City and
County has made certain representations and covenarited to comply with certain restrictions designed to insure that
interest on the Series 2008 Bonds will not be included in federal gross income, inaccuracy of these representations
or failure to comply with these covenants may result in interest on the Series 2008 Bonds being included in gross
income for federal income tax purposes, possibly from the date of original issuance of the Series 2008 Bonds. The
opinion of Bond Counsel assumes the accuracy of these representations and compliance with these covenants. Bond
Counsel has not undertaken to determine (or to inform any person) whether any actions taken (or not taken) or
events occurring (or not occurring) or any other matters coming to Bond Counsel’s attention after the date of
issuance of the Series 2008 Bonds may adversely affect the value of, or the tax status of interest on, the Series 2008
Bonds. Accordingly, the opinion of Bond Counsel is not intended to, and may not, be relied upon in connection
with any such actions, events or matters.

Although Bond Counsel is of the opinion that interest on the Series 2008 Bonds is excluded from
gross income for federal income tax purposes and that the Series 2008 Bonds and the income therefrom are exempt
from taxation by the State or any political subdivision thereof, except inheritance, transfer, estate and certain
franchise taxes, the ownership or disposition of, or the accrual or receipt of interest on. the Series 2008 Bonds ma:,’
otherwiseaffect a Bondholder’s federal or state tax liability. The nature and extent of these other tax ronsequences~
will depend upon the particular tax status of the Bondholderor the Bondholder’s other items of income or deductiont
Bond Counsel expresses no opinion regarding any such other ux.consequences.

Future legislative proposals, if enacted into law, clarification of the Code or court decisions may
cause interest on the Series 2008 Bonds to be subject. directly or indirectly, to federal income taxation, or otherwise
prevent Bondholders from realizing the full current benefit of the tax status of such interest. The introduction or
enactment of any such future legislative proposals or clarification of the Code or court decisions may also affect the
market price for, or marketability of, the Series 2008 Bonds. Prospective purchasers of the Series 2008 Bonds
should consult their own tax advisers regarding any pending or proposed federal tax legislation, as to which Bond
Counsel expresses no opinion.

On November 5, 2007, the United States Supreme Court heard an appeal in the case of Kentucky
v. Davis, in which a Kentucky state court had ruled that the United States Constitution prohibited the state from
providing a tax exemption for interest on bonds issued by Kentucky and its political subdivisions but taxing interest
on obligations issued by other states and their political subdivisions. Hawaii law is similar to Kentucky in taxing
interest on out-of-state bonds. A ruling by the Supreme Court against the Kentucky law would not change the
exemption of the Series 2008 Bonds from all taxation by the State of Hawaii or any county or other political
subdivision thereof, except inheritance, transfer, estate and certain franchise taxes, but the value of the Series 2008
Bonds may be adversely affected by changes in the demand for Hawaii-origin bonds. There can be no assurance as
to the outcome of the Davis case, the potential impact on market price or marketability of the Series 2008 Bonds
which may result from a decision, or the likelihood of any future action by Congress on this subject.

The opinion of Bond Counsel is based on current legal authority, covers certain matters not
directly addressed by such authorities, and represents Bond Counsel’s judgment as to the proper treatment of the
Series 2008 Bonds for federal income tax purposes. It is not binding on the Internal Revenue Service (“IRS”) or the
courts. Furthermore, Bond Counsel cannot give and has not given any opinion or assurance about the future
activities of the City and County, or about the effect of future changes in the Code, the applicable regulations, the
interpretation thereof or the enforcement thereof by the IRS. The City and County has covenanted, however, to
comply with the requirements of the Code.
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Bond Counsel’s engagement with respect to the Series 2008 Bonds ends with the issuance of the
Series 2008 Bonds, and, unless separately engaged, Bond Counsel is not obligated to defend the City and County or
the Bondholders regarding the tax-exempt status of the Series 2008 Bonds in the event of an audit examination by
the IRS. Under current procedures, parties other than the City and County and its appointed counsel, including the
Bondholders, would have little, if any. right to participate in the audit examination process. Moreover, because
achieving judicial review in connection with an audit examination of tax-exempt bonds is difficult, obtaining an
independent review of IRS positions with which the City and County legitimately disagrees, may not be practicable.
Any action of the IRS, including but not limited to selection of the Series 2008 Bonds for audit, or the course or
result of such audit, or an audit of bonds presenting similar tax issues may affect the market price for, or the
marketability of, the Series 2008 Bonds, and may cause the City and County or the Bondholders to incur significant
expense.

APPROVAL OF LEGAL PROCEEDINGS

The validity of the Series 2008 Bonds and certain other legal matters are subject to the approving
opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel to the City and County. A complete copy of the
proposed form of Bond Counsel opinion is contained in Appendix C hereto. Bond Counsel undertakes no
responsibility for the accuracy, completeness or fairness of this Official Statement. Certain legal matters will be
passed upon for the Underwriters by their counsel, McCorriston Miller Mukai MacKinnon LLP, Honolulu, Hawaii.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

In connection with the issuance of the Series 2008 Bonds and the refunding of the Refunded
Bonds, the firm of ____________, independent certified public accountants, will verify the mathematical accuracy
of: (a) certain computations demonstrating the sufficiency of the Escrow Fund, including the moneys deposited.
therein and the anticipated receipts from the Escrow Fund investments, to pay the principal or redemption price of
and interest on all Refunded Bonds, when due; and (b) certain computations of the yield on theSeries 2008 Bonds
and the Escrow Fund to be relied upon by Bond Counsel for purposes of its opinion to the effect’that the interest on
the Bonds is excluded from gross income for federal income tax purposes. Such verification will the based in pan on
schedules and information provided by the Underwriterwith respect to the foregoing computations.

CONTINUING DISCLOSURE

in order to assist the Underwriters in complying with Rule 15c2-12 promulgated by the Securities
and Exchange Commission (“Rule I 5c2-l2”), the City and County will undertake in a Master Continuing Disclosure
Certificate of the City and County, as supplemented, constituting a written agreement for the benefit of the holders
of the Series 2008 Bonds (the “Continuing Disclosure Certificate”), to provide to each Nationally Recognized
Municipal Securities Information Repository (as referred to in Rule 15c2-12) and others, on an annual basis, certain
financial and operating data concerning the Department, financial statements, notice of certain events if material,
and certain other notices, all as described in the Continuing Disclosure Certificate. The undertaking is an obligation
of the Department that is enforceable as described in the Continuing Disclosure Certificate. Beneficial Owners of
the Series 2008 Bonds are third party beneficiaries of the Continuing Disclosure Certificate. The execution of the
Continuing Disclosure Certificate is a condition precedent to the obligation of the Underwriters to purchase the
Series 2008 Bonds. The form of the Master Continuing Disclosure Certificate and the proposed form of the Series
Certificate for the Series 2008 Bonds are contained in Appendix C. The City and County has never failed to comply
with any previous undertaking under Rule 15c2-l2.

IS’l ISCELLANEOUS

Additional information may be obtained, upon request, from either the Department of Budget and
Fiscal Services or the Department of Environmental Services of the City and County.

Reference in this Official Statement to the Act, the City Charter. the Bond Resolution, the Series
2008 Resolution and the Series 2008 Certificate do not purport to be complete. Refer to the Act, the City Charter,
the Bond Resolution, the Series 2008 Resolutions and the Series 2008 Certificate for full and complete details of
their provisions. Copies ofthe City Chaner. the Bond Resolution and the Series 2008 Resolution are on file with the
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City Clerk of the City and County.

The agreements of the City and County with holders of the Series 2008 Bonds are fully set forth in
the Bond Resolution and the Series 2008 Resolution. Neither any advertisement of the Series 2008 Bonds nor this
Official Statement is to be construed as a contract with purchasers of the Series 2008 Bonds.

Any statements in this Official Statement involving matters of opinion or ofestimates, whether or
not expressly stated, are intended merely as expressions of opinion or estimates, and not as representations of fact,
and no representation is made that any of the estimates will be realized.

The City and County’s use of certain information included in this Official Statement has been
fimmished or reviewed and authorized by the sources described below. While the City and County believes that these
sources are reliable, the City and County has not independently verified this information and does not guarantee the
accuracy or completeness of the information fiumished by the respective sources. The City and County is relying on
certificates from certain sources, to be delivered at or prior to the time of delivery of the Series 2008 Bonds, as to the
accuracy of such information provided or authorized by such sources.

The information regarding DTC and DTC’s book-entry system has been fumished by DTC.

Extracts of the financial statements of the City and County as of June 30, 2007, relating to the
Sewer Fund, together with the auditor’s report thereon, may be found at hrtp://www.co.honolulu.hi.us!budget
/cafr.htm.

The execution and delivery Of this Official Statement by the Director of Environmental Services
and the Director of Budget and Fiscal Services have been duly authorized by the City and County.

Director of Budget and Fiscal Services
City and County of Honolulu

Director of Environmental Services
City and County of Honolulu
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Appendix A

Summary of Certain Provisions of the Bond Resolution

The Bond Resolution contains terms and conditions relating to the issuance of Bonds, including various
covenants and security provisions, certain of which are summarized below. This summary does not purport to be
comprehensive or definitive and is subject to all of the provisions of the Bond Resolution, to which reference is
hereby made. Copies of the Bond Resolution are available from the City and County.

Certain Definitions

Certain definitions contained in the Bond Resolution are summarized below. This summary does not
purport to be comprehensive or definitive, and is subject to all provisions of the Bond Resolution, to which reference
is hereby made. Copies of the Bond Resolutton are available from the Department of Budget and Fiscal Services or
the Department of Environmental Services of the City and County.

“AccruedDebt Se~~iee”means as of any date of computation and with respect to the Bonds of any Series,
an amount equal to the sum of: (i) interest on such Bonds accrued and unpaid and to accrue to the end of the then
current calendar month, and (ii) principal, Sinking Fund Installment and redemption premium which are due and
unpaid for such Bonds and that portion of the principal, unsatisfied balance of any Sinking Fund Installment (as
determined in accordance with the Bond Resolution) and redemption premium for such Bonds next due which
would have accrued to the end of such calendar month if deemed to accrue monthly from a date one year prior to its
duedate.

~‘Aci” means Chapte~49, HawaiiRevised Statute~,andall laws amendatory or supplemental thereto.

“Aggregate Debt Service” means, for any period and as of any date of computation. the sum of the
amounts of Debt Servicefor such period with respect to allSeriesofBond~.

“AssumedLong-TennFixed Rate” means,. with respect to Variable Rate Bonds, (i) a numerical rate of
interest that such ‘Bonds~would have borne if issued as Fixed Rate Bonds with the same maturity and taking into
account Sinking Fund Installments; or (ii) if the City and County has in connection with such Variable Rate Bonds
entered into an interest Rate Exchange Agreement which provides that the City and County is to pay to another
person an amount determined based upon a fixed rate of interest on a notional amount and which requires the
Counterparty to pay to the City and County an amount equal to the amount by which interest on the notional amount
stated therein at the rate bome by such Variable Rate Bonds exceeds the interest payable on such notional amount at
a rate stated therein, the fixed rate or other rate of interest set forth in or determined in accordance with such
agreement. With respect to the Bonds described in clause (i) of the preceding sentence, an Authorized Officer is to
certify or cause the Remarketing Agent for such Series of Variable Rate Bonds or other qualified person to certify
such Assumed Long-Term Fixed Rate on the issue date of such Bonds, taking into account such market factors as
such Authorized Officer or such Remarketing Agent or such qualified person deems necessary or appropriate.

“AuthorizedOfficer” means the Director of Budget and Fiscal Services, any Deputy Director of Budget
and Fiscal Services, the Director of Environmental Services or any other officer of the City and County designated
by resolution of the City Council.

“Bond Anticipation Notes” means bond anticipation notes which the City and County may issue for
purposes of the Wastewater System if the requirements set forth in the Bond Resolution for such issuance are
satisfied.

“Bond Counsel”means an attorney or a firm of attomeys of nationally recognized standing in the field of
law relating to municipal bonds selected by the City and County.

“Bondholder” or “holder of a Bond” or “Holder” means the registered owner of any Bond which at the
time is registered other than to bearer, or such holders’ duly authorized attomey in fact, representative or assigns.
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“Capitol App;’eciotion Bond” means any Bond as to which interest is compounded on each Valuation Date
therefor amid is payable only at the maturity or prior redemption thereof.

“City Charter” means the 1973 Revised Charter of the City and County of Honolulu (1994 Edition), as the
same may be amended from time to time.

“Gin Code” means the Revised Ordinances of Honolulu 1990, as the same may be amended from time to
time.

“City Council” mean the City Council of the City and County.

“Code “means the Internal Revenue Code of 1986, as amended, and any successor statutes thereto, and any
applicable regulations thereunder.

“Common ReserveSubaccountRequirement“means as of any date of computation, an amount equal to the
greatest amount of Aggregate Debt Service for the then current or any future Fiscal Year on all Outstanding Bonds
entitled to the benefit of the Common Reserve Subaccount; provided however, that if upon issuance of a Series of
Bonds entitled to the benefit of the Common Reserve Subaccount, such amount would require moneys to be credited
to the Common Reserve Subaccount from such Bond proceeds in an amount in excess of the maximum amount
permitted under the Code, the Common Reserve Subaccount Requirement will mean an amount equal to the sum of
the Common Reserve Subaccount Requirement immediately preceding issuance of such Bonds and the maximum
amount permitted under the Code to be deposited therein from the proceeds of such Bonds, as certified by an
Authorized Officer; provided further, however, that for purposes of this definition, Aggregate Debt Service is to be
computed with respect to each Variable Rate Bond entitled to the benefit of the Common Reserve Suhaccount by
using the Assumed Long-Term Fixed Rate applicable thereto.- .

“GonsulhngEn~’reer’means the engineer Or engineering firm or corporation retained fromtime to time
pursuant to the Bond Resolution to perform the acts and carryout the duties provided for such Con~uItirigEngineer
intheBondResolution. -:~

“Costs” means all costs of any Improvement and include, but are not be limited to, all costs and estimated
costs of the issuance of the Bonds, all architectural, engineering, inspection, financial and legal expenses, the cost of
causing the payment of the principal or interest or both of the Bonds to be insured or guaranteed, the initial cost of
any Support Facility or Interest Rate Exchange Agreement obtained or permitted by the Act, and interest which it is
estimated will accrue during the construction ofany Improvements and for six (6) months thereafter.

“Debt Service“means, as of any particular date of computation, with respect to any Bonds and with respect
to any period, the aggregate of the amounts to be paid or set aside in such period for the payment (or retirement) of
the principal and Redemption Price (if any) of, and interest on, such Bonds; provided, however, that the term “Debt
Service” does not include interest on Bonds to the extent it is to be paid from amounts on credit to a Series
Improvement interest Subaccount, amounts on credit to the Debt Service Subaccount or any other provisions made
for the payment of interest.

YDepartment”means the Department of Environmental Services of the City and County as established by
the City Charter, or the successor thereto.

“Depositacv” means any bank, national banking association or trust company selected and appointed by an
Authorized Officer in accordance with the Bond Resolution as a depositary of moneys and Investment Securities
held under the provisions of the Bond Resolution.

“Depositoty” means The Depository Trust Company, New York, New York, or its nominee, or any other
person, firm, association or corporation designated in the Series Resolution authorizing a Series ofBonds or a Series
Certificate relating to such Series of Bonds to serve as securities depository for the Bonds of such Series.

“Director of BudgetandFiscal Services”means the Director of Budget and Fiscal Services of the City and
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County appointed pursuant to and having the powers as set forth in the Act and the City Charter, or any successor.

“Director of EnvironnientolSen’ices”meansthe Dim’ector of the Department of Environmental Services of
the City and County appomnted pursuant to and having the powers as set forth in the Act and the City Charter, or any
successor.

‘Exempt Obligation “ means an obligation of any state or territory of the United States of America, any
political subdivision of any state or territory of the United States of America, or any agency, authority, public benefit
corporation or instrumentality of such state, territory or political subdivision, the interest on which is excludable
from gross income under Section 103 of the Code, and which at the time an investment therein is made or such
obligation is deposited in any fund or account under the Bond Resolution, is rated, without regard to qualification of
such rating by symbols such as “+“ or “-“ or numerical notation, “Aa” or better by Moody’s and “AA” or better by
S&P, or, if such obligation is not rated by Moody’s or S&P, or, if such obligation is rated by neither Moody’s nor
S&P, has been assigned a comparable rating by another nationally recognized rating service, but in no event rated
lower than the lowest rating on Outstanding Bonds assigned by Moody’s or S&P.

‘First ResolutionObligations” meansbonds,notesand other evidence of indebtedness issued under and
pursuant to the First Bond Resolution.

“Fiscal Year” meansthe 12 month period established by the City and County or provided by law from
time to time as its fiscal year, and which, as of the date of adoption of the Bond Resolution, is the 12-month period
commencing on July I of any year and ending on June 3Oof the following year.

“Government Obligation” meansa direct obligation of the United States of America, an obligation the
principal of, and interest on, which are guaranteed by the United States of America, provided, that the full faith and
credit of the United States of America is pledged to any such direct obligation or guarantee.

‘iinpt’oveinents” meansthe acquisition, purchase, constructionrecbnstruction, improvement, bettenner,t or
extension of the Wastewater System.

“Interest RateExchangeAgreement”meansan agreemententered into by the City and County relating to
Bonds of one or more Series which provides that during the term of such agreement the City and County is to pay to
the Counterparty an amount based on the interest accruing at a fixed or variable rate per annum on anotional
amount and that the Counierparty is to pay to the City and County either (i) an amount based on the interest accruing
on such notional amount at a fixed, capped or variable rate per annum, in each case computed according to a
formula set forth in such agreement, or that one will pay to the other any net amount due under such agreement, or
(ii) an amount based on the amount by which the rate per annum at which such Bonds bear interest exceeds a rate
per annum stated in such agreement.

“InvestmentAgreement”meansan agreementfor the investment of moneys with a Qualified Financial
Institution.

“InvestmentSecurities” meansany of the following, if and to the extent that the same are legal for the
investment of hinds of the Department:

(i) Government Obligations;

(ii) investment Agreements;

(iii) Direct obligations and fully guaranteed certificates of beneficial interest of the Export-
import Bank of the United States; consolidated debt obligations and letter of credit-backed issues
of the Federal Home Loan Banks; participation certificates and senior debt obligations of the
Federal Home Loan Mortgage Corporation (“FHLMCs”); debentures of the Federal Housing
Administration; mortgage-backed securities (except stripped mortgage securities which are valued
greater than par on the portion of unpaid principal) and senior debt obligations of Fannie Mae
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(“FNMA5”); participation cem’tifmcates of the General Services Administration; guaranteed
mortgage-backed securities and guaranteed pai’ticipation certificates of the Government National
Mortgage Association (“GNMA’s”); guaranteed participation certificates and guaranteed pool
certificates of the Small Business Administration; debt obligations and letter of credit-backed
issues of the Student Loan Marketing Association; local authority bonds of the U.S. Department of
Housing & Urban Development; guaranteed Title Xl financings of the U.S. Maritime
Administration; guaranteed transit bonds of the Washington Metropolitan Area Transit Authority;
Resolution Funding Corporation securities.

(iv) direct obligations of any state or territory of the United States of America or any
subdivision or agency thereof whose unsecured, uninsured and unguaranteed general obligation
debt is rated, at the time of purchase, “Aa” or better by Moody’s and “AA” or better by S&P, or
any obligation hilly and unconditionally guaranteed by any state, subdivision or agency whose
unsecured, uninsured and unguaranteed general obligation debt is rated, at the time of purchase,

or better by Moody’s and “AA” or better by S&P;

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

(vi) Federal funds, unsecured certificates of deposit, time deposits or bankers acceptances (in
each case having maturities of not more than 365 days) of any domestic bank including a branch
office of a foreign batik which branch office is located in the United States, provided legal
opinions are received to the effect that frill and timely payment of such deposit or similar

•obligation is enforceable against the principal office or any branch of such bank, which, at the time
of purchase, ba.s a short-term “Bank Deposit” rating of “P-I” by Moody’s and a “Short-Term CD”
rating of “A-I” or better by S&P.

(\“ii) deposits of any bank or savings andloan association: which has combined capital; surplus
and undivided profits of not less than $3 million. provided~suchdeposits are continuously-and
hilly insured by the Bank Insurance Fund or the Savings-Association Insurance Fund of the
Federal Deposit insurance Corporation (“FDIC”);

(viii) investments in money-market funds rated “Aaa” by Moody’s, and “AAAm” or
“AAAm-G” by S&P;

(ix) repurchase agreements collateralized by Government Obligations, GNMAs, FNMAs or
FHLMCs with any registered broker/dealer subject to the Securities Investors’ Protection
Corporation jurisdiction or any commercial bank insured by the FDIC, if such broker/dealer or
bank has an uninsured, unsecured and unguaranteed obligation rated in the top two rating tiers by
Moody’s, and “AA- I” or “AA-” or better by S&P, provided:

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

(b) the securities are held free and clear of any lien by the Depositary or an
independent third party acting solely as agent (“Agent”) for the Depositary, and such
third party is (i) a Federal Reserve Bank, or (ii) a bank which is a member of the Federal
Deposit Insurance Corporation and which has combined capital, surplus and undivided
profits of not less than $50 million, and the Depositary has received written confirmation
from such third party that it holds such securities, free and clear of any lien, as agent for
the Depositary; and

(c) a perfected first security interest under the Uniform Commercial Code, or book
entry procedures prescribed at 31 C.F.R. 306.1 et seq. or 31 CF.R. 350.0 et seq. in such
securities is created for the benefit of the Depositary; and
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(d) the reput’chase agreement has a term of 3 years or less, and the Depositary or the
Agent will value the collateral securities no less frequently than weekly and will liquidate
the collateral securities if any deficiency in the required collateral percentage is not
t’estoi’ed within two business days of such valuation; and

(e) the fair market value of the securities in relation to the amount of the repurchase
obligation, including principal and interest, is equal to at least 100%;

(x) investments in any mutual hind whose portfolio is limited to Government Obligations
and the investments described in clause (ii) of Investment Securities; and

(xi) student loan resource securities including student loan auction rate securities, student loan
asset-backed notes, student loan program revenue notes and bonds, and securities issued pursuant
to Rule 144A of the Securities Act of 1933, including any private placement issues, issued with
either bond insurance or overcollateralization guaranteed by the United States Department of
Education, provided all insurers maintain an “Aaa” by Moody’s, “AAA” by S&P or equivalent
rating by other rating agencies.

“Moody ‘s’ means Moody’s Investors Service, Inc., its successors and their assigns, and, if such
corporation for any reason no longer performs the functions of a securities rating agency, “Moody’s” is deemed to
refer to any other nationally recognized rating agency, if any, designated by the Director of Budget and Fiscal
Services. • • - • • •

• “Net RevenueRequirement”means, with iespett to anyFiscalYcarorany period, an amount equal to the
greater of: (i) the sum’ of (a) the Aggregate.Debt Ser cc under the First Bond Resolution and the Aggregate Debt
Service in such Fiscal Year or such period~and (b):’theR’equired Deposits for such Fiscal Year or such period; or
(ii) 110 times the Aggregate Debt Service (as defined in the First Bond Resolution) under the First Bond Resolution

• • and 1.10 times the Aggregate DebtSetvice in such Fiscal:Yëaror suchperiod, plus 1.00 times th& aggregate Support
• ‘~ • Facility ReimbursementObligations outstandingasofthe end of such.Fiscal Year or such periodf’~’

“Net Revenues”means,with respect to any period, the Revenues during such period less amounts required
to pay Operation and Maintenance Expenses.

“Operation andMaintenanceExpenses”meansthecostsand expensesof operating and maintaining the
Wastewater System, including, without limiting the generality of the foregoing, (i) all expenses includable in the
operation and maintenance expense accounts of the Department relating to the Wastewater System according to
generally accepted accounting principles, exclusive of depreciation and amortization of property values or losses,
(ii) to the extent not included in the preceding clause (i) or paid from Bond proceeds or otherwise, the Department’s
share of the costs and expenses of operating and maintaining any plants and properties jointly owned with others,
and (iii) the amounts, if any, payable to the United States Treasury Department pursuant to Section 148 of the Code.

“Opinion of Counsel”meanswith respect to the City and County a written opinion of counsel selected by
the Director of Budget and Fiscal Services who is not an employee of the City and County, and which, with respect
to Federal income tax law and securities law relating to obligations issued by state and local governmental units, is
Bond Counsel. Any Opinion of Counsel may be based (insofar as it relates to factual matters or information which
is in the possession of the City and County) upon a written certificate of the City and County unless such counsel
knows, or in the exercise of reasonable care should have known, that such written certificate is erroneous.

“Outstanding” or “outstanding” when used with referenceto Bonds means, as of any date, Bonds
theretofore or thereupon issued pursuant to the Bond Resolution, except: (a) any Bonds canceled by a Paying Agent
or paid at or prior to such date; (b) Bonds in lieu of or in substitution for which other Bonds have been delivered
pursuant to the Bond Resolution; (c) Bonds deemed to be no longer outstanding under the Bond Resolution as
provided in the Bond Resolution and (d) Option Bonds tendered or deemed tendered in accordance with the
provisions of the Series Resolution or the Series Certificate relating to such Bonds.
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“Parity Support Facilit~’ ReimbursementObligation” means the obligation of the City and County
described in the Bond Resolution to directly reimburse the Support Facility Provider of any Support Facility for
amounts paid by such Support Facility Provider under such Suppoi’t Facility or a Counterparty under an Interest Rate
Exchange Agreement for amounts paid thereunder, on a parity with the obligation of the City and County to pay the
Bonds, whether or not such obligation to reimburse is evidenced by a promissory note or other similar instrument.

“Paying Agent” means, as to Bonds of any particular Series, the Director of Budget and Fiscal Services or
the bank or trust company designated for the payment of the principal and Redemption Price, if any of, and interest
on, the Bonds of such Series in the Series Resolution authorizing the issuance of such Series or the Series Certificate
relating to such Series.

“Reco,’d Date” means, with respect to any Series of Bonds, (i) with respect to the payment of interest, the
15th day (whether or not a Business Day) ofthe month preceding an interest payment date; (ii) with respect to notice
of redemption, the 45th day (whether or not a Business Day) preceding the date of redemption; or (iii) such other
day as may be provided in the Senes Resolution authorizing the issuance of such Series or the Series Certificate
relating to such Series.

“RefundedMunicipal Obligations” means Exempt Obligations which are rated in the highest rating
category by Moody’s and S&P and provision for the payment of the principal of and interest on which has been
made by an irrevocable deposit with a trustee or escrow agent of Governmental Obligations, which are held by a
bank or trust company organized and existing under the laws of the United States of America or any state, the
District of Columbia or possession thereof in the capacity as custodian, the maturing principal of and interest on
which Government Obligations will be sufficient to pay, when due, the principal of and interest on such Exempt
Obligations. • •• -• •

“ReimbursableObligations” means reimbursable general obligation bonds issued and delivered or to be
• ‘ • • ‘ • • issued andi delivered by the City and County-to financecertain costsrelated’to the Waste-water System, the debt

service on which the Department is-requn-ed byState law to reimbursethe City and County’s General Fund.

“ReimbursableObligation Requirement‘~means~withrespect to any period of time, the amount required to
be credited to the Reimbursable Obligation Account pursuant to the ordinances and resolutions of the City Council
authorizing the issuance and delivery of Reimbursable Obligations.

“Required Deposits” means, for any period, (i) the Required Deposits under the First Bond Resolution
exclusive of transfers from the Sewer Fund to the Subordinate Obligation Account; and (ii) the amounts, if any,
required: (a) to be paid into the Rebate Subaccount, the Common Reserve Subaccount, each Separate Series Reserve
Subaccount, and the Third Lien Obligation Subaccount, and (b) to pay Support Facility Reimbursement Obligations.

“RequiredDepositsundertheFirst BondResolution” means, for any period, amounts required, if any, to
be paid into the Common Reserve Subaccount, each Separate Reserve Subaccount, the Third Lien Obligation
Account and Reimbursable Obligation Account under the First Bond Resolution; and to pay Support Facility
Reimbursement Obligations under the First Bond Resolution.

“RevenueBondIndex“ means the 30 year Revenue Bond Index of The BondBuyer, a publication in New
York, New York, or any successor publication maintaining such Index or in the event The Bond Buyer or any
successor publication does not maintain such Index, an equivalent index with the same or similar components as the
Revenue Bond Index.

“Revenues” means (i) the Revenues under the First Bond Resolution; (ii) all income from investments of
moneys held under the Resolution including investment income on the Improvement Second Account created by the
Resolution but not including any earnings on the Rebate Subaccount or Third Lien Obligation Subaccount; and (iii)
all payments made by Counterparttes pursuant to Interest Rate Exchange Agreements.

“Revenuesunderthe First BondResolution“ means the moneys, including any moneys collected from the
City and County or any department thereof other than the Department, derived by the Department from the rates,
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rentals, fees and cham’ges pm’escribed for the use and services of; and the facilities and commodities furnished by, the
Wastewater System, includmng, without limiting the generality of the foregoing, (i) all income, receipts, profits, and
other moneys derived from the furnishing or supplying of the sem’vices, facilities and commodities through the
Wastewater System; (ii) all income from investments of moneys held under the First Bond Resolution including
investment income on the Improvement Second Account but not including any earnings on the Rebate Account, the
Subordinate Obligation Account or the Reimbursable Obligation Account; (iii) all payments made by Counterparties
pursuant to Interest Rate Exchange Agreements; and (iv) moneys and Investment Securities transferred from the
Rate Stabilization Account to the Sewer Fund within 90 days following the end of a Fiscal Year. “Revenuesunder

• the First Bond Resolution” will not include, (i) deposits subject to refund until such deposits have become the
property of the City and County; (ii) contributions in-aid-of construction and assessment impact and other similar
fees imposed and collected by the City and County which are targeted to pay the Costs of specific Improvements;
(iii) income, fees, charges, receipts, profits or other moneys derived by the Department from the ownership or
operation of any separate utility system; (iv) any gifts, grants, donations or other moneys received by the City and
County for purposes of the Wastewater System from any State or Federal agency or other person if such gifts,
grants, donations or other moneys are the subject of any limitation or reservation: (a) imposed by the donor or
grantor; or (b) imposed by law or administrative regulation to which the donor or grantor is subject, limiting the
application of such funds; (v) amounts retained in the Sewer Fund for working capital and operating reserves
pursuant to the First Bond Resolution; (vi) moneys and Investment Securities transferred from the Sewer Fund to the
Rate Stabilization Account within 90 days following the end of a Fiscal Year; or (vii) Wastewater System Facility

• Charges. •

“SdcF” means Standard-& Poor’s Ratings Group, a division of The McGraw-Hill and Companies, Inc., its
successors and their assigns, and, if such corporation for any reason no longer performs the functions of a securities

• rating agency, S&P is deemed to refer to any other nationally recognized rating agency designated by the Director of
Budget and Fiscal Services. • - • : • • - • •~ •-

- “Serial Boñds”meansBonds which mature seriallyand which arenotTerm Bonds.

• “Series. “ “SeriesofBonds” or “Bonds ofa Series‘means all Bonds designated as beingof the same series
issuedand delivered on original issuance in a simultaneous transaction,and any Bonds thereafter delivered in lieu

- thereof or in substitution therefor pursuant to the Bond Resolution. - • • -

“Sinking Fund Installment” means an amount so designated which is established pursuant to the Bond
Resolution. • The portion of any such Sinking Fund Installment remaining after the deduction of any such amounts

• credited pursuant to the Bond Resolution toward the same (or the original amount of any such Sinking Fund
Installment if no such amounts have been credited toward the same) will constitute the unsatisfied balance of such
Sinking Fund Installment for the purpose of calculation of Sinking Fund installments due on a future date.

“Subo,’dinateObligations” means the Bonds and any other bonds, notes or other evidences of indebtedness
issued in compliance with the provisions of the First Bond Resolution as obligations subordinate to the First
Resolution Obligations, other than Reimbursable Obligations.

“Subordinate Obligation Requirement”means with respect to any period of time, the amount required to
be deposited in the Subordinate Obligation Account pursuant to the First Bond Resolution, indenture or other
instruments of the City and County adopted by or entered into by the City and County in accordance with the Bond
Resolution and providing for all payments with respect to Subordinate Obligations.

“SupplementalResolution” means any resolution adopted by the City Council and becoming effective
pursuant to and in compliance with the provisions of the Bond Resolution which amends or supplements the
provisions of the Bond Resolution, any Series Resolution or any other Supplemental Resolution.

“Support Facility” means an irrevocable letter of credit, surety bond, loan agreement, standby purchase
agreement or other agreement, facility or insurance or guaranty arrangement issued or extended by one or more
Support Facility Provmders, pursuant to which the City and County is entitled to obtain moneys to pay the principal
or Redemption Price of Bonds due in accordance with their terms or tendered for purchase or redemption, plus
accrued interest thereon to the date of payment, purchase or redemption thereof in accordance with the Bond
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Resolution and with the Series Resolution authorizing such Bonds or a Series Certificate relating to such Bonds,
whether or not the City and County is in default.

“Suppo;’t Facility Proi-’ider” means a bank, a trust company, a national banking association, an
organization subject to registi’ation with the Board of Governors of the Federal Reserve System under the Bank
Holding Company Act of 1956 or any successor provisions of law, a federal branch pursuant to the Intemational
Banking Act of 1978 or any successor provisions of law, a savings bank, a savings and loan association, an
insurance company or association chartered or organized under the laws of any state of the United States of
America, the Government National Mortgage Association or any successor thereto, the Federal National Mortgage
Association or any successor thereto, or any other federal agency or instrumentality approved by the City and
County or a Counterparty.

“Support Facility ReimbursementObligation” means the obligation of the City and County described in
the Bond Resolution to directly reimburse the Support Facility Provider of a Support Facility for amounts paid
thereunder or a Counterparty under an Interest Rate Exchange Agreement for amounts paid thereunder, whether or
not such obligation to reimburse is evidenced by a promissory note or other similar instrument.

“Tax-exemptBonds”means Bonds the interest on which is intended by the City and County to be excluded
from gross income of the holders of such Bonds for federal income taxation purposes pursuant to the Code.

“Tenn Bonds” means Bonds the retirement or the redemption of which is to be provided for from moneys
credited to the Debt Service Subaccount pursuant to the •Bond Resolution. ‘- - -

-- “Third Lien Obligations” means any -bonds, ‘notes or- other evidences of indebtedness of the Gity and
County payable from the Revenues, other than- the First Resolution Obligations, the Bonds and the Reimbursable
Obligations, issued in accordancewith and cornplying’with the-provisions of the -Bond Resolution. -

1/ariabic RateBonds”n’ieansany Bonds issued bearing interest at-a rate per annum subject to adjustmeni
from time to time based on the terms thereOf, ‘-based upon an index, or otherwise calculated in a manner which
precludes the actual rate for the entire term of such Bondsfrorn:being ascertainable in advance as provided for in the
Bond Resolution. - - ‘ - - - -‘ -

- “WastewaterSystem”means all plants and properties, both real and personal and tangible and intangible,
now or hereafter existing, under the management, control or jurisdiction of the Department, used for, useful in, or
pertaining to the collection, pretreatment, advanced primary treatment, primary treatment, secondary treatment,
tertiary treatment, purification, conveyance, storage, drainage, discharge and disposal of sewage, water, wastewater,
stormwater, influent, effluent, or other liquids or suspended solids, or incidental or necessary to the preservation of
the City and County’s or the Department’s wastewater conveyance facilities, wastewater treatment plants,
wastewater disposal facilities, storm drains and sewers, sewage pump stations, sewage treatment plants, sewers,
interceptors, outfall and other related facilities and plants, and the integrity thereof. The terms used in the preceding
sentence have the meanings as ascribed to them in the City Code. Without limiting the generality of the foregoing,
the Wastewater System includes: (I) the existing plants and properties comprising the Wastewater System under the
management, control orjurisdiction of the Department, as of the date of adoption of the Bond Resolution; and (2)all
Improvements thereafter constructed or otherwise acquired, purchased or annexed.

“WastewaterSystemFacility Charge” hasthe meaning specified in the City Code.

Pledge Made in the Bond Resolution

The Bonds are payable solely from and secured by the funds pledged therefor under the Bond Resolution.
The City and County has pledged as security for the payment of the principal of, Redemption Price, if any, and
interest on the Bonds in accordance with their terms and the provisions of the Bond Resolution, subject only to the
provisions of the Bond Resolution permitting the application thereof for the purposes and on the terms and
conditions set forth in the Bond Resolution: (i) the proceeds of sale of the Bonds pending application thereof in
accordance with the provisions of the Bond Resolution or of a Series Resolution or a Series Certificate; (ii) the Net
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Revenues; and (iii) the Subordinate Obligation Account but excluding all Subaccounts therein unless specifically
pledged by the Bond Resolution, a Series Resolution or a Series Certificate, (iv) the Debt Service Subaccount, (v)
with respect to any Series of Bonds entitled to the benefit of a Separate Series Reserve Subaccount, such Separate
Series Reserve Subaccount, and (vi) with respect to any Series of Bonds entitled to the benefit of the Common
Reserve Subaccount, the Common Reserve Subaccount, including the investments, if any, in such Account and
Subaccounts; and the Bondholders shall have to the extent permitted by law, a lien on, and a security interest in,
such proceeds, Net Revenues, and Subaccounts for such purpose and subject to such provisions of the Resolution.
The Rebate Subaccount and the Third Lien Subaccount are not pledged to the payment of the principal and
redemption price (if any) of; and interest on, the Bonds.

So long as First Resolution Obligations are outstanding for purposes of the First Bond Resolution, the
pledge of the Net Revenues made by the Bond Resolution is subordinate and junior in all respects to the pledge of
the Net Revenues made by the First Bond Resolution. The pledge of the Net Revenues made by the Bond
Resolution is also prior and superior to the pledge which may be made by any resolution, indenture or other
instrument authorizing and securing Third Lien Obligations and Reimbursable Obligations. On and after such date,
if any, that First Resolution Obligations are no longer outstanding for purposes cif the First Bond Resolution, the
pledge of the Net Revenues made by the Bond Resolution will be prior and superior in all respects to any pledge of
the Net Revenues made by any resolution, indenture or other instruments, including the pledge which may be made’
by any resolution, indenture or other instrument authorizing and securing Third Lien Obligations and Reimbursable
Obligations. There will be additionally pledged on and after such date as security for the payment of the principal
and Redemption Price (if any) of, and interest on, the Bonds in accordance with their terms and the provisions of the
Bond Resolution, subject only to the provisions of-the Bond Resolution permitting the application thereof for the
purposes and on the -terms and conditions--set forth.’ in the BOnd ResOlution, (i) -the Sewer Fund but excluding all
Accounts and Sub,accounts therein unless specifically pledged by the Bond Resolution, a Series Resolution or a
Series-Certificate; eti) the Renewal,- and- Replabement ‘Account, (iii)’the Rate’ Stabilization Account and (iv) the
Wastewater General Account. ‘ - — - - .- :- -- - .,~ - - ,‘ - - - -

The -Bond Resolution provides that each of-the obligations,- -duties,- limitations and restraints imposed upon
the City and County by the Bond,Resolution is deemed to be -a- c’ovenant between the City andcCounty and every
Holder of-the -Bonds, and the Bond Resolution -and every provision and covenant set forth in the Bond Resolution is
deemed tobe and constitute a continuing contract and agreement between the City and County and the Holders from
time to time of the Bonds issued under the Bond Resolution, to secure the fill and final payment of the principal and
redemption price of and interest on all Bonds which may from time to time be issued, executed, and delivered under
the Bond Resolution. The covenants and agreements set forth in the Bond Resolution to be performed by the City
and County are for the equal and proportionate benefit, security and protection of all Holders of the Bonds without
preference, priority or distinction as to payment or security or otherwise of any of the-Bonds over any of the others
for any reason or cause whatsoever except as expressly provided in the Bond Resolution, in a Series Resolution, a
Series Certificate or a Supplemental Resolution, or in the Bonds.

Additional Bonds

Basic Test. One or more Series of Bonds (exclusive of Refunding Bonds) may be issued at any time and
from time to time for any lawful use or purpose relating to the Wastewater System, including, without limitation,
payment of all or a portion of the Costs of Improvements, but only upon compliance as to each such Series with the
provisions set forth in the Bond Resolution, including, among other things, delivery to the Director of Budget and
Fiscal Services of the following documents or moneys or securities:

I. A written certificate of the City and County stating the amount required to be in the
Common Reserve Subaccount after issuance of the Bonds then to be issued, and that after deposit in the
Common Reserve Subaccount of the amount, if any, to be deposited therein in connection with the issuance
of such Bonds, the amounts on deposit in the Common Reserve Subaccount will not be less than the
Common Reserve Subaccount Requirement.

2~ A written certificate of the City and County stating the amount required to be in the
Separate Series Reserve Subaccount created, if any, to provide additional security for the Bonds of such
Series after issuance of the Bonds then to be issued, and that after deposit in such Separate Series Reserve
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Subaccount of the amount to be deposited therein in connection with the issuance of such Bonds, the
amounts on deposit in such Separate Series Reserve Subaccount will not be less than the Separate Series
Reserve Subaccount Requirement for such Separate Series Reserve Subaccount

3. Either (I) a written certificate of the City and County based: (i) on audited figures or (ii)
to the extent audited figures are not available, on figures taken by an independent certified public
accountant from the Department’s books and records; showing that the Net Revenues for: (a) the most
recent Fiscal Yeai, or (b) any consecutive 12-months’ period out of 24 months immediately preceding the
month in which such Bonds are issued were not less than the greater of:(x) the sum of(l) the maximum of
the sum of the Aggregate Debt Service on all First Resolution Obligations issued and outstanding under
and pursuant to the First Bond Resolution and the Aggregate Debt Service on all Bonds then Outstanding
and on the proposed Series of Bonds in any Fiscal Year and the 12-month period selected and (2) the
Required Deposits for such Fiscal Year or the 12-month period selected; and (y) the sum of (1) 1.10 times
the maximum of the sum of the Aggregate Debt Service on all First Resolution Obligations issued and
outstanding under and pursuant to the First Bond Resolution and the Aggregate Debt Service on all Bonds
then Outstanding and on the proposed Series ofBonds in any Fiscal Year and the 12-month period selected,
and (2) 1 .00 times the aggregate Support Facility Reimbursement Obligations outstanding under the First
Bond Resolution and the Bond Resolution as of the date of-the written certificate of the City and County, or
01) a written certificate- of the City and County or Certificate of the Consulting Engineer that the Net
Revenues to be derived in —each of the five (5) Fiscal Years following the earlier of: (i) the end of the
period during which interest is capitalized or, ifno interest is to be capitalized, the Fiscal Year in which the
proposed Series of Bonds are issued, and (ii) the date on which substantially all Improvements to be
financed with the proceeds of the .proposed Series of Bonds are expected to commence operations, or, if the
.proceeds of such Series of Bonds -~yillnot be used to fund the Costs of Improvements, the Fiscal Year in

- - ,which the proposed Series of Bonds are issued. are estimated to be not less than ,the greater of:(x) the sum -

of (I) the maximum of the sum of the Aggregate Debt Service on all First Resolution Obligations issued
under and pursuant to the Fws~Bond Resolution and the Aggregate Debt ‘Service on all Bonos then
Outctandmg and on the proposed Senes of Bonds in an’ such Fiscal Year and (2) the Required Deposits
for any such Fiscal Year; and (y~the sum of-( I ),,1 10 times the maximum of the sum of the Aggregate Debt
Service on all First Resolution Obligations issued under.and pursuant to the First Bond-Resolution and the-
Aggregate Debt Service on all Bonds-then Outstanding and on the. proposed Series of Bonds in any such
Fiscal Year, and (2) 1.00 times the aggregate Support Facility Reimbursement Obligations outstanding
under the First Bond Resolution and the Bond Resolution as of the date of such written certificate of the
City and County or certificate of the Consulting Engineer, as the case may be.

- Certain Adjustments.The Bond Resolution permits and requires certain adjustments to be made in
determining whether the Basic Test described above for the issuance of Bonds other than Refunding Bonds is met.

L In determining Debt Service on Variable Rate Bonds then Outstanding and Variable Rate
Bonds then proposed to be is~uedfor purposes of the Basic Test described above, the interest rate is to be
calculated as: (i) if any Variable Rate Bonds are then Outstanding and have been Outstanding for at least
24 months, the highest average interest rate borne by such Variable Rate Bonds for any 30-day period or if
no such Variable Rate Bonds are then Outstanding, the Revenue Bond Index at the time of calculation.

2. Bond Anticipation Notes then Outstanding are to be treated as Bonds. In determining
Debt Service on such Bond Anticipation Notes, such Bond Anticipation Notes are assumed to mature in 30
years and bear interest equal to the Revenue Bond index at the time of calculation.

3. Third Lien Obligations and Reimbursable Obligations originally issued with a maturity of
five (5) years or less are assumed to mature in 30 years and bear interest equal to the Revenue Bond Index
at the time of calculation.

4. In preparing the certificate required by the Basic Test described above, the Authorized
Officer or the Consulting Engineer, as applicable, may make adjustments to the Net Revenues as follows:

a. If any changes have been made in the schedule of rates and charges imposed by
the City and County for commodities and services furnished by the Wastewater System which are
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in effect at the time of adoption of the Series Resolution authorizing the issuance of the Bonds
then being issued and were placed into effect subsequent to the start of the Fiscal Year or the 12-
month period selected pursuant to item 3 of the Basic Test described above, the Authorized
Officer, may, if such changes result in incteases in such rates and charges, and must, if such
changes result in reductions in such iates and charges. adjust the Net Revenues for such period to
reflect any change in such Net Revenues which would have occurred if the schedule of rates and
charges in effect at the time of the adoption of the Series Resolution providing for the issuance of
such Bonds had been in effect during the portion of such period in which such schedule was not in
effect.

b. If customers are being served by the Department at the time of adoption of the
Series Resolution authorizing the issuance of the Bonds then being issued and who were added to
the Wastewater System subsequent to the start of the Fiscal Year or the 12-month period selected
pursuant to item 3 of the BasicTest described above, the Authorized Officer may adjust the Net
Revenues for such period to reflect any change in such Net Revenues which would have occurred
if the additional customers had been served during the portion of the period in which such
customers were not served.

c. If residential, commercial, industrial -or institutional customers which are in
- - - existence are not then served by the Wastewater-System at-the time of adoption of the Series

Resolution authorizing the issuance of the Bonds then being issued, but are then expected to be
served during the five (5) Fiscal Years coyered by such certificate, the Authorized Officer or the

- : - - Consulting Engineer, as applicable, must estimate the effect which such new customers would
- - - - have had on- the Net Revenues for- the- period selected pursuant to item 3 of the Basic Test-

- - - - - - -- - described above, if such new customers hadbeenserved during the entire period and may adjust
- - - - - - - - - - - - -the Net Revenues for such per-iod to give effect to such new customers. Any such estimate will be

based upon the operating experience and records ofthe Department with respect to the Wastewater
System and - upon any available- financial and quarterly statistics deemed- pertinent by the
Authorized Officer or the Consulting-Engineer, asapplicable.- -- - - -

d. if any long-temi, guaranteed contracts with customers of the Wastewater System
are in effect at the time of adoption of the Series Resolution authorizing the issuance of the Bonds

then being issued and which were entered into subsequent to the start of the Fiscal Year or 12--
month period selected pursuant to item 3 of the Basic Testdescribed above, the Authorized Officer

may adjust the Net Revenues for such period to reflect any change in such Net Revenues which
would have occurred if such contracts had been in effect for the entire period.

e. In rendering the certificate required pursuant to item 3 of the Basic Test, the
Authorized Officer or the Consulting Engineer, as applicable, must deem the Operation and
Maintenance Expenses for the Wastewater System for the first Fiscal Year of the five (5) year
period to be equal to such Operation and Maintenance Expenses for the Fiscal Year immediately
preceding the Fiscal Year in which the proposed Series of Bonds is to be delivered, and thereafter
the Authorized Officer or the Consulting Engineer, as applicable, must adjust, if deemed
necessary, for any increased Operation and Maintenance Expenses which are estimated to occur
dunng any subsequent Fiscal Year during the five (5) year period and are, in the judgment of the
Authorized Officer or the Consulting Engineer, as applicable, essential to maintaining and
operating the Wastewater System.

f. In rendering any certificate pursuant to the Bond Resolution, the- Authorized
Officer or the Consulting Engineer, as applicable, may rely upon estimates from other sources
which the Authorized Officer or the Consulting Engineer, considers reliable, making such
adjustments and provisions for contingencies based on similar projects and other considerations as
deemed appropriate by such Authorized Officer or the Consulting Engineer.
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Refunding Bonds

The City and County may issue a Series of refunding Bonds at any time for the purpose of refunding
(including by purchase) all or any poition of Bonds Outstanding, including amounts to pay principal, redemption
premium and interest to the date of maturity or redemption (or purchase) and the expense of issuing the refunding
Bonds and of effecting such refunding if the conditions set forth in the Bond Resolution are complied with,
including all of the conditions of the BasicTestdescribed above, except that condition 3 need not be complied with
if the maximum annual Debt Service in any Fiscal Year on the refunding Bonds proposed to be issued does not
exceed maximum annual Debt Service in any Fi~calYear on the refunded Bonds by more than 10%. All
adjustments described above in CertainAdjustmentsare applicable to the issuance of refunding Bonds.

The City and County may also issue a Series of refunding Bonds at any time for the purpose of refunding
(including by purchase) all or any portion of outstanding Third Lien Obligations or Reimbursable Obligations,
including amounts to pay principal, redemption premium and interest to the date of maturity or redemption (or

purchase) and the expense of issuing the refunding Bonds and of effecting such refunding if the conditions set forth
in the Bond Resolution are complied with, including all of the conditions of the Basic Testdescribed above.

Bond Anticipation Notes - - -

Bond Anticipations Notes may be issued by the City and County at such time as the City and County shall
have by a Series Resolution duly adopted authorized the issuance of Bonds under the Bond Resolution. No Bond

AnticipationNotes may be issued unless there has-been -filed with the Directot of Budget and Fiscal Services on or
prior to the date of issuance of such Bond Anticipation Notes, -a written certificate of the City and County to the

effect that, -based on market conditions-expected to be pre4iaihng at the time of issuance of the Series of Bonds in
anticipation of which such Bond Anticipation Notes are issued and on other reasonable assumptions set forth in such -

written certificate, the provisions of the Bond Resolution for the issuance of-additional Bonds other than refunding
Bonds are expected -to -be complied with -at the time-ofissuan-ce df-sueh -Series of Bonds; The maxi-muni maturity of -

any Bond Anticipation Notes including the renewals thereof must not exceed five (5) years from the date- of the
original Bond Anticipation Note The principal of Bond Anticipation Notes may be paid from the proceeds of such

Bond Anticipation—Notes (or any renewal-thereof) or fromthe proceeds of the.Bonds in anticipation of.whithsUch:
Bond Anticipation Notes were issued.. The interest-on such:Bond Anticipation Notes may be secured bya lien on
and pledge of; and be paid from. the Net Revenues on a parity with the lien on and pledge of the Net Revetiues -

created in the Bond Resolution for the payment and.security of the Bonds. The principal of Bond Anticipation
Notes will be secured by a lien on and pledge of the proceeds of the Bonds in anticipation of which such Bond
Anticipation Notes were issued and any such pledge will have priority over any other pledge of such proceeds
created by the Bond Resolution. Bond Anticipation -Notes issued under the Bond Resolution are to be treated as
Bonds for all purposes of the Bond Resolution, and are to be payable from the Debt Service Subaccount, except to
the extent that the principal of any such Bond Anticipation Note is paid from the proceeds of other Bond
Anticipation Note or from the proceeds ofBonds. -

Third Lien Obligations

The City and County may issue Third Lien Obligations which are payable out of, and which may be
secured by a pledge of, such amounts in the Third Lien Obligation Subaccount as may from time to time be
available for the purpose ofpayment. The City and County may, by resolution, provide for various priorities in the
liens and pledges securing Third Lien Obligations, and nothing in the Bond Resolution shall be construed so as to
require thai the payment of, or pledges securing, Third Lien Obligations be on a parity interse.

The City and County may also issue Third Lien Obligations: (i) to refund any Third Lien Obligations
issued as provided in the Bond Resolution; (ii) to refund Outstanding Bonds; or (iii) to refund any Reimbursable
Obligations. Such Third Lien Obligations issued for refunding purposes may be payable out of, and may be secured
by a pledge of, such amounts in the Third Lien Obligation Subaccount or Wastewater General Account as may from
time to time be available therefor.

The Bond Resolution requires that any resolution, indenture or other instrument securing or evidencing
each issue of Third Lien Obligations must contain provisions (which shall be binding on all holders of such Third
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Lien Obligations) not more favorable to the holders of such Third Lien Obligations than as described below:

(1) In the event of any insolvency or bankruptcy proceedings, and any receivership,
liquidation, reorganization or other similar proceedings in connection therewith, relative to the City and
County or the Department, or to the property of the City and County or property operated by the
Department, and in the event of any proceedings for voluntary liquidation, dissolution or other winding up
of the City and County or the Department, the Holders of all Bonds then Outstanding will be entitled to
receive payment in full of all principal and interest on all such Bonds before the holders of the Third Lien
Obligations are entitled to receive any payment from the trust estate under the Bond Resolution consisting
of the Net Revenues and funds held under the Bond Resolution (the “Trust Estate” for these purposes) on
account of principal (and premium, if any) or interest on the Third Lien Obligations.

(2) In the event that any issue of Third Lien Obligations is declared due and payable before
its expressed maturity because of the occurrence of an event of default (under circumstances when the
provisions of (1) above are not applicable), the Holders of all Bonds Outstanding at the time such Third
Lien Obligations so become due and payable because of such occurrence of such an event of default will be
entitled to receive payment in full of all principal and interest on all such Bonds before the holders of the
Third Lien Obligations are entitled to receive any accelerated payment from the Trust Estate of principal
(and premium, if any) or interest on the Third Lien Obligations.

(3) If any Event of Default with respect to the Bonds has occurred and be continuing (under
circumstances when the provisions of (I) above are not applicable), the Holders of all Bonds then
Outstanding will be entitled to receive payment itt full of all pnncipal and interest on all such Bonds before

the holders of the Third Lien ~b~igations are, entitled to repeive any accelerated payment from the Trust -

Estate ofprincipal (and premib’n if any) or interest on the Third Lien Obligations

(4) No Bondhoider shall be prejudiced in his right to enforce subordination of the Third i icr
Obhgations by any act or failure to act on the part of the City and County

-, - - (5) -. Tbe Third Lien Obi ~thbn� thay provide that the provisions of (I), (~‘(3)and (4) ahovL
are solely for the purpose of defining the relative rights of the Bondholders on the àne hand, and the
holders of Third Lien-Obligations on the other.hand, and nothing therein shall impair, as between the City
and -County and the owners of the Third Lien Obligations, tbe obligation of the City and County to pay to
the owners thereof the principal thereof and premium, if any, and interest thereon in accordance with its
terms, nor shall anything therein prevent the holders of the Third Lien Obligations from exercising all
remedies otherwise permitted by applicable law or thereunder upon default thereunder, subject to the rights
under (I), (2), (3) and (4) above of the Holders of Bonds to receive cash, property or securities otherwise
payable or deliverable to the holders of the Third Lien Obligations; and the Third Lien Obligations may
provide that, insofar as a trustee or paying agent for such Third Lien Obligations is concerned, the
foregoing provisions shall not prevent the application by such trustee or paying agent of any moneys
deposited with such trustee or paying agent for the purpose of the payment of or on account of the principal
(and premium, if any) and interest on such Third Lien Obligations if such trustee or paying agent did not
have knowledge at the time of such application that such payment was prohibited by the foregoing
provisions. -

Any issue of Third Lien Obligations may have such rank or priority with respect to any other issue ofThird
Lien Obligations as may be provided in the resolution, indenture or other instrument securing such issue of Third
Lien Obligations and may contain such other provisions as are not in conflict with the provisions of the Bond
Resolution.

Reimbursable Obligations

The obligation for the payment of Reimbursable Obligations shall be: (i) after and inferior to the lien and
security interest for the payment of Bonds and those Third Lien Obligations which are payable from the Third Lien
Obligation Subaccount; and (ii) prior and superior to the lien and security interest for the payment of those Third
Lien Obligations which are payable from the Wastewater General Account Reimbursable Obligations are payable
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from the Reimbursable Obligation Account.

Support Facilities and Interest Rate Exchange Agreements

In connection with the issuance of any Series of Bonds and to the extent permitted by law, the City and
County may obtain or cause to be obtained from one or more Support Facility Providers one or more Support
Facilities providing for payment of all or a portion ofthe purchase price or principal, premium, if any, or interest due
or to become due on specified Bonds of such Series, or providing for the purchase of such Bonds or a portion of
such Bonds by such Support Facility Providers, or providing, in whole or in part, for the funding of the Common
Reserve Subaccount or a Separate Series Reserve Subaccount pursuant to the Bond Resolution.

In connection with the issuance of any Series of Bonds or to better manage its assets and liabilities and, to
the extent permitted by law, the City and County may enter into with one or more Counterparties one or more
Interest Rate Exchange Agreements; providedthat no such Interest Rate Exchange Agreement shall adversely affect
the exclusion from gross income for purposes of federal income taxation of interest on the Tax-exempt Bonds of any
Series.

The City and County may enter into agreements with one or more Support Facility Providers or
Counterparties to provide for, among other things: (i) the payment of fees and expenses to such Support Facility
Providers or Counterparties; (ii) the terms and conditions of such Support Facility or Interest Rate Exchange
Agreement and the Series of Bonds affected thereby; and (iii) the security, if any, to be provided to such -Support
Facility Providers or Countenparties. The City and County may secure the Support Facility or Interest Rate
Exchatige Agreement by an agreement providing -for the purchase of-the Bonds sedured thereby with such

adjustments to the rate of interest, method of determininginterest, maturity, or redemption provisions as.speci-fied in
- - - - the Series Resolution or the Seiies Certificate: Debt Service wi-th-respecttoanyflonds so secured i~-tobe calculated-- -- - - -

for purposes of the definition of Common Reserve Subaccdunt- Requirement by using the Assumed Long~Term
F xed Rate

- The City and -County-may also agree in any agréethent with the Support Facility Provider of such Support
- Fadlity-or the Counterparty under an interest Rate Exchange Agreement to reimburse directly such Support Facility:

Provider or Counterparty for any amounts paid under the terms of such Support Facility or Interest Rate Exchange
Agreement~ together with interest thereon (the “Support Facility ReimbursementObligation”); provided, however,-:

that no Support Facility Reimbursement Obligation is to be created, for purposes of the Bond Resolution, until
amounts are paid under such Support Facility or Interest Rate Exchange Agreement, as the case may be. Any such
Support Facility Reimbursement Obligation may be secured by a lien on and pledge of the Net Revenues on a parity
with the lien on and pledge of the Net Revenues created by the Bond Resolution with respect to the Bonds (a “Parity
Support Facility Reimbursement Obligation”). Any such Parity Support Facility Reimbursement Obligation will be
deemed to be a part of the Series of Bonds to which the Support Facility which gave rise to such Parity Support
Facility Reimbursement Obligation relates. Payment of Support Facility Reimbursement Obligation may be made
out of the Sewer Fund as provided in the Bond Resolution.

Any Support Facility deposited in the Common Reserve Subaccount or the long-term debt of the Support
Facility Provider of such Support Facility must, in each case, be in the highest rating category each Rating Agency,
and if rated by AM. Best & Company, also be rated in the highest rating category by A.M. Best & Company or its
successors. In the event any Support Facility deposited in the Common Reserve Subaccount or the long-term debt
of the issuer of any Support Facility deposited in the Common Reserve Subaccount falls below the highest rating
category of each Rating Agency, and A.M. Best & Company, if rated by AM. Best & Company, the City and
County must, within 120 days, obtain a new Support Facility which is rated in the highest category of each Rating
Agency or for which the long~termdebt of the issuer of such new Support Facility is rated in the highest rating
category of each Rating Agency and A.M. Best & Company, if rated by AM. Best & Company; provided, however,
that if the new Support Facility is not obtained within 120 days, the City and County must deposit in the Common
Reserve Subaccount Net Revenues in the amount provided in the Bond Resolution. If a disbursement is made
pursuant to a Support Facility deposited in the Common Reserve Subaccount, the City and County must: first,
reinstate the full amount of such Support Facility; and second, if necessary deposit Net Revenues in the Common
Reserve Subaccount in the amount of the disbursement made under such Support Facility, in either case such that
the amount in the Common Reserve Subaccount is equal to the Common Reserve Subaccount Requirement within a
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period of time not longer than would be i-equired to restore the Conimori Reserve Subaccount by application of
moneys in the Sewer Fund. The City and County may at any time deposit cash or Investment Securities as
replacement for one or more Support Facilities.

The City and County must obtain and maintain in effect one or more Support Facilities for Option Bonds.
The City and County must obtain a replacement Support Facility to replace any Support Facility for Option Bonds
that is expiring, not renewed or terminated. Procedures for such replacement, maintenance and notices to
Bondholders, rating agencies or other persons are to be provided in the Series Resolution authorizing the Series of
Bonds or the Series Certificate relating to such Bonds.

Funds and Accounts

The City and County has established by ordinances the Sewer Fund and the Sewer Revenue Bond
Improvement Fund (the “Improvement Fund”) The First Bond Resolution establishes the following accounts in the
Sewer Fund:

Wastewater System Facility Charge Account, -

Debt Service Account, - - - -

-Common Reserve Account,
Rebate Account, -

Rate Stabilization Account,
Subordinate Obligation Account, - - - - -

- Reimbursable Obligation Account, - - - - - - - - -

- - Renewal andReplacement Account, and - - - - -

Wastewater General Account. - - - - -

None of the accounts in the Sewer Fund except the Subordinate Obligation Account is pledged as securit~
- for the payment of debt service on the Bonds. Such pledg~afthe Subordinate -Obligation Accotint is subject to the - - -- -- -- -

terms and provisions of and the exceptionc provided in the First Bond Resolutron and the Bond Resolution

- The Bond Resolution establishes the followingsubaccount& in the Subordinate Obligation Account:

Debt Service Subaccount,
- Common Reserve Subaccount, -

Rebate Subaccount, and
Third Lien Obligation Subaccount.

The Bond Resolution permits the establishment of one or more Separate Series Reserve Subaccounts in the
Subordinate Obligation Account. The Bond Resolution also permits the establishment of one or more Series
Improvement Subaccounts in the Improvement Second Account and requires the establishment of one or more
Series Improvement interest Subaccounts in the Improvement Second Account if interest on the Bonds of a Series is
to be paid from the proceeds of such Bonds during the period of construction of any Improvements and for six
months thereafter.

Sewer Fund

Revenues and Wastewater System Facility Charges are to be collected by the Department and are to be
deposited into the Sewer Fund. Under the First Bond Resolution, the Department will, in each month, (i) after
making the transfer, if any, to the Wastewater System Facility Charge Account of all moneys received as
Wastewater System Facility Charges, (ii) after paying or setting aside a sufficient amount to pay the Operating and
Maintenance Expenses, (iii) after making the transfer to the Rebate Account under the First Bond Resolution, (iv)
after transferring a sufficient amount to the Debt Service Account under the First Bond Resolution to equal debt
service on First Resolution Obligations, (v) after transferring a sufficient amount to the Common Reserve Account
and each Separate Series Reserve Account under the First Bond Resolution to eliminate any deficiency therein, and
(vi) after maintaining in the Sewer Fund a reasonable and necessary amount for working capital and operating
reserves, transfer from the Sewer Fund to the Subordinate Obligation Account a sufficient amount required by the
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Bond Resolution to pay all accrued and unpaid amounts and amounts to accrue and become payable during the
succeeding calendar month which are payable from the Subordinate Obligation Account.

Subordinate Obligation Account

Moneys transferred from the Sewer Fund to the Subordinate Obligation Account are to be applied on the
5th day prior to the end of each month, unless otherwise provided below, in the following order of priority:

(I) To the Rebate Subaccount such amount as is necessary to pay the rebate amount due the
United States Treasury Department under Section l48 of the Code or to set aside as a reserve for such
payment;

(2) To the Debt Service Subaccount, if and to the extent required so that the balance in the
Debt Service Subaccount shall equal the Accrued Debt Service for all Bonds Outstanding and the interest
accrued on all Bond Anticipation Notes outstanding on said date;

- (3) (a) To the Common Reserve Subaccount, if and to the extent required either (i) an
amount such that the balance in the Common Reserve Subaccount will equal the Common Reserve
Subaccount Requirement on said date, or (ii) an amount such that if the same amount were- deposited in
each month the amount of any deficiency in the Common Reserve Subaccount would be eliminated at the
end of the sixth (6th) month following the first credit; and (b) to each Separate Series Reserve Subaccount,

- if and to the extent required either (i) art amount such that the balance in each Separate Series Reserve - -

- Subaccount shall equal the Separate Series Reserve Subaccount -Requirement for each- Separate Series
Reserve Sitbaccount on said date, or (ii) an -amount such that if the same amount were deposited in each - .- -

month the amount of an deficiency in each Separate -Series Common Reserve Subaccount shalt be - - - -

- - eliminated at the end of the sixth. -(6th) month following the first -ciedir; provided, -however, that such-
transfer~shall be prorata, based on tht proportion of-the Comrrion Re-serve Subaccount Requirement and

- - - each Separate- Series Reserve Subaccount--Requirement--to the.sum oithe Common Reserve Subaccounr - - -

Requftement and all Separate Series ReserveSubaccount-Requi-renients;

- (4)- To the Third Lieu Obligation Subaccount, the amount, i-f amy, equal to all Third Lien

Obligation Requirements theretofore accrued -and unpaid and not met from any other source and to accrue
and become payable during the succeeding calendar month and not met from any other source.

The Bond Resolution permits the City and County to pay directly out of the Third Lien Obligation
Subaccount reimbursements to providers ofSupport Facilities whose Support Facilities have been drawn upon in the
same priority and order as payments from the Third Lien Obligation Subaccount to the Debt Service Subaccount, the
Common Reserve Subaccount, each Separate Series Reserve Subaccount or other Funds, Accounts and Subaccounts
as provided in a Series Resolution as if such payments were part of such Funds, Accounts and Subaccounts.

Purposes of the Various Suhaccounts in Subordinate Obligation Account

Debt Sen/CeSuhoccount.The principal and Redemption Price of and interest on the Bonds and interest on
Bond Anticipation Notes are to be paid out of the Debt Service Subaccount in the Sewer Fund to each Paying Agent
on or before the respective due dates.

Amounts accumulated in the Debt Service Subaccount by reason of the payment of any Sinking Fund
Installment may be applied by the City and County, on or prior to the 60th day preceding the due date of such
Sinking Fund Installment, to: (i) the purchase of Bonds of the maturity for which such Sinking Fund Installment
was established, or (ii) the redemption of such Bonds at the applicable Redemption Price, if then redeemable by
their terms. All such purchases of Bonds are to: (i) be made at prices not exceeding the applicable Redemption
Price of such Bonds plus accrued interest; (ii) be made as arranged by the City and County in such manner and from
such sellers or brokers at such prices as the City and County may determine; and (iii) be made to insure that delivery
of the Bonds so purchased will not occur later than the 60th day next preceding the redemption date to which the
Sinking Fund Installment is to be applied. The applicable Redemption Pnce of any Bonds (-or principal amount of
maturing Bonds) so purchased or redeemed is deemed to constitute part of the Debt Service Subaccount until such
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Sinking Fund Installment date, for the purpose of calculating the amount of such Subaccount. As soon as practicable
after the 60th day preceding the due date of any such Sinking Fund Installment, the City and County must proceed to
call for redemption on such due date Bonds of the maturity for which such Sinking Fitnd Installment was established
(except in the case of Bonds niaturing on a Sinking Fund Installment date) in such amount as is necessary to
complete the retirement of the unsatisfied balance of such Sinking Fund Installment after making allowance for any
Bonds purchased or redeemed pursuant to the Bond Resolution which the City and County has applied as a credit
against such Sinking Fund Installment as provided in the Bond Resolution.

Upon any purchase or redemption pursuant to the Bond Resolution of Bonds of any Series and maturity for
which Sinking Fund Installments shall have been established: (i) if the principal amount of the Bonds so purchased
is less than or equal to the next succeeding Sinking Fund Installment for such Senes there is to be credited to the
next such Sinking Fund Installment an amount equal to the principal amount of the Bonds of such Series so
purchased; and (ii) if the principal amount of the Bonds so purchased is greater than the next succeeding Sinking
Fund Installment, there is to be credited toward each such Sinking Fund Installment thereafter to become due an
amount bearing the same ratio to such Sinking Fund Installment as the total principal amount of such Bonds so
purchased or redeemed bears to the total principal amount of all such Sinking Fund installments to be so credited or,
at the option of the City and County, an amount equal to the next succeeding Sinking Fund installment. The portion
of any such Sinking Fund Installment remaining after the deduction of any such amounts credited toward the same
(or the original amount of any- such Sinking -Fund Installment if no such amounts have been credited toward the
same) will constitute the unsatisfied balance of such Sinking Fund Installment for the purpose of calculation of
Sinking Fund Installments due on a future date. -

- The amount, if any; ciedited ~o the Debt Service Subaccount from a Series Improvement Interest
Subaccount is to be applied to the payment of interest on the Bond~as the same becomes due and payable-as
provided in the Bond Resolution

CommonReserveSubaccoun, If on the day preceding any pnncipal or interest payment date he amount
in the Debt Service Subaccount is less than the Accrued Debt Service for all Bonds then Outstanding which are
entitled-to -the benefit of the Common Reser-~’eSubaccount,the City and County will pay—out of the -Common -.

Reserve Subaccount to eachPaying Agent for such Bonds the amount necessary to satisfy the deficiency for
paymen-t to the holder~of such Bonds. Amounts so applied are to be derived first, from cash or Investments -

Securities on credit to the Common Reserve Sübaccoànt and secottd, from dtáws or demands on Support Facilities
held as a part of the Common Reserve Subaccount, such draws or demands to be made pro raw among all such
Support Facilities based on the respective availuble amounts under such Support Facilities and upon the terms and
conditionsset forth in such Support Facilities.

Whenever the amounts on deposit in the Common Reserve Subaccount exceed the Common Reserve
Subaccount Requirement, the City and County will withdraw the amount of such excess and deposit such excess to
the credit of the Debt Service Subaccount or the Sewer Fund, as the City and County may determine.

Whenever the amount (exclusive of Support Facilities) in the Common -Reserve Subaccount, together with
the amount in the Debt Service Subaccount attributable to Bonds entitled to the benefit of the Common Reserve
Subaccount, is sufficient to pay in full the principal or Redemption Price, if any, of and interest on all such
Outstanding Bonds in accordance with their terms, the hinds on credit to the Common Reserve Subaccount are to be
transferred to the Debt Service Subaccount and applied to make such payment. Prior to such transfer, all investment
Securities held in the Common Reserve Subaccount will be liquidated by the City and County to the extent
necessary to provide for timely payment of the principal or Redemption Price, if any, of and interest on such Bonds.

When a Series of Bonds entitled to the benefit of the Common Reserve Subaccount is refunded in whole or
in part or is otherwise deemed paid within the meaning of the Bond Resolution, moneys may be withdrawn from the
Common Reserve Subaccount to pay or provide for the payment of such Bonds or refunded Bonds, as the case may
be; provided that immediately after such withdrawal or transfer there must be on credit to the Common Reserve
Subaccount for those Bonds of the Series of Bonds not refunded an amount equal to the Common Reserve
Subaccount Requirement for the Bonds entitled to the benefit of the Common Reserve Subaccount then Outstanding
after taking into account such refunding or payment.
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The City and County niay detei-niine in the Series Resolution authorizing a Series of Bonds or a Series
Certificate related to a Senes of Bonds that such Series of Bonds will not be entitled to the benefit of the Common
Reserve Subaccount. in which case no amount will be i-equired from the proceeds of such Series of Bonds for credit
to the Common Reserve Subaccount and no amount will be payable from the Common Reserve Subaccount to pay
amounts due or payable with respect to such Series ofBonds.

The Common Reserve Subaccount Requirement is to be calculated or recalculated: (i) at the time of
issuance of a Series of Bonds (or Bond Anticipation Notes); (ii) at the time a Series of Bonds is retired in its
entirety; (iii) at such other time as in the Opinion of Counsel is required to maintain the exclusion of interest on the
Tax-exempt Bonds from gross income for federal income taxation purposes.

SeparateSe~~esReserveSubaccounrs. If on the day preceding any principal or interest payment date, the
amount in the Debt Service Subaccount is less than Accrued Debt Service for the Bonds of a Series then
Outstanding which are entitled to the benefit of a Separate Series Reserve Subaccount, the City and County will pay
out of such Separate Senes Reserve Subaccount to the Paying Agent for such Bonds the amount necessary to satisfy
the deficiency for payment to the holders of such Bonds. Amounts so applied shall be derived first, from cash or
Investments Securities on credit to such Separate Series Reserve Subaccount and second, from draws or demands on
Support Facilities held as a part thereof, such draws or demands to be made pro raw among all such Support
Facilities based on the respective available amounts under such Support Facilities and upon the terms and conditions
set forth in such Support Facilities. - - - - -

Whenever the amounts on deposit in any Separate - Serie~Reserve Subaccount exceed the applicable
- - - Separate Sèriàs Reserve SubaccountRe~uirement,the City and County will withdrawthe amount of such excess and

-- - -- deposit such excess to the credit of the Debt Service SubaCcoutit -or the Sewer-Fund, as the -City and County may
determine. -- - --- __i__ ;_; -, --- - - - J -

‘~1ieneverthe amount (exclusive Ci Support Facilities) in any Separate Senes Reserve Subaccount
togeth-er with -the amount in the -Debt -Service SubaCcount attributable- -to-Bonds entitled to the benefit of such
Separate Senes Reserve Subaccount is sufficient to pay in full the pnnripal or Redemption Pnce if an~ of arid
interest on all such Outstanding Bonds in accordance with their terms the funds on credit to such Separate Senes

Reserve Subaccount are to be transferred to the Debt Service-Subaccount and applied to make such payment. Prior
to such transfer, all Investment Securities held in-such Separate Series Resemve Subaccount will be liquidated by the

City and, County to the extent necessary to provide for timely payment of the-principal or Redemption Price of and
mnteiest on such Bonds.

When a Series of Bonds entitled to the benefit of the Separate Series Reserve Subaccount is refunded in
whole or in part or are otherwise deemed paid within the meaning of the Bond Resolution, moneys may be
withdrawn from such Separate Series Reserve Subaccount to pay or provide for the payment of such Bonds or
refunded Bonds, as the case may be; providedthat immediately after such withdrawal or transfer there must be on
credit to such Separate Series Reserve Subaccount an amount equal to the Separate Series Reserve Subaccount
Requirement for the Bonds then Outstanding which are entitled to the benefit of such Separate Series Reserve
Subaccount after taking into account such refunding or payment.

Each Separate Series Reserve Subaccount Requirement is to be calculated or recalculated: (i) at the time of
issuance of a Series of Bonds (or Bond Anticipation Notes); (ii) at the time a Series of Bonds is retired in its
entirety; (iii) at such other time as in the Opinion of Counsel is required to maintain the exclusion of interest on the
Tax-exempt Bonds from gross income for federal income taxation purposes.

Certain provisions of the Bond Resolution relating to Separate Series Reserve Subaccount may be modified
in whole or in part with respect to any Series of Bonds entitled to the benefits of a Separate Series Reserve
Subaccount.

RebateSubaccount. If and ‘to the extent required by the Code, an Authorized Officer must periodically, at
such times as may be required to comply with the Code, determine the amount required to be rebated or otherwise
paid to the Department of the Treasury of the United States of America with respect to each Series of Tax-exempt
Bonds and thereafter (i) transfer from any of the Funds, Accounts and Subaccounts pledged or held under the Bond
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Resolution. other than the Debt Service Subaccount, the Third Lien Obligation Subaccount and the Reimbursable
Obligation Account and credit to the Rebate Subaccount an amount equal to all or a portion of such amount to be
rebated with t-espect to such Series of Bonds and (ii) pay out of the Rebate Subaccount to the Department of the
Treasury of the United States of America the amount, if any, mequimed by the Code to be rebated or otherwise paid.
Moneys in the Rebate Subaccount and the Subaccounts therein amenot available for the benefit of the Holders of the
Bonds and are not pledged to the payment of the Bonds or the interest themeon.

If and to the extent necessary to comply with any covenant established in a Series Resolution authorizing a
Series of Bonds or in a Series Certificate relating to such Series of Bonds regarding maintaining the exclusion of
interest on Tax-exempt Bonds from gross income for Federal income taxation purposes, the City and County may
establish a Subaccount in the Rebate Subaccount with mespect to such Series of Bonds or provide for the
establishment such-Subaccount in such Series Resolution or in such Series Certificate.

Third Lien Obligation Subaccount. The City and County must at all times maintain in the Third Lien
Obligation Subaccount an amount equal to the Third Lien Obligation Requirement. Moneys on deposit in the Third
Lien Obligation Subaccount will be applied by the City and County solely in accordance with the provisions of, and
subject to the priorities and limitations and restrictions provided in the Bond Resolution, indenture or other
instrument ofthe City and County securing or evidencing such Third Lien Obligations. Any moneys credited to the
Third Lien Obligation Subaccount are immediately free and clear of the lien and pledge created by the Bond
Resolution. - - - -

Purposes of the Various Subaccounts Outside Subordinate Obligation Account

SewerFund - Rate Stabilization Account. The amount of moneys and Investment Securities to be
-- —-- maintained-from time to time in:the Rate Stabilization Account is to be provided for in the Annual Budget- Moneys

- -- - and Investment Securities maybe tmansferred to the Rate Stabilization Account as provided in the Annual Budget
- - - - from (i) the Sewer Fund in the order of priority pmovided -in the Bond Resolution, or (ii) the Wastewater General

Account as provided in the Bond Resolution. -Moneys and lnvestmentSecurities credited to the~RateStabilization
- - Account.are to be ~ansfened to-the Sewer Fund at the times and in the amounts as maybe provided in the-Annual

Budget for the purposes of stabilizin.g the rates and cha~gesof the Wastewater System.

Sewer Fund - RenewalandReplacementAccount. Moneys on credit to the Renewal and Replacement
Account may be applied to the cost of the construction of improvements to or-reconstruction of the Wastewater
System, emergency repairs of the Wastewater System, and major or extraordinary repairs, renewals or replacements
of the Wastewater System, in each case to be set forth in the Annual Budget; (i) to restore or prevent physical
damage to the Wastewatem System or any part themeof; (ii) for the safe and efficient operation of the Wastewater
System; or (iii) to prevent loss ofRevenues.

If on the day preceding any interest payment date the moneys in the Debt Service Subaccount after making
-the transfer from the Common Reserve Subaccount as provided for in the Bond Resolution and from the Wastewater
General Account as provided for in the First Bond Resolution, are insufficient to pay the interest, principal and
medemption price becoming due on the Bonds, the City and County, after making all transfer required by the First
Bond Resolution, must transfer from the Renewal and Replacement Account for credit -to the Debt Service
Subaccount the amount necessary (or all the moneys in such Account if less than the amount necessary) to satisfy
such deficiency.

If on each January 1 and July 1 the moneys, Investment Securities and the amount of Support Facilities in
the Common Reserve Subaccount are less than the Common Reserve Subaccount Requirement, and the transfer
referred to in the preceding paragraph has been made, the City and County, after making all transfers required by the
First Bond Resolution, must transfer from the Renewal and Replacement Account for credit to the Common Reserve
Subaccount the amount necessamy (or all the moneys in such Account if less than the amount necessary) to satisfy
such deficiency.

SewerFund- ReimbursableObligation Account. The City and County must at all times maintain in the
Reimbursable Obligation Account an amount equal to the Reimbursable Obligation Requirement. Moneys on
deposit in the Reimbursable Obligation Account will be applied by the City and County solely to reimburse the
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General ftind of tI-ic City and County for payment of debt service due on Reimbursable Obligations issued om to be
issued by the City and County with respect to the Wastewater System. Any moneys deposited in the Reimbursable
Obligation Account are immediately free and clear of the lien and pledge created by the Bond Resolution.

SewerFund - WastewaterGeneralAccount. The City and County, after making all transfers required by
the First Bond Resolution, must transfer from the Wastewater General Account to the Debt Service Subaccount, the
Common Reserve Subaccount and each Separate Series Reserve Subaccount the amount necessary (or all the
moneys in the Wastewater General Account if less than the amount necessary) to satisfy any deficiencies in such
subaccounts required by the Bond Resolution.

Amounts in the Wastewater General Account not required to meet a deficiency referred to in the preceding
paragraph or other deficiency as provided in the First Bond Resolution may be applied to the following purposes in
the following order of pnonty:

(I) the Costs of Improvements, or the provision of one on more reserves therefor;

(2) for transfer to the Rate Stabilization Account in the Sewer Fund such amounts as may be
provided in the Annual Budget for the purpose of stabilizing rates and charges;

(3) the purchase at such price orprices as the City and County may deem advisable or
redemption of any Bonds and expenses of such purchase or redemption at any time; and

(4) for any other lawfi~Jpurpose of the city and.Coimty.

SewerRevenueBondimprovement~und ImprovementSecondAccount As soon as practicable on the
date of delivery of the Bonds of a Series the amount required pursuant to the Series Resolution or Senes Certificate
will be deposited in the improvement Fund for creoit to the improvement Second Account In addition the City and
County will deposit in the lmpro\ement Fund for credit to the improvement Second Account such moneys othei
than proceeds of the bonds as the City and County ma\ determine to be pro~er or appropriate to pay th~Costs of
Improvements. - - - - - - - - - - -

The Series Resolution authorizing the issuance of anySeries of Bonds (exclusive of Refunding Bonds) may
create and establish one or more separate special series improvement subaccounts (a “Series Improvement Second
Subaccount”) in the Improvement Second Account, with such designation as may be appropriate. In the event any
interest on such Bonds is to be capitalized from the proceeds of such Bonds, a special series subaccount must be
created in the improvement Second Account (a “Series Improvement Interest Subaccount”) with such designation as
may be appmopriate.

- Moneys, including proceeds of the Bonds of a Series, which are credited to a Series Improvement
Subaccountare to be applied to the payment of the Costs as are specified in the applicable Series Resolution or
Series Certificate. Any balance remaining in such Series Improvement Second Subaccount upon completion of
payment of such Costs may be used for any lawful purpose of the City and County; providedthat the City- and
County has obtained an Opinion of Counsel that any such application will not impair the exemption from Federal
income taxation of interest on any of the Tax-exempt Bonds.

Moneys credited to a Series Improvement Second Interest Subaccount are to be used for the purpose of
paying interest on the Bonds of designated Series. On or before the 5th day preceding the end of the month next
preceding the maturity of an installment of interest on the Bonds for the payment of which moneys have been
credited to such Series Improvement Second interest Subaccount, the City and County must transfer from a Series
Improvement Second Interest Subaccount to the Debt Service Subaccount an amount which, together with any
moneys theretofore held in the Debt Servite Subaccount, are sufficient to pay such next maturing installment of
interest on such Bonds.

Payments from the Improvement Second Account are to be made as specified in the Series Resolution
authorizing the issuance of a Series of Bonds or a Series Certificate related to a Series of Bonds.

A-20



Moneys, including proceeds of the Bonds, in the Improvement Second Account, pending their application
as provided in the Bond Resolution and Series Resolution and Series Certificate, are subject to a prior and
paramount lien and charge in favor of the Holders of the Bonds, and the Holders of the Bonds have a valid claim on
such moneys for the further security of the Bonds until paid out or transferred as provided in the Bond Resolution.
In the event that there is an insufficiency in the -Debt Service Subaccount to pay Debt Service after all transfers,
other than a transfer from the Wastewater System Facility Charge Account, have been made pursuant to and in
accordance with the Bond Resolution, the City and County must transfer from the Improvement Second Account
such amount (or all remaining amounts in such lmpmovement Second Account) as is deemed necessary by the
Director of Budget and Fiscal Services for deposit in the Debt Service Subaccount, which, together with the amounts
then on credit to the Debt Service Subaccount, is sufficient to pay Debt Service. -

SewerFund- WastewaterSystemFacility ChargeAccount. In the event that there is an insufficiency in the
Debt Service Subaccount to pay Debt Service after all transfers have been made pursuant to and in accomdance with
the First Bond Resolution and the Bond Resolution, the City and County must transfer from the Wastewater System
Facility Change Account such amount (or all remaining amounts in the Wastewater System Facility Charge
Account) as is deemed necessary by the Director of Budget and Fiscal Services for deposit in the Debt Service
Subaccount, which, together with the amounts then on deposit in the Debt Service Subaccount, is sufficient to pay
Debt Service. The amount of any such transfer must at the earliest practicable date be meimbursed to the Wastewater
System Facility Charge Account as provided in the Bond Resolution.

Amounts held in the Wastewatem System Facility Charge Account are to be expended for the purposes
specified in Section 6-47.1 of the City Code. - -

luvesimentof Funds - - - -- - - -

Moneys in the Debt Service Subaccount may, to the fullest extent practicable and reasonable, be invested
and reinvested solely in noncallable Investment Securitieswhich -are-Government Obligations, FNMAs or FFThMCs
(as such terms ire- defined in the definition -of Investment Securities) and which—mature or are subject to redemption
at the:option of the -holder thereof on or priorlo the respective dates -when the -moneys in -Debt Service Subaccount
will be required for the purposes intended. Moneys in the Common Reserve Subaccount or any Separate Series
Reserve Subaccount not required for immediate disbursement for the purpose for which the Common Reserve
Subaccount or such Separate Series Reserve Subaccount is created may, to the fullest extent practicable and
reasonable, be invested and reinvested solely in, and obligations credited to the Common Reserve Subaccount or
such Separate Series Reserve Subaccount must be, investments specified in items (i) to (vi), inclusive, of the
definition of Investment Securities and which mature or are available at par at or prior to five (5) years from the date
of investment thereof

Moneys in the Sewer Fund not required for immediate disbursement for the purpose for which such-Fund is
created may, to the fullest extent practicable and reasonable, be invested and reinvested, to the extent allowed by
law, solely in, and obligations deposited in such Fund will be, Investment Securities which mature or are subject to
redemption or payment at par at the option of the holder thereof, not later than such times as will be necessary to
provide moneys when needed to provide payments from such Fund.

Moneys in the Improvement Second Account, other than a Series Improvement Second Interest Subaccount
therein, not required for immediate disbursement for the purposes for which such Account is created may, to the
fullest extent practicable and reasonable, be invested and reinvested to the extent allowed by law, solely in, and
obligations deposited In such Account will be, Investment Securities which mature on are subject to redemption or
payment at par at the option of the holder thereof not later than such times as shall be necessary to provide moneys
when needed to provide payments from such Account. -

Moneys in a Series Improvement Second Interest Subaccount in the Improvement Second Account not
required for immediate disbursement for the purposes for which such Account is created may, to the fullest extent
practicable and reasonable, be invested and reinvested to the extent allowed by law, solely in, and obligations
deposited in such Account shall be, noncallable Investment Securities which are Government Obligations, FNMAs
or FHLMCs (as such ternis are defined in the definition of Investment Securities) that mature or are subject to
redemption at the option of the holder thereof not later than such times as shall be necessary to provide moneys
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when needed to provide payments fiomn such Account.

To the extent permitted in the Bond Resolution, all income received from the investment or reinvestment of
moneys in the Funds, Accounts and Subaccounts established under the Bond Resolution will be deposited in the
respective Fund, Account and Subaccount from which such investments are made and applied as a credit against the
next succeeding deposit or credit required to be made pursuant to the Bond Resolution; provided however, that
except as to the Third Lien Obligation Subaccount and the Reimbursable Obligation Account, all on a portion of the
income received from the investment on reinvestment of moneys in any such Fund, Account and Subaccount may be
deposited in the Sewer Fund on the Improvement Second Account, including a Series Improvement Second Intenest
Subaccount therein; and provided,further. howeve,;that all income received from the investment or reinvestment of
moneys in any Series Improvement Second Interest Subaccount must be deposited in the Debt Service Subaccount.

Neithei- the Director of Budget and Fiscal Services non any Paying Agent shall be liable for any
depreciation in value of any investments made by the City and County.

Valuation of Investment Securities

In computing the amount in any Fund, Account or Subaccount, Investment Securities therein are to be
valued at cost or accreted value, whichever is lower, exclusive of accrued interest. The City and County is to
determine the value of Investment Securities held iii any Fund, Account on Subaccount as frequently as it deems
necessary, but not less often than annually. -

Depositaries - - - - -

-All moneys held by the City and County or any Depositary under the provisions of the Bond Resolution are
tobe held in trust and applied only in accordance with the provisions of the Bond Resolution, and each of the Funds.
Accountc ann S jbac.ount~established by the Bond Resolution shall be a trust tund

-- Each Depositary must- be -a bank -or trust- company o~gahizedunder the laws of any stale of the-United

States oranational banking association: having capital stock, surplusand-undivided earnings of $3,000,000:or more
and -willing and able to accept such office on reasonable arid customary terms and authorized by law to act in
accQrdánce with the piovisions ofthe Bond Resolution. - - --

Concerning Depositaries and Fa)~ngAgents

Qualifications andAppointment. The Director of Budget and Fiscal Services may appoint one or more
Paying Agents and Depositaries as of the date of issuance and delivery of the first Series of Bonds and may at any
time on from time to time appoint one or more other Paying Agents or other Depositaries having the qualifications of
a depositary, as described in the Bond Resolution; provided however, the Director of Budget and Fiscal Services
may be designated Paying Agent and/or Depositary. Each Paying Agent, other than the Director of Budget and
Fiscal Services, and each Depositary, other than -the Director of Budget and Fiscal Services, shall signify its
acceptance of the duties and obligations imposed upon it by the Bond Resolution by executing and delivering to the
City and County and the Director of Budget and Fiscal Services a written acceptance thereof

PayingAgentsandDepositariesMa)’ Buy, Hold, Sellor Deal in Bondsand OtherIndebtednessof the City
and County. Each Paying Agent and each Depositary and its respective directors, officers, employees or agents,
may in good faith buy, sell, own, hold and deal in any of the Bonds issued under the provisions of the Bond
Resolution and may Join any action which any Holder of a Bond may be entitled to take, with like effect as if such
Paying Agent or Depositary were not a Paying Agent or any Depositary, as the case may be, under the Bond
Resolution. Any Paying Agent or any Depositary may in good faith hold any other form of indebtedness of the City
and County; own, accept or negotiate any drafts, bills of exchange, acceptances or obligations of the City and
County, and make disbursements for the City and County and enter into any commercial on business arrangement
therewith.

Reimbursementof Paying Agentsand Depositariesfor Fees, Expensesand Charges. Each Paying Agent
and each Depositary shall be entitled to reasonable fees and to reimbursement by the City and County for all
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expenses and charges reasonably incun-ed by it in the perfoi-mance of its duties under the Bond Resolution. No
Paying Agent nor Depositary shall have a lien for such fees and reimbursement on the moneys pledged to secure the
Bonds under the Bond Resolution at any time held by it, prior to the lien or claim of the Holders of the Bonds on all
such moneys.

Covenants

The City and County has covenanted and agreed in the Bond Resolution with the Holders of all Bonds
issued pursuant to the Bond Resolution as follows:

Maintenanceof the Propertiesof the WastewaterSystem;Keepingthe System.in Good Repair. The
Department will: (i) maintain, presenve and keep, or cause to be maintained, preserved and kept, the properties of the
Wastewaten System and all additions and betterments thereto and extensions thereof, and every part and parcel
thereof in good repair, working order and condition, (ii) from time to time make, on cause to be made, all necessary
and proper repairs, renewals, replacements, additions, extensions and bettennents thereto, so that at a-Il times the
business carried on in connection therewith shall properly and advantageously be conducted, and (iii) comply, or
cause to be complied with the terms and conditions of any permit or license for the Wastewater System or any part

- thereof issued by any federal on state governmental agency or body and with any federal or state law or Tegulation
applicable to the construction, operation, maintenance and repair of the Wastewater System or requiring a license,

- - permit or approval.therefor. - -

Ratesan4.Charges. The City and County willat all times fix, charge and collect such rates and-other
changes as shall be required-in order that in each Fiscal Year the Net Revenues-will be-not less than the Net Revenue
Requirement for such Fiscal Year (“Rate Covenant”). The-failure in- any Fiscal Year to comply with the foregoing
Rate Covenant does not constitute an Event of I~efaultif the City and County complies with requirements described
in-the-next paragraph. - - - -- - -- - - - -

- - - - - Prior to the end- of each Fiscal Year -the Director, of Environmental -Services or -the Director of Budget and -

Fiscal ‘Sèn?ices’ if requested by the Director of Environmental. Services must- complete a revi&~vof the financial
condition of the Department for the purpose of estimating whether the Net Revenues for such Fiscal Year and for the
next suci±eediiig Fiscal Year will be sufficient to comply with the Rate Covenant and must by a written certificate
make a determination with respect to such compliance. Such review may take into consideration-the completioti c-f
any uncompleted Improvement and the issuance of ftture Series of Bonds if necessary to finance the completion of
such Improvements. Such written centificate must set forth a reasonably detailed statement of the actual and
estimated Revenues, Operation and Maintenance Expenses, Aggregate Debt Service, and any other estimates or
assumptions upon which such detennination was based, and must be filed with the City Clerk on or before July 1 in
each year. If it is determined in such written certificate that the Revenues may not be so sufficient, the Director of
Environmental Services or the Director of Budget and Fiscal Services if requested by the Director of Environmental
Services must forthwith make a study for the purpose of determining a schedule of fees, rates and charges which, in
the opinion of the Director of Environmental Services or the Director of Budget and Fiscal Services, will cause
sufficient Revenues to be collected in the following Fiscal Year to comply with the Rate Covenant and will cause
additional Revenues to be collected in such following and later Fiscal Years sufficient to eliminate the amount of
any deficiency at the earliest practicable time, or the Director of Environmental Services or the Director of Budget
and Fiscal Services may elect to cause the Consulting Engineer to make such a study and render such opinion. The
City Council shall as promptly as practicable but no later than the 120 days following such determination by the
Director of Environmental Services or the Director of Budget and Fiscal Services, or receipt of the Consulting
Engineer’s recommendation, adopt and place in effect a schedule of fees, rates and charges as so determined or
recommended pursuant to the Bond Resolution.

Sale, Leaseor Other Disposition of Pi-operties of the WastewaterSystem. The properties of the
Wastewater System may not be sold, mortgaged, leased or otherwise disposed of except as described below.

The properties of the Wastewater System may be sold, leased, or otherwise disposed of in their entirety if
simultaneously with such sale, lease or other disposition thereof provision is made for the payment of all Bonds then
Outstanding and such Bonds are no longer deemed Outstanding within the meaning of the Bond Resolution.
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Any potti on of the properties of the Wastewater System may be sold, leased, or otherwise disposed of on
such terms and conditions as may be determined by the City and County if the value of such portion of the
properties as of the date of such sale, lease or disposition does not exceed five percent (5%) of the net book assets of
the Wastewater System as of the last day of the preceding Fiscal Year as shown in the most recent audited financial
statements of the Department. Any part of the pi-operties of the Wastewater System having a value as of the date of
the sale, lease or disposition which exceeds 5% of the net book assets of the Wastewater System as of the last day of
the preceding Fiscal Year as shown in the most recent audited financial statements of the Department may be sold,
leased, on otherwise disposed of if the Consulting Engineer certifies to the City and County in writing that the terms
and conditions of the proposed sale, lease or other disposition of any such properties are fair and reasonable, and that
the estimated Revenues to be derived from the remaining properties of the Wastewater System, after taking into
consideration the use by the Department of the proceeds of such proposed sale, lease or other disposition of such
properties, will be sufficient to enable the City and County to comply with all covenants and conditions of the Bond
Resolution. Proceeds of any sale, lease or other disposition of any portion of the properties of the Wastewater
System pursuant to this provision are to be paid first into the Debt Service Account created by the First Bond
Resolution and applied to the purchase or redemption of bonds thereunder, second into the Debt Service Subaccount
and applied to the purchase or redemption of Bonds, and third into the Sewer Fund and applied by the City and
County for the purpose of constructing extensions, betterments or improvements to the Wastewater System as the
City and County may determine.

Surplus lands, crops, timber, huilditigs and any other portion of the works, plant and facilities of the
Wastewater System and real and personal property comprising a part thereof, which, in the opinion of the Director
of Environmental Services, have become unserviceable, inadequnte, obsolete, worn out, or unfit to be used in the
operation of the Wastewater System, or no longer necessary, material to, or useful in such operation may be sold,
lease4~or otherwise disposed of Proceeds of any such sale, -lease or other disposition of any portion of the
pncpertie~of the Waste\~aterSystem pursuant to this nrovtston are to be paid tntp the Sewer Fund

-- ifpermitted by the laws oftheState, theCity -and:Countymay-transfdr-without consideration the properties-
comprising the \\ astcwater System to a public corporation or pohtiLal subdivision of the Stile provided ~,uch

corporation or-subdivision assumesall of the CityaticFCounty~sor the Department’s obligations and duties under the -

Bond Resolution. - - - - - - - -

In the event that any pan of the properties of the Wastewater System: is transferred from the City and
County through the operation of law (including condemnation), any moneys received by the City and County as a
resultof such transfer are to be paid: (i)if such proceeds are not in excess of $250,000, into the Sewer Fund; or (ii) -

if such proceeds are in excess of $250,000: (a) into the Debt Service Account created by the First Bond Resolution
and applied to the purchase or redemption of bonds issued thereunder; (b) in the Debt Service Subaccount and
applied to the purchase or redemption of Bonds; or (c) into the Renewal and Replacement Account and applied by
the City and County for the purpose of constructing replacements, extensions, betterments or improvements to the
Wastewater System, as the City and County shall detennine. -

Insurance. Except as provided for in the next paragraph, the Department must keep, or cause to be kept,
the works, plants and facilities comprising the properties of the Wastewater System and the operations thereof
insured to the extent available at reasonable at reasonable cost with responsible, insurers, with policies payable to the
City and County or the Department, against risks of direct physical loss, damage to or destniction of the above-
ground structures, and the equipment and contents therein, of the Wastewater System arising from accidents,
casualties on negligence, and other causes customarily insured against, at least to the extent that similaT insurance is
usually canied by utilities operating like properties, including liability insurance and workman’s compensation
insurance; provided, however, that any time while any contractor engaged in constructing any part of the
Wastewater System is fully responsible for such insurance, the Department is not required to keep such part of the
Wastewater System insured. All policies of insurance shall be for the benefit of the Holders of the Bonds and the
City and County or the Department as their respective interests may appear.

In the event of any loss or damage to the properties of the Wastewater System covered by insurance, the
Department will: (i) with respect to each such loss, promptly repair and reconstruct to the extent necessary to the
proper conduct of the operations of the Wastewater System the lost or damaged portion thereof and shall apply the
proceeds of any insurance policy or policies covering such loss or damage for that purpose to the extent required
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therefor, unless, in case of loss or damage involving $250,000 or more, the Department determines that such repair
and reconstruction will not be undertaken; and (ii) if the Department does not use the entire proceeds of such
insurance to repair or reconstruct such lost or damaged property, the proceeds of such insurance policy or policies or
any portion thereof not used for such repair or reconstruction, as the case may be, are to be paid into the Sewer
Fund. If the Department does not obtain insurance from responsible insurers as provided for in the Bond
Resolution, the City and County or the Department must self-insure; provided, however, that if the Department fails
to carry insurance against any of the risks normally insured against by operators of facilities similar to the
Wastewaten System, it must secure the concurrence of an independent insurance consultant. In making its decision
whether to concur in such self-insurance, the independent insurance consultant must (i) make an estimate of the
added financial risks, if any, assumed by the Department as a result of the self-insurance; (ii) consider the
availability of commercial insurance, the tenns upon which such insurance is available and the costs of such
available insurance, and the effect of such terms and costs upon the Department’s costs arid charges for its services;
and (iii) determine whether the added financial risk, if any, being assumed by the Department is prudent in light of
the savings to be realized from such self-insurance or in light of the general availability of insurance.

The Department may include insurance required by the Bond Resolution as part of a blanket insurance
policy ofthe City and County.

ConsultingEnginee;-. The City Council, the Director of Environmental Services or the Director of Budget
and Fiscal Services may from timeto time retain and appoint, as Consulting Engineer, an independent consulting
engineer or engineering firm or cerporation having special skill, knowledge and experience in analyzing the
operations of wastewater systems, preparing rate analyses, forecasting the loads and revenues of wastewater
systems, preparing feasibjlity reports-respecting the financing of wastewater systems and advising on the operation - -- - - -

of wastewater facilities, who- shall be available to advise the Department, upon request, and to make such - — - :- - -

- --investigations and- determinations as may- be necessary--from. time to time under the provisions of the Bond - -- - -

Resolution. - - - -

-- Books-of-Account;AnnuatAudit.:The Department will maintain and keep proper books of account reiating
to the Wustewater System and in accordance with generally accepted accounting pnnciples Within 180 days atici

- - -- the end of each Fiscal Year cotnmencing with the Fiscal Year ending June 30, 2000, the Department will cause such
books of account to be audited by an independent certified public accountant. The audit required by the Bond
Resolution may be part of a comprehensive audit of the City and County, providedthat the Wastewater System in
such audit is treated as an “enterprise hind” and the revenues and expenses of the Wastewater System are stated in a
manner which permits identification by category of the sources and uses of the Revenues. A copy of each audit
report prepared in conformity with generally accepted accounting principles must be filed promptly with the City
and County and sent to any Bondholder filing with the Director of Environmental Services a written request for a
copy thereof. and to any Rating Agency which has rated any Bonds.

To Pay BondsPunctually. The City and County will duly and punctually pay, or cause to be paid, but only
from the Revenues, income and other hinds specified in the Bond Resolution, the principal and Redemption Price (if
any) of, and interest on, each and every Bond on the dates and at the places, and in the manner provided in the
Bonds according to the true intent and meaning thereof, and the City and County will faithfully do and perform and
at all times fully observe and keep any and all of its covenants, undertakings, stipulations and provisions contained
in the Bonds and in the Bond Resolution.

Paymentof Taxesand OtherClaims. The Department must from time to time duly pay and discharge, or
cause to be paid and discharged, all taxes, assessments and other governmental charges, or payments in lieu thereof,
lawfully imposed upon the properties of the Wastewater System (or any part thereoi) or upon the Net Revenues or
income received therefrom when the same become due, as well as all lawful claims for labor, material and supplies,
which, if not paid, might become a lien or charge upon said properties or any part thereof, or upon the Revenues
derived from the ownership or operation of the Wastewater System, or which might in any way impair the security
of the Bonds, except any such assessments, charges or claims which the Department in good faith contests as to
validity.

ExtensionofPaymentofBonds. The City and County will not, directly or indirectly, extend or assent to the
extension of the maturity of any of the Bonds or the time ofpaytnent of any claims for interest by the purchase of
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such Bonds, coupons, iiany, or claims for interest or by any other arrangement and in case the maturity of any of the
Bonds or the time for payment of any such claims for interest is extended, such Bonds or claims for interest will not
be entitled, in case of any default under the Bond Resolution, to the benefit of the Bond Resolution or to any
payment out of any assets of the City and County or the funds (except funds held in trust for the payment of
particular Bonds or claims for interest pursuant to the Bond Resolution) held by the Paying Agents, except subject to
the prior payment of the pnncipal of all Bonds issued and Outstanding the maturity of which has not been extended
and of such portion of the accrued interest on the Bonds as shall not be represented by such extended claims for
interest.

Sound Improvementsond Extensions. The Department will not expend any of the income, revenues,
receipts, profits and other moneys derived by it from the ownership or operation of the Wastewater System for any
renewals, replacements, additions, betterments and improvements to, or extensions of, the Wastewater System
which, in the sole opinion of the Director of Environmental Services, will not properly and advantageously
contribute to the conduct of the business of the Wastewater System in an efficient and economical manner unless
required to do so to permit the continued operation of the Wastewater System or to preserve or protect the
Wastewater System. -

Annual Budget. Not latet than May31 before the beginning of any Fiscal Year the City and County or the
Department will prepare a preliminary budget of Operation and Maintenance Expenses of the Wastewater System
and reserves therefor for the ensuing Fiscal Year. Each such budget and- each Annual Budget will include, in
addition to provisions for all anticipated Operation and Maintenance Expenses,- provision for the payments required
to be made to the Renewal and Replacement Account, provided that such payments shall in the aggregate at least
equal the amount described below. Such preliminary budget and any Annual Budget may set forth such additional
material as the City and County or the Department may determine. - - -

- : - - - Excepi as described below-; on or before the 15th day of each suOh Fiscal Year, the City and-County must - -- -

- - - finally~adopr-the Annual -Budget for such year. The- (‘.-ity andCounty- may-at- any time--adopt an amendetb-Ar,r,u-al - -

-Budget-for the remainder of the then current-Fiscal Year. Copies -of the Annual Budget and of any amended -A.niiual - - - --

Budget -are to be made available for inspection by the Bondholders and-are to-be sent to each Rating Agey:;.. - - -

if for any reason the City and County does not adopt the Annual Budget before the 15th day of any Fiscal
- - Year, the budget for the preceding - Fiscal Year is deemed to be in effect fot such Fiscal Year until the Annual

Budget for such Fiscal Year is adopted: For any purpose of computation under the provisions of the Bond
Resolution, the budget for the preceding year is deemed to have been adopted for any Fiscal Year until the Annual
Budget for such year is adopted. -

Every preliminary budget, Annual Budget and amended Annual Budget must: (i) set forth in reasonable
detail amounts required for repair, replacement or reconstruction of the Wastewater System and major or
extraordinary repairs, renewals or replacements of the Wastewater System, if any, for the period to be covered by
such budget; (ii) specify the amounts to be deposited in the Renewal and Replacement Account, the Subordinate
Obligation Account (including the Third Lien Obligation Subaccount therein), the Reimbursable Obligation Account
and the Wastewater General Account, and the amounts to be maintained in the Sewer Fund for working capital and
operating reserves and in the Rate Stabilization Account for rate stabilization purposes, if any, for such purposes for
such period, (iii) specify the amounts to be transferred from the Wastewater General Account to the Rate
Stabilization Account and to other Funds and Accounts; and (iv) project the amounts required for such purposes for
the next five Fiscal Years in such format as the Director of Environmental Services may determine. A copy of each
such report is to be filed and maintained in the records of the City and County.

Events of Default

Each of the following events constitutes an Event of Default under the Bond Resolution:

(a) if payment of the principal and Redemption Price, if any, of any Bond, is not punctually
made when due and payable, whether at the stated maturity thereof or upon proceedings for the
redemption thereof (whether by voluntary redemption or a mandatory sinking fund redemption of
otherwise);
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(b) if payment of the interest on any Bond is not punctually made when due;

(c) if the provisions of any Series Resolution with respect to mandatory Sinking Fund
Installment payments or the redemption of Term Bonds therefrom, as the case may be, are not
punctually complied with at the time and in the manner specified in such Series Resolution;

(d) if the City and County or the Department fails to duly and punctually perform or observe
any other of the covenants, agreements or conditions contained in the Bond Resolution or in the
Bonds, on the part of the City and County or the Department to be performed, and such failure
continues for 90 days after written notice thereof from the Holders of not less than 20% of the
Bonds then Outstanding; provided that, if such failure is such that it cannot be corrected within
such 90-day period, it will not constitute an Event of Default if corrective action is instituted
within such period and diligently pursued until the failure is corrected;

(e) if the City and County: (i) admits in writing its inability to pay its debts generally as they
become due; or (ii) files a petition in bankruptcy or seeking a composition of indebtedness under
the provisions of any Federal or state bankruptcy or similar law; or (iii) makes an assignment for
the benefit of its creditors; or (iv) files a petition or any answer seeking relief under the provisions
of any Federal or state bankruptcy or similar law; or (v) consents to the appointment of a receiver
of the whole or any substantial part of the Wastewater System; or (vi) consents to the assumption
by any court ofcompetentjurisdiction under the provisions of any other law for the relief or aid of
debtors of custody or control of the City and County or the Department, or of the whole or any
substantial part of the Wastewater System; and

-- -- - (0 ifa default occurs tinder the-First Bond Resolution~ - - - -

:Notjeeto.floniJholders of-Event of Default - -- - - - - -

Immediately after the occurrence of an Event of Default -or within 30 days after any Paytng Agent knows of . - - - -.

any other Event of Default, the Paying Agent or Paying Agents shall give notice of all such Events of Default to the
Bondholders, all other Paying Agents and Support Facility Providers, and each Rating Agency, in the manner as
provided for in the Bond Resolution, unless such Ei’ents of Default shall have-been cured before the giving of such
notice. - - -

Acceleration of Bonds; Rights of Insurers

If an Event of Default shall happen and shall not have been remedied, then and in every such case the
Holders of not less than 25% in principal amount of the Bonds then Outstanding, by notice in writing to the City and
County and the Director of Budget and Fiscal Services, may declare the principal of all the Bonds then Outstanding,
and the interest accrued thereon, to be due and payable immediately, and upon any such declaration the same shall
become and be immediately due and payable. The right of the Holders of not less than 25% in principal amount of
the Bonds then Outstanding to make any such declaration, however, shall be subject to the condition that if, at any
ttme after such declaration, but before the Bonds shall have matured by their terms, all overdue installments of
interest upon the Bonds, together with interest on such overdue installments of interest to the extent permitted by
law and all other sums then payable by the City and County under the Bond Resolution (except the principal of, and
interest accrued since the next preceding interest date on, the Bonds due and payable solely by virtue of such
declaration) shall either be paid by or for the account of the City and County or provision satisfactory to the Holders
of a majority in principal amount of the Bonds then Outstanding shall be made for such payment, and all defaults
under the Bonds or under the Bond Resolution (other than the payment of principal and interest due and payable
solely by reason of such declaration) shall be cured or be secured to the satisfaction of the Holders of a majority in
principal amount of the Bonds then Outstanding or provision deemed by such Holders of the Bonds to be adequate
shall be made therefor, then and in every such case the Holders of at least a majority ~n principal amount of the
Bonds then Outstanding, by written notice to the City and County, may rescind such declaration and annul such
default in its entirety, but no such rescission shall extend to or affect any subsequent default or impair or exhaust any
resulting right or power.

A-27



The bond insurers for all Outstanding Bonds and for the Senes 2003 Bonds have certain consent rights in
connection with any default which may consti-ain the rights of the Holders described above.

Inspection of Books and Records; the City and County to Account as Trustee for Express Trust

The City and County covenants that if an Event of Default shall have happened and shall not have been
remedied, the books of record and account of the Department relating to the Wastewater System and all other
records relating thereto shall at all times be subject to the inspection and use of the Holders of at least 25% in
principal amount of the Bonds then Outstanding and of their respective agents and attorneys or of any committee
therefor.

The City and County covenants that if an Event of Default shall have happened and shall not have been
remedied, the City and County will continue to account, as a trustee of an express trust, for all Revenues and other
moneys, securities and funds pledged under the Bond Resolution.

Application of Revenues in an Event of Default

During the continuance of an Event of Default as described in items (a) through (c) of the Events of Default
described above or of any other Event of Default resulting in an Event of Default described in items (a) through (c)

of the Events of Default described above, the Revenues received by a receiver appointed pursuant to the Bond
Resolution as the result of the taking of possession of the business and properties of the Wastewater System, are to
be applied by the receiver: first, to the payment of all necessary and proper Operation and Maintenance Expenses of
the Wastewater System and all other proper disbursements or liabilities made or incurred by-the receiver; second, to

- - the then due and overdue pa~nentsitito the Debt Service Subaccount, including the making up of deficienc?es -

therein; and last, for an iawfiui purpose at connection with the Wastewater System. - -..

In the event that at any time the funds held by the i-eceiverare insufficient for the payment of the princip~il: -

-and- Redemption- Price (if-anyj of, and intere.si then- due-on; the Bonds, such funds (etherthan funds held for the - -

payrnentot redei-nption-of particular Bonds or coupons-) and all Revenues ol the Department and other of its:monèys-, -c

- received -or collected for the benefit or for the account of Holders df the Bonds by the receiver are to be applied as - -

follows: - - - - -

(I) Unless the principal of all of the Bonds shall have become due and payable,

First, to the payment of all necessary and proper Operation and Maintenance Expenses of
the Wastewater System and all other proper disbursements or liabilities made or incurred by the
receiver; -

Second, to the payment to the persons entitled thereto of all installments of interest then
due (including any interest on overdue principal) in the order of the maturity of such installments,
earliest maturities first, and if the amounts available shall not be sufficient to pay in full any
installment or installments of interest maturing on the same date, then to the payment thereof
ratably, according to the amount due thereon, to the persons entitled thereto, without any
discrimination or preference; and

Third,, to the payment to the persons entitled thereto of the principal and premium, if any,
due and unpaid upon the Bonds at the time of such payment without preference or priority of any
Bond over any other Bonds, ratably, according to the amounts due respectively for principal and
redemption premium, without any discrimination or preference.

(2) If the principal of all of the Bonds shall have become due and payable,

First, to the payment of all necessary and proper Operation and Maintenance Expenses of
the Wastewater System and all other proper disbursements or liabilities made or incurred by the
receiver;
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Second. to the payment of the principal and interest then due and unpaid upon the Bonds
without preference or priority of principal over interest or of interest over principal, or of any
installment of interest over any other installment of interest, or of any Bond over any other Bonds,
ratably, according to the amounts due respectively for principal and interest, to the persons entitled
thereto without any discrimination or preference.

Whenever moneys are to be applied as described in the foregoing paragraphs, suchmoneys shall be applied
by the receiver at such times, and from time to time, as it in its sole discretion shall determine, having due regard to
the amount of such moneys available for application and the likelihood of additional moneys becoming available for
such application in the future.

If and whenever all overdue installments of interest on all Bonds, together with the reasonable and proper
charges, expenses, and liabilities of the Holders of the Bonds, their respective agents and attorneys, and all other
sums payable by the City and County under the Bond Resolution including the principal and Redemption Price (if
any) of all Bonds which shall then be payable, shall either be paid in full by or for the account of the City and
County or provision satisfactory to the receiver shall be made for such payment, and all defaults under the Bond
Resolution or the Bonds shall be made good and secured to the satisfaction of the receiver or provision deemed by
the receiver to be adequate therefor, the receiver shall pay over to the Department all of its moneys, securities, funds
and Revenues then remaining unexpended, in the hands of the Bondholders’ Committee (except moneys, securities,
funds or Revenues deposited or pledged, or required by the terms of the Bond Resolution to be deposited or pledged,
with the Director of Budget and Fiscal Services), control of the business and possession of the property of the
Department shall -be restored -to the Department, and thereupon the City-and County shall be restored to its former

- positions and rights under the Bond Resolution, and all Revenues shall thereafter be applied as provided for in The
Bond Resolution. No such payment over to the Department by the, receiver -or resumption of this application of

- --. - - Revenues as provided in -the; Bond Resolution, sh.all.extend-to or affect any subsequent default under the- Bond
Resolution or impair any right consequent thereon. - -- - - - :- - - :, - - -S-- -- -

Suits at Law or Equity and Mandamus and Appointment of a Receiver - -

If an Event of Default shall happen and shall nOt have been remedied then and in every such case bu
subject to the provisions, limitations and conditions as-set forth in the Bond Resolution, the Holder of an9 Bond at

- . the time Outstanding shall-be entitled, for the equal benefit and protection of all Holders of the Bonds similarly
situated to proceed, protect and enforce the rights vested in such Holder by the Bond Resolution by such appropriate

judicial proceeding as such Holder shall deem most effectual to protect and enforce any such right, either by suit in
equity or by action of law, whether for the specific performance of any covenant or agreement contained in the Bond
Resolution, or in aid of the exercise of any power granted in the Bond Resolution, or to enforce any other legal or
equitable right vested in the Holders of Bonds by the Bond Resolution or by law; provided, however, that no judicial
proceeding shall be brought seeking the appointment of a receiver to take possession of the Wastewater System or to
manage, receive and apply the Revenues unless the Holders of not less than a majority in principal amount of the
Bonds then Outstanding Or a Bondholders’ Committee representing the Holders of not less than a majority in
principal amount of the Bonds then Outstanding shall have joined in or consented to such proceeding.

Bondholders’ Committee -

If an Event of Default shall happen and shall not have been remedied, the Holders of not less than 25% in
principal amount of the Bonds then Outstanding may call a meeting of the Holders of Bonds for the purpose of
electing a Bondholders’ Committee. Such meeting shall be called and proceedings thereat shall be conducted as
provided for other meetings of Bondholders pursuant to the Bond Resolution. At such meeting the Holders of not
less than a majority of the principal amount of the Bonds then Outstanding must be present in person or by proxy in
order to constitute a quorum for the transaction of business, less than a quorum, however, having power to adjourn
from time to time without any notice other than that required by the Bond Resolution. A quorum being present at
such meeting, the Bondholders present in person or by proxy may, by the votes cast by the Holders of a majority in
principal amount of the Bonds so present in person or by proxy, elect one or more persons who may or may not be
Bondholders to the Bondholders’ Committee which shall act as trustee for all Bondholders. The Bondholders
present in person or by proxy at said meeting, or at any adjourned meeting thereof, shall prescribe the manner in
which the successors of the persons elected to the Bondholders’ Committee at such Bondholders’ meeting shall be

—. —
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elected or appointed, and may prescribe rules and regulations governing the exercise by the Bondholders’
Committee of the power confen-ed upon it. and may pT-ovide for the termination of the existence of the Bondholders’
Committee.

Bondholders May Direct Proceedings; Rights of Insurers

The Holders of not less than a majority in principal amount of the Bonds at the time outstanding are
authorized and empowered: (I) to direct the time, method, and place of conducting any proceeding for any remedy
available to the holders of the Bonds; or (2) on behalf of the holders of the Bonds then outstanding, to consent to the
waiver of any Event of Default or its consequences. No waiver or rescission shall extend to any subsequent or other
default, or impair any right consequent thereon.

The bond insurers for all Outstanding Bonds and for the Series 2003 Bonds have certain consent rights in
connection with any default which may constrain the rights of the Holders described above.

Abandonment of Proceedings; Adverse Determination -

No delay or omission of any Holder of Bonds-to-exercise any right or power arising upon the occurrence of
a default under the Bond Resolution, including an Event of Default, shall impair any right or power or shall be
construed to be a waiver of any such-default or to be an acquiescence therein. -Every power and remedy given by the
Bond Resolution to the Holders of Bonds may be exercised from time to time and as often as may be deemed
expedient by such Holders. - - -

-‘ - In case the Holders of-tl* Bonds-or a BondholderS’ Committee fonriëd pursuant to the Bond Resolution-
- - - shall have-ptoceeded to enforce any right under the Bond -Resolution and such proceedings shall Mvé been

aiscontinued or abandoned for any reason, or shall havebeen determined adversely to the Holders of the Bondsor
such Bondholders’ Committee, then and in every such -case the City and County,: and the Holders of the Bonds shall

- be restosed to their former positions-and rights under the Bond Resolutioti, and all rights, remedies and powers of the
-- - Holders-of the Bondsshall continue-as iftiosuch -p~oceeding~had been--takeny - - -

Remedies Subject to Rights of Holders of First Resolution Obligations - - - -

The Bond Resolution expressly limits the right of holders of the Bonds as described below:

(A) In the event of any insolvency or bankruptcy proceedings, and any receivership, liquidation,
reorganization or other similar proceedings in connection therewith, relative to the City and County or the
Department, or to property of the City and County or the Department, and in the event of any proceedings for
voluntary liquidation, dissolution or other winding up of the City and County or the department, the Holders of all
First Resolution Obligations then outstanding shall be entitled to receive payment in full of all principal and interest
on all such First Resolution Obligations before the holders of the Bonds are entitled to receive any payment from the
trust estate under the First Bond Resolution consisting of the Net Revenues and funds held under the First Bond
Resolution (hereinafter referred to as the “Trust Estate”) on account ofprincipal (and premium, if any) or interest on
the Bonds. -

(B) In the event that any issue of Bonds is declared due and payable before its expressed maturity
because of the occurrence of an event of default (under circumstances when the provisions of(A) above shall not be
applicable), the Holders of all First Resolution Obligations outstanding at the time such Bonds so become due and
payable because of such occurrence of such an event of default shall be entitled to receive payment in full of all
principal and interest on all such First Resolution Obligations before the holders of the Bonds are entitled to receive
any accelerated payment from the Trust Estate of principal (and premium, if any) or interest on the Bonds.

(C) If any event of default with respect to the First Resolution Obligations shall have occurred and be
continuing (under circumstances when the provisions of(A) above shall not be applicable), the Holders of all First
Resolution Obligations then outstanding shall be entitled to receive payment in full of all principal and interest on all
such First Resolution Obligations before the holders of the Bonds are entitled to receive any accelerated payment
from the Trust Estate of principal (and premium, if any) or interest on the Bonds.
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(D) No First Resolution Obligation holder shall be prejudiced in his right to enforce subordination of
the Bonds by any act or failure to act on the part of the City and County.

(E) The provisions of (A), (B), (C) and (D) above are solely for the purpose of defining the relative
rights of the First Resolution Obligation holders on the one hand, and the holders of Bonds on the other hand, and
nothing in the Bond Resolution shall impair, as between the City and County and the owners of the Bonds, the
obligation ofthe City and County to pay to the owners thereof the principal thereof and premium, if any, and interest
thereon in accordance with its terms, nor shall anything therein prevent the holders of the Bonds from exercising all
remedies otherwise permitted by applicable law or under the Bond Resolution upon default thereunder, subject to
the rights under (A), (B), (C) and (D) above of the Holders of First Resolution Obligations to receive cash, property
or securities otherwise payable or deliverable to the holders of the Bonds. Insofar as a trustee or paying agent for
the Bonds is concerned, the foregoing provisions shall not prevent the application by such trustee or paying agent of
any moneys deposited with such trustee or paying agent for the purpose of the payment of or on account of the
principal (and premium, if any) and interest on such Bonds if such trustee or paying agent did not have knowledge at
the time of such application that such payment was prohibited by the foregoing provisions.

Amending and Supplementing of Resolution; Rights of Insurers

Amendingand SupplementingofResolutionWithout Consentof Holdersof Bonds. The City and County,
from time to time and at any time and without the consent or concurrence of any Holder of any Bond, may adopt a
Series Resolution (i) for the purpose of providing for the issuance of Bonds pursuant to the provisions as set forth in
the Bond Resolution; (ii) to make any changes, modifications, amendments or deletions to the Bond Resolution
which may be required to permit the Bond Resolution to be qualified under the Trust Indenture Act of I 939 of the
United States of America; or (iii) if the rights-of the Holders of the Bonds then Outstanding shall not be materially
adversely affected thereby, a Supplemental Resolution (herein ~defined and refen-ed to as a “Supplemental.
Resolution”) for any one or more of the following purposes: - -

1. - to make an~changes or corrections in the Bond Resolution as to which the City and
County shall have been advised by counsel that the- same are verbal corrections or changes or are required
for the purpose of curing or correcting any arnbigui~yor defective or inconsistent provision or omission or
mistake or manifest error contained in the Bond Resolution, or to insert in the Bond Resolution such
provisions clarifying matters or questions arising under the Bond Resolution as are necessary or desirable;

2. to add additional covenants and agreements of the City and County for the purpose of
further securing the payment of the Bonds; -

3. to surrender any right, power or privilege reserved to or conferred upon the City and
County by the terms of the Bond Resolution;

4. to confirm as further assurance any lien, pledge or charge, or the subjection to any lien,
pledge, or charge, created or to be created by the provisions of the Bond Resolution;

5. to grant to or to confer upon the Holders of the Bonds any additional rights, remedies,

powers, authority or security that lawfully may be -granted to or conferred upon them; and

6. to modify in any other respect any of the provisions of the Bond Resolution.

Except for Series Resolutions authorizing the issuance of Bonds pursuant to the Bond Resolution, the City
and County shall not adopt any Supplemental Resolution authorized by the foregoing provisions of the Bond
Resolution unless in the Opinion of Counsel the adoption of such Supplemental Resolution is permitted by the Bond
Resolution and the provisions of such Supplemental Resolution do not materially adversely affect the rights of the
Holders of the Bonds then Outstanding.

Amendmentof Resolution With ConsentofHoldersof the Bonds. With the consent of the Holders of not
less than a majority of the Bonds then Outstanding, the City and County from time to time and at any time may
adopt a resolution aniendatory of or supplemental to the Bond Resolution for the purpose of adding any provisions
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to, or changing in any manner or eliminating any of the provisions of, the Bond Resolution, or modifying or
amending the rights and obliganons of the-City and County thereunder, or modifying or amending in any manner the
rights of the Holders of the Bonds then Outstanding; provided, however, that without the specific consent of the
Holder of each such Bond which would be affected thereby, no Supplemental Resolution amending or
supplementing the provisions of the Bond Resolution shall: (I) change the fixed maturity date for the payment of the
principal of any Bond or the dates for the payment of interest thereon or the terms of the redemption thereof, or
reduce the principal amount of any Bond or the rate of interest thereon or the Redemption Price (or the redemption
premium) payable upon the redemption or prepayment thereof; or (2) reduce the aforesaid percentage of Bonds, the
Holders of which are required to consent to any Supplemental Resolution amending or supplementing the provisions
of the Bond Resolution; or (3) give to any Bond or Bonds any preference over any other Bond or Bonds secured by
the Bond Resolution; or (4) authorize the creation of any pledge of the Revenues and other moneys pledged under
the Bond Resolution, prior, superior or equal to the pledge of and lien and charge thereon created in the Bond
Resolution for the payment of the Bonds except to the extent provided in the Bond Resolution; or (5) deprive any
Holder of the Bonds in any material respect of the security afforded by the Bond Resolution; provided further,
however, that without the specific consents of the Holders of not less than a majority in principal amount of the
Term Bonds then Outstanding and affected thereby, no Supplemental Resolution amending or supplementing the
provisions of the Bond Resolution shall (a) change the amount of any Sinking Fund Installments for the retirement
of Term Bonds or the due dates of such installments or the terms for the purchase or redemption thereof from such
installments, or (b) reduce the aforesaid percentage of Term Bonds, the Holders of which are required to consent to
any suck Supplemental Resolution. (Nothing in this paragraph contained, however, shall be construed as making
necessary the approval of the Holders of the Bonds of the adoption of any Supplemental Resolution). A
modification or amendment with respect to the Sewer-Fund or the Debt Service Subaccount or Common Reserve - -

Subaccount or any Separate Series Reserve Subaccount therein shall not be deemed a change in the terms of
payments; provided that no such modification or amendment shall, except upon the consent of the Holders of all
Bonds then outstanding affected -thereby, ieduce the amount or~amountsrequired to be credited to the Debt Service -

Subaccount or Common Reserve Subaccount or any- Separate Series Reserve Subaccount or their tespective-
succ-essor~:.- - - :-~- •~ ~-. -

The bond insurers for all Outstanding BQnds and for the Senes 2003 Bonds hive certain consent rights in
- -connection.with any amendment which mayconstrain therights of-the Holders-described above. - : - -- -

- - - The proof of the giving of any consent required and of the holding of Bonds for the purpose of giving
consents shall be made in accordance with the Bond Resolution. It shall not be necessary that the consents of the
Holders of the Bonds approve the particular form of wording of the proposed amendment or supplement or of the
Supplemental Resolution affecting such amendment or supplement, but it shall be sufficient if such consents
approve the substance of the proposed amendment or supplement. After the Holders of the required percentage of
Bonds shall have filed their consents to the amending or supplementing ofthe Bond Resolution pursuant to the Bond
Resolution, the City and County shall publish at least once a notice of such amending or supplementing of the Bond
Resolution, in The BondBuyer,published in New York, New York, or in lieu of publication in The Bond Buyer, in
some other newspaper specializing in financial matters as provided for in the Bond Resolution and shall mail a copy
of such notice, postage prepaid to each registered Holder of Bonds then Outstanding, at his address, if any,
appearing upon the registry books, but failure to mail copies of said notice to any of said Holders shall not affect the
validity of the Supplemental Resolution effecting such amendments or supplements or the consent thereto. A
record, consisting of the papers required by the Bond Resolution, shall be proof ofthe matters therein stated until the
contrary is proved. No action or proceeding to set aside or invalidate such Supplemental Resolution or any of the
proceedings for its adoption shall be instituted or maintained unless such action or proceeding is commenced within
60 days after the publication and mailing of the notice required by the Bond Resolution.

The City and County shall fumish a notice of each amendment or supplement and a copy of the
Supplemental Resolution effecting such amendment or supplement to each rating agency which has rated the Bonds
at least 15 days prior to the effective day of the Supplemental Resolution.

Discharge of Liens and Pledges; Bonds No Longer Outstanding and Deemed to be Paid

Except as otherwise provided in the Bond Resolution with regard to Option Bonds, the obligations of the
City and County under the Bond Resolution and the liens, pledges, charges, trusts, covenants and agreements of the
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City and County made or provided for in the Bond Resolution, shall be fully discharged and satisfied as to any Bond
and such Bond shall no longer be deemed to be Outstanding under the Bond Resolution:

(i) when such Bond shall have been canceled, or shall have been surrendered for
cancellation or is subject to cancellation, or shall have been purchased by or behalf of the City and County
from moneys held under the Bond Resolution; or

(ii) as to any Bond not canceled or surrendered for cancellation or subject to cancellation or
so purchased, when payment of the principal and redemption price (if any) of such Bond, plus interest on
such principal to the due date thereof (whether such due date be by reason of maturity or upon redemption
or prepayment, or otherwise) either (a) shall have been made or caused to be made in accordance with the
terms thereof, or (b) shall have been provided for by irrevocably depositing with the Paying Agent for such
Bond, in trust, and irrevocably appropriating and setting aside exclusively for such payment, either (I)
moneys sufficient to make such payment or (2) noncallable Refunded Municipal Obligations or noncallable
Investment Securities described in item (i) of the definition of Investment Securities as set forth in the Bond
Resolution, maturing as to principal and interest in such amount and at such times as will insure, together
with any cash deposit, the availability of sufficient moneys to make such payment, whichever the City and
County deems to be in its best interest and as verified by an independent nationally recognized firm of
certified public accountants in a report delivered to the City and County and the Director of Budget and
Fiscal Services, and all necessary and proper fees, compensation and expenses of the Director of Budget
and Fiscal Services and the Paying Agents pertaining to the Bond with respect to which such deposit is
made shall have been paid or the payment thereof provided for to -the satisfaction of the Director of Budget
and Fiscal Services and said Paying Agents. - - - - -

- At such time as a Bond shall be deemed to be no longer Outstanding under the Bond Resolution, as
aforesaid, such Bond, except for the purposes of any payment from such moneys, Refunded MunicipalObligations - .

or Investment Securities, shall no longer be secured by or entitled to the benefits of the Bond Resolution. - - - -

- Notwithstanding the foregoing, inthe case of a Bond which is to be redeemed or otherwise prepaid prior Li

its stated maturity, no deposit under clause (b) of subparagraph (ii) of-the second preceding paragraph above shall
constitute such payment, dtscharge and satisfaction as aforesaid until such Bond shall have been irrevocably
designated for redemption or prepayment and proper notice of such redemption or prepayment shall have- been
previously given in accordance with the Bond- Resolution or provision shall have been irrevocably made for the
giving of such notice.

Any such moneys so deposited with the Paying Agents for the Bonds as provided in the Bond Resolution
may at the direction ofthe City and County also be invested and reinvested in Investment Securities, maturing in the
amounts and times as set forth in the Bond Resolution. All income from all Refunded Municipal Obligations and
Investment Securities in the hands of the Paying Agents which is not required for the payment of the Bonds and
interest and premium thereon with respect to which such moneys shall have been so deposited, shall be paid to the
City and County for deposit in the Sewer Fund free and clear of any trust, bert, security interest, pledge or
assignment securing any Bonds or otherwise existing under the Bond Resolution. -

All moneys, Refunded Municipal Obligations or Investment Securities set aside and held in trust pursuant
to the provisions of the Bond Resolution for the payment of Bonds (including interest and premium thereof, if any)
shall be applied to and used solely for the payment of the particular Bond (including interest and premium thereof, if
any) with respect to which such moneys and Investment Securities have been so set aside in trust.

If moneys, Refunded Municipal Obligations or Investment Securities have been deposited or set aside with
a Paying Agent pursuant to the Bond Resolution for the payment of a specific Bond and such Bond is deemed to
have been paid and to be no longer Outstanding under the Bond Resolution as provided in the defeasance provisions
of the Bond Resolution, but such Bond has not in fact been actually paid in full, no amendment to the defeasance
provisions of the Bond Resolution may be made without the consent of the Holder of each Bond affected thereby.

The City and County may at any time surrender to a Paying Agent for a Series ofBonds for cancellation by
it any Bonds of such Series previously executed and delivered, which the City and County may have acquired in any
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manner whatever, and such Bonds upon such surrender for cancellation shall be deemed to be paid and no longer
Outstanding under the Bond Resolution.
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Appendix B

Proposed Formof Continuing Disclosure Certificate
[Excluding signatures and exhibit to Master Certificate)

MASTER CERTIRCATE OF THE DIRECTOR OF BUDGET AND FISCAL SERVICES
OF THE CITY AND COUNTY OF HONOLULU, HAWAII, PROVIDING

FOR CONTINUING DISCLOSURE

I, the undersigned, Roy K. AmemiyB, Jr., being the duly appointed Director of Budget and Fiscal
Services (the “Director”) of the City and County of Honolulu, Hawaii (the “City and County”), DO HEREBY
CERTIFY as follows:

ARTICLE I
PURPOSE AND DEFINITIONS

Section 1.1. Purpose. This Certificate shall constitute a written undertaking for the benefit
of the Holders of the Bonds, and is being executed and delivered solely to assist the Underwriters in complying with
subsectidn (b)(5) of the Rule.

Section 1.2. Definitions. The following terms used in this Certificate shall have the
following respective meanings: - -

“Annual Financial Information” means. -collectively, (i) the financial information, and operating
data with reapect to the Depaitment for each fiscal war of the Department of the type included in the Series
1998 Official Statement of the City and County under tht headings PIN ANCLA] STA TEMENTS and
“PENDING L-ITlGATION;~-’arid (ii) the information regardihg amendments to this Certifitate reqmred
pusuant to Seuionc 3 2

(u) and (d) of this Certificate Audited Financial Statements if available o
iJi’iaudited Financial Statements shall be includedin the Atinual Financial lnfoimatidr1’as--described’ in.-

Section-2:I(c) of thisCertificate-. . - - - -

The descriptions contained in clause 0) above of financial information - and operating data
constituting Annual Financial Information are of general categories of financial information and operating
data. When such descriptions include information that no longer can be generated because the operations
to which it related have been materially changed or discontinued, a statement to that effect shall be
provided in lieu of such information. -

“Audited Financial Statements”means the annual financial statements, if any, of the Department,
audited by such auditor as shall then be required or permitted by State law or the Charter of the City and
County. Audited Financial Statements shall be prepared in accordance with GAAP; provided, however,
that the Department may from time to time, if required by federal or State legal requirements, modify the
accounting principles to be followed in preparing its financial statements. The notice of any such
modification required by Section 3.2(d) ofthis Certificate shall include a reference to the specific federal or
State law or regulation describing such accounting principles. Prior to the fiscal year ending June 30, 1999,
Audited Financial Statements of the Department means the extracts of the audited financial statements of
the City and County relating to the Sewer Fund and the Wastewater System Facility Charge Fund.

“Beneficial Ownef’ means any person who (i) has the power, directly or indirectly, to vote or
consent with respect to, or dispose of ownership of, any Bonds (including a person who holds Bonds
through a nominee, depository or other intermediary), or (ii) is treated as the owner of any Bonds for
federal income tax purposes.

“Bonds” means any revenue bonds issued by the City and - County under and pursuant to
Resolution No.98-193 duly adopted by the City Council of the City and County on November 10, 1998
and identified in a Series Certificate.
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“Counsel” means Hawkins, Delafield & Wood or other nationally recognized bond counsel or
counsel expert in federal securities laws.

“Department” means the Department of Environmental Services of the City and County.

“Director” means any duly appointed Director of Budget and Fiscal Services of the City and
County.

“GAAP’ means generally accepted accounting principles as prescribed from time to time for
governmental units by the Governmental Accounting Standards Board.

“Holder” means any person who shall be the registered owner, or his duly authorized attorney-in-

fact, representative or assign, of any Bond.

“Material Event” means any of the following events with respect to the Bonds, whether relating to
the Department or otherwise, if material:

(1) principal and interest payment delinquencies;
(2) non-payment related defaults;
(3) unscheduled draws on debt service reserves reflecting financial difficulties;
(4) unscheduled draws on credit enhancements reflecting financial difficulties; -

- (5) substitution of credit or liquidity -providers, or their failure to perform; -

(6) adverse tax opinions or events affecting the tax-exempt status of the security; -

- - - (7) modificationstorightsofsecurityholders; - -- -- - -- -

-- - (8) bo~calIs, - ----- - --- -

-- - - (9)- defeasances;- - - - - - :-. - - -: - - -- - -- -

- (10) release, substitution, or sale Of property securing repayment of the securities; and
(11) rating changes

“Material EventNotice”- means notice of a Material Event. - -

“MSRB” means the Municipal Securities Rulemaking Board established pursuant to
Section 1 5B(bXI) of the Securities Exchange Act of 1934. -

“NRIvISIR” means, at any time, a then-existing nationally recognized municipal securities
information repository, as recognized from time to time by the SEC for the purposes referred to in the Rule.
The NRMSIR5 as of the date of this Certificate are Bloomberg L.P. (Princeton, NJ), Disclosure, Inc.
(Bethesda, MD), Kenny Information Systems (New York, NY), Moody’s Investors Service (New York,
NY), and Thomson Municipal Services Inc. (New York, NY). Filing information relating to such
NRMSIRs is set forth in Exhibit A hereto.

“Official Statement” means the “final official statement,” as defined in paragraph (fX3) of the
Rule.

“Rule” means Rule I 5c2- 12 promulgated by the SEC under -the Securities Exchange Act of 1934
(17 CFR Part 240, §240.lSc2-12), as in effect on the date of this Certificate, including any official
interpretations thereof issued either before or after the effective date of this Certificate which are applicable
to this Certificate.

“SEC’ means the United States Securities and Exchange Commission.

“Series Certificate” means any certificate executed by the Director as described in Section 3.3 of
this Certificate extending the benefits of this Certificate to the Beneficial Owners, Holders and
Underwriters of Bonds of a Series.
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“Series 1998 Official Statement” means the Official Statement of the City and County relating to
its Wastewater System Revenue Bonds (First Bond Resolution), Senior Series 1998.

“SW” means, at any time, a then-existing state information depository, if any, as operated or
designated as such by or on behalf of the State for the purposes referred to in the Rule. As of the date of
this Certificate, there is no SID.

“State” means the State of Hawaii.

“Supplemental Cert(/icate” means any certificate executed by the Director as described in
Section 3.2 of this Certificate amending the provisions of this Certificate.

“Unaudited Financial Statements”means the same as Audited Financial Statements, except that
they shall not have been audited.

“Underwriter” means any original underwriter of a Series of Bonds who is required to comply
with the Rule and who is identified in a Series Certificate. -

ARTICLE II -

THE UNDERTAKING

Sectioti 2.1. Annual Financial Information. (a) The City and County shall provide Annual
Financial Information with respect to each fiscal year of the Department, commencing with the fiscal year ending
June 30, 1998, by no later than eight months after the end of the tespective fiscal year, to each NRMSIR -and the
SID. The City and County may provide Annual Financial-Information byspecificreference to documetits (i)either

1) provided to-each N}~MS1Rexisting at the time of such reference and the SID or (2) filed with the SEC. or (ii) if
such document is an Official Statement, available from the MSRB. The Department’may provide Ar,nual Financiah
Infbmnaiion in one document or multiple documents comprising a package, and at one time or in p-art frorri time to
time- - - - -

(b) The City and County shall provide, in a timely manner, notice of any failure of the City
and County to provide the Annual Financial information by the date specified in subsection (a) above to (i) either
the MSRB or each NRMSIR. and (ii) the SID.

(c) If Audited Financial Statements are not provided as part of Annual Financial Information
by the date required by Section 2.1(a) of this Certificate, the City and County shall provide (i) as part of the Annual
Financial Information, Unaudited Financial Statements in a format similar to the unaudited financial statements
contained in the Series 1998 Official Statement under the heading “FINANCIAL STATEMENTS,” and (ii) Audited
Financial Statements, when and if available, to each NRMSIR and the SID.

(d) The Department’s current fiscal year is July 1 of a calendar year to June30 of the
succeeding calendar year. The City and County promptly notify (i) each NRMSIR, and (ii) the SID of each change
in its fiscal year. - -

Section 2.2. Material Event Notices. (a) If a Material Event occurs, the City and County
shall provide, in a timely manner, a Material Event Notice to (i) either the MSRB or each NRMSIR, and (ii) the SID.

(b) Upon any legal defeasance of any Bonds of a Series, the City and County shall provide
notice of such defeasance to (i) each NRMSIR or the MSRB and (ii) the SID, which notice shall state whether such
Bonds have been defeased to maturity or to redemption and the timing of such maturity or redemption.

(c) Each Material Event Notice shall be so captioned and shall prominently state the title,
date and CUSIP numbers of the Bonds.
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Section 2.3. Additional Disclosure Obligations. The City and County acknowledges and
understands that other state and federal laws, including but not limited to the Securities Act of 1933 and Rule lOb-5
promulgated under the Securities Exchange Act of 1934, may apply to the Department, and that under some
circumstances compliance with this Certificate, without additional disclosures or other action, may not frilly
discharge all duties and obligations of the Department under such laws.

Section 2.4. Additional Information. Nothing in this Certificate shall be deemed to prevent
the City and County from disseminating any other information, using the means of dissemination set forth in this
Certificate or any other means of communication, or including any other information in any Annual Financial
Information or Material Event Notice, in addition to that which is required by this Certificate. If the City and
County chooses to include any information in any Annual Financial Information or Material Event Notice in
addition to that which is specifically required by this Certificate, the City and County shall have no obligation under
this Certificate to update such information or include it in any future Annual Financial Information or Material
Event Notice. -

Section 2.5. No Previous Non-Compliance. The City and County represents that since
July 3, 1995, it has not failed to comply in any material respect with any previous undertaking in a written contract
or agreement specified in paragraph (b)(5)(i) ofthe Rule.

Section 2.6. Transmissionof Infonnation and Notices. Unless otherwise required by law
and, in the City and County’s sole determination, subject to technical and economic feasibility, the City and County
shall employ such methods of information and notice transmission as shall be requested or recommended by the
herein-designated recipientsof the Department’s information and notices. - --

- - - ARTICLE-Ill - - -

TERMINATION, AMENDMENT, ENFORCEMENT, -

BENEFICIARiES ANDDISSEMTNATION AGENT -- -

Section 3.1. Tenninàtion. (a) The City and County’s obligations under this Certificate with
respect to the Bonds shall terminate upon (i) a prior redemption or payment in full of all of the Bonds of such Series,
or (ii) a legal defeasance of all of the Bonds of such Series. -

(b) This Certificate, or any provision of this Certificate, shall be null and void in the event
that there is delivered (i) to Director an opinion of Counsel, addressed to the City and County, to the effect that those
portions of the Rule which require this Certificate, or any of the provisions of this Certificate, respectively, do not or
no longer apply to the Bonds, whether because such portions of the Rule are invalid, have been repealed, or
otherwise, as shall be specified in such opinion, and (2) copies of such opinion to each NRMSIR and the SID.

Section 3.2. Amendment. (a) This Certificate may be amended by a Supplemental Certificate
of the Director, withoul the consent of the Holders of the Bonds, if all ofthe following conditions are satisfied:

(I) such amendment is made in connection with a change in circumstances that arises from a
change in legal (including regulatory) requirements, a change in law (including rules or regulations) or in
interpretations thereof, or a change in the identity, nature or status of the Department or the type of business
conducted thereby;

(2) this Certificate as so amended would have complied with the requirements of the Rule as
of the date of this Certificate, after taking into account any amendments or interpretations of the Rule, as
well as any change in circumstances;

(3) there shall have been delivered to the Director, an opinion of Counsel, addressed to the
City and County, to the same effect as set forth in clause (2) above;

(4) there shall have been delivered to the Director, an opinion of Counsel or a determination
by a person, in each case unaffiliated with the City and County (such as bond counsel) and acceptable to

B-4



the City and County, addressed to the City and County, to the effect that the amendment does not
materially impair the interests of the Holders of the Bonds; and

(5) the City and County shall have delivered copies of such opinion(s) and amendment to
each NRMSIR and the SID.

(b) In addition to subsection (a) above, this Certificate may be amended and any provision of
this Certificate may be waived by a Supplemental Certificate of the Director, without the consent of the holders of
the Bonds, if all of the following conditions are satisfied: (Dan amendment to the Rule is adopted, or a new or
modified official interpretation of the Rule is issued, after the effective date of this Certificate which is applicable to
this Certificate, (2) there shall have been delivered to the Director an opinion of Counsel, addressed to the City and
County, to the effect that performance by the City and County under this Certificate as so amended or giving effect
to such waiver, as the case may be, will not result in a violation of the Rule as amended or officially interpreted and
(3) the City and County shall have delivered copies of such opinion and amendment to each NR1vISIR and the SID.

(c) To the extent any amendment to this Certificate results in a change in the type of
financial infonnatioTi or operating data provided pursuant to this Certificate, the first Annual Financial information
provided thereafter shall include a narrative explanation of the reasons for the amendment and the impact of the
change. -

- (d) If an amendment is- made to the accounting principles to be followed in preparing
financial statements, the Annual Financial Information for the year in which the change is made shall- present a -

comparison between the financial statements or information prepared on the basis of the new accounting principler -

and those prepared on the basis of the-former- accounting principles. Such comparison shall include a qualitative
and, to the extent easonably feasible, quantitative discussion of the differences in the accounting principles and the
imp-act of the change in the accounting principles oh the presentation of the financial information. Notice of-such -

amendment shall be provided by the City and County to (i) either the MSRB or each NRMSIR and (ii) the SID;

Section 3.3. - Benefit; Third-Party- Beneficiaries-; Enforcement. (a) By execution oi a Series
Certificate identif)-’ing the Underwriters and the Bonds of a Series, the provisions of this Certificate shall inure solely
to the benefit of such Underwriters and the Holders from time to time of such Bonds- Beneficial Owners of such
Bonds shall be third party beneficiaries ofthis Certificate. - - - - -

(b) Except as provided in this subsection ¶b), the provisions of this Certificate shall create no
rights in any person or entity. The obligations of the City and County to comply with the provisions of this
Certificate shall be enforceable by any Holder of outstanding Bonds; provided, however,that such right to enforce
the provisions of this Certificate shall be limited solely to a right, by action in mandamus or for specific
performance, to compel performance of the City and County’s obligations under this Certificate, lii consideration of
the third-party beneficiary status of Beneficial Owners of Bonds pursuant to subsection (a) of this Section,
Beneficial Owners shall be deemed to be Holders of Bonds for purposes of this subsection (b).

(c) Any failure by the City and County to perform in accordance with this Certificate shall
not constitute a default under any ordinance or resolution of the City and County authorizing the Bonds of any
Series or any certificate of the Director providing for the issuance of the Bond of a Series.

(d) This Certificate shall be construed and interpreted in accordance with the laws of the
State, and any suits and actions arising out of this Certificate shall be instituted in a court of competent jurisdiction
in the State; provided, however,that to the extent this Certificate addresses matters of federal securities laws,
including the Rule, this Certificate shall be construed in accordance with such federal securities laws and official
interpretations thereof.

Section 3.4. Dissemination Agent. The Director, on behalf of the Department, shall
disseminate the Annual Financial information, the Audited Financial Statements, the Unaudited Financial
Statements, the Matenal Event Notices and all other information and notices as described in this Certificate. The
Director may appoint one or more agents to disseminate such information and notices.
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Dated this 23rd day of December, 1998.
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SERIES CERTIFICATE OF THE DIRECTOR OF BUDGET AND FISCAL SERVICES OF THE
CITY AND COUNTY OF HONOLULU, PROVIDING FOR CONTINUING DISCLOSURE

I, the undersigned, Mary Patricia Waterhouse, being the duly appointed Director of Budget and
Fiscal Services (the “Director”) of the City and County of Honolulu (the “City and Counts’), DO HEREBY
CERTIFY that: (i) this Certificate is a Series Certificate as defined in Section 1.1 and described in Section 3,3 of the
Master Certificate of the Director of Budget and Fiscal Services of the City and County of Honolulu, Hawaii,
Providing for Continuing Disclosure, dated December 23, 1998 (the “Master Certificate”); (ii) UBS Securities LLC,
the underwriter of the $__________ Wastewater System Revenue Bonds (Second Bond Resolution) Junior Series
2008A of the City and County, to be dated the date of issuance thereof (the “Series 2008 Bonds”), shall be a
beneficiary of the Master Certificate; (iii) the Holders of the Series 2008 Bonds shall also be beneficiaries of the
Master Certificate; (iv) the Beneficial Owners of Series 2008 Bonds shall be third-party beneficiaries of the Master
Certificate; and (v) all capitalized terms used herein shall have the respective meanings as defined in the Master
Certificate.

The NR.M5JRs as of the date of this Series Certificate are set forth at:

www.sec.gov/info/consumer/nrmsir.htm.

Dated this day of , 2008. - - - - -

- - - Director of Budget’and-Fiscal Services- - -

- City and County of Honolulu

The above and foregoing certificate
is hereby approved as to form and legality
this — day of,.,,,,,,.., 2008. -

Corporation Counsel
City and County ofHonolulu
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