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The Honorable Todd K. Apo, Chair =x - fé_:j_
and Members of the Budget Committee i w =<t
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530 South King Street, Room 202 ™ -9 ==
Honolulu, Hawaii 96813 = = =z
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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 commitiee
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,

Mary Pat Waterhouse, Director
Department of Budget and Fiscal Services
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Wayne M. Hashi, P.E. L
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aging Director

cc: Office of the Mayor
DEPT. COM. 259
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CITY AND COUNTY OF HONOLULU
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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 T RESOLVED by the City Council of the City and County of Honolulu,
Hawaii, as follows:

ARTICLE L

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. 98-195 adopted by the City Council on November 10, 1998,
entitfed “RESOLUTION AUTHORIZING AND PROVIDING FOR THE iISSUANCE OF
REVENUE BONDS OF THE CITY AND COUNTY OF HONOLULU, HAWAII, FOR 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)  Itis 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 Environmentai Services or any other officer of the City and County
designated by resolution of the City Council.

(2)  In aadition, 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 Atrticle Il of this Series
2008 Resolution.

“Series 2008 Resclution” 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 of the 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 of the Act and the Resolution.

ARTICLE L.

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 shal!
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:

(@)  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 prihcipai 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 Instaliment, if any, or
the method for calculating the Sinking Fund Instaliments 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, of the 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 of the 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;

() 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 (i) 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;

)] 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 Instaliments, if any,
or Redemption Price of and interest on the Series 2008 Bonds;

t)] 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;

(o}  Whether the Series 2008 Bonds shall be entitied 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) Ifthe Series 2008 Bonds shali not be entitied 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 Facility
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;

(n 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 Qutstanding Bonds;

(s) Whether a Support Facility shall be obtained or an Interest Rate
Exchange Agreement shall 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

H Any other provisions deemed advisable by such Authorized Officer
of the City and County, not in conflict with the provisions hereof or of the
Resaolution.

(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 o 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} inthe event the
Series 2008 Bonds are soid 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
Autharized Officer of the City and County from the Department of 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.

{3y  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 of the 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 Resclution 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 HI.

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 shali
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 Resoiution shall become’
effective immediately upon its adoption.

BE IT FINALLY RESOLVED by the Council of the City and County of
Honoelulu 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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3/17/08

BOND PURCHASE CONTRACT
for
City and County of Honoluhu, Hawai,
Wastewater System Revenue Bonds (Second Bond Resolution),
Junior Series 2008A

, 2008

Director of Budget and Fiscal Services
Director of Environmental Services
City and County of Honolulu

530 South King Street

Honoluly, Hawaii 96813

Dear Directors:

The undersigned, UBS Securities LLC (the “Underwriter”), hereby offers to enter
into this Bond Purchase Contract (this “Bond Purchase Contract”™) with the City and County of
Honolulu (“City and County”). Upon the City and County’s acceptance of this offer, this Bond
Purchase Contract will be binding upon the City and County and the Underwriter. This offer is
made subject to acceptance by the City and County at or prior to 5:00 P.M., New York time, on
the date hereof, and, if not so accepted, will be subject to withdrawal by the Underwriter upon
written notice delivered to the City and County at any time prior to such acceptance.

1. Purchase of the Bonds. On the basis of the representations, warranties,
covenants and agreements herein contained, but subject to the terms and conditions herein set
forth, the Underwriter hereby agrees to purchase, and the City and County hereby agrees to sell,
all and not less than all of § aggregate principal amount of City and County of
Honolulu, Hawaii, Wastewater System Revenue Bonds (Second Bond Resolution), Junior Series
2008A (the “Bonds”). The purchase price for the Bonds shall be § ~__, representing the
aggregate principal amount of the Bonds (less original issue discount net of original issue
premium), less the amount of the Underwriter's compensation pursuant to Section 3 hereof. The
Bonds shall be as provided in, and shall be issued under the provisions of, Chapter 49, Hawait
Revised Statutes and the Revised Charter of the City and County of Honolulu (collectively, the
“Act™), and proceedings of the City Council, including Resolution No. 98-195 and the applicable
Series Resolution relating to the Bonds (collectively, the “Proceedings”), and a Certificate of the
Director of Budget and Fiscal Services of the City and County, acknowledged and agreed to by
the Director of Environmental Services of the City and County (the “Certificate”) which shall be
substantially in the form heretofore received by the Underwriter, with only such changes therein
as may be agreed upon by the parties hereto. The Bonds shall be dated, shall have the maturities,
shall bear interest at the rates and payable at the times deterrmined, and shall be subject to
redemption, all in accordance with the Certificate, and shall otherwise be as described in the
official statement of even date herewith relating to the Bonds (which, together with all
appendices therelo and with such changes therein and supplements thereto as are consented to in
writing by the Underwriter, is herein called the “Official Statement™).

EXHIBIT A



The Underwriter agrees to make a bona fide public offering of all of the Bonds at
not in excess of the initial public offering prices or less than the yields as set forth in the Official
Statement.

At 10:00 AM.,, New York time, on , 2008, or at such earlier or later
time or date as shall be agreed upon by the Underwriter and the City and County (such time and
date being herein referred to as the “Closing Date™), the City and County will deliver to the
Underwriter the Bonds (in defimitive typewrnitten form and bearing CUSIP numbers), duly
executed by the City and County, and the other documents herein mentioned; and the
Underwriter will accept such delivery and pay the purchase price of the Bonds in ymmediately
available funds. Delivery and payment as aforesaid shall in each case be made at the offices of
McCorriston Miller Mukar MacKinnon LLP, Honolulu, Hawaii, or such other place as shall have
been mutually agreed upon by the City and County and the Underwriter, except that the Bonds
may be delivered elsewhere at such place and in such manner as shall have been mutually agreed
upon by the City and County and the Underwriter. The Bonds shall be made available to the
Underwriter in New York, New York, not later than one business day before the Closing Date
for the purposes of inspection and packaging.

The Bonds shall be issued initially in fully registered form, each Bond to be in a
denomination equal to and representiing the total amount of Bonds maturing on a particular date,
and registered in the name of CEDE & Co., as nominee for The Depository Trust Company,
New York, New York.

2. Disclosure Documents. The City and County shall prepare and deliver to
the Underwriter as promptly as practicable, but in no event later than seven (7) business days
after the date hereof, final copies of the Official Statement, i such quantities as requested by the
Underwriter but not more than 1,000 copies. The City and County hereby ratifies, confirms and
approves the use and distribution by the Underwriter prior to the date hereof of the Preliminary
Official Statement of the City and County, dated , 2008 (which is herein called the
“Preliminary Official Statement”), confirms that the City and County deemed the Preliminary
Official Statement final and complete as of the date thereof, except for the omission of certain
information permitted to be omitted under S E.C. Rule 15¢2-12, and hereby authorizes the
Underwriter, in connection with the offer and sale of the Bonds, to use and distribute the Official
Statement and other documents, certificates and statements furnished by the City and County to
the Underwriter in connection with the transactions contemplated by this Bond Purchase
Contract. The City and County will undertake, pursuant to a Master Certificate of the Director of
Budget and Fiscal Services, as supplemented by a Series Certificate relating to the Bonds (the
“Disclosure Certificate”), to provide certain annual financial information and notices of the
occurrence of certain events, if material, pursuant to S.E.C. Rule 15¢2-12. A description of this
underiaking is set forth in the Preliminary Official Statement and in the Official Statement. The
- City and County Is in compliance with each and every undertaking previously entered mto by it
under said Rule 15¢2-12.

3. Underwnter's Compensation.  The Underwriter shall receive as total
compensation for its services the sum of § __, which 1s the difference between the price




paid to the Underwriter by purchasers of the Bonds and the price paid by the Underwriter to the
City and County as provided in Section 1 hereof,

4, Representations, Warranties and Covenants of the City and Countv. The
City and County hereby represents and warrants to and covenants with the Underwriter as

follows:

(a) The City and County is a political subdivision of the State of Hawaii (the .
“State”); the Director of Budget and Fiscal Services (the “Finance Director”) is the head of 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
Environmental Services of the City and County; and, under the Constitution and laws of the
State, including the Act, and pursuant to the Proceedings, the City and County has, and at the
Closing Date will have, full legal right, power and authority (i) to issue the Cerificate and to
enter into this Bond Purchase Contract, (ii} to execute and deliver the Disclosure Certificate, (iii)
to issue, sell and deliver the Bonds pursuant to the Certificate as provided herein, and (iv) to
carry out and consummate the transactions contemplated by this Bond Purchase Contract, the
Certificate, the Disclosure Certificate and the Official Statement.-

(b) The City and County has complied, and at the Closing Date will in all
~ -respects be in compliance, with the Act, the Proceedings, the Certificate and the Disclosure’
- Certificate. ' ' '

{(c) The Preliminary Official Statement as of its date was true, correct and
complete in all material respects and did not contain any untrue statement of a material fact or
omit to state a material fact required to be stated therein or necessary to make the statements
therein, in light of the circumstances under which they were made, not misleading.

(d) At the ume of the City and County’s acceptance hereof the Official
Statemment 1s true, complete, correct and final in all material respects, and at the time of delivery
thereof to the Underwnter and at all times subsequent thereto up to and including the Closing
Date, the Official Statement will be true, correct, complete and final in all matenal respects and
will not contain any untrue statement of a material fact or omit to state a matenal fact necessary
to make the statements therein, in light of the circumstances under which they were made, not

misleading.

(e) During the period of 25 days beginning with the later of (i) the date the
Bonds are delivered by the City and County to the Underwriter or (11) the date upon which the
Underwriter retain no unsold balance of any Bonds for sale to the public, if any event shall occur
as a result of which 1t may be necessary to supplement the Official Statement m order to make
the statements therein, in light of the circumstances existing at such time, not misleading, the
City and County shall forthwith notify the Underwriter of any such event of which it has
knowledge and shall cooperate fully 1n the preparation and furmishing of any supplement to the
QOfficial Statement necessary, in the opinion of the Underwnter, so that the statements therein as
so supplemented will not be misleading in the light of the circumstances existing at such time.

(W8]



(D The City and County will cooperate with the Underwriter in taking all
necessary action for the qualification of the Bonds for sale and the determination of their
eligibility for investment under the laws of such junisdictions as the Underwriter designates and
the continuation of such qualifications in effect so long as required for the distnbution thereof;
provided that the City and County shall not be required to take any action that would subject it to
general service of process in any jurisdiction where 1t is not now so subject.

(g) The City and County has (i) duly adopted the Proceedings and issued the
Certificate, (ii) duly authorized and approved the execution and delivery of this Bond Purchase
Contract and the Disclosure Certificate, (111) duly authorized and approved the performance by
the City and County of its obligations contained in the Proceedings, the Certificate, this Bond
Purchase Contract and the Disclosure Certificate and the transactions contemplated by such
documents and the Official Statement, and (iv) duly authonized and approved, upon satisfaction
of the conditions set forth herein, the issuance and delivery of the Bonds.

(h)  The City and County is not in breach or violation of or default under any -
applicable law, rule or regulation of the United States or of the State or of any department,
division, agency OF instrumentality thereof, or any applicable order, judgment or decree of any
court or other govemnmental agency or body, which breach, violation or default would result in a
material adverse change in the financial position or results of operations of the City and County
or materially adversely affect the properties or assets of the Wastewater System (as defined in
the Proceedings), and the City and County is not in breach or violation of or in default under any
bond, note, Joan agreement, resolution, certificate, agreement or other mstrument to which the -
City and County 1s a party or by which it is bound or to which any of its property is subject,
which breach, violation or default might result in a material adverse change in the financial
position or results of operation of the Wastewater System or materially adversely affect the
properiies or assets of the Wastewater System. The execution and delivery of this Bond
Purchase Contract, the Disclosure Certificate and the Bonds, the adoption of the Proceedings, the
issuance of the Certificate and the Bonds and the fulfillment of the terms and provisions hereof
and thereof will not conflict with or constitute a breach or violatton of or default under any such
applicable law, rule, regulation, order, judgment, decree, bond, note, loan agreement, resolution,
certificate, agreement or other instrument, and the City and County has no reason to believe that
any such conflict, breach, violation or default will exist on the Closing Date.

o No authorization, approval, consent or order of or filing or registration
with any court or governmental agency or body 1s required for the valid authonzation, execution,
issuance, sale or delivery of the Bonds or the exclusion from gross income of interest thereon for
federal income tax purposes or the valid adoption by the City and County of the Proceedings, the
issuance of the Certificate or the execution and delivery of this Bond Purchase Contract and the
Disclosure Certificate, except (i) such action as shall have been taken by the City and County
prior to the Closing Date, (11) the filing of an information return with respect to the Bonds as
required by Section 149(e) of the Internal Revenue Code of 1986 (the “Code™) and (i) such.
action as may be required to qualify the Bonds for sale under the Blue Sky or other securities
laws of any jurisdiction.



() The City and County has obtained all permits and hcenses required for the
construction and operation of Wastewater System, as it now exists and as contemplated to be
expanded with the proceeds of the Bonds, or will have obtained all such permits and licenses not
iater thap the date required therefor before any expansions are built or placed in service, as the
case may be, and all such permits and licenses, to the extent obtained, are currently in full force
and effect. All rates and charges with respect to the Wastewater System as described in the
Official Staterment have been approved by all necessary governmental bodies, and all such rates
and charges are in full force and effect and have not been rescinded, nor has any action been
taken to modify or rescind any such rates or charges.

(k} At the time of the City and County’s acceptance hereof and except as
otherwise described in the Official Statement, no action, suit, proceeding, inquiry or
investigation at law or in equity was pending or, to the best of the knowledge of the City and
County, threatened, in any court, public board or body, in any way affecting the legal existence
of the City and County or the title of the officers of the City and County to their respective
offices; or seeking to restrain or enjoin the issuance, sale or delivery of the Bonds, or-in any
material way adversely affecting the collection of revenues or assets of the Wastewater System,
- the validity or .enforceability of the Bonds, the Proceedings, the Certificate, the Disclosure

Certificate or this Bond Purchase Contract or the power or authority. of the C}tv and County with .
respect thereto : : : : ‘

- (D -The financial statements of the Sewer Fund contained or referenced in the

: Preliminary Ofﬁcra } Statement and the Official Statement present fairly the financial position of -
such Fund as of the respective dates and the results of 1ts operations and changes in financial

position for the periods specified therein. Subsequent to the respective dates of the most recent
financial statements imncluded in the Official Staliement, there has been no matenal adverse

change in the financial position or results of such Fund except as set forth or contemplated in the

Official Statement.

5 Conditions to the Obligations of the Underwriter.

(a) The obligation of the Underwriter to purchase the Bonds on the Closing
Date shall be subject to the accuracy of the representations and warranties on the part of the City
and County herein, to the accuracy of the statements of officers of the City and County made
pursuant to the provisions hereof, to the performance by the City and County of its obligations
hereunder to be performed on or before the Closing Date and to the following additional
conditions precedent:

(1) The Proceedings, the Certificate and the Disclosure Certificate
shall have been duly adopted, issued, executed and delivered, as applicable, by the City and
County and shall be in full force and effect and shall not have been amended, modified or .
supplemented except as may have been agreed to in writing by the Underwnter, and the City and
County shall have du]y adopted and there shall be in full force and effect such additional
resolutions as in the opinion of Ornck, Hermmgton & Sutcliffe LLP (“Bond Counsel”) shall be
necessary or appropriate in connection with the Proceedings, the Certificate and the Disclosure
Certificate, with the 1ssuance of the Bonds and with the transactions contemplated thereby and



hereby. No default shall have occurred and be continuing under the Proceedings or the
Certificate, and no event shall have occurred and be continuing which with the lapse of time or
the giving of notice or both would constitute such a default.

(2) Subsequent to the City and County’s acceptance of this Bond
Purchase Contract, there shall not have occurred any event materially and adversely affecting the
City and County or the transactions contemplated hereby which, in the reasonable opinion of the
City and County or of the Underwriter, is required to be set forth in an amendment or supplement
to the Official Statement (whether or not the Official Statement shall have been amended or
supplemented to set forth such event).

(3} Subsequent to the City and County’s acceptance of this Bond
Purchase Contract, the market price of general credit or revenue obligations issued by states or
political subdivisions thereof, or the market price of obligations of the character of the Bonds,
shall (in the reasonable judgment of the Underwriter) not have been materially and adversely
affected by (i) a tentative decision with respect to legislation reached by a committee of the
House of Representatives or Senate of the U.S. Congress or an official pronouncement by the
Chairman of any such committee with respect to any such legislation, legislation introduced in or
enacted by the Congress of the United States, or passed by either House of the Congress or
recommended to the Congress for passage by the President of the United States or by the
Secretary of the U.S. Treasury Department, or favorably reported for introduction or passage to.
either House of Congress by any Committee of such House to which such legislationhas been
referred for consideration, or an official pronouncement by the Congressional sponsor of any
such pending legislation, or legislation pending in the Congress of the United States shall be
amended, or legislation introduced in or enacted by the legislature of the State of Hawaii or a
decision rendered by a court of the United States or the State of Hawaii or by the United States
Tax Court, or a ruling, order, official staternent, or regulation (final, temporary or proposed)
made by the Treasury Department of the Umted States or the Internal Revenue Service or other
federal or State of Hawaii authority, with respect to federal or State of Hawaii taxation upon
interest received on the Bonds or obligations of the general character of the Bonds, which in any
such case may have the purpose or effect of changing, directly or indirectly, the federal income
tax consequences or State of Hawaii tax consequences of interest on the Bonds or obligations of
the general character of the Bonds in the hands of the holders thereof; or (ii) a tentative decision
with respect to legislation reached by a commitiee of the House of Representatives or Senate of
the U.S. Congress or an official pronouncement by the Chairman of any such committee with
respect to any such legislation, legislation introduced i or enacted by the Congress of the United
States, or passed by either House of the Congress or recommended to the Congress for passage
by the President of the United States or by the Chairman of the Securities and Exchange
Commission, or favorably reported for introduction or passage to either House of Congress by
any Committee of such House to which such legislation has been referred for consideration, or
an official pronouncement by the Congressional sponsor of any such pending legislation, or
Jegislation pending in the Congress of the United States shall be amended, or a decision rendered
by a court of the United States, or a ruling, order, official statement, or regulation (final,
temporary or proposed) made by or on behalf of the Securities and Exchange Commission, or
any other governmental agency having jurisdiction of the subject matter, to the effect that the
Bonds or obligations of the general character of the Bonds are not exempt from registration



under, or other requirements of, the Securities Act of 1933, as amended, or that the Certificate is
not exempt from qualification under, or other requirements of, the Trust Indenture Act of 1939,
as amended, or that the issuance, offering or sale of the Bonds or obligations of the general
character of the Bonds as contemplated hereby or by the Official Statement is or would be in
violation of the federal securities laws as amended and then in effect; or (111) any new outbreak or
escalation of hostilities or other national or intemational calamity or crisis, the effect of such
outbreak, calamity or crisis on the financial markets of the United States being such as, in the
reasonable judgment of the Underwriter, would affect materially and adversely the ability of the
Underwriter to market the Bonds; or (iv) a general suspension of trading on the New York Stock
Exchange, or fixing of minimum or maximum prices for trading or maximum ranges for prices
for securities on the New York Stock Exchange, whether by virtue of a determination by that
Exchange or by order of the Securities and Exchange Commission or any other governmental
authority having jurisdiction; or (v) a general banking moratorium declared by either federal or
New York or Hawaii authorities having jurisdiction.

(4) On or prior to the Closing Date, no order, ruling, regulation, decree-
or injunction of any court of competent jurisdiction or of any governmental body or authority
shall have been issued, and no judicial proceeding shall have been commenced, nor shall any
legislation have been enacted, with the purpose or effect of prohibiting the 1ssvance, offering,

sale or distribution of the ‘Bonds as contemplated hereby or by the Official Statement or

performance by the City and County of its obligations under the Proceedings, the Certificate; the |
Disclosure Certificate or this Bond Purchase Contract in accordance with their respective terms. -

- (5) The Underwriter shall have received duly executed or certified
copies of: (i) the Proceedings; (ii) the Certificate; (1i1) the Disclosure Certificate; (iv) this-Bond
Purchase Contract; and {v) the Official Statement.

"~ (6)  The Underwriter shall have received the opinion of Bond Counsel
with respect to the Bonds, dated the Closing Date, substantially in the form attached to the draft
Official Statement heretofore recerved by the Underwriter, together with a supplemental opinion
of Bond Counsel, addressed to the Underwriter, dated the Closing Date, in substantially the form
attached as Exhibit A hereto.

(7 The Underwriter shall have received an opinion, dated the Closing
Date, of Corporation Counsel to the City and County substantially in the form attached as
Exhibit B hereto.. '

(8) The Underwriter shall have received an opinion, dated the Closing
Date, of McCornston Miller Mukai MacKinnon LLP, counsel to the Underwriter, in
substantially the form attached as Exhibit C hereto.

(9) The Underwriter shall have received a certificate, dated the
Closing Date, signed by the Finance Director and the Environmental Director, to the effect that
(1) the répresemalions and warranties of the City and County contained herein are true and
correct in all material respects on and as of the Closing Date; (1) to the best of the knowledge of
said officers the information and statements, including financial statements, of or pertaining to



the Wastewater System and the Sewer Fund contained 1n the Official Statement were and are
correct in all matenal respects; (i) insofar as the City and County and its affairs, including the
financial affairs of the Wastewater System and the Sewer Fund, are concemed, the Official
Statement did not and does not contain an untrue statement of a material fact or omit to state a
material fact required to be stated therein or necessary to make the statements therein, in the light
of the circumstances under which they were made, not misleading; (iv) msofar as the
descriptions and statements, including financial data, contained in the Official Statement, of or
pertaining to non-governmental bodies or governmental bodies other than the Department of
Environmental Services are concemed, such descriptions, statements and data have been
obtained from sources believed by the City and County to be rehable, and the City and County
has no reason to believe that they are untrue or incomplete in any material respect; (v) no
litigation is pending or, to the knowledge of such officers, threatened in any court in any way
adversely affecting the legal existence of the City and County or seeking to restrain or (o enjoin
the issuance, sale or delivery of the Bonds, or materially and adversely affecting the nght of the
City and County to coliect Wastewater System revenues to pay the principal of and interest on
the Bonds, or in any way materially and adversely contesting or affecting the validity or
. enforceability of the Bonds, the Proceedings, the Certificate, the Disclosure Certificate or this
Bond Purchase Contract or contesting the completeness. or accuracy of the Preliminary Official
Statement or the Official Statement, or contesting the power of the City and County or its
authority with respect to the Bonds, the Proceedings, the Certificate, the Disclosure Certificate or
this Bond Purchase Contract (but in lien of or in conjunction with such certificate, the
Underwriter may, i1 its sole discretion, accept certificates or opinions of Corporation Counsel 1o -
the City and County, acceptable to the Underwriter, that in the opinion of such counsel the issues
. raised in any-such pending or threatened litigation are without substance or that the contentions
of all'plaimiffs therein are without merit); (vi) to the best of the knowledge of said officer, no
event materially and adversely affecting the City and County or the transactions contemplated
hereby has occurred since the date of the Official Statement which, in the reasonable opinion of
the City and County, is required to be set forth in an amendment or supplement to the Official
Statement (whether or not the Official Statement shall have been amended or supplemented to
set forth such event); (vii) the City and County has the full legal right, power and authority to
carry out and consummate the transactions contemplated hereby and by the Official Statement;
and (viii) the City and County has complied with all the requirements and satisfied all the
conditions on its part to be performed or satisfied at or prior to the Closing Date.

[(10}  The Underwriter shall have received evidence of the issuance by

(the “Bond Insurer”j of the Bond Insurance Policy and Surety Bond with respect to

the Bonds, together with (i} rating letters evidencing that the Bonds have been rated AAA by

Fitch Ratings, Aaa by Moody’s Investors Service and AAA by Standard and Poor’s Ratings

Group, (ii) a certificate of the Bond Insurer, dated the Closing Date, 1o the effect that the

information concerning the Bond Insurer and the Bond Insurance Policy, as set forth in the

Official Statement under the caption “Bond Insurance” is accurate, and (1ii) an opinion of
counsel to the Bond Insurer in form and substance satisfactory to the Underwriter.]

, {11)  The Underwriter shall have recerved such additional certificates,
instruments and other documents as it may reasonably request to evidence the truth and accuracy
as of the Closing Date of the representations and warranties of the City and County herein and



the due performance or satisfaction by the City and County at or prior to the Closing Date of ali
agreements then to be performed and all conditions then to be satisfied by the City and County.

(b)  The City and County will furnish the Underwriter with such conformed
copies of such opinions, certificates, letters and documents as the Underwriter reasonably
requests. If the City and County shall be unable to satisfy or cause to be satisfied any condition
to the obligations of the Underwriter contamed in this Bond Purchase Contract and the
satisfaction of such condition shall not be waived by the Underwnter, this Bond Purchase
Contract shall terminate; and neither the Underwriter nor the City and County shall have any
further obligations or liabilities hereunder except as otherwise provided in Section 8.

6. Conditions to the Obligations of the City and County. The obligations of
the City and County to issue and sell the Bonds to the Underwriter will be subject to
performance by the Underwriter of its obligations hereunder and to the receipt by the City and
County on the Closing Date of the opinion of Bond Counsel, dated the Closing Date,
substantially in the form attached to the Official Statement, and such other certificates, letters
and documents from the Underwriter or others as the City and County may reasonably request to
evidence facts necessary for Bond Counsel to render such opinion.

_ SRS Survival of Certain Represemat}ons and Ob]lgauons The City and -
County and the Underwriter hereby agree that the respective agreements, representanons
: wanantles and other statements of the. .City -and County and of the Underwriter and their
. Tespective “officers set forth in or made pursuant to this Bond Purchase Contract will remain in

" full force and effect, regardless of any investigation, or staternent as tc the results thereof, made
by or on beha}f of the Underwriter or the City and County and will survive the Closing Date.

8. Expenses. (a) The City and County will pay or cause to be paid from
funds available to it all expenses incident to the performance of its obligations under this Bond
Purchase Contract and the fulfillment of the conditions imposed hereunder, including but not
limited to the cost of preparing, printing and mailing the Preliminary Official Statement, the
Official Statement and any supplement thereto (except to the extent payable by the Underwriter
pursuant to Section 8(b) below), the cost of preparing and mailing the Bonds, the Proceedings,
the Certificate, the Disclosure Certificate, and any amendments or supplements thereto, in
reasonable quantities, and all other documents prepared in connection with the transactions
contemplated by this Bond Purchase Contract, the expenses of the City and County, the fees and-
expenses of Bond Counsel and Corporation Counsel for the City and County, [the premium for
the Bond Insurance Policy,] the fees charged by investment rating agencies with respect to the
Bonds, and the fees and expenses of any auditors retained by the City and County in connection
with the transactions contemplated herein. To the extent that the Underwriter, in order to
facilitate the transactions hereunder, has advanced funds to pay any expenses of the City and
County incidental to this Bond Purchase Contract and the transactions hereunder (including, but
not limited to, transportation, Jodging, meals and other ancillary costs of City and County
representatives associated with the financing), the City and County shall reimburse the
Underwriter for such advances as part of the expense component of the Underwriter’s
compensation hereunder. In addition, certain of the foregoing expenses, as determined by the
Underwriter and the City and County, may be paid by the Underwriter on behalf of the City and



County and deducted from the Purchase Price otherwise payable to the City and County at
Closing.

(b) The Underwriter will pay or cause to be paid the cost of preparing, printing
and mailing any amendment or supplement to the Official Statement resulting from a
determination by the Underwriter to change the initial offering prices or yields set forth in the
Official Statement; all advertising costs and other expenses incurred by the Underwriter in
connection with the sale of the Bonds and the qualification of the Bonds for sale under the Blue
Sky and other securities laws of the several states; counsel for the Underwriter; the fees and
expenses of The Depository Trust Company with respect to the deposit of the Bonds; and the
charge of the CUSIP Service Bureau for the assignment of CUSIP numbers for the Bond.

9, Notices. All communications hereunder will be in writing, and, if sent to
the Underwriter, will be mailed or delivered to UBS Securities LLC, 777 South Figueroa Street,
50™ Floor, Los Angeles, California, 90017, Attention: Frapk X. Lauterbur, Managing Director;
or, if sent to the City and County, will be mailed or delivered and confirmed to 1t at the address
set forth above. :

. ]O Governing Law.” This Bond Purchase Contract shall be construed and
admmrsterea under the laws of the State of Hawaii. : :

11. Countierparts.  This Bond Purchase Contract may be executed by the

pames hereio In separate counterparts, each of which when so executed and delivered shall be.an
original, but ail such counterparts shali together constitute but one and the same insirument.
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12. Successors. This Bond Purchase Contract will inure to the benefit of and
be binding upon the parties hereto and their respective successors, and no other person will have

any right or obligation hereunder.

UBS SECURITIES LLC,
As Underwriter

By:
Its Authorized Representative

By:
Its Authorized Representative

Accepted this ___ day of , 2008

CITY AND COUNTY OF HONOLULU

By:

Director of Budget and Fiscal Services

By:

Director of Environmental Services

Approved as to form and legality:

Corparation Counsel
City and County of Honolulu
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EXHIBIT A TO BOND
PURCHASE CONTRACT

[FORM OF BOND COUNSEL’S SUPPLEMENTAL OPINION]

[DATE]

UBS Securities LLC
Los Angeles, Californa

Re:  City and County of Honolulu Wastewater System Revenue Bonds
{Second Bond Resolution} Junior Series 2008A
{(Supplemental Opinion)

Ladies and Gentlemen:

'This et%er 1is addressed to you, as Underwriter, purs uant to Section S(a}(é) of the Bond Purchase
“Contract dated ____, 2008 (the “Purchase Contract”™), by and between UBS becunues LLC
and ‘the City and Coumy of Honolulu (the “C}ty and County s pmvadmg for the purchase of
$([Series “Amount] principal amount of City and C Qunt\a ‘of Honeolulu Wastewater Svstem
Revenue Bonds {Second Bond Resolution) Junior Secries 2008A {the “Bonds”). The Bonds are
being issued pursuant to and by the authonty of the provisions of Chapter 49, Hawaii Revised
" Statutes (the “Act”), the City Charter, proceedings of 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 Services of the City and County dated as of

, 2008 (the “Certificate”). Capitalized terms not otherwise defined herein shall have
the meanings ascribed thereto in the Certificate or, if not defined in the Certificate, in the Bond

Purchase Contract.

We have delivered our final legal opinion (the “Bond Opinion™) as bond counsel to the City and
County concerning the validity of the Bonds and certain other matters, dated the date hereof and
addressed to the City and County. You may rely on the Bond Opinion as though the same were

addressed to you.

In connection with our role as bond counsel to the City and County, we have reviewed the
Purchase Contract, the Certificate, the Tax Certificate, the Disclosure Certificate, an opinion of
the Corporation Counsel of the City and County, certificates of the City and County and others,
and such other documents, opimions and matters to the extent we deemed necessary to provide
the opinions or conclustons set forth herein.

The opinicns and conclusions expressed herein are based on an analysis of existing laws,
regulations, rulings and court decisions and cover certain matters not directly addressed by such
authorities. Such opinions or conclusions may be affected by actions taken or omitted or events
occurring afier the date hereof. We have not undertaken to determine, or to inform any person,
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whether any such actions are taken or omitted or events do occur or any other matters come to
our attention after the date hereof. We have assumed the genuineness of all documents and
signatures presented to us (whether as originals or as copies) and the due and legal execution and
delivery thereof by, and validity against, any parties other than the City and County. We have
assumed, without undertaking to verify, the accuracy of the factual matters represented,
warranted or certified in the documents, and of the legal conclusions contained in the opinions,
referred to in the third paragraph hereof. We have further assumed compliance with all
covenants and agreements contained in such documents. In addition, we call attention to the fact
that the rights and obligations under the Bonds, the Certificate, the Resolution, the Tax
Certificate, the Disclosure Certificate and the Purchase Contract and their enforceability may be
subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance,
moratorium and other laws relating to or affecting creditors’ rights, to the application of
equitable principles, to the exercise of judicial discretion in appropriate cases and to the
Iimitations on legal remedies against counties in the State of Hawaii. We express no opinion
with tespect to any indemnification, contribution, penalty, choice of law, choice of forum, choice
of venue, waiver or severability provisions contained m the foregomg documents, nor do we
_express any opinion with respect to the state or quality of title to or interest in any assets
described in or as subject to the lien of the Resolution or the accuracy or sufficiency of the
description contained therein of, or the remedies available to enforce liens on, any such assets.
Finally, we undertake no responsibility for the accuracy (except as expressly set forth in
numbered paragraph 3 below), completeness or fairness of the Official Statement dated April _
2008 (the “Official Statement”) or other offenng material relatmg to the Bonds and eXpress no

opinion relating thereto. L e

Based on and subject to the foregoing, and in rehance thereon, as of the dateuh'éreof, we are of
the following opinions or conclusions:

1. The Bonds are not subject to the registration requirements of the Securities Act of
1933, as amended, and the Certificate 1s exempt from qualification pursuant to the Trust
Indenture Act of 1939, as amended. [No opinion is expressed with respect to the Bond Insurance

Policy or Surety Bond |

2. The Purchase Contract has been duly executed and delivered by the City and
County and is a valid and binding agreement of the City and County. :

3. The statements contained in the Official Statement under the captions “THE
SERIES 2008 BONDS (excluding “~Book-Entry System”),” “SECURITY FOR THE BONDS,” .
“TAX MATTERS” and “CONTINUING DISCLOSURE,” and Appendix A entitled
“SUMMARY OF CERTAIN PROVISIONS OF THE BOND RESOLUTION” and in Appendix
B and Appendix C to the Official Statement, excluding any matenal that may be treated as
included under such captions by cross-reference, insofar as such statements expressly summarize
provisions of the Bonds, the Certificate, the Disclosure Certificate and the form and content of
our Bond Opinion are accurate in all material respects.

This letter is furnished by us as bond counsel to the City and County. No attorney-client
relationship has existed or exists between our firm and you 1n connection with the Bonds or by
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virtue of this letter. Our engagement with respect to the Bonds has concluded with their
issuance. We disclaim any obligation to update this letter. This letter 1s delivered to you as
Underwriter of the Bonds, is solely for your benefit as such Underwriter and 1s not to be used,
circulated, quoted or otherwise referred to or relied upon for any other purpose or by any other
person. This letter is not intended 1o, and may not, be relied upon by owners of Bonds or by any
other party to whom it is not specifically addressed.

Very truly yours,
ORRICK, HERRINGTON & SUTCLIFFE LLP

per



EXHIBIT B TO BOND
PURCHASE CONTRACT

[FORM OF OPINION OF CORPORATION COUNSEL]

[Date]

UBS Securities L1LC
Los Angeles, Califorma

Re:  City and County of Honolulu, Hawall, Wastewater System
Révenue Bonds (Second Bond Resolution), Junior Series 2008A

Ladies and Gentlemen: -

The Department of the Corporation Counsel acts as counsel for the City and
County of Honolulu (the “City and County™), and in such capacity, the following opinion is
delivered. This opinion is delivered pursuant to the requirement of Section 5(a)}(7) of the Bond
Purchase Contract with the City and County, dated ___, 2008 (the “Bond Purchase Contract™),
relating to the Bonds identified above (the “Bonds™). Terms used and not otherwise defined
herein shall have the meanings assigned to them in the Bond Purchase Contract, We are of the

following opinions:

(1) The City and County is a duly organized and existing political subdivision
of the State of Hawan, with full power under the Constitution and laws of the State, including the
Act, to enact and approve the Proceedings, to authonize the Bonds, the Certificate, the Disclosure
Certificate, the Bond Purchase Contract, the Preliminary Official Statement and the Official
Statement, and 1o perform its obligations thereunder and contemplated thereby.

(2) The Director of Budget and Fiscal Services and the Director of
Environmemntal Services have the power to execute and deliver the Certificate and the Bond
Purchase Contract, and the Director of Budget and Fiscal Services has the power to execute,
issue and deliver the Bonds and to execute and deliver the Disclosure Certificate.

(3) Based upon the information provided to us in the course of our
participation in the preparation of the Official Statement and in reliance thereon, and without
having undertaken to determine mdependently the accuracy or completeness of the statements
contained in the Official Statement, we have no reason to believe that the Official Statement,
under the captions “The City and County and the Department” and “Pending Litigation” (except
for the financial and statistical data included therein and assumptions with respect thereto, as to
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which no opinion is expressed), as of its date contained, or as of the date hereof contains, any
untrue statement of a material fact, or as of its date omitted or as of the date hereof omits, to state
any material fact Tequired to be stated therein or necessary to make the statements therein, in the
light of the circumistances under which they were made, not misleading.

(4)  No hitigation is pending or, to our knowledge, threatened 1n any court in
any way affecting the existence of the City and County or the title of 1ts officers and other
officials to their respective offices, or seeking {o restrain or enjoin the issuance, sale or delivery
of the Bonds, or the pledge of the revenues from the wastewater system of the City and County
to pay the principal of and interest on the Bonds, or in any way contesting or affecting the
vahdity or enforceability of the Bonds, the Certificate, the Disclosure Certificate or the Bond
Purchase Contract or coniesting in any way the completeness or accuracy of the Preliminary
Official Statement or the Official Statement, or contesting the powers of the City and County or
its autherity with respect to the Bonds, the Certificate, the Disclosure Certificate or the Bond
Purchase Contract, other than that which may have been disclosed in the Official Statement,

In the rendering of this opinion, we express no opinion as to the application of the
Federal law of the United States or the laws of any state regarding the documents referred to in
this opinion other than the State of Hawaii.

We are furnishing this letter to you pursuant to Section 5 of the Bond Purchase
Contract solely for your benefit as Underwriter thereunder. This letter is not w be used:
circulated, quoted or otherwise referred to or relied upon for any other purpose or by any other
person. This letter is not intended to, and may not, be relied upon by owners of Bonds. We
disclaim any obligation to update this letter.

Very truly yours,

Corporation Counsel
City and County of Honolulu
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EXHIBIT C TO BOND
PURCHASE CONTRACT

[FORM OF OPINION OF UNDERWRITER’S COUNSEL]

[Datel

UBS Securities LLC,
Los Angeles, California

Re: City and County of Honolulu, Hawail, Wastewater System
Revenue Bonds (Second Bond Resolution), Junior Senies 2008A

1.adies and Gentlemen:

We have acted as counsel to you in connection with your purchase from the City
and County of Honoluhi (the “City and County”) of the Bonds identified above (the "Bonds”),
pursuant to the Bond Purchase Contract with the City and County, dated __ , 2008 (the .
“Bond Purchase Contract”). The Bonds are issued pursuant to various proceedings of the City
Council of the City and a certificate of the Director of Budget and Fiscal Services and the
" Director of Environmental Services of the City and County (the “Issuance Certificate™).
Capitalized terms not otherwise defined herein shall have the meanmings ascribed thereto in the
Bond Purchase Contract. '

In that connection, we have reviewed the Bond Purchase Contract, the Issuance
Certificate, the Disclosure Certificate, the Official Statement, the certificates and opinions
referred to in Section 5(a) of the Bond Purchase Contract, and such other records, opinions and
documents, and we have made such investigations of law, as we have deemed appropriate as a
basis for the conclusions hereinafter expressed.

In armmving at the conclusions herenafter expressed, we are not expressing any
opinion or view on, and with your permission are assuming and relying on, the validity, accuracy
and sufficiency of the records, documents, certificates and opinions referred to above (including
the accuracy of all factual matters represented and legal conclusions contained therein, including
(without Jimitation) representations and legal conclusions regarding the due authorization,
issuance, delivery, validity and enforceability of the Bonds and the exclusion of interest thereon
from gross income for federal income tax purposes). We have assumed that all records,
documents, certificates and opinions that we have reviewed, and the signatures thereto, are

genuine.

C-1



Based on and subject to the foregoing, and in reliance thereon, as of the date
hereof, we are of the opinjon that the Bonds are not subject to the registration requirements of the
Securities Act of 1933, and the Issuance Certificate is exempt from qualification pursuant to the
Trust Indenture Act of 1939, as amended. No opinion is expressed with respect to the Bond
Insurance.

W e are not passing upon and do not assume any responsibility for the accuracy,
completeness or faimess of any of the statements contained in the Official Statement and make
no representation that we have independently verified the accuracy, completeness or fairness of
any such statements. In our capacily as your counsel, we participated in conferences with your
representatives and representatives of the City, Omick, Hermington & Sutchffe LLP, as bond
counsel, and others, during which conferences the contents of the Official Statement and related
matters were discussed. Based on our participation in the above-mentioned conferences (which
did not extend beyond the date of the Official Statement), and in reliance thereon and on the
records, documents, certificates and opinions herein mentioned (as set forth above), we advise
you that, during the course of our representation of you on this matter, no information came to
the attention of the attorneys in our firm rendering legal services in connection with such
representation which caused us to believe that the Official Statement as of its date (except for
.any- financial, statistical, engineering, demographic or economic data or forecasts, numbers,
charts, tables, graphs, estimates, projections, assumptions or expressions .of opinion, any
information about valuation, appraisals or environniental matters, the mformation in Appendices
A and B, or any information about the tax status of the Bonds, book-entry or DTC for the Bond
Insurer] included therein, as to which we express no opinion or view) contained any untrue
statement of a material fact or omitted to state any material fact required to be stated therein or
necessary to make the statements therein, in the light of the circumstances under which they were
made, not misleading.

The Disclosure Certificate, together with Section 2 of the Bond Purchase
Contract, satisfies the requirements contained in S.E.C. Rule 15¢2-12(b}(5) for an undertaking
for the benefit of the holders of the Bonds to provide the information at the times and in the
manner required by said Rule.

We are furnishing this letter to you purspant to Section 5(a)(8) of the Bond
Purchase Contract solely for your benefit as Underwriter thereunder. This letter is not to be
used, circulated, quoted or otherwise referred to or relied upon for any other purpose or by any
other person. This letter is not intended to, and may not, be relied upon by owners of Bonds.
Qur engagement with respect to this matter has terminated as of the date hereof, and we disclaim
any obligation to update this letter.

Very truly yours,



SERIES CERTIFICATE OF THE DIRECTOR OF
BUDGET AND FISCAL SERVICES OF THE
CITY AND COUNTY OF HONOLULU, HAWAII,
PROVIDING FOR CONTINUING DISCLOSURE

1, the undersigned, Mary Patricia Waterhouse, 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 that: (i) this Certificate is a
Series Certificate as defined in Section 1.2 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™); (i) UBS Securities LLC, as the Underwriter of the §
Wastewater System Revenue Bonds (Second Bond Resolution) Junior Series 2008A of
the City and County, dated , 2008 (the “Series 2008A Bonds™), shall be
beneficiaries of the Master Cerntificate; (iii) the Holders of the Series 2008A Bonds shall
also beneficiaries of the Master Certificate; (iv) the Beneficial Owners of Series 2008A
Bonds shall 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 NRMSIRs as of the date of this Series Certificate are set forth at
www._sec.gov/info/municipal/nrmsir.htm. :

Dated this , 2008.

MARY PATRICIA WATERHOUSE
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

, 2008.

Corporation Counsel
City and County of Honolulu,

Hawaii

EXHIBIT B
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ESCROW AGREEMENT

This Escrow Agreement (this “Agreement”), dated and effective on [Closing
Date], 2008, by and between the CITY AND COUNTY OF HONOLULU (the “City and
County”) and WELLS FARGO BANK, NATIONAL ASSOCIATION, Los Angeles, California,
as escrow agent (together with 1ts successors, the “Escrow Agent™),

WITNESSETH:

The City Council of the City and County (the “Council”), pursuant to Bond
Resoclution No. 98-195, adopted by the Council on November 10, 1998 (the “Bond Resolution™),
authorized Wastewater System Revenue Bonds for various purposes of the Wastewater System
of the Board, such bonds to be 1ssued in series from time to time pursuant to Series Resolutions
duly adopted by the Council.

Pursuant to the Bond Resolution, a resolution of the Council adopted on
November 10, 1998, and a Series Certificate of an authorized officer of the City and County
dated December 9, 1998 (the “1998 Certificate™), the City and County has previously issued
(1) $264,152,890 of its Wastewater System Revenue Bonds (Second Bond Resolution) Junior
Series 1998 (the “1998 Bonds™), § - of which currently are outstanding, which
outstanding 1998 Bonds, pursuant to their terms, mature on various dates and bearing interest
payable at various times to matunty, all as set forth in Exhibit A attached hereto.

Pursuant to the Bond Resolution, a resolution of the Council adopted on April 16,
2003, and a Series Certificate of an authorized officer of the City and County dated May 1, 2003
(the “2003 Certificate”), the City and County has previously issued (i) $54,600,000 of its
Wastewater System Revenue Bonds (Second Bond Resolution) Junior Series 2003A-2 (the

“2003A-2 Bonds™), $ _of which currently are outstanding, and $54,600,000 of iﬁs
Wastewater System Revenue Bonds (Second Bond Resolution) Jumor Series 2003B-2 (the
“2003B-2 Bonds™), $ : of which currently are outstanding, which outstanding

2003A-2 Bonds and 2003B-2 Bonds (referred to herein, together with the 1998 Bonds, as the
“Prior Bonds™), pursuant to their terms, mature on various dates and bearing interest payable at
various times to maturity, all as set forth in Exhibit A attached hereto.

The Director of Budget and Fiscal Services in her “Bond Series Certificate of the
City and County of Honolulu relating te ${Principal Amount] Wastewater System Revenue
Bonds (Second Bond Resolution) Junior Series 2008, dated [Sale Date], 2008” (the
“Certificate”), has heretofore found and determined that it is necessary and in the best interest of
the City and County to refund in advance of maturity certain of the Prior Bonds identified in
Exhibit B hereto (collectively, the “Refunded Bonds™ or, separately, as applicable, the
“Refunded 1998 Bonds,” the “Refunded 2003 A-2 Bonds” or the “Refunded 2003B-2 Bonds™),
which sets forth for the Refunded Bonds the series, principal amount to be refunded, maturities
to be refunded, and, if applicable, redemption date and redemption price of such Refunded

Bonds.

The Council has, pursuant to Resolution No. 08-__ . adopted on , 2008,
authorized the Director of Budget and Fiscal Services to 1ssue, sell and deliver Wastewater



System Revenue Bonds of the City and County in an aggregate principal amount not to exceed
$ for the purposes provided in the Bond Resolution, and to determine the
principal amount of and to fix and determine the details of such bonds.

The Escrow Agent has been appointed by the Director of Budget and Fiscal
Services to serve as Escrow Agent hereunder.

Concurrently with the execution hereof, the City and County is issuing
by aggregate principal amount of its Wastewater System Revenue Bonds (Second
Bond Resolution) Junior Series 2008 (the “2008 Bonds™), to provide moneys for deposit with the
Escrow Agent, and 1s taking such other actions, as shall be necessary and sufficient to cause the
Refunded Bonds to be refunded in advance of maturity and wishes to enter into this Agreement
to earry out such purposes.

Now, therefore, in consideration of the foregoing and of the mutual covenants
herein set forth, the City and County and the Escrow Agent agree as follows:

Section 1. Pledge of Portion 0of 2008 Bond Proceeds. To secure the payment
of the principal or redemption price (as set forth in Section 6) of, and interest on, the Refunded
Bonds (whether such due dates be by reason of maturity or otherwise), the City and County
hereby irrevocably deposits with the Escrow Agent, in trust for the benefit and security of the
holders of the Refunded Bonds, and irrevocably pledges and sets aside exclusively for such
payment, subject to the terms and conditions heremafter set forth, the amount of oo
% (the “Deposit Amount™) in immediately available funds. Such amounts
shall be deposited and apphed by the Escrow Agent in the manner and for the purpose
* hereinafter set forth.

The Escrow Agem ‘ny the execunon of this Agreement, acknowledges receipt of
the foregomg amounts. :

Section 2. Fstablishment of Funds; Deposit of Moneys and Government

Securities.

(a) There is hereby created and established with the Escrow Agent a special and
irrevocable trust fund, designated the “1998 Bonds Trust Fund”, to be held in the custody of the
Escrow Agent as a Trust Fund separate and apart from all other funds of the City and County or
of the Escrow Agent for the benefit of the holders of the Refunded 1998 Bonds. The Escrow
Agent shall apply the Deposit Amount of § of the § referred to 1n
Section 1 hereof towards the purchase of the Government Securities, as hereinafter defined and
as provided in Section 3, such securities to be deposited in the 1998 Bonds Trust Fund. The
remaining $§  shall be deposited as cash i the 1998 Bonds Trust Fund. All funds on deposit
in trust in the 1998 Bonds Trust Fund shall be applied to and used solely for the payment of the
principal and redemption price of, and interest on, the Refunded 1998 Bonds except as otherwise
expressly provided herein. Amounts earned on the moneys and securities in the 1998 Bonds
Trust Fund shall be retained therein until applied in accordance with this Agreement.

{b) There is hereby created and established with the Escrow Agent a special and
irrevocable trust fund, designated the “2003A-2 Bonds Trust Fund”, to be held in the custody of



the Escrow Agent as a Trust Fund separate and apart from all other funds of the City and County
or of the Escrow Agent for the benefit of the holders of the Refunded 2003A-2 Bonds. The
Escrow Agent shall apply the Deposit Amount of § ofthe § referred to
in Section 1 hereof towards the purchase of the Government Securities, as hereinafter defined
and as provided in Section 3, such securities to be deposited in the 2003A-2 Bonds Trust Fund.
The remamning §  shall be deposited as cash in the 2003A-2 Bonds Trust Fund. All funds on
deposit in trust in the 2003A-2 Bonds Trust Fund shall be applied to and used solely for the
payment of the principal and redemption price of, and interest on, the Refunded 2003 A-2 Bonds
except as otherwise expressly provided herein. Amounts earned on the moneys and securities in
the 2003A-2 Bonds Trust Fund shall be retained therein until applied in accordance with this

Agreement.

(c) There is hereby created and established with the Escrow Agent a special and
irrevocable trust fund, designated the “2003B-2 Bonds Trust Fund”, 1o be held in the custody of
the Escrow Agent as a Trust Fund separate and apart from all other funds of the City and County
or of the Fscrow Agent for the benefit of the holders of the Refunded 2003B-2 Bonds. The '
Escrow Agent shall apply the Deposit Amount of § of the § referred to
in Section 1 hereof towards the purchase of the Government Secunties, as hereinafter defined
and as provided in Section 3, such securities to be deposited in the 2003B-2 Bonds Trust Fund.
Theremaining § _ shall be deposited as cash in the 2003B-2 Bonds Trust Fund. All funds on
deposit in trust in the 2003B-2 Bonds Trust Fund shall be applied to and used solely for the
payment of the principal and redemption price of, and interest on, the Refunded 2003B-2 Bonds
except as otherwise expressly provided herein. Amounts earned on the moneys and securities in -
the 2003B-2 Bonds Trust Fund shall be retamed therem unh] apphed mn accordance with this

A greemem

, Section 3. Purchase of Government Securities; Adequacy of Amounts in
Trust Funds. (1) The City and County hereby directs the Escrow Agent to, and the Escrow
Agent shall, do the following with respect to the funds deposited and held in the Trust Funds
pursuant to Section 1 hereof: purchase noncallable Government Securities allocated to the
Refunded Bonds (the “Government Securities”™) listed in Exhibit C hereto and deposit and hold
such Government Securities and any earnings received thereon and any remmvestment thereof in
the 1998 Bonds Trust Fund, the 2003 A-2 Bonds Trust Fund and the 2003B-2 Bonds Trust Fund
(collectively, the “Trust Funds”) and disburse such amounts as provided herein.

(a) The City and County and the Escrow Agent, by the execution of this
Agreement, hereby acknowledge receipt from Grant Thornton LLP (the “Verification Expert”),
of a certification that the Government Securities listed in Exhibit C mature as to principal and
interest (without regard to any reinvestment of investment earnings on such Government
Securities) in such amounts and at such times as will ensure, together with any moneys held in
the Trust Funds, the availabihity of sufficient moneys to make payment of the principal or
redemption price of, and interest on, the Refunded Bonds to and including the respective due

dates thereof.

{b) The City and County and the Escrow Agent hereby agree that they shall rely
conclusively upon the certification provided by the Verification Expert pursuant to Section 3(b)
hereof, that the Government Securities will mature as to principal and interest (without regard to



any reinvestment of investment earmnings on such Govemnment Securities) in such amounts and at
such times as to ensure, together with any moneys held in the Trust Funds, the availability of
sufficient moneys to make payment of the principal and redemption price of, and interest on, the
Refunded Bonds to the respective due dates thereof.

(c) The Escrow Agent shall collect amounts due and shall apply such amounts as
needed to make the payments and transters required by this Escrow Agreement and may
substitute, upon the written direction of the City and County, Substitute Government Securities
(as defined herein) subject to the terms and limitations of Section 4, but otherwise shall have no
power or duty to sell, transfer or otherwise dispose of the Government Securities.

(d) In the event that the Escrow Agent is furmished with a certificate of a
nationally recognized firm of independent certified public accountants that the Government
Securities as they mature in such armnounts and earn interest in such amounts and any other
available moneys in the Trust Funds will not provide sufficient moneys to pay, as the same
mature and become due, the principal and redemption price of, and interest on, the Refunded
Bonds which have not previously been paid, the City and County will deposit with the Escrow
Agent immediately upon demand therefor an amount of money as to which a nationally _
recognized firm of independent certified public accountants shall certify that such amount of
money, together with the Govemment Securities which will continue to be held in the Trust
Funds, will mature in such principal amounts and earn interest in such amounts and at such times -
so that sufficient moneys will be available from such maturing principal and interest to pay, as
the same mature and become due, the principal and redemption price of, and interest on, the
Refunded Bonds which have not previously been paid; provided, however, that no such deposit
by the City and County shall be required if the insufficiency in the Trust Funds is caused by the
negligence or willful misconduct of the Escrow Agent, in which case, the Escrow Agent shall
make the necessary deposit into the Trust Funds from its own funds.

(e) In the event that the Escrow Agent is furnished with a report of a nationally
recognized firm of independent certified public accountants stating that the Government
Securities as they mature 1in such amounts and earn interest i such amounts and any other
available moneys in the Trust Funds will be in excess of the amounts required to pay, as the
same mature and become due, the principal and redemption price of, and interest on, the
Refunded Bonds which have not previously been paid, the Escrow Agent shall transfer to the
City and County immediately upon demand therefor an amount of money not exceeding such

CXCESs.

Section 4. Remvestment; Substitution of Government Securities. Moneys
deposited with the Escrow Agent as described 1n Section | hereof and Government Securities
purchased by the Escrow Agent as described in Section 3 hereof may, at the written direction of
the City and County, be reinvested in or substituted for direct non-callable obligations of, or
direct non-callable, non-prepayable obligations the full and timely payment of principal of and
interest on which are fully and unconditionally guaranteed by, the United States of America,
including Resolution Funding Corporation interest strips (the “Substitute Government
Securities”), maturing as to principal and interest in such amounts and at such times as will
ensure the availability of sufficient moneys to make payment of the principal and redemption
price of, and interest on, the Refunded Bonds to the respective due dates thereof; provided,




however, that concurrently with such written direction, the City and County shall provide the
Escrow Agent with (a) a certification of a nationally recognized independent certified public
accountant that such reinvestment and substitution complies with Section 3(b) hereof, setting
forth in reasonable detail the calculations underlying such certification, and (b) an unqualified
opinion of nationally recogmzed bond counsel to the effect that such reinvestment (i) will not
cause the interest on any Prior Bond or any 2008 Bond to be included in gross income for
purposes of federal income taxation under the Internal Revenue Code of 1986 (the “Code™), and
the regulations under the Code (the “Regulations™), as each is then in effect, and (11) 1s otherwise
in compliance with this Agreement. The substitution of money market funds and unit investment
trusts for Government Securities 1s prohibited.

(a) Any Substitute Government Securities must mature on etther (1) the next debt
service payment date of the Refunded Bonds or (i) when needed as shown in the certification of
a nationally recognized independent certified pubhc accountant referenced in subsection (a) of
this Section.

(b) Any reinvestment authorized by this Section 4 shall be accomplished by sale,
transfer, request for redemption or other disposition of all or a portion of the Government
Securities then held in the Trust Funds, with the proceeds thereof, together with other moneys in
the Trust Funds, being applied sihultaneously to the purchase of Substitute Government
Securities, all as specified 1n the written dzrechon of the City and C ounty

Section 5. Ewdence of Transacnons, Reporis The Escrow Agent, unless
otherwise directed by the Director of Budget and Fiscal Services, shall deliver to:the Director of
Budget and Fiscal Services a copy of the document(s) evidencing each transaction relating to the
Trust Funds in its monthly report provided pursuant to Section 5(b) below, ~

(a) The Escrow Agent shall at all times keep, or cause to be kept, proper books of
record and account, prepared in accordance with industry standards, in which complete and
accurate entries shall be made of all transactions relating to the portion of the proceeds of the
2008 Bonds delivered to the Escrow Agent under this Agreement and all funds and accounts
established pursuant to this Agreement. Such books of record and account shall be available for
inspection by the City and County under reasonable circumstances and for reasonable periods at-
reasonable times during the business hours of the Escrow Agent on any business day. On or
before the tenth day of each month, commencing 10, 2008, the Escrow Agent, unless
otherwise directed by the Director of Budget and Fiscal Services, shall deliver to the Director of
Budget and Fiscal Services an accounting report setting forth the following information as of the
last day of each preceding month: (1) amounts withdrawn from and deposited into each fund and
account maintained by the Escrow Agent under this Agreement; (2) the balances on deposit in
the Trust Funds and each account thereof as of the date for which such report 1s prepared; and
(3) a brief description of all obligations held as investments in the Trust Funds and each account

thereof.

(b) On [10 days after the following date}, 20, the Escrow Agent shall deliver to
the Director of Budget and Fiscal Services a final accounting report with respect to the Trust
Funds as of {last day of the month when agreemerit terminates], 20



Section 6. Payment of Amounts Due on Refunded Bonds. (a) The Escrow
Agent shall transfer on each interest, principal and redemption payment date for the Refunded
Bonds sufficient moneys from the matured principal of and interest on the Government
Securities, Substitute Government Securities or moneys held in the respective Trust Funds, to the
respective paying agents for the Refunded Bonds (individually, each a “Paying Agent” and,
collectively, the “Paying Agents™), for the payment of interest on, principal of and redemption
price of the Refunded Bonds, all as summarized in Exhibit B hereto.

(b) As of the date hereof, the Paying Agent for the Refunded Bonds is Director of
Budget and Fiscal Services of the City and County of Honolulu. [Confirm for 98.]

Section 7, Irrevocable Deposit, Express Lien. The deposit of moneys, the
Govemnment Securities, and any Substitute Government Securities in the Trust Funds shall
constitute an irrevocable deposit in trust solely for the payment of the Refunded Bonds and
interest and redemption premiums thereon pursuant to the terms of the Refunded Bond
Proceedings, the proceedings relating to the 2008 Bonds and this Agreement. The holders of the
Refunded Bonds shall have an express lien on the principal of and interest on the Government
Securities, and on any moneys or Substitute Government Securities on deposit in the Trust
Funds, until the proceeds thereof are paid out, used or apphed i accordance with this
Agreement.

Section 8§, Notice of Refunding; Notice of Redemption. The Escrow Agent,
on beha If of the City and County, shall cause notice of the issuance of the 2008 Bonds to be
" given, in the form set forth in Exhibit D hereto, as soon as practicable afier the issuance of the .
2008 Bonds by mailing such notice to the reglstered owners of the Refunded Bonds.

{a) The Escrow Agent acknowledges recelpt of certified copies of the Resolution,
the Certificate, the Bond Resolution, the 1998 Certificate and the 2003 Certificate. The Escrow
Agent shall, not earlier than sixty (60) nor later than thirty (30) days before the applicable
redemption date for the Refunded Bonds specified in Section 6 hereof, without further
authorization or direction from the City and County, notify the Paying Agent for the Refunded
Bonds of the requirement that notice of such redemption be given, and shall request from such
Paying Agent the names and addresses of all persons whose names appear in the bond register of
the Paying Agent as registered owners of the Refunded Bonds as of the close of business on the
forty-fifth (45th) day (whether or not a business day) next preceding such redemption date. The
City and County hereby appoints the Escrow Agent as Agent for and on behalf of such Paying
Agent to give notice of redemption. The Escrow Agent, as such agent for the Paying Agent,
shall give notice of the redemption of the Refunded Bonds maturing after the applicable
redemption date for the Refunded Bonds, such notice to be given not less than thirty (30) days
prior to such redemption date by registered or certified mail to all persons whose names appear
in the bond register of the Paying Agent as registered owners of the Refunded Bonds as of the
close of business on the forty-fifth (45th) day (whether or not a business day) next preceding
such redemption date. A copy of such notice shall simultaneously be given to the City and
County. The form of such redemption notice 1s set forth in Exhibit E.

Section 9. Liability of Escrow Agent. Except as otherwise provided in this
Section and in Section 3(¢), the liability of the Escrow Agent to make the payments required by




this Agreement with respect to the Refunded Bonds shall be limited to the funds deposited with it
hereunder, the Government Securities and any Substitute Government Securities which are at

any time bemng held in the Trust Funds. The Escrow Agent shall not be liable for any loss
resulting from any mvestment made pursuant to this Agreement in compliance with the
provisions hereof nor for any error of judgment made in good faith by the Escrow Agent nor in
its individual capacity for the obligations represented by the Refunded Bonds; provided,

however, that the Escrow Agent shall not be relieved from liability for its own negligence or
willful misconduct. The Escrow Agent shall indemnify and hold harmless the City and County
and its officers, employees, and agents from and against any and all actions, claims, suits,
damages or costs solely to the extent that such actions, claims, suits, damages or costs arise out
of or result from the failure by the Escrow Agent to perform any of its duties hereunder or the
neghgence or willful misconduct of the Escrow Agent, its officers, employees, or agents, The
City and County, its officers, employees and agents shall in no way be held liable for any
damages, causes of action or suits resulting from the acts or activities of the Escrow Agent which
are not otherwise 1n accordance with this Agreement.

Section 10,  Termipation. This Agreement shall terminate on [5 days after final
payment], 20__ (except for the Escrow Agent’s obligation to file a final accounting report as
- provided in Section 5(c) hereof). On [5 days after final payment}, 20__, all remaining income
from all funds, Government Securities and Substitute Govermment Securities on deposit in the -
Trust Funds held by the Escrow Agent pursuant to this Agreement shall be paid to the City and
County and thereupon the Trust Funds shall be closed and thereafter the holders of the Refunded
‘Bonds shall be entitled to look solely te the City and County for payment thereof.

Section 11.  Fees of Escrow Agent. " There shall be paid to the Escrow Agent
upon the issuance of the 2008 Bonds the sum of § for the Trust Funds, without '
additional fee for subscription of Government Securities, which shall be the total compensation
for all services rendered in the execution, exercise and performance of any of the duties of the
Escrow Agent to be exercised or performed pursuant to the provisions of this Agreement, and
shall also be paid all expenses, disbursements and advances incurred in accordance with any
provisions of this Agreement, including the reasonable compensation and expenses and
disbursements of independent counsel, appraisers, accountants, consultants, agents and
attorneys-at-law or other experts employed by the Escrow Agent in the exercise and performance
of its powers and duties hereunder, and out-of-pocket expenses, including but not limited to
postage, wires, stationery, and costs of printing forms or letters or notices, which expenses shall
not exceed 100% of the billed fees. Invoices for insurance, if any, co-agent fees, if any, and
publication of notices of redemptions, if any, will be forwarded directly to the City and County

for payment.

(a) Neither the Escrow Agent nor any Paying Agent for the Refunded Bonds shall
have any lien or claim for payment of any fees, expenses or other amounts, including amounts
pavable to counsel or others, upon any funds held by the Escrow Agent under this Agreement.

(b) The Escrow Agent acknowledges that the aforesaid provisions for payment are
satisfactory to 1t.



_ Section 12.  Duties of Escrow Agent; Evidence Upon Which Escrow Agent
May Act; Other Interests. The Escrow Agent agrees to perform all of the duties and obligations
as are specifically set forth in this Agreement.

(a) Subject to the provisions of Section 9, the Escrow Agent may conclusively
rely, as to the correctness of statements, conclusions and opinions therein, upon any certificate,
reporti, opinion or other document furmished to the Escrow Agent pursuant to any provision of
this Agreement; the Escrow Agent shall be protected and shall not be liable for acting or
proceeding, in good faith upon such reliance; and the Escrow Agent shall be under no duty to
make any investigation or inquiry as to any statements contained or matters referred to in any
such instrument. The Escrow Agent may consult with counsel, who may be counsel to the City
and County or independent counsel, with regard to legal questions, and the opinion of such
counsel shall be full and complete authonization and protection in respect of any action taken or
suffered by it hereunder 1n good faith in accordance herewith. Any request, consent, certificate,
notice, appointment or other direction made or given by the City and County to the Escrow
Agent shall be deemed to have been sufficiently made or given by the proper party or parties if
executed on behalf of the City and County by the Director of Budget and Fiscal Services or her
du]y appointed designee.

{(b) No provision of this Agreement shall require the Escrow Agent to expend or
risk its own funds or otherwise incur any financial hability in the performance of any of its duties
hereunder, or in the exercise of any of its rights or powers, if it shall have reasonable grounds for
believing that payment of such funds or adequate mdemmty agamsi such nisk or hiability is not
reasonably assured to it, '

(c) The Escrow Agent, either as principal or agent, may engage in or be interested
in any financial or other transaction with the City-and County, and may act as depositary, trustee
or agent for any holder or holders of the 2008 Bonds as freely as 1f 1t were not Escrow Agent

hereunder.

Section 13.  Removal or Resignation of Escrow Agent. The City and County
may, upon sixty (60) days’ notice to the Escrow Agent, remove the Escrow Agent or any
successor thereto. The Escrow Agent may at any time resign and be discharged of its duties and
' obligations hereunder by giving not less than sixty (60) days” written notice to the City and
County and holders of the Refunded Bonds and by publishing notice thereof, specifying the date
when such resignation shall take effect, once in the same newspapers in which notices are
required to be published under the next paragraph. Notwithstanding the effective date of any
such resignation stated in such notice, such resignation shall not take effect until a successor
Escrow Agent shall have been appointed, and shall take effect immediately on the appointment
of such successor Escrow Agent. All expenses of publication of notice of the resignation of the
Escrow Agent hereunder shall be paid by the Escrow Agent; provided, however, that if such
resignation shall be made at the request of the City and County, then the City and County shall
pay such expenses of publication of notice of resignation.

(a) In the event of any such removal by the City and County, or the resignation,
disability, ineligibihty or refusal to act of the Escrow Agent, the City and County by a duly
executed written instrument of the Director of Budget and Fiscal Services shall forthwith appoint



a successor to fill such vacancy. In the event that the City and County does not appoint a
successor within thirty (30) days after notifying the Escrow Agent, or any successor, of its
removal, the removed Escrow Agent may petition a court of competent jurisdiction for the
appointment of a successor. All expenses incurred by the removed Escrow Agent in prosecuting
any such petition shall be reimbursed by the City and County. A successor Escrow Agent shall
be a bank having corporate trust powers or a trust company, in each case with capital stock,
surplus and undivided profits aggregating in excess of Ten Million Dollars ($10,000,000), and
subject to supervision or examination by federal or state authority. If such bank or trust
company publishes a report of condition at least anpually, pursuant to law or to the requirements
of any supervising or examining authority above mentioned, then for the purpose of this Section
the combined capital stock, surphus and undivided profits of such bank or trust company shall be
deemed to be its combined capital stock, surplus and undivided profits as set forth in its most
recent report of condition so published. Any successor Escrow Agent so appointed shall have all
the powers and obligations of the Escrow Agent hereunder theretofore vested in its predecessor.
Upon acceptance of appointment by the successor Escrow Agent as provided in this Section, the
City and County shall publish notice of the succession of such Escrow Agent to the trusts
hereunder at least once in a financial newspaper of national circulation published in New York,
New York and in a daily newspaper of general circulation in the City and County. If the City
and County shall fail to publish such notice within ten (10) business days after acceptance of
appointment by the successor Escrow Agent, the successor Escrow Agent shall cause such notice
to be published at the expense of City and County. Each Escrow Agent appointed hereunder
shall signify its acceptance of such duties and obligations imposed upon it hereunder as Escrow
Agent by executing and delivering to the City and County and to the predecessor Escrow Agent
hereunder a written acceptance of such duties and obligations, and such written acceptance shall
mclude a statement to the effect that the Escrow Agent qualified to act as such under the laws of
the City and County, and thereupon such successor Escrow Agent, without further act, deed or
conveyance, shall become vested with all of the moneys, estates, properties, rights, powers,
trusts, duties and obligations of such predecessor Escrow Agent, with like effect as if originally
named Escrow Agent herein; but, nevertheless, at the request of the City and County or the
successor Escrow Agent, such predecessor Escrow Agent shall execute and dehiver any and all
instruments of conveyance or further assurance and do such other things as may reasonably be
required for more fully and certainly vesting in and confirming to such successor Escrow Agent
all of the right, title and interest of such predecessor Escrow Agent in and to any property held
by 1t hereunder and shall pay over, transfer, assign and deliver to the successor Escrow Agent
any moneys or other property subject to the trusts and conditions herein set forth. Upon
acceptance by such successor Escrow Agent of the trusts created hereunder, all further title,
rights, duties and obhgations of the predecessor under this Agreement shall cease and terminate
and be discharged, except for rights or liabilities theretofore accrued to or by the City and
County or the predecessor Escrow Agent. Upon the request of the successor Escrow Agent, the
City and County shall execute and deliver any and all instruments as may be reasonably required
for more fully and certainly vesting in and confirming to such successor Escrow Agent all such
moneys, estates, properties, rights, powers, trusts, duties and obligations. Any bank or trust
company into which the Escrow Agent may be merged or with which it may be consolidated
shall become the Escrow Agent without action of the City and County.

Section 14.  Tax Covenant. Any other provision of this Agreement to the
contrary notwithstanding, the City and County hereby covenants that it will not use, or permit the




use of, any proceeds of the Refunded Bonds or the 2008 Bonds, or any moneys or funds held by
the Escrow Agent under this Agreement that may be deemed to be the proceeds of the Refunded
Bonds or the 2008 Bonds pursuant to the Code and Regulations as each 1s then in effect, in a
manner that would cause the interest on any of the Refunded Bonds or 2008 Bonds to be
included in gross income for federal income taxation purposes under the Code, and to that end
the City and County shall comply with the Code and the Regulations.

- Section 15.  Benefit of Agreement; Amendments. This Agreement is made for
the benefit of the City and County and the holders from time to time of the Refunded Bonds.
This Agreement shall not be repealed, revoked, altered or amended without the written consent
of all such holders; provided, however, that the City and County and the Escrow Agent may,
without the consent of, or notice to, such holders, enter into such agreements supplemental to this
Agreement for any one or more of the following purposes so long as such supplemental
agreements do not adversely affect the rating on the Refunded Bonds and the 2008 Bonds:

(a) to cure any ambiguity or formal defect or omission in this Agreement;

(b) to grant to, or confer upon, the Escrow Agent for benefit of such holders any
additional rights, remedies, powers or authority that may lawfully be granted to, or conferred
. upon, such holders or the Escrow Agent;

{c) to subject to this Agreemem additional funds, securities 0t propetrties; and

. (d} to make any other amendment that doeq not materza]ly adves’seiy affect the .
ghts ef any holders of Refunded Bonds. : :

The Escrow Agent shal} be entitled to rely exclusively upon an unqualitied
opinion of nationally recognized bond counsel with respect te compliance with this Section,
including (1) the extent, if any, to which any change, modification or addition affects the nghts of
the holders of the Refunded Bonds, and (i1) the extent, if any, to which any instrument executed
~ hereunder complies with the conditions and provisions of this Section.

Section 16.  Parties in Interest; Non-Assignment. This Agreement shall inure
to the benefit of and be binding upon the City and County, and each successor in office of the
Director of Budget and Fiscal Services, from the time she assumes office, shall be deemed to be
substituted for the undersigned Director of Budget and Fiscal Services as a party hereto, with all
of the rights and duties of the Director of Budget and Fiscal Services hereunder.

This Agreement shall not be assigned by the Escrow Agent without the prior
written consent of the City and County. Any voluntary or involuntary assignment or transfer of a
controlling interest in the Escrow Agent shall be communicated to the City and County within a
reasonable time. Subject to the foregoing, all terms and provisions of this Agreement shall be
binding upon and shall indre to the benefit of the Escrow Agent, its successors and assigns.

Section 17.  Waiver. No waiver shall be deemed to be made by any party of
any of its rights hereunder unless the same shall be in writing. The City and County’s or the
Escrow Agent’s inaction, silence, or failure to demand strict performance shall not be deemed a
waiver. Each waiver, if any, shall be a waiver only with respect to the specific instance involved
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and shall in po way impair the rights of the waiving party or the obligations of any other party in
any other respect or at any other time.

Section 18,  Notices. Notices shall be given by the Escrow Agent to Fitch
Ratings, to Moody’s Investors Service and to Standard & Poor’s, of any amendment or-
supplement to this Agreement or of any substitution of Government Securities pursuant to
Section 4 hereof or any withdrawal of moneys from the Trust Funds pursuant to Section 3(e)
hereof. Such notices shall be sent to Fitch Ratings at One State Street Plaza, New York,
New York, 10004, Attention: Surveillance, to Moody’s Investors Service at 99 Church Street,
New York, New York, 10007, Attention: Public Finance Rating Desk/Refunded Bonds, and to
Standard & Poor’s at 55 Water Street, New York, New York, 10041, Attention: State and Local
Government Ratings. Drafts of any such amendment or supplement shall be given to such rating
agencies prior to the execution of such amendment or supplement.

All notices and communications required to be given 1o the City and County or
the Escrow Agent pursuant to this Agreement shall be delivered in writing, or by telegram, telex,
cable or first class mail, postage prepaid, addressed to the following parties, at the following

addresses:

The City and Couniy:

Director of Budget and Fiscal Services
City and County of Honclulu
530 South King Street, Room 115
Honolulu, Hawai 96813
Attn: Division of Treasury

The Escrow Agent:

Wells Fargo Bank, National Association
Corporate Trust Services

707 Wilshire Blvd., 17th Floor

Los Angeles, California 90017
Facsimile: (213) 614-3355

Section 19.  Severability. If any one or more of the covenants or agreements
provided in this Agreement on the part of the City and County or the Escrow Agent to be
performed should be determined by a court of competent junisdiction to be contrary to law, such
covenant or covenants, or such agreement or agreements, or such portions thereof, shall be
deemed severable from the remaining covenants and agreernents or portions thereof provided in
this Agreement and the invalidity thereof shall in no way affect the validity of other provisions of
this Agreement or of the Refunded Bonds, and the holders of the Refunded Bonds shali retain all
of the rights and benefits accorded them hereunder and under applicable provisions of law.
Notice of such judicial determination shall be given, as soon as is reasonable practicable, to the
rating agencies at the addresses set forth in Section 18.

If any provision of this Agreement shall be held or deemed to be or shall, in fact,
be inoperative or unenforceable or mvalid as applied 1n any particular case in any jurisdiction or
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Jurisdictions or 1 all jurisdictions, or in all cases because such provision conflicts with any
constitution or statute or rule of public policy, or for any other reason, such circumstance shall
not have the effect of rendering such provision in question inoperative or unenforceable or
invalid in any other case or circumstance, or of rendering any other provision or provisions
herein contained inoperative or unenforceable or invalid to any extent whatsoever. .

Section 20.  Law and Place of Enforcement of This Agreement. This
Agreement shall be construed and interpreted in accordance with the laws of the State of Hawati.
Any suits and actions arising out of this Agreement shall be instituted in a court of competent.
jurisdiction in said State.

Section 21.  Counterparts. This Agreement may be execuied in several
counterparts, all or any of which shall be regarded for all purposes as one original and shall
constitute and be but one and the same instrument.

~ Section22.  Effects of Table of Contents and Section Headings. The Table of
Contents and headings of the several Sections hereof shall be solely for convenience of reference
and shall not affect the meaning, construction, interpretation or effect of this Agreement or any
‘provision hereof.




IN WITNESS WHEREOF, the parties hereto have each caused this Agreement to
be executed by their duly authorized officers and the City and County has caused 1its seal to be
hereunto affixed as of the date first above written.

CITY AND COUNTY OF HONOLULU

Mary Patricia Waterhouse
Director of Budget and Fiscal Services

[SEAL]

APPROVED AS TO FORM AND LEGALITY:

) Corporation Counsel
City and County of Honolulu

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Escrow Agent

By:

Authorized Ofticer
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EXHIBIT A

PRIOR BONDS

City and County of Honolulu
Wastewater System Revenue Bonds (Second Bond Resolution, Junior Series 1998

Original Issue Principal Amount
Dated Date Maturity Date Amount Qutstanding

o " City and Coimtyrof_Honolulu ' _
Wastewater System Revenue Bonds (Second Bond Resolution, Junier Series 2003.4-2

Original Issue Principal Amount
Dated Date Maturity Date Amount Outstanding

A-l



City and County of Honolulu
Wastewater System Revenue Bonds (Second Bond Resclution, Junior Series 2003B-2

Original Issue Principal Amount
Dated Date Maturity Date Amount Outstanding

A-2



EXHIBIT B

REFUNDED BONDS

City and County of Honolulu
Wastewater System Revenue Bonds (Second Bond Resolution, Junior Series 1998

Original Issue Principal Amount
Dated Date Maturity Date Amount Outstanding

City and County of Honolulu
Wastewater Systemn Revenue Bonds (Second Bond Resolution, Junior Series 2003A-2

Original Issue Principal Amount
Dated Date Maturity Darte Amount Qutstanding
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City and County of Honolulu
Wastewater System Revenue Bonds (Second Bond Resolution, Junior Series 2003B-2

Original Issue Principal Amount
Dated Date Maturity Date Amount Outstanding

B-2



EXHIBIT C

GOVERNMENT SECURITIES

{to come]

C-1



EXHIBIT D
[to be copied for 2003]

FORM OF NOTICE TO HOLDERS OF REFUNDED BONDS
OF ISSUANCE OF REFUNDING BONDS

NOTICE to Holders of: City and County of Honolulu
Wastewater System Revenue Bonds (Second

Bond Resolution, Junior Series 1998

NOTICE IS HEREBY GIVEN that the City and County of Honolulu, on [Closing
Date], 2008, issued its Wastewater System Revenue Bonds (Second Bond Resolution), Junior
Series 2008 (the “Refunding Bonds™), for the purpose of paying at maturity or refunding in
advance of maturity the following obligations of the City and County (collectively, the

“Refunded Bonds™):

Maturity or
Maturity Amount Amount to Interest Redemption Redemption
Date Outstanding Be Refunded Rate Date Price

A portion of the proceeds of such Refunding Bonds has been irrevocably
deposited with Wells Fargo Bank, National Association, to be held in trust and has been invested
in certain noncallable direct obligations of, or obligations unconditionally guaranteed by, the
United States of America, as will ensure sufficient moneys for the payment when due of the
principal or redemption price of and interest on the Refunded Bonds.

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Escrow Agent,

on behalf of Director of Budget and Fiscal Services
City and County of Honolulu



EXHIBITE

FORM OF NOTICE OF REDEMPTION OF REFUNDED BONDS

[to be copied for 2003]
NOTICE OF REDEMPTION

to Holders of City and County of Honolulu
Wastewater System Revenue Bonds (Second Bond Resolution), Junior Series 1998,

dated as of [December 1], 1998, and maturing

on July 1 in the years
through

NOTICE IS HEREBY GIVEN that the City and County of Honolulu (the “City
and County”) has duly called for redemption and on July I, 20__, prior to the stated maturity,
will redeem $ principal amount of Wastewater System Revenue Bonds (Second

Bond Resolution) Junior Series 1998, dated as of [December 1], 1998, and maturing on July 1 in
each of the years through (the “Bonds™). The details of the Bonds to be redeemed are

set forth below:

Maturity Principal Interest CUSIP
Called Amount Rate Number

All of the above-designated Bonds are to be redeemed on July 1,20 _, the date
on which such Bonds shall become due and payable, at a redemption price equal 1o the principal
amount redeemed, from moneys irrevocably deposited in trust with Wells Fargo Bank, National
Association, as Escrow Agent (the “Escrow Agent™).

From and after July 1,20, the date fixed for redemption, interest on such Bonds
will cease 10 accrue and become payable. Upon presentation and surrender of such Bonds on
and after the date fixed for redemption, payment of the aforesaid redemption price will be made,

E-1



at the principal office of the Director of Budget and Fiscal Services of the City and County of
Honoluly, paying agent for the Bonds, in Honolulu, Hawaii.

The above-referenced CUSIP numbers are furnished for convenience only. No
representation is made by the City and County or the Escrow Agent or the undersigned as to the
accuracy or completeness of such CUSIP numbers.

[W-9 AND INTEREST WITHHOILDING INFORMATION TO BE INSERTED)]

This notice is given at the request of and on behalf of the City and County of
Honolulu.

Dated: , 20

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Escrow Agent, on behalf of

E-2



DRAFT 3/17/08

L2008

NEW ISSUE RATINGS: MODd}”S: o
BOOK-ENTRY ONLY Standard & Poor’s:
Fitch:

(See “Ratings™ herein)

fur tire opinion of Orrick. Herringron & Surctiffe LLP. Bond Counsel 1o the City end County, based upon an analysis of existing laws, regulations, rulings and
court decisions. and assuming, among other matters, the accwracy of certain representations and complionce with ceriain covenants, interest on the Series
2008 Bonds is excluded Jrom gross income for federal income iax purposes under Section 103 of the Internal Revenue Code of 1986, and all of the
Series 2008 Bonds and the Income therefrom are exemp! from all 1axation by the State of Hawaii or any counyy or other politicel subdivision
thereof except iukeritance, transfer, esiate and certain franchise 1axes. /n the further opinion of Bond Counsel, interest on the Series 2008
Bonds is nota specific preference item Jor purposes of the federal individual or corporate alternative minimum taxes, although Bond
Counsel observes that such interest is included in adjusted current earnings when calculating corporate aiternative minimum
taxable income, Bond Counsel expresses no opinion regarding any other tax consequences related 1o the ownership or
disposition of or the accrual or receipt of interest on, the Series 2608 Bonds
See "TAX MATTERS" in this Qfficial Statement.

$ *
City and County of Honolulu
Wastewater System Revenue Bonds

(Second Bond Resolution)
Junior Series 2008A

Dated: Pate 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 Seres 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 wili 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 $5,000 or
any integral multiple thereofl

The Series 2008 Bonds bear interest payable on January 1 and July 1 of each year, commencing January 1, 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
1o refund certain wastewater systern revenue bonds previously issued by the City and County of Honelulu, Hawaii (the “City and County™)
and to pay the costs of issuance of the Series 2008 Bonds.

The Seres 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 Senes 2008 Bonds are limited special obligations of the
City and County payabtle 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, on a parity with all other Bonds issued under the Bond
Resctution. Such pledge of the Net Revenues is junior and subordinate 1o the pledge made by the City and County in respect of bonds
wiich may have been and may in the future be issued under the First Bond Resolution, as defined herein.- The Bonds are not a general or
moral ohligation of the State of Hawaii or any political subdivision thereof, inciuding 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 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 pewer of the State of Hawaii or any political subdivision thereof, inchiding the City and County, in connection with any
default with respect to the Bonds.

The 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 policy 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 certatn information for quick reference only. Ttis not a summary of the bond issue. Prospective investors musi
read the entire Official Statement (imcluding the Appendices) 1o obtain information essential to the making of an informed investment decision.

The Series 2008 Bonds are affered when, as and if issued and received by the Underwriters, and are subjeci to the approval of legality by
Orrick, Herringion & Swicliffe LLP, Bond Counsel to the City and County. Certain legal maters will be passed upon for the
Underwriters by their counsel, McCorriston Miller Mukai MacKinnon LLP, Honolulu, Hawaii. It is expected that the
Series 2008 Bonds in definitive form will be available for delivery 1o DTC, in New York, New York, on or about

' . 2008

UBS Investment Bank
Dated: 2008

* preliminary, subject to Changg EXHIBIT D




MATURITY SCHEDULE
s -

City and County of Honolulu
Wastewater System Revenue Bonds
(Second Bond Resolution)
Junior Series 2008A

-

Serial Bonds, §

Year Principal Interest cusp!
{July 1} Amount Rate Yield (438701)

*

Term Bonds, § .
$ ‘ % Term Bonds Due July 1, ____, Yield ___ %, CUSIP' 438701
$ % Term Bonds Due July 1, ___, Yield __ %, CUSIP' 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, Inc. CUSIP Numbers are provided for convenience of reference only. Neither the
City and County nor the Underwriter take any responsibility for the accuracy of such numbers.
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The information contained m this Official Staternent has been obtained from the City and County
of Honoluly and other sources deemed reliable. No guaranty is made, however, as to the accuracy or completeness
of such information. The Underwriter has provided the following sentence for mclusion in this Official Statement.
The Underwriters have reviewed the mformation 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 Underwniter does not guarantee the accuracy or completeness of such mformation. 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 persen 1o whom it is unlawful to make such offer in such state. No dealer, salesman or other
perso_n has been authorized to give any mformation or to make any representations, other than those contained in this
Official Statement, 1 connection with the offering of the Series 2008 Bonds, and if given or made, such information
or representations must ot be relied upon. The information contained herei is subject to change without notice and
neither the dehivery of this Official Statement nor any sale hereunder at any time wnplies that the information
contained herein 1s correct as of any time subsequent to its date.

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

+

h)
City and County of Honolulu
Wastewater System Revenue Bonds
(Second Bond Resolution)
Junior Series 2008A

INTRODUCTORY STATEMENT

This Official Statement, which includes the cover page and the appendices, provides certain
information in connection w:th the 1ssuance by the City and County of Honolulu (the “City and County™) in the
State of Hawaii of 5 aggregate principal amount of Wastewater System Revenue Bonds (Second Bond
Resolution), hmior Series 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 her'em not conventionally capitahized indicates that such word is
defined in the Bond Resolution, the Series 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 Senes 2008 Bonds will be used to refund ceriain “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 2 parity with ali Bonds 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 jumior 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 Wastewater 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, contro! and operate the Wastewater System owned or managed and under the junisdiction of the City and
County, mcluding all materials, supplies, equipment and properties used or useful in connection with the
Wastewater System. The Department was created July |, 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, mainienance, planning, design and construction of wastewater facilities m the City and County. The City
Charter and Chapter 49, Hawaii Revised S1atutes (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 Systern 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 sevvice 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 8,060 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 Systermn was 105.] million gallons per day (*“MGID) average day annual flow in Fiscal Year 2007. A
number of small private wastewater systems zlso serve some areas in the City and County. The average total
volume of wastewater processed by all such private systems 15 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 muiti-year rate increases for the period effective July
1, 2007 to and including July 1, 2016, superseding those approved for that peried 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 Councii (the “2009-2013 Capnal Improvement Program™). The 2009-2013
Capital Improvernent Program is projected to cost approximaiely $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 part of the 1998-2017 twenty-year capital improvement program {the “1998-2017 Capntal
bmprovement Program”) the Department has undertaken. The 1998-2017 Capital Improvement Program is
projected to cost approximately £3.81 billion (in mflated dOH&‘E’S) and has been undertaken for the same basic
purposes as the 2009- 2013 Capital Improvement Program.  The cost of the 1998-2017 Capital Linprovement
Program, including the 2009-2013 Capital Improvement Program, is expected to be financed primarily from (1)
proceeds of Senior Bonds as well as Bonds, Reimbursable Obligations and Subordinate Obligations previously
issued, (ii) proceeds of additional Senicr Bonds, Bonds and Subordinate Obligations to be hereafter issued, (iii) Net
Revenues of the Wastewater Systern, 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 io 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 furmnished by, the Wastewater
Systern so that the Wastewater System will be and remain self-sustaiming. 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
Systemn, and to carTy out the covenants of all resolutions authonzing the issuance of revenue bonds for the purposes
of the Wastewater Systern, 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.”



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 OT ISSUBNCE oo e s e e vr e s e e ar e armsannn
Total Uses ........................................................................

Refunding Plan

A portion of the proceeds from the sale of the Series 2008 Bonds 15 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
2608 Bonds is expected to be used to effect an advance refundmg of § aggregate principal amount of the City
and County’s outstanding Wastewater System Revenue Bonds {(Second Bond Resolution), Junior Series 199§,
previously issued under the Bond Resolution. The Bonds to be refunded are herein referred to collectwely 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 Escrow A gent will acquire with such proceeds;and hold in a separate itrevocable trust fund.
- created under the Escrow Agreement (the “Escrow Fund”), certain non-callable direct obligations of the United .
_ States.of America (the “Escrow Fund Investments™). The maturing principal amounts of and interest on the Escrow
.- Fund Investments will provide funds sufficient to pay the principal of any interest {including premium, .if any) on the
-Refunded Bonds. The City:2nd County will be required to cover any deficiency resulting in: the event that the
maturing principal amounts of and interest on the Escrow Fund Investments are not sufficientito 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 firmof - ¢ .., independent certified public accountants, will provide an opinion as to the -
mathematical accuracy of certain computations pertaining to the Escrow 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 wili accrue on the Series 2008 Bonds from the date of their issuance and will be due and
payable semiannually on January | and July 1 of each year, commencing Janvary 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, ___, m 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,



AMandatory Redemption

The Series 2008 Bonds maturing on July 1, and July 1, 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
Installiments 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
{Juiy 1 Amount

' Final maturity.

Series 2008 Bondds

Maturing July 1,
Year : Principal
(uly 1 ‘ ~ Amount

' Final malurity.
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 Sertes 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 to be 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 netice 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 Redempfion

If, on the redemption date, moneys for the redemption of all the Senes 2008 Bonds or portions
thereof of any matunty to be redeemed, together with interest to the redemption date, shall be held by the City and
County or Paying Agent o as 1o be available therefor on said date and if notice of redemption shall have been given
as provided i the Bond Resolution, then, from and afier the redemption date, interest on the Series 2008 Bonds or
portions thereof of such maturity so called for redemption shall cease to accrue and become payable. If such
meoneys shall not be so available on the redemption date, such Series 2008 Bonds or portions thereof shall continue
to bear inlerest until paid at the same rate as they would have borne had they not been called for redemption.



Selection for Redemption

So long as the Book-Entry System for the Series 2008 Bonds is in effect, if iess than all of the
Series 2008 Bonds of any one maturity are 1o be redeemed, the particular Sertes 2008 Bonds or portions of Series
2008 Bonds of such maturity to be redeemed will be selected by DTC 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

Information on DTC and Book-Entry System. Information concemning DTC and the Book-Entry
System contained in this Official Statement 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 parmership nomunee)- or such other name as may be requested by an authorized
representative of DTC. One fully-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 hmited-purpose trust
company organized under the New York:Bankihg Law, a “banidng organization” within the meaning of the New

York Banking Law, a member of the Federal Reserve System & ‘‘clearing-corporation” within the meaning of the - -

“New York Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section !”7A

of the Securities’ Exchange Act of 1934, DTC holds and provides asset servicing for over 2 million issues-of 1

and non-U.S. equity issues,”corporate and- imunicipal debt ‘issues, and. money market instruments from over 85
countries that DTC's paiticipants ("“Direct Participanis™) .deposit with DTC. DTC also facilitates the post-trade
settlernent among [irect Participants of sales and other securities transactions n 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 Cleaning Corporation, Government
Securities Clearing Corporation, MBS Clearing Corporation, and Emerging Markets Clearing Corporation, (NSCC,

GSCC, MBSCC, and EMCC, alse subsidiaries of DTCC), as well as by the New York Stock Exchange, Inc., the
American Stock Exchange LLC, and the National Association of Securities Dealers, Inc. Access to the DTC system
is aiso 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 mformation 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 tum to be recorded on the Direct and
Indirect Participants’ records. Beneficial Owners will not receive writfen 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 wiil 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.



To facilitate subsequent transfers, zll Bonds deposited by Direct Participants with DTC are
registered in the name of BDTC’s partnership nominee, Cede & Co., or such other name as may be requested by an
authorized represeniative 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 Birect Participants to
whose accounts such Bonds are eredited, 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 and Other 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 governed by arrangements among them, subject to any statutory or
regulatory requirerments 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 redeemed, DTC’s practice is {0 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 Ommibus Proxy
assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts Bonds are credited
on the record date {identified in a listing attached to the Omnibus Proxy).

Redemption Pmceeds, Dzsmbunons, rmd D:vtdend Payments. - Redemption proceeds,
d]::tn‘buhons and dividend paymenis on theé Series 2008 Bonds will be made 1o Cede & Co., or such other nominee
as may be requested by an authorized represeniative of DTC. DTC's practice is to credit Direct Participants’
accounts upon-DTC’s recerpt of funds and correspondimg detail information: from the City and County or-Paying:

_Agent, on payable-date m accordance with their respective holdings shown on DTC’s tecords. Payments by -
Participants to Beneficial Owners will be governed by standing instructions. and customary practices, as is the case. - -

with securities held for the accounts of customers in bearér form or registered in “street name,” and will be the-
responsibility of such Participant and not of DTC, Paying Agent, or the City and County, subject to any statutory or
regulatory requirernents 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 may be requested by an authorized representative of
PTC) 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 Tesponsibility 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 Certain Terms in Other Sections of the Official Statement. In reviewing this Official
Statemnent it should be understood that while the Series 2008 Bonds are in the Book-Entry System, references in
other sections of this Official Statement to owners should be read 1o include the person for which the Participant
acquires an interest in the Series 2008 Bonds, but (3} all rights of ownership must be exercised through DTC and the
Book-Entry Systern and (i} notices that are to be given to owners by the City and County will be given only to
DTC. DTC will forward (or cause te be forwarded) the notices to the Participants by its usval procedures so that
such Participants may forward (or cause to be forwarded) such notices to the Beneficial Owners.

City and County Disclaimer of Responsibility. The City and County will have no responsibility
or obligation to Direct Participants, to Indirect Participants or to Beneficial Gwners with respect to (i) the accuracy
of any records maintamed by DTC, any Direct Participants or Indirect Participants, or (i1) the payment by DTC, any



Direct Participants or any Indirect Participants of any amount in respect of principal or redemption price of or
interest on the Sertes 2008 Bonds, or (ii1) any notice which is permitted or required to be given to owners (except
such notice as 1s required to be given by the City and County to DTC), or {1v) 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 MATTERS” and “CONTINUING DISCLOSURE” herein) shall mean Cede & Co., as aforesaid, and shal}
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 Hmited 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
Commaon 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 1o afford a particular Series of Bonds or particular Bonds additional or different security through a

. ‘Suppert Facihity, escrow funds, or the establishment of separate funds and accounts with respcct to a pamcular‘ '
- Series of Bonds ﬁmded from sources other than the Net Revenues o

Under the Bond Resolution, Net Revenues TReans, with' respect to any period, the Revenues during
" such period Jess amotints required to pay Operation and Maintenance Expenses. Revenues means (i) the Revenues
~: unider the First Bond Resolution; (ii)-all income from investments of moneys held under the-Bond Resolution excepi -
the Rebate Subaccount and the Third Lien Obligation Subaccount; and (iii) all payments mad_éf by Coimnterparties
- pursuant to Interest Rate Exchange Agreements. Revenues under the First Bond Resolution means the moneys,
inchiding any moneys collected from the City and County or any department thereof other than the Department,
derived by the Department from the rates, rentals, fees and charges prescribed for the use and services of, and the
{acilities and commiodities furnished by, the Wastewater System. Revenues under the First Bond Resolution include
{i) all mcome, receipts, profits, and other moneys derived from the fumishing or supplying of the services, facilities
and commodities through the Wastewater Systemn; (ii) all income from investments of moneys held under the Bond
Resolution except the Rebate Account, the Subordinate Obligation Account or the Remmbursable Obligation
Account; (i) 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, cerfain contributions in-aid-of construction and assessment, impact and other
similar fees imposed and coliected 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 gifis, 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 Charpes.

The pledge of the Net Revenues for the security and payment of the Bonds under the Bond
Resolution is (i} junior and subordinate 1o the pledge made in the First Bond Resolution for the security and payment
of the First Resolution Obligations; and (i) 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 Resclution. “Reimbursable Obhgations™ are remmbursable 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



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 Reselution, The City and County expects to 1ssue
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 ne holder of the Bonds shall have the right to compel the
exercise of the taxing power of the State of Hawaii or any pelitical 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 of
Revenues through such funds and accounts, the rights and remedies of Bondholders under the Bond Resolution and
other related matters are surmmarized in Appendix A, “Summary of Certain Provisions of the Bond Resolution.”

The City and County has established the Sewef Fund by ordinance. Revenues are deposxted in the
Sewer Fund. The First Bond Resolution establishes various accounts in thie Sewer Fund, none of which except the
“Subordiniate Obligation Account is'pledged as security for thé payment of debt service on thé Bonds. Such pledge

-of the Subordinate Obligation Accihumt 7§ -subject to the terms and provistons of and the exceptions provided in.the. . '

" First Bond Resolution and the Bond Resclution. Under the First Bond Resolution, the Department will, o €ach
month, tansfer from the Sewer Pund to the %bm{imaie Obligation ‘Accotint a sufﬁmem amount required by the
Bond Resolution to pay all accrued and unpam amounts and amounts to’ accrue and become payableé duning the
succeeding caleridar month which are payable from the Subordinate Obligation Account, but only (i) afier 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, (ii) after making the -transfer to the Rebaté Account under the First Bond Resolution, (iv) after

" wransferring a sufficient amount 10 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 Commmon Reserve Account and

each Separate Series Reserve Account under the First Bond Resolution to eliminate any deficiency therem, and

{vi) after maintaining in the Sewer Fund a reasonable and necessary amount for working capital and operating

TESETVES.

The Bond Resolution establishes m 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 1n the Bond Resolution. The Bond Resolution
also establishes @ 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 1o the benefit of the Common Reserve Subaccount, Each
Separate Series Reserve Subaccount is pledged as additienal security for the payment of debt service on the Bonds
of such individual Series designated by the City and County to be entitled 1o the benefit of such Separate Series
Reserve Subaccount.

The debt service on and redemption price of the Bonds are payabie from the Debt Service
Sybaccount 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. :



Under the First Bond Resclution, 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 secunity 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 stzbilize the rates and charges of the Wastewater System. The Rate
Stabilization Account is to be mamtamed in an amount as provided in the Annual Budget and 15 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
Resolution, and (ii) transfers from the Wastewater General Account. The Renewal and Replacement Account is to
be used te pay the costs of improvements to or teconstruction of the Wastewater System, repairs, major or
extraordinary repairs and renewals or replacements of the Wastewater Systemn and under certain conditions, as set
forth in the Bond Resolution, 10 meet deficiencies in the Debt Service Subaccount, the Common Reserve Account,
Separate Senies Reserve Accounts, if any, the Subordimate Obligation Account, including the Debt Service
Subaccount, the Common Reserve Subasccount 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 11 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 aiso 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 m the Third Lien Obligation Subaccount are to be used to pay debt service on ‘and
redemption price ‘of Third Lien Obligations, prowde necessary debt service reserves and other reserves and pay
" ather costs refated 1o Third Lien Obligations. The funds in the Rebate Subaccount are te be used to pay requn’ed '

‘ rebates to the Umled States Treasury Departmem mcurred m respect of the chdlc : :

‘ The First Bond Rescﬂuucm also establishes in the Sewer Fund, the Wastewater System Facility
"Charge Account. Wastewater Systemn Facility Charges collected by the Department are deposited in the Wastewater -
Systemn Facility Charge Accotmt. 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
priority 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 Impravements. Proceeds of Bonds issued umder 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 i 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,

Commeon 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 1o the
benefit of the Common Reserve Subaccount. The Series 2008 Bonds are entitied 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



the Bonds entitied to the benefit of the Common Reserve Subaccount in the event of a deficiency in the Debt Service
Subaccount to pay such debt service. The Common Resérve Subaccount 15 to be mamtained in an amount not less
than the Common Reserve Subaccount Requirement. The Common Reserve Subaccount Reguirement 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
Cutstanding Bonds entitled to the benefit of the Common Reserve Subaccount; provided, however, that if upon the
tssuance of a Series of Bonds entitied 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 ameunt 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 Variabie Rate Bond entitied to the benefit of the Common Reserve Subaccount by using the Assumed Long-
Term Fixed Rate.

In heu of cash or securities, the Bond Resolution permits the Department to satisfy the Common
Reserve Subaccount Reguirement in part or in whole by causing to be deposited into the Common Reserve
. Subaccount a Support Facility {which may be an irrevocable 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 mstitution or imstitutions, or any combmation -of the foregoing) in an amount equal to the
difference between the Common Reserve Subaccount Requirement and the sums then on deposit wm the Common
Reserve Subhaccount, if any. The Support Facility must be paysble {upon the giving of notice as required
théreunder) on or before any interest payment date on which moneys will be required to be withdrawn from the
~.Common Reserve Subaccount and:applied 10 the.payment of principal or redemption price of or interest on any
; Bonds and such withdrawal cannot be met by amounts on depositf.in the Common Reserve Subaccount or provided
. from, any other available Fund under the Bond Resclution. 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, i each case, be rated in the highest rating category by each-Rating Agency, and it rated by A-M.
Best & Company, must aiso be rated in. the:highestrating-category by A.M. Best & Coempany or its successors, In
the event any Support Facility deposited in the. Common-Reserve Subaccount or the long-term debt ot 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 A M. Best & Company, the City and County must, within
120 days, obtain a new Support Facility which, or which the long-term debt of the issuer of such niew Support -
Facility, is tated in the highest rating categoty of such rating apencies; 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 i¢ a Support Facility
deposited in the Common Reserve Subaccount, the City and County must: fitst, 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 disbursernent made under such Support Facihity, in either case such that the amount in the Common Reserve
Subaccount will equal the Common Reserve Subaccount Requirernent 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 Resclution. The City and County may at any time deposit cash or Investinent Securities as replacement
for one or more Support Facihities. See, however, “Propesed 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 Sertes 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 quatity 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.



Transfers ro Reseive Subaccounts. The Bond Resolution requires that in each month, after
transferring 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 Series Reserve Subaccount insuch amounts as are required so that the balanices in the
Common Reserve Subaccount and each Separate Series Reserve Subaccount are equal to their respective
vequitements, 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 rates and other charges as shall be required 1n 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 Apgpregate 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 (i) 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 plus 1.00 times the aggregate Support Facility Reirnbursement 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 (1) the amounts, if any, required: (a) to be paid mto the Rebate Subaccount,
the Common Reserve Subaccount, each Separate Series Reserve Subaccount, and the Third Lien Obligation
Subaccount, and {b) to pay Suppert Facility Reimbursement Obligations: 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
Account 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 computation, the sum of
the amounts of Debt Service for such period. with Tespect to all Series of Bonds or all First Resolution Obligations, -
as apphicable. Support Facility Reimbursement Obligations are obligations - of the City and*County to directly
retrnburse 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 10 reimburse is ewdenced by
a promissory note or similar instrument.

Faiiure 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 provistons 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 o make a written certification with respect to compliance or noncompliance.
Such review is to take mto 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 z 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
determination by the Director of Environmental Services or the Director of Budget and Fiscal Services, or receipt of
the Consulting Engineer’s recommendation, 1s reqired to adopt and place in effect a schedule of fees, rates and
charges as so determined or recommended. See “CERTAIN FINANCIAL, OPERATING AND OTHER



INFORMATION AND STATISTICS — Rates and Charges” for current sewer charges, “HISTORICAL AND
PROJECTED REVENUES, EXPENSES AND COVERAGES™ for a discussion of the Department’s projected rates,
revenues and expenses, and “THE CITY AND COUNTY AND THE DEPARTMENT Purpose and Powers” for a
discussion of the rate making powers of the City Council.

Additional Bonds and 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 upen compliance as to each such Series with the conditions set forth in the Bond Resolution, which mclude
delivery to the Director of Budget and Fiscal Services of the foliowing documents or meneys or securities:

1. A written certificate of the City and County stating the amount required to be in the
Common Reserve Subaccount afler 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 Sertes. .

3. Either;

{H) a written certificate of the City and County based: (i) on audited figures or (i) 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 12 month 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 (1) the maximum of the sum of the -

Aggregate Debt Service on all First Resohition Obligations issued and outstanding under and pursuant to
the First Bond Resoiution 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
Qutstanding 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

{(n 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 m which the proposed Series of Bonds are issued, are estimated to be not less than the
greater of: (x) the sum of (1) 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 Aggrepate Debt
Service on all Bonds then Outstanding and on the proposed Series of Bonds in any such Fiscal Year, and
(2) the Reguired Deposits for any such Fiscal Year; and (y) the sum of (1) 1.10 times the maximum of the
sum of the Aggregate Debt Service on all First Resolution Obligations 1ssued 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 Reimbursermnent
Obligations outstanding under the First Bond Resoiution and the Bond Resclution as of the date of such
written 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 determiming Net Revenues for purposes of the certificates described above, the City and County
or the Consulting Engmneer, as the case may be, is permitted, and in certam instances is required, te make certain
adjustments as provided i the Bond Resolution. In addition, the Bond Resolution vequires that certain other
adjustments to Net Revenues derived from Debt Service on Variable Rate Bonds and debt service on Bond
Anticipation Notes and short-term Third Lien Obligations and Reimbursable Obligations be made for purposes of
the written certificates described sbove.  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
boends, bonds providing for the compounding of interest, or any combimation thereof. Bonds may be issued or
outstanding from time to time with or without credit enhancement provisions. See Appendix A, “Summary of
Certain Provisions of the Bond Resolution.”

The Bond Resolution also permits the issuance of Bonds (“Refunding Bonds™) on a parity with the
Bonds then Qutstanding to refund all or any part of: {i) a Senes of Outstanding Bonds; (i1) Third Lien Obligations;
or (111} Resmbursable Obligations. Refinding Bonds may only be issued by the City and County upon satisfaction of
certain conditions set forth i the Bond Resolution.

The Series 2008 Bonds are Refunding Bonds. The Bond Resolution does not require, and this
Ofﬁc;al Staternent does not include, a report or recommendanon by the Department’s Consulting Engineer with
tespect to the issuance of Refundmg Bonds

, A ‘more detaﬂecf descnpnen of the reqmrements relating to the issuance of Additlonal Bonds or -
x Raﬁmdmg Bonds 1s set forth in' Appendix A under “Addmona] Bonds and Refunding Bonds.”

The Bond Resolution aiso permxts 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 -
- thereo) shall be payable from the proceéds ‘of such notes or other.notes or from the preceedc of the sale of the' -
Bonds in anticipation of which such notes are issued. A more detailed description of the prowsaons for security for
payment of such notes and other requirements re%anng 1o the issuance of notes is set forth in Append:x A under -
*“Bond Anticipation Notes.”

Proposed Amendments

Pursuant 1o its provisions, the Bond Resclution may be 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 m 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 (1} 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 owt of twenty four (24) months irnmediately preceding the month in which
such Bonds are issued were not less than the sum of (1) 1.10 times the maximum Aggregate Debt Service {as
defined in the First Bond Resclution) on all First Resolution Obligations issued and cutstanding under and pursuant
to the terms of the First Bond Resolution and the Aggregate Debt Service on all Bonds then Qutstanding and on the
proposed Series of Bonds in any Fiscal Year and (2) 1.00 times the aggregate Support Facility Reimbursement
Obligations cutstanding under the First Bond Resolution and this Resolution as of the date of the Written Certificate
of the City and County; or (II) 2 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 oft (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 sum of (1} 1.10 times the maximurn of the sum of the
Aggregate Debt Service (as defined in the First Bond Resclution) on all First Resolution Obligations issued and
outstanding under and pursuant to the First Bond Resolution and the Aggregate Debt Service on all Bonrds then
Qutstanding and on the propased Series of Bonds in any such Fiscal Year, and (2) 1.00 times the aggregate Support
Facility Reimbursement Obligations cutstanding under the First Bond Resolution and this Resolution as of the date
of such Written Certificate of the City and County or certificate of the Consulting Engineer, as the case may.

The Proposed 2006 Amendment would aise amend provisions of the Bond Resolution relating to
assumptions for Vanable Rate Bonds in the calculation of the Addition Bonds Requirement. Specifically, mn
determining Debt Service on Variable Rate Bonds then Outstanding and Vanable Rate Bonds then proposed to be
issued for purposes of the Additional Bonds Requirement, the Proposed 2006 Amendment provides that the interest
rate shall be calculated as: (i) if any Vanable Rate Bonds are then Qutstanding and have been Outstanding for at
least twenty-four {24) months, the average mterest rate borne by such Variable Rate Bonds over the preceding
twelve (12) month penod, or (ii) if no such Variable Rate Bonds are then Outstanding, (2} for the proposed Variable
Rate Bonds that are Tax-exempt Bonds, the average interest rate of the Revenue Bond Index over the preceding
twelve (12) month period at the time of calculation, and (b) for the proposed Variable Rate Bonds that are not Tax-
exempt Bonds, the average interest rate of LIBOR over the precedmg twelve (12) month period at the time of
calculation.

Finally, the Proposed 2006 Amendment would amend certain provisions of the Bond Resolution
relating 1o amendment of the Bond Resolution. First, the Proposed 2006 Amendment provides that for purposes of
the effecting an amendment that requires Holder consent, the written consent of each Support Facility Provider
providing a Support Facility for any Bonds shall constitute consent of the Holders of such Bonds. Second, the
Proposed 2006 Amendment eliminates the requirements that after receipt of the Hoiders of the required percentage
of Bonds have filed iheir consents, thatnotice of the applicable amendment published in The Bond Buyer, published
m New York, New York, or in et of pablication in The Borid Buyer, in some other newspaper specializing in
financial matters printed in the English language and customarily published on each business day and ot general
circulation in the. City of New York, New York, or mn a newspaper of igéneral circulation printed in ihe Englishe
language of general circulation in the State, and shall mail-a copy of such notice, postage prepaid to each registered:;- .
Hokder of Bonds then Outstanding, at its address, if any,’ appeanng upcm the reglstry books. . :

: i In additon, on Aprit | 2008, the City Counm]-[conmdcred/adopted] a resotution io further
amend the Bond Resoiution {the “Proposed 2008 Amendment™) by (i) eliminating the obligation of the City and
County to obtain a new Support Facihiy or deposit Net Revenues in the amount provided in the Bond Resolution
withiri 120 days after any downgrade by a Rating Agency or A M. Best & Company of a Support Facility deposited
in the Commen Reserve Subaccount or the long-term debt of the Support Facility Provider of such Support Facility,
and (ii) omitting the Tequirement that a Support Facility or the long-term debt of the Support Facility Provider, if
rated by A.M. Best & Company, be rated in the highest rating category of that company. The Common Reserve
Subaccount Requirement for the Juntor Bonds is currently satisfied m full by a surety bond issued by MBIA
Insurance Corporation. {Disclosure of Common Reserve Subaccount for the Senior Bonds to be provided as
necessary]

Each of the Proposed 2006 Amendment and the Proposed 2008 Amendment will become effective
upon the filing of writien consents to the amendments of the Holders of not less than a majonty of the Bonds then
Outstanding. As of November 30, 2007, $457,077,890 principal amount of Junior Bonds were outstanding and
Holders of $86,175,000 principal amount of Junior Bonds had consented to the Proposed 2006 Amendment. BY
ACCEPTANCE OF THE SERIJES 2008 BONDS OFFERED HEREBY, THE HOLDERS THEREOF SHALL BE
DEEMED TO HAVE CONSENTED TO THE EACH OF THE PROPOSED 2006 AMENDMENT AND THE
PROPOSED 2008 AMENDMENT.

BOND INSURANCE

The City and County has submitted applications to municipal bond insurance companies to have
the payment of the prmcipal and interest on the Series 2008 Bonds mnsured by a municipal bond guaranty policy and
reserves the right to insure all or a portien of the Series 2008 Bonds if the City and County determines that purchase
of such insurance is beneficial to the City and County.



THE CITY AND COUNTY AND THE DEPARTMENT
Purpese and Powers

The City and Counry. 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 Isiands of Hawail and Maui but larger than the Islands of Kauai, Molokai, Lanai,
Nithau and Kahoolawe. With shghtly less than 2 tenth of the land area in the entire State, Qahu 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 State’s trade, finance, communication, and wransportation center. Most Federal
establishments and persormel (both civilian and military), manufacturing, major educational and scientific, and
signi ficant agricultural activities are located on Qahu.

City Council and Mayor. The City Council is the governing bedy 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 mitation 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, (iit) with cerlain 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 1s elected to serve a four-year term with a lirmitation of two consecutive full terms.
The Mayor exercises direct supervision over all agencies specifically identified in.the City Charter and, through the
Managmg Director, exercises superv:swn over-ail other executive agencies of the City and County, '

' Departmen! of }invzmmnenial SEI’VICE‘S The Departrnent was estabhshcd on July1; 1998 ,
purSuam to a plan of reorganization- which combined ceriain components of the Departmem of Wastewater
‘Management, the department which previously. administered the Wastewater System, with lcther administrative
departments having compatible functions. The Department, among other things, is charged with the responsibility .-
10 administer the planning, design-and construction of wastewater facilities, oversee the operation and mamtenance -

. of sewer lines, treatment plants and pumping 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 requirernents established by law, and perform such other duties as
may be required by law. The Department consists of four divisions: Envitronmental Quality, Wastewater Treatment
and Disposal, Collection System Maintenance, and Refuse Collection and Disposal, plus an Office of Adminmistrative
Support.

Power to Fix and Collect Rates and Charges. By ordinance and resclution, the City Council
requires that revenues of the Wastewater Systern be kept in the Sewer Fund and that the wastewater program shall
be self-supporting. Consistent with such requirements, the Department 1s 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 capial 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 Systemn 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 1ssued for the purposes of the Wastewater System, including the Bonds, and including
reserves therefor, to pay the costs of operation, mamtenance 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, tncluding 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 determimed
on the basis of a recommendation by the Director of Environmental Services and the Mayor, subject to approval by
ordinance of the City Council. An ordinance requires three readings and a public hearing for enactment by the City
Council.



Department Work Force

The Department employs approximately 700 persons in various managenal, clerical, engineering
and operational positions in suppori of wastewater activities. This work force, with the exception of 18 excluded
and 4 exempt employees, is represented by one blue-collar, non-supervisory bargaining unit, one blue-collar,
supervisory bargaining unil, ‘one white-collar, non-supervisory bargaiming 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 government and county government activities, Of the five public bargaming units representing
Department employees, all have received final and binding arbitration awards or have reached negotiated
settlements resulting in two-year contracts beginming July 1, 2007 and ending June 30, 2009,

[update]All employees are covered by the Hawaii State Employvees Retiremnent System. As of
June 30, 2007, the total unfunded actuarial accrued liability for the Staie Retirement System was §__ 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 congribution has been approximately 14.7% of the 1otal 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 payrell 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 povernments are required to account for and repori other post-employment benefits (“OPEBs™) under
Statement No. 45 (““GASB 457) 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 employvees. Employer
contributions to the Trust Fund for these benehis are determmed by the Trust Fund based on employees' hmng c%ates
and vears. of service. e =

in May 2007, the State's independem-éc_maﬁal consuliant provided estimates of the actuariai
- accrued: liabilities .and annual OPEB costs under GASB 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 scenartos: (1) no preﬁmdang of obligations; and (2) full prefunding of obligations..
The actuarial accrued liabilities for Frust Fund OPEBs were estimated to be approximately $10.2 billion with no
prefunding or $6.6 billion with full prefunding for such penod. The corresponding annual OPEB costs for the Fiscal
Year ended June 30, 2008 were estimated to be approxymately $738 million with no prefunding or $541 million with
full prefunding.

The consultant’s report estimates that actuarial accrued Habilities totaling approximately $1.793
Billion with no prefunding or $1.137 billion with full prefunding 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 annuai contribution.

In its Fiscal Year 2008 Operating Budget, the City and County appropriated $85.632 mmillion,
meluding $5.377 million from the Sewer Fund, for current Trust Fund requirements, which includes a portion of the
OPEB reguirement, and appropriated $40.011 million, includmg 33.875 million from the Sewer Fund, to an
internally-held reserve fund for future OPERB funding obligations.

Department Principal Oflicers

The principal officers of the Department include the Director, Deputy Director and Execuiwe
Assistani. The following are brief biographies of the Department’s principal officers:

Dr. Eric 8. Takamura, P.E., Director. Dr. Takamura was appointed Director on April 6, 2005,
after serving as Acting Director for approximiately four months. Dr. Takamura’s professional experiences inciude
Assistant Professor in the Department of Civil Engmeering at both Portland State University and the Umiversity of



Hawail; Assistant General Manager of Kuilima Development Company; Project Manager for RM, 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 Science degree in Environmental Health Engmeering from the University of Texas at
Austin, and a Bachelor of Science degree with Honors in Civil Engineering from the University of Hawati at Manoa.

Kenneth A. Shimizu, Deputy Director. Mr. Shimizu was appointed Deputy Director on January 3,
2005, and brings his experiences as a controiler and business owner. His knowledge of corporate administrative and
financial functions, cash flow managernent, and customer service contributes to his oversight of the operation and
management of the Department. Mr. Shimizu has a Bachelor of Business Admimstration degree in Finance from the
University of Hawaii at Manoa.

Ross S. Tanimoto, Deputy Director. Mr. Tanimoio 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 Hawait. Mr. Tanimoto is a registered Professional Engineer in Mechanical Engineering in the States
of Hawaii and California.

Timothy A. Houghton, Executive Assistant. Mr. Houghion 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 Ju]y, 2003 through December, 2004, when he -

-served  as Deputy Director of the Department.  As Executive Assistant, among other things, Mr. Houghton is - -

responsible for Depariment financial and personnel activities. Prior to that he worked on the Honolulu.Rapid
Transit Project and with the Department of Auditeriums. Mr: Houghton has & Bachelor of Arts degree from San
Francisco State’ Umvcrs;ty and-a Master of Smence in Systems Managemem degree from the University-of Southemn
) L,ahfomla - . :
THE WASTEWATER SYSTEM e

Introduction

As of January 2008, the Wastewater System serviced approximately 142,000 separate accounts
and a population of approximately 640,000, which s approximately 74% of the total population of the City and
County. Fhe 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 OTHER INFORMATION
AND STATISTICS.” The average total volume of wastewater processed by the City and County’s Wastewater
Systemn was 105.1 MGD average day annual flow in Fiscal Year 2007. A number of small private wastewater
systems zlso serve some areas in the City and County. The average total volume of wastewater processed by al}
such private systems is approximately 4.3 MGD.

General Deseription of Existing Facilities

The Wastewater System serving the island of Oahu is divided into eight wastewater basins for
planming purposes: Central Qahu, East Mamala Bay, Kailua/Kaneohe/Kahaluu, North Oahu (East), North Oszhu
{West), Waianae, Waimanalo, and West Mamala Bay. Each basin is served by a major wastewater treatment plant
{“WWTP™). The function of each WWTP 15 to treat wastewater by removing or reducing organic and inorganic
materials to levels that satisfy federal and state permit requirements for the discharge of such wastewater into the
ocean, streams, reservomrs or injection wells. In addition to treatment facilities, the Wastewater System includes
collection, pumping and other related facilities.



A description of the wastewater basing and major facilities is as follows:

Fast Mamala Bay. The largest and the most densely populated basin is East Mamala Bay.
Approximately 385.300 people reside in East Mamala Bay, vepresenting approximately 44% of the resident
population of the entire istand. The basin is served by the Sand Island WWTP, a primary plant, and the largest
treatment facility 1n terms of wastewater flow. The treatment plant has a primary treatment capacity of 86 MGD,
and in Fiscal Year 2007, average daily flows were 60.483 MGD.

West Mamala Bay. West Mamala Bay 1s the second largest basin and includes Ewa, Central Qahu
as far north as Mililany, and the Halawa to Pear] City area. The population of the basin area is approximately
251,200, or 29% of the estimated population of Oahu. The basin is served by the Honouhuli WWTP, which is the
second largest treatment plani in the Wastewater System, with a primary treaiment design capacity of 40 MGD and a
secondary treatment design capacity of {3 MGD. In Fiscal Year 2007, average daily flows were 25.680 MGD. The
secondary treated effluent is provided to a recycled water facility.

Kailua/Kaneohe/Kahaluu. The third largest basin includes the communities of Kailua, Kaneoche,
and Kahaluu and surrounding areas in the eastern part of the island. The eastern 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 Oahu (East and West). Most of the North Oahu area does not have centralized sewer
service thongh there are two small facilities including the Kahuku WWTP (0.4 MGI 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 MGD and 0.087 MGD, respectively. The City and County began operating the Late wastewater systerm on
Novermber 1, 2006, and expecis to assume full :ownership shortly. The Laie Water Reclamation Facility (LWRF).
has a capacity of ¢.9 MGD at the tertiary level and had an average flow of D311 MGD w Fiscal Year 2007,

Wamnae “The Wa]dnae basin serves lhe west. coast: of the island, which has a population of
apprommdteiy 401,600, The Waianae WWIT has the capacity 10 process 5.5 MGD at a secondary level.

Central Oaku.  Central Oaim, snciudmg mihtary bases and the communities of Wahiawa and
Whitmore Village, 1s served by the Wahiawa WWTP (2.6 MGD capacity, secondary).

Waimanalo. The Watmanalc basin 15 served by the Waimanalo WWTP, which is owned by the
State and operated by the City and County. 1t is a secondary plant with a capacity of 0.7 MGD and serves the
Waimanalo community of 9,100, '

The Sand Island WWTP, the Honouliui WWTP and the Kailua Regional WWTP are the three
largest WWTPs. The remaining WWTPs provide treatment of wastewater to the rest of the isiand. Though the five
basin areas of Central Gahu, North Ozhu (East and West), Waianae, and Waimanalo comprise the majority of the
geographical area of the island, the population density is much lower in companison to the East and West Mamala
Bay and the Kailua/Kaneohe/Kahaluu basiri areas. The combined population of the five basin areas is less than 15%
of the 1otal poputation 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 systern provides collection
and treatment for the community of Hawaii Kai. The Hawaii Kai system has an average flow of 4.2 MGD,
including flows from the City and County’s Kuliouou Wastewater Pumping Station (“WWPS”). The system
processes less than 4% of the average flow of the City and County’s Wastewater Sysiem.

Environmental Compliance
The WWTPs and other facilities operated by the Department are governed either by National

Poltutant Discharge Ehmination Sysiemn (NPDES) permits or by State of Hawai Department of Health Underground
Imection Control permits. Since 1991, the 1.5, Environmental Protection Agency (“EPA™), the State of Hawaii



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 NFDES and DOH
permits held by tie Department. The City and County has entered mto 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 faciliies, 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, m 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
reiease of 48,7 million gallons of untreated wastewater into the Ala Wai Canal in Waikiki. The City and County
repaired the force maim, which was put back into service on March 29, 2006. The City and County 1s currently
mstalling a construction bypass force main in two phases. Once this 1s 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 enly as a backup force main. A leak detection and monitoring plan was developed with the
DOH and will be 1mplemented 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 resull of the 2006 Beachwalk spill, and after one year of negotiations, the EPA, U.S.
Dcpaﬂment of Justice (“DOF7), 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
by the couri, resolves the entire civil enforcement action that was simuitaneously filed with the stipulated order
against the City and County with respect 1o the spill. The estimated cost of the work in the stipulated order is”
: appmx;maieiy $300 million, which is-included in the City and County’s 1998-2017 Capital Impmvemem Program.

In March 2007 the EPA ;ssued a tentative decision to deny an apphranon forﬁ renew.,d variance
from secondary treatment for the Honouliull wastewater: reatment plant. In December 2007.i the EPA issued a
similar decision with respect to the Sand Island wastewater treatment plant. The City and Gounty 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 1s 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 1o estimate any further impact in relation
to these tentative decisions.

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

See “CAPITAL IMPROVEMENT PROGRAM" herem.
Projected Customer Growth

The resident population in Oshu, the area served by the Wastewater Systemn, 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 expecied to
occur in East and West Mamala Bay. Of the total popuiation growih projected to occur between 1990 and 2020,
approximately 94,000 or 59% is expected 1o take place in West Mamala Bay and over 54,000, or 34%, is expected
te occur in East Mamala Bay., The tables show an estimated average annual population mcrease of 5,308 between
1990 and 2020, or roughly 0.5% annually,
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Table 1

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

Basin 1990 2000 2005 2010 2015 2020
East Mamala Bay 380,157 374,366 385,303 402,731 421,828 434,250
West Mamala Bay 199,005 239713 251,239 267,301 273,752 293,036
North Qahu (EastWest)' 29,992 31,094 31,331 31,372 34,325 33,374
Waianae 37410 39271 40,635 41,094 4],336 - 42,183
Central Oahu 44,540 45254 44996 44,716 44,546 44,231
Kailua/Kaneohe/Kahalun 108,639 106,300 105,502 104,738 108,812 109,214
Waimanalo 9055 _9,16l 9099 . 9043 9631 9,749
Total 808,799 845,159 868,105 900,995 934,230 968,037

' Includes population of Laie, which is currentiy served by & privately owned sewer sysiemn eperated by the City and
County- )

Source: City and Couniy of Honohily, DeparrmemofEnvirenmenmfServicés; Ciry and Coungy of Honolulu,
Department of Planning and Permitiing, 2001 )

Table 2

Actual and Projected Percentage Growth in Re_sfdgéht Population
' By Basin, Oahu, 1990-2620

©1990-2000 O 1990-2020

‘Average Percent Average Percent

- Annual of Total Annusl of Total
" Basin o Change  Growth Changé Growth

North Oahu (East) , (4% 12% 49 0.9%
Katlua-Kaneche/Kahaluu (234) 6.4 19 0.4
Waimanalo : . 0.3 23 .4
East Mamala Bay . (579 -15% - 1,803 34.0
West Mamala Bay 4,071 1120 3,134 59.1
Waianae 186 5.1 159 3.0
Wahiawa 71 2.0 (10) -0.2
North Gahu (West) _ 155 _ 43 131 2.5
Total 3,636 140.0 5,308 100.0

Source: City and County of Honoluli, Department of Environmental Services: City end County of Horoluly,
Department of Plarning and Permitiing, 200/

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 will be required 1o rehably serve projected growth in the number of customers served by the Wastewater
System. See “CAPITAL IMPROVEMENT PROGRAM™ herein.
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CAPITAL IMPROVEMENT PROGRAM

The Department siaff manages and updates at least annually a long-range Capital Improvement
Program (the “CIP”")} 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
Program and the 2009-2017 Capital Improvement Program are part of this 20-year plan. The Department develops
the CIP with the objective of providing safe and relizble 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 accommeodate growth, and the improvement of facilities and processes.

1995 Caonsent Decree

The City and County, EPA and DOH entered into a consent decree filed in the United States
District Court, District of Hawait, on May 15, 1995 that has established the Gity 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 spilis and bypasses from the coliection sysiem, pump stations, and treatment plants. See
“PENDING 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 m the CIP are designed to comply with the 1995 Consent Decree.
C{msem decree prOJects are developed to meet three major program objectives:

1_', . Pr en eatmeni:  Source control program to control mnoductmn of mappropnaie: “materials mto the
collection and treatment system. This program does not require funding of any CIP project,

2. Collection syszem compliance: Spui] reduction program for both dry weather spills, and wet weather
spills.

3. Supplemental envirciméntal projects: C:ty and County commitment to undertake beneficial and -
" feasible effiuent and siudge reuse pmjects

" Criteria Iar R.mkmg CIP Projects by Pnorlt\

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 shown 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 pro_]ects The policy 1s shown in the fo]]owmg table, with the
highest priority criteria listed first:

Table 3

Priority for CIP Projects

Priority Class Description
I Safety and public health — immediate

1 Protection of the environment -~ immediate
1 Permit and regulatory compliance — immediate
v Completion of ongoing projects
v Preventive
Vi Funding requirements

VI Systemn expansion

Vil Other
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The rankmgs are intended as guidelimes for CIP project planning, not as hard and fast rules. A
prosect considered in a low priority class may be upgraded 10 a high priority 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 systern in that area rises t priority. System expansion can entail projects which
afTect permit and regulatory compitance, 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 lmprovement Program was
developed using these CIP guidelines and constitutes the current 20-year CIP.

Classifieation of CIP Projects

The City and County expects to use various funding sources to finance CIP projects: (i} proceeds
of additionai Senior Bonds, lunior Bonds and other Subordinate Obligations to be issued, (i) proceeds of
Reimbursable Obligations previously issued and currently available, {ii) proceeds of Senior Bonds and Junior
Bonds previously issued and currently available, (iv) the Net Revenues of the Wastewater System, and (v}
Wastewater Systern 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 from
rehabilitation or upgrade of the wastewater systemn for existing users. To effectively determine the costs to be
recouped by these respective charges, the Department makes 2 fair estimate of the share of costs attributable to
expansion and rehabilitation. Where an improvement benefits both existing and future users, the Department
identifies the relative portion allocable to each. The classes of CIF pmjects include system expansion, system

) upgrade .and replacement/rehabilitation. . . ‘

: Y System expansion: Improvements which-increase the design capacity of treatment, transmission, ot
support facilities and equipment to. accommodate new. or future ‘growth. . Future users would finance svstemn
expansion.project costs partially through revenues from-Wastewater System Facility Charges. . ’

Svstem upgrade: hmproveiments which upgrade the service level siandard. For cxample, 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 t0 expansion and current use must
be identified.

Rep!acemenr/rehabzlzfatzon Improvements which replace.or rehabilitate facilities servmg existing
deveiopmem 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 regulatory
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 lmprovement Program. The City and County expects to
appropriate approximately $1.48 billion (in inflated dollars) for the 2006-2013 Capital Improvement Program. A
portion of these appropriations will actually be expended afier the 2008-2012 period. The projected appropriations
for the various CIP projects of and the expected sources of funding for the 2009-2013 Capital Improvemnent Program
are set Torth 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

Total $1,483,020,000
Table §

Expected Seurces of Funding for
2009-2613 Capital Improvement Program

Funding Source Proiected Amount
Subordinate Obligations' - $ 88,500,000
Facility Charges’ 44,370,000
Net Revenues® - 273,198,000
- Additional Bonds ' 1.076,952 000

Total .~ . $1,483,020,000

S Swate l‘evo{ving:ﬁmd foan précéeds.
: Fees collected for new Wastewater System connections.
. Cash funded CIF.
. - i
2009-2617 Capital improvement Program . ) S P

The 2009-2017 Captal Improvement Program is part of the 1998-2017 Capital Improvement
Program. The City and County expects to appropriate approximately $2.19 billion (in mflated 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 Ceost
CIP Projects . $2,042,570,000
Project Management 99,100,000
Capital Eguipment 47,900,000
Total $2,189,580,000

23



Fable 7

Expected Sources of Funding for
2009-2017 Capital Improvement Program

Funding Seurce Projected Amount
Subordinate Obligations' $ 118,500,000
Facility Charges2 84,910,000
Net Revenues?® 919,451,006
Additional Bonds 1.066,719.000

Total $2,189,580,000

" Stote revolving fund loan proceeds.
? Fees collecied for new Wastewaler Sysiem conneciions.
* Cask funded CIP.

1998.2017 Capital Imprevement Program

The 1998-2017 Capital Improvement Program (“CIP”) is the current twenty-year CIP the
Depariment has undertaken, The City and County expects to appropriate approximately $3.894 billion (in inflated
dollars) for the 1998-20617 Capital Improvement Program. A portion of these appropriations will actually be
expended afier the 1998-2017 period. The projected appropriations for- the various CIP projects of and the expected
sources of tunding for the 1998-2017 Capital Improvement Program are set forth in the following tables.

_ - Table 8

Projected Appropriatiens for, .
- 1998-2017 Capital Imprevement Program

Project e ?raiéc(ed Cost
CIP Projects - ' $£3,359,754,000
Projeci Management 129,130,000
Capital Equipment 81,080,000
Ongoing Projects 83.985.000

Total - $3,894,384,000



Table 9

Expected Sources of Funding for
1998-2017 Capital lmprovement Program

Funding Source
Reimbursable Obligations' g
Subordinate Obligations”
Facility Charges’

Net Revenues®

Prior Bonds

Additional Bonds

Total

! Previously issued general obligation bonds.

* Siate revolving fund loan proceeds.

! Fees coliected for new Wastewater System connections.
¥ Cash funded CIP.

Projected Amount

£3,685,000
207,206,000
126,755,000
963,566,000
835,022,000

_1,676.850,000
$3,893,384,000

HISTORICAL AND PROJECTED REVENUES, EXPENSES AND COVERAGES

Since its initial Tevenue bond issuein 1998, the Department has exceeded coverage requireinentsﬁ

as shown in Table 10, which sets forth historieal and projecied revenues,

Wastewater System.
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Table 10

Historical and Projected Revenues, Expenses and Debt Service Coverages
(% in thousands)
{Fiscal Year Ending June 30)

Actusl Budgeted - Projected
2006 2007 2008 2009 2010 2011 2012 2013
Revenues' ===
Sewer Service Charges’ $142,167 $160,963 $197,280 $233,430 $276210 $318,510 $367,290 $412.49¢
Interest Earnings 4,166 13,736 8,800 8,600 4,800 5,900 6,700 7,400
Other Revenues 211 260 106 136 136 136 136 136
Total Revenues §146,544 $174,960 $206,168  $242,166 3281146 $324,346 374,126 $420,026
Qperating Expenses” 82,961 83,773 123,222 136,138 7131,3 80 136,250 141,160 146,320
Net Revenues $63,583 $91,i806 $82,964  §112,028 5149766  $388,296 §232,966 $273,706
Annual Debt Service
Senior Lien Bonds® 12,947 30,060 34,422 42,281 59,245 79,379 101,247 118,879
D/S Coverage’ 4.91x 3.03x . 240x 2.65x 2.53x 2.37x 2.30x 2.30x
Senior and Junior Lien Bonds® 24,408 41,520 59,127 68.734 87,971 110,268 137,027 .135,707
D/S Coverage’ 2.61x 2.20x 1.40x 1.63x 1.70x 1.71x © 1M 1.76x
- 'i“ol‘ai-Ob]EgalionsT 34,266 56,690 72,865 98_,483, : i 15,694 145,723 138,977 177.081
. D/S_Caverage: 2. 11x . 1.69x 1.25x 7 C1.23% 13T 1.45x 1.52% 1.60%

i

-

3

-

Dges noi include Sysiem Facilinn Choerges. whick are predged under the Resciution but are not defined in Reveauss.
Sewer service charges moreased by 15% e 2006 and 10% in 2007, and will increase by an adaiticnal 23% in 2008 184 in 2009 J&% tn 20, ond 1574 im0
2011 :

CUperating expense promciions reflect both anticipared operationcl changes and beyord 2009 are inflated w:f 3% per yenr jor expenses amd 3% peér vear for s
personne! costs. In 2008 and 2009, electrical costs are included for required one year test of full operasion of newyy insralled wltraviolet disinfection facifiiy
ai the Sand Isiand WI'TP. Qperating expenses ao not inclide debi service, depreciation. or cush expenditires on capial improvernents.. Cash expenditures
on copital improvements increased from approximarely 37 million in 2008 o 324 million o 2009, reflecring finds generaied through previous yecrs
CoveErage é?{i'rﬂiﬂg.f.

Includes actual debt service for Sewior Series 1998, 2004, 2003, 2006 and 2007 and assumes 5.5% interesi rate for all fusure issues.

Minimum debt service coverage requirements are: Senter Lien Bonds — 1.2x; Senior end Junior Lien Bonds — i ix; Total Obligations - I.0x. Deb! service
eoverage for Total Obligations includes revenue from System Facility Charges. System Fecility Charge revenues are shown in Table 18 and in Appendix A.

Includes actual debt service for Senior and Junior Series 1998 and Senior Series 2001, 20035, 2006 and 2007 Bonds and assumes a __% interest rate for
Junior Series 2003 Bonds (auction rate certificatest and e 5.3% interesi rele for alf future Serior Bond issues.

Ineludes actual debt service jor existing obligations including Senior and Junior Bonds; reimbursable General Gbligation Bonds, State Revolving Funds
Loans; and any other debt obligations and assumes fulure interest rates for Revenue Bonds ns indicated above.

CERTAIN FINANCIAL, OPERATING AND OTHER INFORMATION AND STATISTICS
Management’s Discussion of Financial Performance

In the period since the wastewater program became fully self-supperting 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 m 1998 accompanied by a strong debt and
financial policy adopted by the City Councit served to msure a continuing commitment to a strong financial posture
for the wastewater enterprise.

In 2003, the City and County adopted a rate ordinance providing for increases in wastewaler rates
and future rate adjustments for the period July 1, 2005 through July 1, 2011, and in 2007 adopted increases to those



rates for the period July 1, 2007 through July 1, 2011, See "Rates and Charges” below. Revenues have been
sufficient throughout the period 1o meet all operation and mamtenance and debt service requirements, including
coverage. The significant base component of the rate structure and growth m customers prevents changes in water
use from 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 simgle large commercial customer.

Receipts from 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 thereafier, 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 10 contro] expenses, however, cost escalation, additional facilities, and increased
operational requitemnents have resuited in higher cperating budgets. Contmuing 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 centinued to maintain a surplus throughout the period.

As part of the commitment 1o ensure the financial strength of the Wastewater System, the City
Council adopted Ordinance No. 85-006 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 batance which provides reasonable protection against unforeseen events and financial flexibility
for the future. Financial planmng continues to identify the best alternative ic maintam a strong financial posture
while providing guality service to the customer and the community at a reasonable pnice. . City Council and
administration policies support the continuing revenue levels necessary to provide for current and . future -
TEquirements. _ ' m

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 bili. This billing program consistently has a delinquency (bills over 90 days

old) of less than 2.4% and an uncollectable rate of iess than 1.0%.

Should bilis 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 ten largest customers of the Wastiewater System in Fiscal Year 2007 (see table below) account
{or less than 5.5% of the annual revenues of the systemn.
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Table 1]

Ten Largest Customers

Sewer Service Percentage
Customer Charges of Revenues
State of Hawaii, Department of Education $1,679.426 1.04%
State of Hawaii, Department of Transportation, Awports 1,536,666 0.95
Housing & Community Development Corp of Hawaii 1,386,688 0.86
University of Hawail 1,373,392 0.85
Hiilton Hotel Corp ' 981,555 A
City and County of Honolulu, Diepartinent of Parks & Recreation 473,941 0.29
Sheraton Waikiki Hote! 452,885 0.28
United Laundry Service _ 352,318 0.23
State of Hawaii, Halawa Correctional Facility 316,521 0.19
Hyatt Regency Waikiki 309,216 0.19

Certain operating and financial statistics of the Department are summarized in the following
tables. LUinless otherwise noled, tables provided herein contain data furnished by the City and County. {update
tables]
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153,424

133173

§.899

274

373
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Tabie 13

History of New Sewer Connections by Type

Fiscal Year Ending Single Family Multi Family Nonresidential Total
New bnits New Units ESDUs ESDUs ESDUs

2003 1,078 915 638 135 1,851

2004 1,437 1,519 1,063 1% - 2,519

2005 1,491 43] 302 46 1,839

2006 1,210 1,664 1,165 2 2,377

2007 1,950 3,379 2,365 168 4,483

3 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, 2087

Number Of
‘Equivalent Estimated
Singie-Family Wastewater
- Number of Dwelling Units Flow
Customer Classification Living Units {(ESDUs) MGD)
Residential 135,275 135,275 45.993
Single family/duplex 117,415 827231 26.343
Multi-family residences - 252,690 - 217,506 72.336
Total residential . NaA . 78,204 24.025
Nonresidential N/A N/A 24,111
infiltration/Inflow . 252,690 ' 295,800 120.472
Total 135,275 135,275 45,993
Table 15
Historic Population Growth
Oahu, 1998 - 2007
Calendar Resident be facto
Year Populatien Population’

1998 886,509 931,439

1699 878,906 927,689

2000 876,156 924,940

2001 879,180 923,301

2002 885,678 929,817

2003 891,548 930,645

2604 897,969 940,827

2005 904,645 946,425

2006 909,863 951,643

2007 912,907 954,687

* Inciudes visitor population.

Source: Staie of Howaii, Depariment of Business, Econonic Development & Tourism, Daita Book, 200576,
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Table 16

Number of Equivalent Single Family Dwelling Units (ESDUs)

Fiscal Year Stagle-Family Multifamily Commercial Total

Ending 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 129,187 111,436 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 Facﬂity mGDY

Projected
Design Flow
Treatment Facility* . Capacity’ 72007 Flow® : (2020)
Sand Island - ;. ‘ 86:10° | 60.483 6260
" Kahukd WWTP ' o042 0174 o 015
Honouhiuh WWTP 39.90 0 , 5,680 , 32.80
Waimanalo WWTP ] S04 o 0.585 ‘ 0.62
Kuliouou WWPS (Hawaii Kai WWTPY* N/A 385 0.38
Wahiawa WWTP 2.63 1.774 1.89
Kailua WWTP 16.01 12.720 13.40
Wajanae WWTP 5.46 1.262 3.50
Paalaa Kai WWTP 0.15 0.087 0.14
Laie WRF® 0.90 0.311 0.63

" Average day annual flow (ADAF). MGD.

? Proes nor include 0.383 MGD of flow from the City and County's Kuliouou WWPS which is treated by the Hawaii Kai WWTP, g private
reatment facifin.

Y ADAF estimared based on 105% of design capacity for average dry weather flow.

* The Kuliouon WWPS does not provide reatment, bui pumps wastewater from a Depariment Collection System 1o a private reanment plant
(Hawaii Kai WWTF). Inclusion here {s 10 show 1otal volume of wastewnier handled by the Department.

? 4eral average daily flov during 2007 may have exceeded ADAF Design Capacity or Projecsed Flow due to weather conditions

% The City and Covnty assumed operaiiona! responsibility for the Laie Water Reclamarion Facility on November |, 2006.



Table 18

History of Major Wastewater Revenue Sources

Fiscal - Sewer Wastewater
Year Service Facilities
Ending Charges’ Charge
1998 111,840,586 1,027,389
1999 111,177,449 1,665,827
20007 121,703,000 2,279,175
2001 111,554,998 1,485,629
2002 112,147,942 1,662,009
2003 111,878,243 1,868,965
2004 111,886,155 3,145,439
2005 112,746,081 5,339,000
2006 142,167,282 2,822 000
2007 160,963,313 4,691,000

*  Sewer service charge only - does not include connection or lateral installation charges.

% Reyver seivice charge revenue converred 16 accrual accounting in Fiscal Year 2000.

Rates and Charges

The City and County adopted the Rate Ordmance in June 2005 which provided for immediate
increases in wastewater rates and future rate adjustrnents over the six-year pertod from July 1, 2003 through June 20, .
2011. The City and County adopted an amendmént to the Rate Ordinance in June 2007 which provides for
immediate and greater increases in wastéwater 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
vesidential and non-residential users, respectively.

Table 21 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

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

1. Monthly base charge

2. Monthly usage charge — First 2,000 gallons of metered
water consumed.

3. Charge per 1,000 gallons of metered water consumed
aver 2,000 gallons, the water consumed reduced by the
water irrigation factor of 18%; provided that residential
users who nstall and maintam a water meter for
submetering nonsewer water shall not have the water
consumed reduced the water irrigation factor,

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

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

1. Monthly base charge

2. Monthly usage charge—First 2,000 galions of metered
water consumed

3. Charge per 1,000 gallons of metered water consumed
over 2,000 galions, the water consumed reduced by the
water irrigation factor of 18%; provided that residential
users who install and maintain a2 water meter for
submetering nonsewer water shall not have the water
consumed reduced by the water irrigation factor

.34

Effective July 1 of:

2067
2008
2009
2010

2007
2008
2009

201¢

2007

. 2008

2009
2010

2007
2008
2009
2010

2607
2008
2009

2010

34271
50.40
59.47
68.39

charge

31.80
212
2.51

2.88

$£52.58
62.04
73
28419

$26.91
35.30
41.65
47.90

charge

$1.80
2.12
2.51
2.88



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 INTENTIONALLY LEFT BLANK)



Table 20

Schedule of Non-Residential Sewer Service Charges

Effective July 1 of:
Domestic Strength Wastewater:
1. Metered Water Usage:
a. [ 9,000 gallons or less per month:
(i) Monthly base charge:

2007 33841
2008 4533
2009 5349
2010 61.51
{(2) Charge per 1,000 galions:
2007 5195
2008 2.31
2009 2.72
2010 _ 313
b. 1f more than 9,000 galions per month, charge per _
1,000 gallons U _ L 2007 $6.22
‘ o - 2008 . 7.24
. 2009 5.66
S 2010 9.96
2. Metered Wastewater Discharge: '
a, If 7,000 gallons or less per month:
(1) Monthly base charge:
2007 $38.41
2008 4533
2009 53.49
2010 61.51
{2) Charge per 1,000 gallons:
2007 $2.50
2008 2.95
2009 348
2010 4.00
b. 1f more than 7,000 gallons per month,
charpe per 1,000 galions 2007 $7.90
2008 9.32
2009 11.00
2010 12.65
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Effective July 1 of:

Extra Strength Wastewster

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

use the following formula: 2007
2008

0.857 + 0.143(S5m/200) muhtiplied by 2009
applicable rate 2010

2. Charge per 1,000 gallons of wastewater

discharge, use the following formula: 2007
2008

0.857 + 0.143(SSm/200) muktiplied by 2009
applicable rate 2010

{REMAINDER OF PAGE INTENTIONALLY LEFT BLANK)

$6.22
7.34
8.66
5.96

$7.90

9.32
11.00
12.65



Table 21

Schedule of Wastewater Facility Charges

(4 Residential wastewaler system facility charge per ESDU:
Fiscal Year Amount
2006/07 14,923
2007/08 5,071
2008/09 5,223
2009/10 5,386
2010/11 5,541
(2) Low-income housing wastewater system facility charges per ESPU:
- Amount
$1,146
{3 Nonresidential wastewater systern facility charge for domestic strength wasiewater per ESDUL
Fiscal Year - - Amount
2006/07 o 84,923
00708 0 50T
2008/08 s
2009/10 5,380
2010/1¢ 35,541
(4) Nonresidential wastewater systern facility charge for extra-strength wastewaier per ESDU based on the

following formula:
Wastewater System Facility Charge for extra-strength wastewater = A + ((8§5:/200) x B)

where SSi = the imputed suspended solids loading, in mg/L 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 4,231 692
2007/08 4,358 713
2008/09 4,489 734
2009/10 4,624 736
2010/11 4,763 778

Each fiscal year, the council shall review the wastewater sysiem facility charge to determine if it remains
appropriate of should be revised.”
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DERT AND FINANCIAL POLICIES AND INDEBTEDNESS

Genersd

The City Council, by resolution adopted on November 10, 1998, established the Debt and
Financial Policies for the Wastewater System to provide a general framework for the conduct of financial activities
and has been in comphance with such pehicies 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 revenne hond debt service and 1.25 times debt service for all revenue bonds,
regardless of the priority of len. It is expected that the City and County will adopt increases in the sewer service
charpes 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 persen 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.

Indebiedness

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. ’ '

" Tabie22

Quistanding Wastewater Revenue Bonds

Original I1ssue. - _ Amouni Cutstanding as
Bonds - Amount . Bonds of November 30. 2007
Senior Bonds .o . Qutstanding Senior Bonds
1998 Senior Bonds $ 55,300,000 1998 Senior Bonds $ 47,300,000
2001 Senior Bonds 136,320,000 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 171,850,000
Total $724,090,000
Junior Bends Qutstanding Junior Bends
Junior Series 1998 Bonds'” $264,152,890 Jupior Series 1998 Bonds' $264,152,890
Junior Series 2003 Bonds® 218,400,000 Junior Sertes 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 City and County.

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 Obiigations include Junior
Bonds and State Revoiving Fund loans, and do not include Reimnbursable Obligations,
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Principal
Series 2008

Year Ronds

2008
2009
2010
2001
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
203t
2032
2033
2034
2035
2036
2037
2038

Total

Table 23

Revenue Bond Debt Service Requirements
(Years Ending June 30)'

Interest Total Series Debt Service on Totai Senjor
Series 2008 2008 Debt Outstanding Debt

2 c o " - et
Bonds Service Senior Bonds® - Service

Debt Service on
Outstanding

Junier Bonds™®

Total
Debt Service”

! Based on payments, not on accrtols,

! Totals may not add due 1o rasmding.

N g . ,‘. = 0 . TRV IUsS
" Inelides Refunded Bands. Asswmmes interes! at an average vate of 4% per annum on Junior Seriey 200347 and 2003 8-2 ancrion rate certificates.



FINANCIAL STATEMENTS

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 County’s 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 hitp://www.co.honoluiu.gov/budget/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 Systemn Facility Charges,

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

Bepartment of Environmental Services
Sewer Fund
Enterprise Fund Statement 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
(ther Revenue 6,147 9.033 4951
Total Operating Revenues 118,893 151,200 165,914
Operating Expenses:
Administrative and general 30,362 33,762 16,749
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 2,17% 2,049 2,162
Utitities 8,830 11,757 11,868
Total Operating Expenses 58,973 107,437 112,054
Operating Income 19.92( 41,763 53,860
Nonoperating Revenues {Expenses): .
Interest income 1.590 4166 13,736
Interest expense {27,671 (29,536} (44,206}
Other _14.802) {3,249 (1,404) -
Total Nonoperating Fxpenses 130,889 {28,639} {31,934
Income before operating transfers (10.969) 15,124 21,926
and contributed capital
Transfers In -- .- 5,139
Operating Transfers Qut {6.254; (6,963) (7,031
Contributed Capital 1,148 2,673 4.228
Change in Net Assets (16,675) 10,834 24,262
Net Assets at Beginning of Year, as previously
reported
Prior period adjustment
Net Assets at Beginming of Year, as restated 671,657 653,582 666,416
Net Assets at End of Year $655,582 $666,416 - $690,678

*

Differs from presentation in Table 10 due 1o the fact that information presented in this Table 24 is presented in conformance with
GAAF whereas information in Table }0 is presenied in accordance with definitions presented in the First Bond Resolution.



Table 25

Department of Environmental Services

Sewer Fund

Enterprise Fund Balance Sheet
{ameunts in theusands)

ASSETS
Current Assets:
Cash and cash equwa]ems
Investments
Receivables
Accounts
Interest
Due from other funds
Inventories of parts, materials and supplies at cost
Prepaid expenses
Tetal Current Assets
Fixed Assets:
Land
Land improvements
Buildings and !mprovemems )
Tranémission and distribution. system
. Equipment and machinery
Construction work in progress
Accumulated depreciation
Total Assets '

LIABILITIES AND FUND }:QU?TY (DEFICIFNCY)
Current Liabilities: .
~ Accounts payable
Due to other funds
Interest payable-current
. Notes payable-current
Bonds payable-current
Tax-exemp! commercial paper
Other current habilities
Total Current Liabilities
Notes payable
General obligation bonds payabie
Revenue bonds payable
Deferved credits and other Habilities
Total Liabilities
Commitments and Contingencies Net Assets:
Invested in capital assets
Reserved for debt service
Unrestricted
Total net assets

2004/2005  2005/2006  2006/2007
$ 15525 % 34350 $ 35361
8,362 75,343 240,484
15,735 20,875 23,531
100 995 733
4,169 3,967 3,928
4,208 3,915 6,350
0 0 2,975
$ 48,099  $ 139445 § 313,362
5,882 6,003 6,065
3,675 3,675 3,510
436,357 449,269 709,054
- 808,051 872,543 969,641
26,055 28,409 - 30,098
345,582 359,204 138,054
(174,912 (205,500} _(239.605)
$1,498,789  $1.654,764  $1,934,932.
T8 12,917 0§ 19221 § 16,792
0 27 26
11,830 18,120 23,751
5,894 6,044 8.852
13,163 13,097 15,375
10,022 0 0
666 530 532
$ 54,492 § 57,030 § 65,328
68,230 62,294 103,894
38,812 29,478 21,418
675,817 834,459 1,048,323
5.856 5,079 5291
$ 843,207  $988,348  $1,244,254
648,889 600,603 596,298
26,882 35,424 59,409
(20,189) 30,388 34,971
$ 655,582 $ 666,416  § 690,678

The Bond Resolution requires the Department to maintain and keep proper books of account

43

relating to the Wastewaier 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,
part of a comprehensive audit of the Cily 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

Such audit may be



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 Hability clasms. In the Fiscal Years ended June 30, 2005, 2006 and 2007, the
Department reached settlements of lawsuits and claims paid with general funds totalmg $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 1s of the opinion that no pending litgation
will be deterrnined so as to result mdividually or m the aggregate m a final judgment against the Department which
would constitute a material impairment of the Departrent’s financial position.

A Tawsuit filed by the EPA and DOH against the City and County in 1994 resulted m 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 veduce and prevent spills, to implerment and enforce 1s pretreatment program to regulate
industrial discharges, and to develop and implement an effluent and siudge 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 implernenting a $3.7 billion, 20-year capital improvernent plan (Fiscal Year
1998 to Fiscal Year 2017) to upgrade its wastewater collection and treatment system.

In luly 2004, the Sierra Club and other environmental groups filed a lawsuit against the City and
County seeking injunctive relief and penalties for alleged Clean Water Act violations ansing from the City and
County’s wastewater collection and treatment svétem. Of the plaintiffe’ original twelve claims, three claims were
dismissed by the court and the plantiffs. agreed 1o dismiss three more. The City and County filed 2 miotion 1o
dismiss an addivonal two claims, which is scheduled to-be heard on Aprii 28, 2008. The plamtiffs filed a motion for
. swnmary judgrment with respect to three other ¢laims, which the court granted in part and denied in part in October’
2007, The «court’s decision did not address the amount of penalties, :f any, that would be assessed against the City-
" and County. The cutcome of this ltigation cannot be predicted at this stage of the proceedings, and any potential
Jiability in this litigation beyond the costs of the 20-year wastewater system capital improvement plan is speculative.

As a result of a March 2006 sewer spill and after one year of negotiations, the EPA, DOJ, DOH
and the City and County signed a stipulated order that requires the City and County to take certain actions to
evaluate, repair, rehabilitate or replace certain force mains and one pump station In #ts wastewater collection systern,
and develop site-specific spill contingency plans. This stipulated order, which has been accepted by the court,
resoives the entire ¢ivil enforcement action that was simultaneously filed with the stipulated order against the City
and County with respect to the spill. The estirnzted cost of the work mn the stipulated order is approximately $300

miilion.

In March 2007, the EPA 1ssued & tentative decision 1o deny an application for a renewed variance
from secondary treatment for the Honouliuh 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. 1f the City and
County’s applications are denied, the cost of secondary treatment at Honouliuh and Sand Isiand is estimated to be
$400 million and $800 million, respectively, in project costs.

The Corporation Counsel reports that there is no controversy or hitigation now pending or, to the
best of the City and County’s and the Department’s knowledge, threatened, which seeks 1o restrain or enjoin the
execution, issuance, sale or dehivery 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 authonization, 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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RATINGS

Fitch, Inc, Meody’s lnvestors Service and Standard & Poor’s Ratings Group, a division of the
McGraw Hill Companies, Inc., are expected to assign ratings of © o ” and ', respectively, to the
Series 2008 Bonds with the unda standing that upon delivery of the Series s 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 followmng 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 10041, There is no 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,

UNDERWRITING

The Series 2008 Bonds are being purchased for reoffering by UBS Securities LLC, as
Underwriter. The Underwniter has agreed to purchase the Series 2008 Bonds at an aggregate purchase price of
g , 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 centract of purchase with respect to
the Series 2008 Bonds pro\ncies 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 cerwin dealers (including depositing the Series 2008 Bonds into
nvestment trusts) and others.at prices lower than the initial public.offermg prices stated on the cover page hereof.

- The public offering prices may be changed from time to time by the Underwriters. .

TAX MATTERS ‘ i

. I the opinion of Orrick, Herrington & Suichﬁ‘e LLP, Bond Counsel to the Clty?and County, based

- upon an- anaEvsxs of ‘existing laws, reguiations, rulings, and court decisions, and assuming, among:other matters, the
accuracy of certain tepresentations and comphance with certain covenants, mterest on the Series 2008 Bonds is
excluded from gross income for federal mcome tax purposes under Section 103 of the Intemnal 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 pohitical subdivision thereof, except inheritance, transfer, estate and certain franchise taxes.
Bond Counsel is of the further opinion that interest on the Series 2008 Bonds 1s not a specific preference item for
purposes of the federal individual or corporate alternative minimum taxes, although Bond Counse] observes that
such interest is included in adjusted current eamings 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 (exciuding amounts stated to be interest and payable at least annually
over the termn 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
exciuded 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 & constant interest rate compounded semiannually (with straight-line interpolations between
compounding dates). The accruing criginal issue discount is added to the adjusted basis of such Series 2008 Bonds
10 determine taxable gain or loss upon disposition (including saie, redemption, or payment on maturity) of such
Series 2008 Bonds. Owners 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 original offering to the public at the first price at
which a substantial amount of such Series 2008 Bonds is sold to the public.
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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 calt daie) (“Premium Bonds™) will
be treated as having amortizable bond premium, No deduction is atllowable 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 recetved, and a purchaser’s basis in a Premium Bond, will be
reduced by the amount of amortizable bond premium allocable o such purchaser, Owmers of Premium Bonds
should consult their own tax advisors with respect 1o the proper treatment of amortizable bond premium in their
particuiar 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 covenanted to comply with certain restrictions designed to insure that
miterest 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 occurning) or any other matters coming to Bond Counsel’s attention afier 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 opimon of Bond Counsel is not intended to, and may not, be relied upon n 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 poltical subdivision thereof, except inhentance, transfer, estate and certain
franchise taxes, the ownership or disposition of, or the accrual or receipt of intetest on, the Series 2008 Bonds may
otherwise affect a Bondhoelder’s federal or state wax liability. The nature and extent of these other tax consequences. -
will depend upon the particular tax status of the Bondholder or the Bendholdér’s other items of income or dt:dua,tmn '
Bond Counsel expresses noe opirion regardmg any such other tax. consequemes

Future legislative proposals, if enacicd into iaw, claﬁﬁcaticm of the Code or court decisions may
cause interest on the Sernes 2008 Bonds to be subject, directly or indirectly, 1o 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 appeai in the case of Kentucky
v. Davis, in which a Kentucky state court had ruled that the Umited States Constitution prohibited the state from
providing a tax exemption for interest on bonds issued by Kentucky and its political subdivisions but taxing mterest
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 agamst the Kentucky Jaw would not change the
exemption- of the Series 2008 Bonds from all taxation by the State of Hawaii or any county or other pohtical
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 demnand 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 firture 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 mcome tax purposes. 1t 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 regnirements of the Code.
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Bond Counsel’s engagement with respect to the Sertes 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 Bondhelders 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, nght to participate w 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, ynay 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 mcur significant
expense.

APPROVAL OF LEGAL PROCEEDINGS

The vahdity of the Series 2008 Bonds and certain other legal matters are subject to the approving
opinion of Ormrick, Herrmgton & 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 faitness 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 the: Series 2068 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 wilitbe based in part on
schedules and information provided by the Underwriter with respect to the foregoing computations.

CONTINUING DISCLOSURE

In order to assist the Underwriters in complying with Ruie 15¢2-12 promulgated by the Securities
and Exchange Commission (“Rule 15¢2-12"), 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 Cenrtificate”), to provide to each Nationally Recognized
Municipal Securities Information Repository (as referred to in Rule 15¢2-12) 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, alt 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 beneficianes of the Continuing Disclosure Certificate. The execution of the
Continuing Disclosure Certificate 15 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 15¢2-12.

MISCELLANEOUS

Addiuonal 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 1o the Act, the City Charter,
the Bond Reselution, the Series 2008 Resolutions and the Series 2008 Certificate for full and complete details of
their provisions. Copies of the City Charter, 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 Resclution and the Senes 2008 Resolution. Neither any advertisement of the Series 2008 Bonds nor this
Official Staterent is to be construed as a contract with purchasers of the Series 2008 Bonds.

Any staternents in this Official Statement involving matters of opinion or of estimates, whether or
not expressly stated, are intended merely as expressions of opinion or estimates, and not as representations of fact,
and no representation 1s made that any of the estimates will be reahzed.

The City and County’s use of certain information included in this Official Statement has been
furnished 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 mformation and does not guarantee the
accuracy or completeness of the information fumished by the respective sources. The City and County is relying on
certificates from certain sources, to be debvered 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 regardin g DTC and DTC’s book-entry system has been furnished 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 hitp/fwwaw.cohonoluluhi.usibudpet
‘cafr.him,

The execution and de]wer} of this Official Sta:emem by the Director of Envlr(mmemal Servzcec
and the Director of Budget and Fiscal Serwces have been duly authonzed by the City and Coumy

. ' o : Director of Budget and Fiscal Services
' T 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 securily 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 Resolution are available from the Department of Budget and Fiscal Services or
the Department of Environmental Services of the City and County.

“decrued Debt Sérvice” 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 (i1} pnnoipal, 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 caiendar menth lf deemed to accrue monthly from a date one year prior to its
due date. .

“dct” means Chapte'r 49, Hawaii Revised Statutes, and.all laws amendatory or supplemental thereto.

“dggregate Debt Service” means, for any period and as of any date of computation, the sum of the
amounts of Debt Servtce for such peﬂod with respect to ai] Senes of Bonds S :

Asswned Long-Term Fuced Rate” means, with respect to Vanab]e 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 10 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 borne 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 (1) of the preceding sentence, an Authorized Officer is to0
certify or cause the Remarketing Apent 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.

“suthorized Officer” means the Director of Budget and Fiscal Services, any Deputy Director of Budget
and Fiscal Services, the Director of Envirornmental 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 Systemn if the requirements set forth in the Bond Resolution for such issuance are
satisfied.

“Bond Counsel” means an attorney or a firm of attorneys oflnationally recognized standing in the field of
law relatng 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 attorney in fact, representative or assigns.



“Capital Appreciation Bond " means any Bond as to which interest is compounded on each Valuation Date
therefor and is payabie only at the maturity or prior redemption thereof.

“Ciry 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.

“City 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 Intemal Revenue Code of 1986, as amended, and any successor statutes thereto, and any
applicable regulations thereunder.

"Common Reserve Subaccount Requirement " 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 Quistanding 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 Commeon 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 sach Variable Rate Bond entitled to the beneﬁt of the Common Reserve Subaccoum bw
using the Assumed Long-Term F:xed Rate apphcabie thereto. - : S

Consuliing ﬁ?”g??”EEI means the engineer or engineering ﬁrm OT corporation retamed from:time 10 time -
¢ pursuant to the Bond Resolution to perform the acts and L&I‘T}’ out {J‘re dunes provided for such Con!;ultlng kngmce:r :
in the Bond Resolution, : A : )

“Costs " means all costs of any Improvement and include, but are not be limited 1o, 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 of any Improvements and for six (6) months thereafier.

“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 i 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 mclude 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.

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

“Depositary” 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 Secunities
held under the provisions of the Bond Resolution,

“Depository " means The Depository Trust Company, New York, New York, or its nomines, or any other
person, firm, association or corporation designated in the Series Resolution authorizing & Series of Bonds or a Series

Certificate relating to such Series of Bonds to serve as secunities depository for the Bonds of such Series.

“Director of Budget and Fiscal 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 i the Act and the City Charter, or any successor,

“Director of Environmental Services” means the Director of the Department of Environmental Services of
the City and County appointed pursuant to and having the powers as set forth in the Act and the City Charter, or any
SUCCESSOT.

“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 o which is excludable
from gross income under Section 103 of the Code, and which at the time an mvestment 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 “+7 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 Moedy's or S&PF, 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
Tower than the lowest rating on Qutstanding Bonds assigned by Moody’s or S&P.

“First Resolution Obliganions” means bonds, notes and other ewdence of indebtedness issued under and
pursuant to the First Bond Resolution. .

“Fiscal Year” means the 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
c:ommencmg on.july 1 of any year and endmg on June 30 of the fo!lowmg year

“Govermment Obligation” means a chrect obhgat:on 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 fatth and
) credtt of the Umted States Gf Americ,a is pledgeé te al‘)r such direct obhganon or guarantee
“]mpr ovements ” means the acquisition, purchase construction, reconstrucnon 1mprovement, benerment ar
exten:,mn of the Wastewater System : .

'.'Inrerest Rm‘e‘ Excha}zge Agreement” means an agreement entered 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 a notional
amount and that the Counterparty 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 m such agreement, or that one will pay to the other any net amount due under such agreement, or
(i1} 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.

“Investment Agreement” means an agreement for the mvestment of moneys with a Qualified Financial
Institution.

“Invesrmen! Securities” means any of the following, if and 1o the extent that the same are legal for the
investment of funds of the Department:

{) Government Obligations;
{ii) Investment Agreements;
(i1v) 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 semior debt obligations of the
Federal Home Loan Mortgage Corporation (“FHLMCs”); debentures of the Federal Housing
Admmnistration; morigage-backed securities (except stripped mortgage securities which are valued
greater than par on the portion of unpaid principal} and sentor debt obligations of Fannie Mae
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(“FNMAs"™);, participation certificates of the (General Services Administration; guaranteed
mortgage-backed securities and guaranteed participation 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
1ssues of the Student Loan Marketing Association; Jocal authority bonds of the U.S. Department of
Housing & Urban Development; guaranteed Title XI financings of the U.8. 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 obhgation fully and unconditionally guaranteed by any state, subdivision or agency whose
unsecured, unimsured 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;

(v) commmercial paper (having original maturities of not more than 270 days) rated, at the
timme of purchase, “P-1” by Moody’s and “A-1” 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 bank which branch office is located in the United States, provided legal
opinions are teceived to the effect that full and timely payment of such deposit or simtlar
- obligation is enforceable agamst the principal office or any branch of such bank, which, at the time
- of purchase, has a short-term “Bank Deposit” rating of “P-1"" by Moody's and a “Shont-Term CD”
rating of “A-1” or better by S&P.

{vii) deposits of any bank or savings and loan association which has combined capital; surplus
and undivided profits of not less than $3 million, provided:such depuosits-are continuously-and
tully insured by the Bank Insurance Fund or the Savings'Association Insurance Fund, of the
Federal Deposit Insurance Corporation (“FDIT™);

(viit}  investments in money-market funds rated “Aaa” by Moody’s, and “AAAmM” or
“AAAM-G” by S&P; '

{ix) repurchase agreements collateralized by Government Obiligations, 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-17 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
mdependent third party acting solely as agent {“Agent”) for the Depositary, and such
third party is (i) a Federal Reserve Bank, or (11} 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 mmillion, and the Depositary has recetved 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 C.F.R. 350.0 et seq. in such
securities is created for the benefit of the Depositary; and
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(d) the repurchase agreement has a term of 3 years or less, and the Depositary or the
Agent will vatue the coliateral securities no less frequently. than weekly and will liquidate
the collateral secunities if any deficiency in the required collateral percentage is not
restored within two business days of such valuation; and '

(€) 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} mvestments in any mutual fund whose portfolio is limited to Government Obligations
and the investments described in clause (it) of Investment Securities; and

(x1) 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” weans Moody’s Investors Service, ‘Inc., s successors and their assigns, and, i 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 recogmzed ratmg agency, if any, designated by the Director of Budget and Fiscal
Services. . . .

“Ner Revenue Requirement” means, with respett to any Fiscal Year-or any period, an amount equal to the -
greater of: (i) the sum of (a) the Agpregate-Pebt 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
(11} 1.10 times the Aggregate Debt Service (as defined in the First Bond Resolution) under the First Bond Resoiution - -
and 1.10 times the Aggregate Debt Service in siich Fiscal:¥ear or such period, plus 1.00 times the aggregate Supprm RN

. Facility Rmmbursemem Ob]zgzmons outstam}mg as of the end of such Fiscal Year or such ;:.em:’d‘"ﬂr :

"Net Revenues means, mth respect to any period, the Revenues cfurmg such period ]ess amounts reqmred

to pay Operation and Maintenance Expenses. '

“Operation.and Maintenance Expenses” means the costs and expenses of operating and maintaining the -
Wastewater System, including, without Hmiting 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 properfies jointly owned with others,
and (i11) the arnounts, if any, payable to the United States Treasury Department pursuant to Section 148 of the Code.

“Opinion of Counsel” means with respect to the City and County a written opinion of counsel selected by
the Dhrector of Budget and Fiscal Services who is net an employee of the City and County, and which, with respect
o 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.

“Quistanding™ or outstanding” when used with reference to Bonds means, as of any date, Bonds
theretofore or thereupon issued pursuant 1o the Bond Resolution, except: (a) any Bonds canceled by a Paying Agent
or paid at or prior to such date; (b) Bonds in hieu of or in substitution for which other Bonds have been delivered
pursuant to the Bond Resolution; (c¢) Bonds deerned 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 Senes Certificate relating o such Bonds.
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“Parity Support Facility Reimbursement Obligation” means the obligation of the City and County
described in the Bond Resolution to directly reimburse the Support Facility Prowider of any Support Facility for
amounts paid by such Suppoert Facility Provider under such Support 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 mstrument.

“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 Senes Certificate
relating to such Series.

“"Record Date" means, with respect to any Senes of Bonds, (i) with respect to the payment of interest, the
15th day (whether or not a Business Day) of the month preceding an interest payment date; {(ii) with respect to notice
of redemption, the 45th day (whether or not a2 Business Day) preceding the date of redemption; or (iii) such other
day as may be provided in the Series Resolution authonizing the issuance of such Series or the Series Certificate
relating to such Series.

“Refunded Municipal 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 frust 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
Obhgahons : . : . : :

fie:mba vabie Obligaiions " means reimbursable general obhgahcm bond% issued and dc]wered or to be
. issued andi delivered by the City and: County-to finance certain costs.related to the Wastewater System, the debi-
service on- which the Depanmmt ig- requarcd by State law to reimburse. ﬁa Czty and C ount"j s General Fund.

. Re:mbursable Obligation Reguirement’ tneans, with respect i0 any period of time, the amount reguired io
be credited to the Reimbursable Obligation Account pursuant to the ordinances and resokunons of the City Council
authorizimg the issuance and delivery of Retmbnrsable Obhigations. ‘

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

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

“Revenue Bond Index " means the 30 year Revenue Bond Index of The Bond Buyer, 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 compenents as the
Revenue Bond index.

“Revenues” means (1) 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 earmings on the Rebate Subaccount or Third Lien Obligation Subaccount; and (iii)
all payments made by Counterparties pursuant to Interesi Rate Exchange Agreements.

“Revenwes under the First Bond Resolution” 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,



rentals, fees and charges preseribed for the use and services of, and the facilities and commodities furnished by, the
Wastewaler Systern, including, without limiting the generality of the foregoing, (i) all income, receipts, profits, and
other moneys derived from the fumishing or supplying of the services, facilities and commodities through the
Wastewater Systern; (i1) all mcome from investments of moneys held under the First Bond Resolution including
investment income on the Improvement Second Account but not including any eamings on the Rebate Account, the
Subordinate Obligation Account or the Reimbursable Obligation Account; (ifi) all payments made by Counterparties
pursuant 1o 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. "“Revenues under
the First Bond Resolution” will not include, (i} deposits subject to refund uniil such deposits have become the
property of the City and County; (i1} 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;
{(111) incorne, fees, charges, receipts, profits or other moneys derived by the Department from the ownership or
operation of any separate utility system; (iv) any gifis, 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, imiting 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 (vil} Wastewater System Facility
- Charges. :

“S& P 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 2 securities
rating agency, S&P is deemed to refer to any other nati onaliy recogmzed ratm g agency desugnatcd by the Director of
Budget and Fiscal Servtces :

Serml Bonds means Bonds which mature senaily and wh‘lch are not Term Bonds.

“Series, " “Series’ of Bonds" or “Bonds af a Senes IMIEans a!i Bonds desagnated as bemg of the same series
issued'and delivered on original issuance in a simultaneous transaction, ‘and any Bonds thereaftEr delwerea in lieu
thereof or in substmm(m therefor pursuant to the Bond Resoiuﬂon -

“Smkmg Fund Installment” means an amount so designated which is established pursuant to the Bond
Resolution. ' The portion of any such Sinking Fund Installment remaming 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 Instaliments due on a future date,

“Subordinate Obligations " means the Bonds and any other bonds, notes or other evidences of indebtedness
jssued in compliance with the provisions of the First Bond Resolution as obligations subordinate 1o the First
Resolution Obligations, other than Reimbursable Obligations.

“Subordinate Obligation Requirement " means with respect to any period of time, thé 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.

“Suppilemental Resolution " means any resolution adopted by the City Council and becoming effective
pursuant o 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 exlended by one or more
Support Facility Providers, pursuant to which the City and County is entitled to oblain 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 thercof in actordance with the Bond
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Resolution and with the Series Resolution authonzing such Bonds or a Series Cerpficate relating to such Bonds,
whether or not the City and County 1s in default.

“Support Fuacility Provider” means a bank, & trust company, a national banking association, an
organization subject to registration with the Board of Governors of the Federal Reserve System under the Bank
Holding Company Act of 1956 or any successor provisions of iaw, a federal branch pursuant to the International
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
Amernica, 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 Reimbursement Obligation” means the obligation of the City and County described in
the Bond Resolution to directly reimburse the Support Facihity 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 sinilar instrument.

"Tax-exempt Bonds " 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.

“Term Bonds’ means Bonds the retirement or the redemption of which is to be provided for from moneys
credited to the Debt Service Subaccount pursuant tothe Bond Resolution,

~w “Third Lien Obligations” means any bonds, notes or- other evidences. of indebtedness of the City and
County payable from the Revenues, other than: the First Kesolution Obligations, the Bonds and the Reumbursahle :
. Obligations, issued in acwrdance with and complying: with the provisions of the Bond Resolution.. :

“Veriable Rate Bonds ' means any. Bonds issued” bearmg mierest.aia rate per annum subject o adjustment
from- time to time based on the terms theredf, based upon an index, or otherwise calculated ‘in-a manner which
precludes the actual rate for the entire term of such Bonds' from bemg ascertainable in advance as provided for in the®
Bond Resolution. :

“Wastewater System” means all plants and properties, both real and personal and tangible snd mtangible,
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 Hquids 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: {1} the existing plants and properties comprising the Wastewater System under the
management, control or jurisdiction 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.

“Wastewater System Facility Charge” has the 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; (n) the Net
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Revenues; and (iti} 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 perrmtted by law, & lien on, and a security miterest 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
mstrument 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 of the First Bond Resolution, the
piedge of the Net Revenues made by the Bond Resolution will be prior and superior in all respects 10 any pledge of
the Net Revenues made by any resclution, 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 afier 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, (1) the Sewer Fund but excluding all
Accounts and Subaccounts therein unless sspecifically pledged by the Bond Resolution, a Series Resolution or a
Series- Certificate, -(#) the Renewal:and. Rep]acement Accoum (m) the Rate Stabilization Account and (w‘ the

_ Wastewater Generai Account.. - . . ; . :

“The Bond Resoluuor; provides that each of'the obligations; .duties, limitations and restraints imposed upon
the City and County by the Bend Resolution is deemed to be a covenant between the City and:County and every .
" Holder of the Bonds, and the Bond Resolution.and every provision and covenant set forth in the Bond Resolution is
deemed to be 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 full and final payment of the principal and
redemption price of and fnterest 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, secunty 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 lmitation,
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:

1. A wrilten certificate of the City and County stating the amount required 1o be in the
Common Reserve Subaccount after issuance of the Bonds then 10 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 Commen Reserve Subaccount will not be less than the
Common Reserve Subaccount Reguirement.

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 1ssuance of the Bonds then to be issued, and that afier deposit in such Separate Series Reserve



Subaccount of the amount 1o be deposited therein in connection with the issuance of such Bonds, the
amounits on deposit in such Separate Seres 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 exteni 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 12-months” period out of 24 months immediately preceding the
month in which such Bonds are issued were not less than the greater ofi(x) the sum of (1) 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
Reauired Deposits for such Fiscal Year or the 12-month penod 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 al Bonds
then Quistanding 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
(1) 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 inierest is capitalized or, if no interest is to be capitalized, the Fiscal Year in which the
proposed Series of Bonds are issued, and (i} 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 (1) the maximum of the sum of the- Aggregate Debt Service on all First Reso]utlon Qbhgau(ms issued. -
under. and. pursuant to the. First Bond - Resolution and :the Aggregate -Debt ‘Service on- ali* Bonds. then-
Qutstanding and on the proposed Series of Bonds i in any such Fiscal. Year and {2) the Requlred Deposits . -
for any such Fiscal Year; and (y) the sum of:(1).1.10 times the maximum of the sum of the Aggregate Debt
Service on all First Resolution Obhgatmns 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 Reimbursément Obligations outstanding
under the First Bond Resolution and the Bond Resolution as of the date of such writien 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.

i In determining Debt Service on Variable Rate Bonds then Outstanding and Variable Rate
Bonds then proposed to be issued for 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 bome by such Variable Rate Bonds for any 30-day period or if
no such Variable Rate Bonds are then Qutsianding, 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 assuned to rnature in 30 years and bear interest equal to the Revenue Bond Index
at the time of caiculation.

4. In preparing the certificate reguited by the Basic Test described above, the Authorized
Officer or the Consulting Engineer, as apphcable, 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



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 Tesr described above, the Authorized
Officer, may, if such changes result in increases in such rates and charges, and must, if such
changes result in reductions in such rates 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 m effect at the time of the adoption of the Series Resolution providing for the issuance of
such Bonds had been i effect during the portion of such period in which such schedule was not in
effect.

b, H 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 Systern subseqguent 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 adjust the Net
Revenues for such period to reflect any change in such Net Revenues which wounld 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 covered 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 had-been served duning the entire period and may adjusi
.- -the Net Revenues for such period 1o give effect to such new customers. Anvy such estimate will be

based upon the operating experience and records of the Department with tespect to the Wastewater

System and upon any available. financial ‘and quarterly statistics’ deemed  pertinent by the

Auihonzed Officer or the Corssultm g Engineer as: applicabie Sl .
: 4. Hany ]ong termt, guarameed 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 peried selected pursuant to item 3 of the Hasic Test described above, the Authonized 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.

€. 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 Mamtenance 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 Systemn.

f In rendering any certificate pursuant to the Bond Resolution, the Authorized
Officer or the Consulting Engineer, as apphicable, 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 appropnate by such Authorized Officer or the Consulting Engineer.



Refunding Bonds

The City and County may issue a Senes of refunding Bonds at any time for the purpose of refunding
(including by purchase} ail or any portion 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,
inciuding all of the conditions of the Basic Test described 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 m any Fiscal Year on the refunded Bonds by more than 10%. Al
adiustments described above in Certain Adjustments are applicable 10 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 Cbligations or Reimbursable Qbligations,
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 Test described above.

Bend 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
Anticipation. Notes may be issued unless there has been filed with the Director 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:thiat, based on market conditions. expected to be prevailing 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 10 be complied with at the time of issuance of such Series of Bonds: The maximunt maturity of .

any Bond Anticipation Notes, mcluding the renewals thereof, must not exieed five {5) years from the date.of the

~ original Bond Anticipation Note.. The principal of Bond Anticipation. Notes may. be paid from the proceedsiof such.
Bond Anticipation. Notes (or any renewal thereof} of frome the proceeds of the Bands in anticipation of which:sich;
Bond Anticipation Notes were issued. . The interest. on such'Bond Anticipation Notes may be secured by a lien on
and pledge of, and be paid from. the Net Revenues on a parity with the lien on and pledge of the Net Revenues
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 prionity 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 Antcipation Note is pald from the proceeds of other Bond
Anticipation Note or from the proceeds of Bonds.

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 i the Third Lien Obligation Subaccount as may from time to time be
available for the purpose of payment. The City and County may, by resolution, provide for various priorities in the
Hens and pledges securing Third Lien Obligations, and nothing in the Bond Resolution shall be construed so as to
reguire that the payment of, or pledges securing, Third Lien Obligations be on a panty inter se.

The City and County may also issue Third Lien Obligations: (i) to refund any Third Lien Obligations
issued as provided in the Bond Resolution; (1) to refund QOutstanding Bonds; or (i1} to refund any Reimbursabie
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 m 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 miterest 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 Qutstanding at the time such Third
Lien Obligations so becomne 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 wmterest 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 (1) above “are 'not applicable), the Holders of all Bonds then
Ouistanding will be entitled to receive payment in full of ai] principal and interest on all such Bonds before -
the holders of the Third Lien Obhgatmns are, ent]iled to receive any accelerated payment from the Trust
Eﬁtate of “principal (and premium, 1f any) or mteresl on the Thta'd Lif:n Obligations. :

(4) No chdhe:der shali be pI'E_]lid]CEd in his nght to enforce cnbordmauon of the Third Lien
ObT:gatlcns by any act c}r faﬂure io act on t‘ﬂe part of tbe C]t} ané Y oumy . .

(5) *“The Third Lien Obhgatlons may provide that the provisions of (1), (2) (3) and (4) above
are solely for the purpose of defining the relative rights of the Bondholders on the one 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, the 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 defauit thereunder, subject to the rights
ander (1), (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 concemed, 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 Obhigations may have such rank or priority with tespect to any other issue of Third
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 hen and
security interest for the payment of Bonds and those Third Lien Obligations which are payable from the Third Lien
Obligation Subaccount; and (1) prior and superior {o 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



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 o be obtained from one or more Support Facility Providers one or more Support
Facilities providing for payment of all or a portion of the purchase pnice 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 1o the Bond Resolution.

In connection with the issuance of any Series of Bonds or 1o 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; provided that no such Interest Rate Exchange Agreement shall adversely affect
the exclusion from gross mcome 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 othér 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 Counterparties. The City and County rmay secure the Support Facility or Interest Rate
Excharige Agreement by an agréement providing -for the purchase of .the Bonds secured thereby with such
adjustments to the rate of interest, method of determining interest, maturity, or redemption provisions as.specified in
the Series Resolution or the Series Certificate. Debt Senvice with-respect'to an'y Bonds so secured 1510 be valculated--
for purposes of the defmition-of Common Reserve Subaccoum Requ;remt by using the Assumed LOng»Term

*xed Rate.

The- City and County-may alse agree in any agreement with the Support Facility Provider of such Support .
- Facility.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 Reimbursement Obligation™); 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 Facihity 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
deemned to be a part of the Series of Bonds to which the Support Facility which gave rise to such Parity Support
Facility Reimbursemnent 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 A.M. Best & Company, aiso be rated in the highest rating category by A.M. Best & Company or its
successors. 1n 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 A.M. 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-term debt of the issuer of such new Support Facility is yated in the highest rating
category of each Rating Agency and A.M. Best & Company, if rated by A.M. Best & Company; provided, however,
that if the new Support Facility is not obtained within 120 days, the City and County must deposit in the Commen
Reserve Subaccount Net Revenues in the amount provided i the Bond Resolution. I 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 2



period of time not longer than would be reguired to resiore the Common Reserve Subaccowunt 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
Fmprovement 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 and Repiacement Account; and
Wastewater General Account.

_None of the-accounts in the Sewer Fund except the Subordinate Obligation Account is pledged as security-
", for the payment of debt sérvice on the Bonds. Such pledge of the Subordinate Obligation Account is subject to the -« -
. #terms and provisions of and the exceptions previded in the First Bond Resolution and the Bond Resolution. o

- : i

The Bond Resolution establishes the fo]]oMng.subaccounté in the Subordinate Obligation Account:

Pebt 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 Iinprovement Second Account and tequires 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 thereafler.

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, (1) afier paying or setting aside a sufficient amount to pay the Operating and
Maintenance Expenses, (111} 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 maintaiming 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 ali accrued and unpaid amounts and amounts to accrue and become payable during the
succeeding calendar month which are payabie from the Subordinate Obiigation 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, uniess otherwise provided below, in the following order of priority:

(1} To the Rebate Subaccount such amount as is necessary to pay the rebate amount due the
United States Treasury Department under Section 148 of the Cede 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 mterest
accrued on all Bond Anticipation Notes outstanding on said date;

(3 (a} To the Common Reserve Subaccount, if and to the extent required ejther (i) an
amount such that the balance in the Common Reserve Subacvount will equal the Common Reserve
_Subaccount Requirement on said date, or {11) 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 eredit; and (b) to each Separate Series Reserve Subaccount,
if and to the extent required either (i) an amount such that the balance in each Separate Series Reserve
Subaccount shail equal the Separate Serifes’ Reserve :Subaccount Requirement for each Separate Series
Reserve Subaccount on said date, or () an-amount such’ that-if the same amount were deposited in each
month the amount of any deficiency in each Separate Series Common Reserve Subaccount shall be -
eliminated at the ¢nd of the sixth (6th) month following the first credit; provided, however, that such
-transfers shall be pro-rata, based on the proportion .of the Commion Reserve Subaccount Requirement and. -
--each Separatc Series. Reserve Subaccount:Requirement-to the sum ef the Common Reserve Subaccount
Requirement and sl Separate Series Rescrve Subaccount: Reqmremems

(4) To the Third Lieu Ob]:gahcm -Subaccoum, the'amount, if any, equal to all Third Lien
- Obligation Reguirements theretofore atcrued and unpaid and not met from any other source and 10 accrue
and become payable durmg the succeeding calendar month and not met from any other source.

The Bond Resolution' permiits the City and County to pay directly out of the Third Lien Obligation
Subaccount reimbursernents to providers of Support 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 YVarious Subaccounts in Suberdinate Obligation Account

Debt Service Subaccount. 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 1n 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 (i} the redemption of such Bonds at the applicable Redemption Price, if then redeesmable 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 mterest; (1) 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 {ii1) be made to insure that delivery
of the Bonds so purchased will not occur later than the 60th day next preceding the redemption date 1o which the
Sinking Fund Instaliment is to be applied. The applicable Redemption Price of any Bonds (or principal amount of
maturing Bonds) so purchased or redeemned is deemed to constitute part of the Debt Service Subaccount until such
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Sinking Fund nstaltment 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 Fund Installment was established
(except in the case of Bonds maturing on a Sinking Fund Installment date) in such amount as is necessary to
complete the retivement 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.

Upen any purchase or redemption pursuant to the Bond Resolution of Bonds of any Series and maturity for
which Sinking Fund Instaliments shall have been established: (¥) if the principai amount of the Bonds so purchased
is less than or equal to the next succeeding Sinking Fund Installment for such Series 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 (i1) if the principai 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 afier 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
Smkmg Fund Instaliments due on a future date. - :

" The amount, if any, credited 1o the Debt Service Subaccount from a Series Improvement Interest
Subaccount is to be apphed to the _payment of mterest on the Bonds as the same becomes due and pavable ag
prowded n the Bonci Resolutmn .
: Common Reserve Subaccoum ]f on the day precedmg any pnnctpal or interest payment date, the amount
in the Debt Service Subaccount is’less thani the' Accrued Débt Service for all Bonds then Outstanding which are © -
entitled. 10 the benefit of the Common Reserve Subaccount, the City and County will pay-out of the Coemmon
Reserve Subaccount to each. Paying Agent for such Bonds the amount necessary 1o satisfy the deficiency for
payment to the holders of such Bonds. Amounts so applied are to be derived first, from cash or Investments.
" Securities on credit to the Common Reserve Subaccount and second, from dfaws or demands on Support Facilities
held as a part of the Common-Reserve Subaccount, such draws or demands to be made pro rata among all such
Support Facilities based om 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 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 attributabie 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
Qutstanding Bonds in accordance with their terms, the funds on credit to the Common Reserve Subaccount are to be
transferred 1o 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 lo provide for imely 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 afier 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 amowunt 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.



The City and County may determine m 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 1o the benefit of the Common
Reserve Subaccount, in which case no amount will be required 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 Sertes of Bonds.

The Common Reserve Subaccount Requirement is to be calculated or recalculated: (i) at the time of
issuance of & Series of Bonds (or Bond Anticipation Notes); (it) at the time a Series of Bonds is retired in its
entirety; (iit) at such other time ag 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.

Separate Series Reserve Subaccounts. 1f 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
Qutstanding which are entitled to the benefit of a Separate Series Reserve Subaccount, the City and County will pay
out of such Separate Series 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 rate among all such Support
Facilities based on the respective available amounts under such Support Fac;imes and upon the terms and corldlt:ons
set forth in such Support Facilities. .

_ © Whenever the amounts on deposit in any Separate Series Reserve Subaccount exceed the applicable

‘ Separate Series Reserve Subaccount Requirement, the City and Ceunty will withdraw the amount of such excess and
deposit such excess 10 the credit of the Debt Qerwce Subaccoum or the Sewer Fund, as the City and Coumy may
determme. ‘ LR : ' :

- ‘J»'henever the: amount (exclucwe of Support Facﬂltles) m any? Separate Series Reserve Subaccoum
together with the. amount in the Debt Service Subaccount attributable to' Bonds entitled to the benefit of such
Separate-Senigs Reserve Subaccount, i sufficient to pay in full-the principal or Redemption Price, if any, of and
interest on all such Qutstanding Bonds in accordance with- their terms, the: -funds, on credit 1o such Separate Series
Reserve Subaccount are to be transferred 1o the Debt Service: Subaccount and applied to make such payment. .Prior
to such transfer, all Investment Securities held in-such qeparate Series 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 of and
interest 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; provided that 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 Quistanding which are entitled to the benefit of such Separate Series Reserve
Subaccount afier 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 Senes of Bonds (or Bond Anticipation Notes); (ii) at the time a Series of Bonds is retired m 1ts
entirety; (11} at such other timme 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 1o Separate Series Reserve Subaccount may be modified
in whole or in part with respect to any Series of Bonds entitled 1o the benefits of .a Separate Series Reserve
Subaccount.

Rebate Subaccount. 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-exemnpt
Bonds and thereafier {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 respect 10 such Series of Bonds and (i) pay out of the Rebate Subaccount to the Department of the
Treasury of the United States of America the amount, if any, required by the Code to be rebated or otherwise paid.
Moneys in the Rebate Subaccount and the Subaccounts therein are not available for the benefit of the Holders of the
Bonds and are not pledged to the payment of the Bonds or the interest thereon.

If and 1o the extent necessary to comply with any covenant established in a Senes Resolution authorizing a
Series of Bonds or in a Sertes 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 m the Rebate Subaccount with respect to such Series of Bonds or provide for the
establishment such - Subaccount m such Series Resolution or in such Series Certificate.

Third Lien Obligation Subaccount. The City and County must at all tirnes maintain in the Third Lien
Obligation Subaccount an amount equal to the Third Lien Obligation Requirement. Moneys on deposit in the Third
L.ien 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 of the City and County securing or evidencing such Third Lien Obligations. Any moneys credited to the
Third Lien Obligation Subaccount are 1mmedmte¥y free and clear of the lien and pledge created by the Bond
Resolution, ‘

Purposes of the Varions Subaccounts Outside Subordinate Obligation Account

Sewer Fund - Rate Stabilization Account. The amount of moneys and Ivestment Securities to be
- mnaintained from time to time in:the Rate Stabilization Account is to be provided for in the Annual Budget. Moneys
and Investment Securities may-be transferred to the Rate Stabilization Account as provided in the Annual Budget
- from (i) the Sewer Fund in the order of priority provided -in the Bond Resolution, or (ii) the Wastewater General
Account as provided in the Bond Resolution. Moneys and Investment Securities credited to theRate Stabilization -
Account.are to be transferred to:the Sewer Fund at the times and in the amounts as may.be prov;lded n the Annual
Budget for the purposes of sta’mhzmg the rates and charges of the Wastewater ‘lyqtem : se
Sewer Funa’ Renewa! and Replacemenr Account. Moneys on credit to the Renewal and Replacement
_Account may be apphed 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 Wastewater System or any part thereof; (ii) for the safe and efficient operation of the Wastewater
System; or (iii) to prevent loss of Revenues.

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
redemption price becomning due on the Bonds, the City and County, after making all transfer required by the First
Bond Resclution, must transfer from the Renewal and Replacement Account for credit to the Debt Service
Subaccournt the amount necessary (or all the moneys in such Account if less than the amount necessary) to satisfy
such deficiency.

1f on each January | and July | the moneys, Investment Securities and the amount of Support Facikties in
the Common Reserve Subaccount are less than the Common Reserve Subaccount Requirement, and the transfer
referred 10 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 Replacermnent Account for credit to the Common Reserve
Subaccount the amount necessary (or all the moneys i such Account if less than the amount necessary) to satisfy
such deficiency.

Sewer Fund - Reimbursable Obligation Account. The City and County must at al] times maintain in the
Reimbursable Obligation Account an amount equal 1o the Reimbursable Obhigation Requirement. Moneys on
deposit in the Reimbursable Obligation Account will be applied by the City and County solely to reimburse the



Generat Fund of the City and County for payment of debt service due on Reimbursable Obligations issued or to be
1ssued by the City and County with respect 1o the Wastewater System. Any moneys deposited in the Reimbursable
Obligation Account are mnmediately free and clear of the lien and pledge created by the Bond Resolution.

Sewer Fund - Wastewater General Account. The City and County, after making ail 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 Wastewaler General Account if less than the amount necessary) to satisfy any deficiencies in such
subaccounts required by the Bond Resolution.

Amounts 10 the Wastewater General Account not reqguired 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 priotity:

(1) the Costs of Improvements, or the provision of one or more reserves therefor;

(2) for transfer to the Rate Stabilization Account m the Sewer Fund such amounts as may be
provided in the Annual Budget for the purpcse of stabilizing rates and charges;

3 the purchase at such price or pnces as the Cny and County may deem advisable or
redemption of any | Bonds and expenses of such purchase or redemption at any time; and

(43 for any other lawful purpose of the City and.Coumy. .

Sewer Revenue Bond fmprovemenr Fund - ]mprovemem Second ,4 ccoum As soon as practicable on the
date of delivery of the Bonds of a Series, the amount required pussuant 10 the Series Resolution or Series Certificate -
will be deposited in the Improvement Fund for creen to the. lmprovement Second. Account. In addition, the City and .
Ceumy will deposit in the Improvement Fund for credit to the! i*nprovemem ‘Second Atccount such-moneys other
than proceeds of the Bonds as the Cny and County may, determme to be proper or appropnate to pay the C osts of
ITmprovements. -

The Series Resolution authorizing the i 1ssuance of any Series ofBrmds (exduswe of Refunding Bonds) may
create and establish one or more separate special series improvement subaccounts {a “Series Improvement Second
Subaccount”) in the lmprovemem 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 senies subaccount must be
created in the Improvement Second Account {a “Series Improvement Interest Subaccount™) with such designation as
may be appropriate.

Moneys, including proceeds of the Bonds of a Series, which are credited to a Series Improvement .
Subaccount are 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; provided that the City and
County has obtained an Opinion of Counsel that any such apphication will not impair the exemption from Federal
income taxation of interest on any of the Tax-exempt Bonds.

Moneys credited to a Series Jmprovement 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 menth next
preceding the maturity of an installment of interest on the Bonds for the payment of which moneys have been
credited to such Sertes Improvement Second Interest Subaccount, the City and County must transfer from a Series
Imprevement Second Interest Subaccount to the Debt Service Subaccoumt an amount which, together with any
moneys theretofore held in the Debt Service Subaccount, are sufficient to pay such next maturing installment of
interest on such Bends.

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 1o a Series of Bonds.
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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 memeys for the further secunty 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 afier all transfers,
other than a transfer from the Wastewater System Facility Charge Account, have been made pursuant to and in
accordance with the Band Resoiution, the City and County must transfer from the lmprovement Second Account
such amount {or all remaining amounts in such lmprovement Second Account} as is deerned necessary by the
Director of Budget and Fiscal Services for deposn in the Debt Service Subaccount, which, together with the amounts
then on credit to the Debt Service Subaccount, is sufficient to pay Debt Service.

Sewer Fund ~ Wastewater System Facility Charge Account. In the event that there is an insufficiency in the
Debt Service Subaccount 1o pay Debt Service afier all transfers have been made pursuant to and in accordance with
the First Bond Resolution and the Bond Resolution, the City and County must transfer from the Wastewater System
Facility Charge 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 reimbursed to the Wastewater
System Facihity Charge Account as provided in the Bond Resolution.

Amounts held in the Wastewater System Facility Charge Accoum are to be expended for the purposes
specified in Secnon 6-47.1 of the CIT}’ Code ‘

lnveslment of Funds

Mcmeys in the Df:bt Qerv:ce Subaccmmt may, to the fullest extent pracncdble and teasonable, be ercied
and reinvested solely in noncallable Investment Securities which -are Government Obligations, I'NMAs or FHEMCs
(as such terms are defined in the definition of Investment Securities) and which-mature or are subject to redeription
at the option of the holder thereof onror prior 1o the respective daies 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; lo 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 availabie 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 1s
created may, to the fullest extent practicable and reasonable, be invested and reinvested, to the extent allowed by
jaw, 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 mn the Improvement Second Account, other than a Series Improvement Second Interest Subaccount
theretn, not required for immediate disbursement for the purposes for which such Account is created may, 10 the
fuliest extent practlcable and reasonabie, be invested and reinvested to the extent allowed by law, solely in, and
obligations deposited in such Account will be, Investment Securities which mature or are subject to redemption or -
payment at par at the option of the holder thereof not Jater than such times as shall be necessary to provide moneys
when needed 1o provide payments from such Account,

Maoneys 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
puacncable and reasonable, be invested and reinvested to the extent allowed by law, solely in, and obligations
deposited in such Account shall be, noncailable Investment Securities which are Government Obligations, FNMAs
or FHLMCs (as such terms 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 1o provide payments from such Account.

To the extent permitied i the Bond Resolution, all income received from the mvestment 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 o be made pursuant to the Bond Resclution; provided however, that
except as to the Third Lien Obligation Subaccount and the Reimbursable Obligation Account, all or a portion of the
mcome received from the investment or remvestment of moneys in any such Fund, Account and Subaccount may be
deposited in the Sewer Fund or the Improvement Second Account, including a Series Improvement Second interest
Subaccount therein; and provided further, however, 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,

Neither the Director of Budget and Fiscal Services nor any Paying Agent shall be lable for any
depreciation in value of any investrents 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 in any Fund, Account or Subaccount as frequently as it deems -
necessary, but not less often than annually.

Depes:tar;es
Ai§ moneys held by the City and Ccumy or any Deposnary under the provisions of the Bond Resolunon aTe

to'be held in trust and applied only in accordanice with the provisions of the Bond Resolution, and each of the Funds,

Accoumt'a'm :mbaa ounts Pstabhsbed by the Bond Resolution:shati be kY trusi nmd -

'
'

- Each Deposztary rmust-be a -bank “OF trust- cc-mpany or-gahized un‘d‘er the jaws of any state of the United
States or a national banking association having capital stéck, surplus’and-undivided eamings of $5,000,000:0r move
and -willing and able 1o accept such office on reasonable and customary terms and authorized by law to act
- accordance with the provisions of the Bond ReSQiuhon

Concerning Depositaries and Paying Agents

Qualificarions and Appointment. 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 or 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 writlen acceptance thereof.

Paying Agents and Depositaries May Buy, Hold, Sell or Deal in Bonds and Other Indebtedness of the City
and County. Each Paymg Agem and each Depositary and its respective divectors, 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
Reschrtion and may join any action which any Holder of 2 Bond may be entitled 1o 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, accepl or negotiate any drafis, bills of exchange, acceptances or obligations of the City and
Counly, and make disbursements for the City and County and enter into any commerctai or business arrangement
therewith.

Reimbursement of Paying Agents and Depositaries for Fees, Expenses and Charges. Each Paying Agent
and each Depositary shall be entitled te reasonable fees and 1o reimbursernent by the City and County for all
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expenses and charges reasonably incred by it wm the performance of its duties under the Bond Resolution. No
Paying Agent nor Drepositary shall have a fien for such fees and reimbursement on the moneys pledged to secure the
Bonds under the Bond Resolution at any time held by 1, prior to the Hen or claim of the Holders of the Bonds on all
such moneys,

Covenants

The City and County has covenanted and agreed in the Bond Resclution with the Holders of all Bonds
issued pursuant to the Bond Resclution as follows:

Maintenance of the Properties of the Wastewater System; Keeping the System.in Good Repair. 'The
Department wiil: (i) maintamn, preserve and keep, or cause to be maintained, preserved and kept, the properties of the
Wastewater System and all additions and betterments therelo and extensions thereof, and every part and parcel
thereof in good repair, working order and condition, (ii) from time to time make, or cause to be made, all necessary
and proper repairs, renewals, replacements, additions, extensions and betterments thereto, so that at all times the
business carried on n 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 or state governmental agency or body and with any federal or state law or Tegulation
applicable 1o the construction, operation, mamienance and repair of the Wastewater System or requiting a license,
- permit ot approval. therefor.

b Rates and Charges. ‘The City and County will at all times fix, charge and collect such rates and- other
charges as shall be Tequired-in order that in each Fiscal Year the Net Revenues will be.not iess 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 Defauit if the Czty and Coumy complies with reqmrements described
in the next para graph ST : :

Pr}or 10 the end of each Fzscai Year the D:redor of }EnwronmemaE Sennc:es or the Dnector of Budget and-
Fiscal- Services'if.requested ‘by the Director of Environmental Services must- complete a reviéw of the financial
condition of the Department for the purpese of estimating whether the Net Revenues for such Fiscal Year and for the
next succeeding Fiscal Year will be sufficient to comply with the Rate Covenant and must by a written certificate
make a deterrmination with respect to such compliance.” Such review may take mto consideration the completion of
any uncompleted lmprovement and the issuance of future Series of Bonds if necessary 1o finance the completion of
such Improvements. Such written certificaie 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 determmnation was based, and must be filed with the City Clerk on or before July 1 in
each year, I 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 {o 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 teceipt of the Consulting
Engineer’s recommendation, adopt and place in effect a schedule of fees, rates and charges as so determined or
recornmended pursuant to the Bond Resolution.

Sale, Lease or Other Disposition of Properdes of the Wastewater System. The properties of the
Wastewater Systern may not be sold, morigaged, 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
Quistanding and such Bonds are no longer deemed Outstanding within the meaning of the Bond Resolution.
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Any portion 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 Gity 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 Diepartment. Any part of the properties 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, or 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 redemnption 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, buildings and any other portion of the works, plant and facilities of the
Wastewater Systern and real and personal property comprising a part thereof, which, in the opinion of the Director
of Environmental Services, have become unserviceable, inadequate, 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,
leased; or otherwise disposed of  Proceeds of any such sale;-lease or other disposition of any portion of the .

: propeme: of the Wastewater System pursuam to ﬂns provision are 10 bt' palé intp the Sewer Fund S

if permmed by the laws of the: State the City and County may transfer without Cons1derat1cm the propcmes:
- comprising the Wasiewater Systemr to a .public’ corporation ‘or political subdivision of the State, provided-such
_corporation or subdivision assumes all of the City and-C ounty s or the Depanment s obligations and duties under the.
Bond Resolution. ‘- :

In the event that any part 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
result-of such transfer are to be paid: (i) if such proceeds are not in excess of $250,000, into the Sewer Fund; or (if) .
i 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
apphied to the purchase or redemption of Bonds; or (¢} into the Renewal and Replacement Account and applied by
the City and County for the purpose of constructing replacements, extensions, betterments or lmpmveme:nts to the
Wastewater System, as the City and County shall determine.

Insurance. Except as provided for in the next paragraph, the Department must keep, or cause to be kept,
the works, plants and faciliies comprismg 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 destruction of the above-
ground structures, and the equipment and contents therein, of the Wastewater Systemn arising from accidents,
casualties or negligence, and other causes customarily insured against, at least to the extent that similar msurance is
usually carried by utilities operating like properties, including Hability insurance and workman’s compensation
insurance; provided, however, that any time while any contractor engaged m constructing any part of the
Wastewater Systern ts fully responsible for such insurance, the Department is not required to keep such part of the
Wastewater System insured. All policies of msurance 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 0 each such loss, promptly repair and reconstruct to the extent necessary to the
proper conduct of the operations of the Wastewater Systern 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 mvolving $250,000 or more, the Department determines that such repair
and reconstruction will not be undertaken; and {n) if the Department does not use the entire proceeds of such
insurance 1o vepair or reconstruct such Jost 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 (o be paid mto the Sewer
Fund. If the Department does not oblain 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 normaliy insured against by operators of facilities similar to the
Wastewater Systern, it must secure the concurrence of an independent insurance consultant.  In making its decision
whether to concur in Such sel-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; (i) consider the
availability of commercial insurance, the terms 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 and 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 hight of the general availability of insurance.

The Department may mnclude insurance required by the Bond Resolution as part of a blanket insurance
policy of the City and County.

Consulting Engineer. The City Council, the Director of Environmental Services or the Director of Budget
and Fiscal Services may from time 1o time retamn and appoint, as Consulting Engineer, an independent consulting
engineer or engineering firm or corporation having special skill, knowledge and experience in analyzing the
operations of wastewaler systems; preparing rate analyses, forecasting the loads and revenues of wastewater
systems, preparing feasibility 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 delerminations as ‘may- be necessary from. time to time under the provisions of the Bond
- Resolution. ' SO

-Books of Account; dnnual Audit, The Department will maintain and keep proper books ‘of account relating
t0 the Wastewater System and in accordance with generally dccepted- accounting principles.  Within 180 daye after
the end of each Fiscal Year commeneing 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, provided that the Wastewater System in
such audit is mreated as an “enterprise fund” 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 Bonds Punctually. The City and County will duly and punctually pay, or cause to be paid, but only
from the Revenues, mcome and other funds 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 #ts covenants, undertakings, stipulations and provisions contained
in the Bonds and in the Bond Resolution,

Paymenit of Taxes and Other Claims. The Department must from time to time duly pay and discharge, or
cause 10 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 thereof) or upon the Net Revenues or
mcome teceived therefrom when the same become due, as well as all lawful claims for labor, matenal and supplies,
which, if not paid, might become a hen or charge upon said properties or any part thereof, or upon the Revenues
derived from the ownership or operation of the Wastewater Systemn, or which might in any way impair the security
of the Bonds, except any such assessments, charges or claims which the Depariment in good faith contests as to
validity.

Extension of Payment of Bonds. The City and County wi ) not, directly or indirectly, extend or assent to the
extension of the maturity of any of the Bonds or the time of payment of any claims for interest by the purchase of
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such Bonds, coupons, il any, 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 exiended, 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 principai of all Bonds issued and Qutstanding 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
mnterest.

Sound Improvements and 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 Systemn in an efficient and economical manner unless
requited to do so 1o permit the continued operation of the Wastewater System or to preserve or protect the
Wastewater System.

Annual Budger. Not later than May 31 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 Renewai and Replacement Account, provided that such payments shall in the aggrepate at least
equal the amount described below, Such preliminary budget and any Annual Budget may set forth such addm(mai
material as the City and County or the Department may determme

+ Except as described below, on or befoa'e the 15th day of each such F1scal Year, the City and County tnust

finallviadepr the Annual Budget for such year. The Caty and County mdy:at any time-adopt an arnendedsAnmg] -
Budget for the remainder of the then current-Fiscal Year. Copies of the Annual Budget and of any amended:Annual -

Budget are to be made available for mspecilon by the Bondha]ders and-are to be sent to each Ralmg Agency

- v If for any reason the City and County does not adopt ﬂne Armua] Budget before the ]5th day of any Fiscal
‘Year, the budget for the preceding Fiscal Year is deemed to be 'in effect for 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 vear 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 amounis requited for repair, replacement or reconstruction of the Wastewater System and major or
extraordinary repairs, lenewals or replacements of the Wastewater Sysiem, if any, for the period to be covered by
such budget; (i1) 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
Stabihization Account and to other Funds and Accounts; and (iv) prgject the amounts reguired for such purposes for
the next five Fiscal Years in such format as the Director of Envitonmental Services may determine. A copy of each
such report is to be filed and maintained i the records of the Clty 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 matunity thereof or upon proceedings for the

rederription thereof {whether by voluntary redemption or a mandatory sinking fund redemption or’
otherwise);
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(b) i payment of the mterest on any Bond is not punctually made when due;

(c) if the provisions of any Series Resolution with respect to mandatory Sinking Fund
Instaliment 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 cther of the covenants, agreements or conditions contained i 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 net constitute an Event of Default if corrective action is instituted
within such period and difigently pursued untii the failure is corrected;

(e) if the City and County: (1) admits in writing its mability to pay its debts generally as they
become due; or (it} files a petition in bankruptcy or seeking a composition of indebtedness under
the provisions of any Federal or state bankruptcy or similar law; or (111} makes an assignment for
the benefit of its creditors; or (iv) files a petition or any answer seeking rehef 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 of competent jurisdiction under the provisions of any other law for the relief or aid of
debtors of custody of centrol of the City and County or the Department, or of the whole or any
substantial part of the Wasiewater System; ané :

H ifa defau!t oceurs under the First Bond Reso]unon

Nonce m Bondhoiders Of Event of Default

immedmte]y after the occurrence of an Evem of Deﬁau]t or wnhm 30 days after any Paymg Agent kmows 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 Events 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 principzl 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 Ouistandmg,
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 Quistanding to make any such declaration, however, shall be sulject to the condition that if, at any
time 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 lo 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 mterest 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 theréfor, then and in every such case the Holders of at least a majority i principal amount of the
Bonds then Quistanding, by written notice to the City and County, may rescind such deciaration and annul such
defanlt in its entirety, but no such rescission shall extend to or affect any subsequent default or :mpa:r or exhaust any

resulting right or power.

A-27



The bond insurers for all Cutstanding Bonds and for the Senes 2003 Bonds have certain consemt rights in
connection with any default which may constrain the rights of the Holders described above.,

Inspection of Books and Records; the City and County te 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 Dlepartment relating to the Wastewater System and all other
records reiating thereto shall at all times be subject 1o 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 attomeys 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 itemns (a) through (o)
of the Events of Default described above, the Revenues teceived by a receiver appointed pursuant to the Bond
Resolution as the tesult 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 payments into the Debt Service Subacconnt, including the makmg up of deﬁc.encwﬂ
therein; and last, for any izwfu] purpese m connection w1th the W’astewater ‘Syqzem :

In the event that at any time the funds held hy the receiver are insufﬁciem for the payment of the principal -

T und Redemption: Price (if -any) of, and. interest then due o the Bonds, such funds (other than funds held for the

- payment o redemption. of particular Bonds or coupons) and all Revenues of the Department and other of its:moneys .

received .or collected for the benefit or for the account of Holders of the Bonds by the receiver are 10 be applied as

foElows

(1} Unless the principal of all of the Bonds shall have become due and payable,

First, 1o the payment of all necessary and proper Operation and Maintenance Expenses of
the Wastewater System and all other proper d]sbursements or liabilities made or incurred by the
receiver;

Second, to the payment to the persons entitled thereto of all installments of interest then
due (mcluding any interest on overdue principal} in the order of the maturity of such instaliments,
earliest maturities first, and if the amounts available shall not be sufficient to pay in full any
instaliment or installments of interest maturing on the same date, then to the payment thereof
ratably, according te the amount due thereon, to the persons entitled thereto, without any
chscrimination 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 prierity of any
BHond 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 shail have become due and payable,

First, 10 the payment of al] necessary and proper Operation and Maintenance Expenses of
the Wastewater System and al] other proper disbursements or habilites made or incurred by the
TECEIVET;
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Second, to the payment of the principal and interest then due and unpaid upon the Bonds
without preference or prionty of principal over wnterest 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 foregeing paragraphs, such moneys 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 likelthood of additional moneys becommg 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’ Commitiee (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 al] Revenues shall thereafter be applied as provided for in the - -

Bond Resolution. No such payment ever to the Department by the receiver or resumption of this application of,
. Revenues as provided in the Bond Resolution, shall. extend.to. or affect any subsequent default under the Bond
: Resolu&on oF Trmpait any.right consequem thereon . :

[EI

Smts at Law or Equity and Mandamus and App{;mtment Gf a Recewer
.y o -

Ifan Evem of Defau]t sha]i happen and shaﬂ not have been remedxed then and m every such case but

subject to the provisions, limitations and conditions as ‘set forth in the Bond Resolution, the Holder of any 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
Resclution, or in aid of the exercise of any power granted in the Bond Resolution, or to enforce any other legal or
equitable right vested m 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 mn principal amount of the
Bonds then Qutstanding 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.

Bendhelders’ 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
jess than a majority of the principal amount of the Bonds then Outstanding must be present in person or by proxy in
order 1o constitute a quoram 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 2 majority in
principal amount of the Bonds so present in person or by proxy, elect one or more persons who may or may net 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 ¢lected 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 conferred upon it, and may provide 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 m principal amount of the Bonds at the time outstanding are
authorized and empowered: {1) to direct the time, method, and place of conducting any proceeding for any remedy
zvatlable to the holders of the Bonds; or (2) on behalf of the holders of the Bonds then outstanding, 1o consent to the
waiver of any Event of Default or its consequences. No warver 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
conmection with any default which may constrain the rights of the Holders descnbed 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
s default under the Bond Resolution, including an Event of Default, shall impair any right or power or shall be
construed to be a watver of any such. default or to be an dcquiescence therein. Every power and remedy given by the
Bond Resalution to the Holders of Bonds may be exercised from time to time and as often as may be deemed
exped:em hy such Holders. :

e in case the Holders of the Bonds or a Bondholders’ -Committee formed pursuant to the Bond Resolution
shall have proceeded to enforce any tight under the Bond Resolution and such proceedings shall have been
discontinued or abandoned for any reason, or shall have been determined adversely to the Holders of the Bonds or
such.Bendholders’ Commitiee, then and-in every such-case the City and County, and the Holders of the Bonds shail
- be restored to their former positionsand rights under the Bond Reésolution, and all nghts remedies and POWers ofthe

I Hn]ders of the Bonds shall continue-as if no:such proceedmgs had been taken. -

Remedies Subjeci te Rights of Holders of First Resolutlon Obllgatlons
The Bond Resolution express]y hrmts the nghi of holders of the Bonds as described below.

(A) In the event of any imsolvency or bankruptcy proceedings, and any receivership, liquidation,
reorganization or other similar proceedings in commection 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 liguidation, 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 Resohution 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 of principal (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 mterest on all such First Resolution Oblhigations before the holders of the Bonds are entitied to receive
any accelerated payment from the Trust Estate of principal (and premium, if any) or mterest on the Bonds,

{0 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 Helders of all First
Resoluiion Obligations then outstanding shali 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 mterest on the Bonds.
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(") 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
obhigation 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 Bonds from exercising all
remedies otherwise permitted by applicable law or under the Bond Resolution upon default thereunder, subject to
the Tights 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 foregomg 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 appiication that such payment was prohibited by the foregoing provisions.

Amending and Supplementing of Resolution; Rights of Insurers

Amending and Supplementing of Resolution Without Consent of Holders of 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; (i} to make any changes, modifications, amendments or deletions to the Bond Resolution
which may be requited to permit the Bond Resolution to be qualified under the Trust Indenture Act of 1939 of the
United States of America; or (i) if the rights-of the Holders of the Bonds then Outstanding shall not be materiaily

adversely affected thereby, a Supplemental Resolution ‘(herein defined and referred to as a “Supplemental .

Resolution™) for any one or more of the foliowmg purposes: ‘ '

1. . to make any changes or corrections i the Bond Resolution as t6 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 correctling any ambiguity or defective or inconsistent provisicn or omission or
mistake or manifest error conmtained in the Bond Resolution, or to insert in the Bond Resolution such
provisions clarifying matiers 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,
piedge, 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 Suppiemental Resolution authorized by the foregoing provisions of the Bond
Resolution unless in the Opmion 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 Qutstanding.

Amendment of Resolution With Consent of Holders of the Bords. 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 amendatory of or supplemental to the Bond Resolution for the purpose of adding any provisions



to, or changing in any manner or eliminating any of the provisions of, the Bond Resolution, or modifying or
amending the rights and obligations of the City and County thereunder, or medifying 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 shalk (1) 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
premiium) 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 charpe 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 Supplemnental 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 such Suppiemental Resolution. ("Nothmg n this paragraph comamed 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 shail 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, reduce the amount o, amounts, reqmred to be credited to the Debt Service .
Subaccount or Common Reserve Subaccount or any Separate Series. Reserve Subaccount or their tespc:ctwe‘
SUCEESSOL.: : et e e . ‘

- The bond insurers. for all Ouistandmg Bgnds and for the. Senes 200'3 Bonds have certaim consent ﬂgms Mmoo

) cdnnecnon with any amendment which may constrain the nghtv of the Holders. descnbed above,

. The proof of the giving of any consent requ:rf:d and of ﬁ'u:‘: holdmg of Bondc for the purpose of glvmg
censents 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 part]cu]ar 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 of the 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 Bond Buyer, published in New York, New York, or n lien 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 of the matters therein stated unti] the
contrary is proved. No action or proceeding to set aside or invalidate such Supplemental Resclution or any of the
proceedings for its adoption shall be instituted or maintained unless such action or proceeding is commenced within
60 days afier the publication and mailing of the notice required by the Bond Resolution.

The City and County shall furnish 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 Supplementat Resolution.

Discharge of Liens and Pledges; Bonds No Longer Owtstanding and Deemed to be Paid

Except as otherwise provided n 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 Resclution:

(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

(i1) 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 (1)
moneys sufficient to make such payment or (2) noncallable Refimded 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 a1 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 1ts 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 1o the Bond with respect to which such deposit is
made shall have been paid ot the payment thereof prowded for to the sahsfactlon of the Director of Budget
and Fiscal Services and said Paying Agents: . .

At such time as a Bond shal] be deemed to be no 1onger Outstandmg under the Bond Resclution, as
aforesmd such Bond, except for the purposes of any payment from such moneys, Refunded Municipal Obhgauom
or Investment Securities, shall no longer be secured by or entitled to the benefits of the Bond Resolution.

. Notwithstanding the foregcmg, in the case of a Bond Whmh i to be redeemed or otherwige prepaid prior io
its stated maturity, no deposit under clause (b) of subparagraph {i7) of the second preceding paragraph above shall
constitute such payment, discharge 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 i the Bond Resolution
may at the direction of the City and County also be nvested and reinvested in Investment Securities, maturing in the
amounts and times as set forth in the Bond Resolution. All mcome from all Refunded Mumicipal Obligations and
Investment Securities in the hands of the Paying Agents which is not required for the payment of the Bonds and
mterest 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, lien, 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 m trust pursuant
to the provisions of the Bond Resolution for the payment of Bonds (including interest and premium thereof, if any)
shail 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.

1f 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 w0
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, ne 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 of Bonds for cancellation by
it any Bonds of such Series previously executed and delivered, which the City and County may have acquited 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
Quuistanding under the Bond Resolution,
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Appendix B

Proposed Form of Continuing Disclosure Certificate
[Excluding signatures and exhibit to Master Certificate]

MASTER CERTIFICATE OF THE DIRECTOR OF BUDGET AND FISCAL SERVICES
OF THE CITY AND COUNTY OF HONOLULU, HAWAII, PROVIDING
FOR CONTINUING DISCLOSURE

1, the undersigned, Roy K, Amemiya, Jr., being the duly appointed Director of Budget and Fiscal
Services {the “Director”) of the City and County of Honoluly, Hawai (the “City and County”), DO HEREBY
CERTIFY as follows:

ARTICLE ]
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
subsection {b}{5) of the Rule.

Section 1.2. Definitions. The following terms used in this Certificate shall have the
* following respective meanings: ,

‘ “Annual Financiel Information” means, collectively, (i) the financial information and operating
data with respect to the Department for each fiscal year of the Depariment of the type included in the Series

1998 Official Staternent of the City and County under the headings “FINANCIAL STATEMENTS.” and © .
“pENDING: LITIGATION and (i) the information regardmg amendments to this Certificate regibted .

pmsuant to Sections 3.2(c) and (d) of this Certificate.. Audited Financial Statements, if -available/-oi
ndudned Financial Statements shall be included:in the Annual Pmanc.a] Infmmaiton as describedtin,.
\cmon 2:1{c) of this Certificate, :

The descriptions contained in clause (i) 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 mformation that no longer can be generated because the operations
to which it related have been matenally changed or discontinued, a statement to that effect shall be
provided in lieu of such mformanon

“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 Stalements 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) of this Certificate shall include a reference to the specific federal or
State law or regulation describing such accounting principles. Prior to the fiscal year ending hme 30, 1992,
Audited Financial Statements of the Department means the extracts of the audited financial statements of
the City and County relating 1o the Sewer Fund and the Wastewater System Facility Charge Fund.

“Beneficial Owner” means any person who {1} has the power, directly or indirectly, 10 vote or
consent with respect to, or dispose of ownership of, any Bonds (including a person who holds Bonds
through a2 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 o
Resolution No. 98-193 duly adopted by the City Council of the City and County on November 10, 1998
and identified in 2 Series Certificate.
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“Counsel” means Hawkins, Delafield & Wood or other nationally recognized bond counsel or
counsel expert in federal securities faws.

¢

* 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 generaily 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 Fvent” means any of the following events with respect to the Bonds, whether relating to
the Department or otherwise, if matenal:

(H principal and interest payment delinguencies;
(2) non-payment refated 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 secunty, .
D mod}ﬁcatlons 10 rights ef Secunty heide}’s ~ : B
(&) bond calls; - : : e
- (9)- defeasances

(10) release, subsmun or, or sale of property securm g repaymcm of the securities; and

A

(11 ) ratmg chan ges

.-

. “Material Event Notice’ means noetice of a Matenal Event . e

“MSRE” means the Mumicipal Sei::urities Rulemaking Board established pursuant io
Section 15B(b)(1} of the Securnities Exchange Act of 1934, .

“NRMSIR” means, at any time, a then-existing nationally recognized municipal securities
inforration repository, as recognized from time to time by the SEC for the purposes referred to in the Rule.
The NRMSIRs as of the date of this Certificate are Bloomberg L.P. (Princeton, NI}, Disclosure, Inc.
(Bethesda, MD), Kenny Information Sysiems (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 (£Y(3) of the
Rule.

“Rule” means Rule 15¢2-12 promuigated by the SEC under the Securities Exchange Act of 1934
(17 CFR Part 240, §240.15¢2-12), as in effect on the date of this Certificate, including any official
mterpretations thereof issued either before or afier 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 Senes.

B-2



“*Series 1998 Official Statement™ means the Official Statement of the City and County relating to
its Wastewater Systemn Revenue Bonds (First Bond Resolution), Senior Series 1998.

=S§/D7 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 Hawai,

“Supplemental Certificate” means mny 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 origmal underwriter of a Series of Bonds who is required to comp]y
with the Rule and who is identified in a Series Certificate.

ARTICLE ]l
THE UNDERTAKING
Section 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 -
lune 30, 1998, by no iater than eight months after the end of the respective fiscal year, to each NRMSIR .and the
SID. The City and County may provide Annual Financial Information by specific reference to documenits (i) either -
{1) provided to-each NRMSIR existing at the tme of such reference and the SID or (2) filed with the SEC, or {ii} if
such-document-is an Official Staterent; available from the MSRB. The Department'may provide Annual Fmancial:
Informanon in one docurnent or muluple documents comprising a package cmd al one bme or in pari ﬁom time to
fime. - :

(h) 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 (1) the SID.

(¢} If Audited Financial Staternents 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 vear is July 1 of a calendar vear to June 30 of the
succeeding calendar year. The City and County promptly notify (i) each NRMSIR, and (i) the SID of each change
in ts fiscal year.

Section 2.2. Marerial Event Notices. (a)lf a Material Event occurs, the City and County
shall provide, in a timely mamner, a Material Event Notice to (i) either the MSRB or each NRMSIR, and (ii) the SII.

(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 redernption and the timing of such maturity or redemption.

{c} Each Matenial 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 10b-5
promuigated under the Securities Exchange Act of 1934, may apply to the Department, and that under some
circumstances comphance with this Certificate, without additional disclosures or other action, may not fully
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 1s 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 Fmam:lal 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) of the Rule.

Section 2.6. “Transmission of Information 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 recipients of the Departmem 5 mformanon and notices. :

. ARTICLE Bi i - .
TERMINATION AMENDMENT, ENFORCEMENT, w
BENEFICIARIES AND. DISSEMINATION AGENT

Section 3.1. Termination. (a) The Cﬁy and County s obligations under this Certificate with -
respect to the Bonds shall terminate upon (i) a prior redemption or payment m full of all of the Bon:]q of such Series,

or (ii} a iegal defeasance of all of the Bonds of such Series.

) 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 Centificate
of the Director, without the consent of the Holders of the Bonds, if all of the following conditions are satisfied:

(1) 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
mterpretations thereof, or a change in the identity, nature or status of the Department or the type of business
conducted thereby;

¥4 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 opimion of Counsel or a determmation
by a person, in each case unaffiliated with the City and County {such as bond counsel} and acceptable to



the City and County, addressed to the City and County, to the effect that the amendment does not
materially impair the mterests 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.

() 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: {1} an amendment to the Rule is adopted, or s 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 ¢ffect
1o 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 NRMSIR and the SID.

03] To the extent any amendment to this Certthcate results in a change in the type of
financial information or operatimg data provided pursuant to this Certificate, the first Annual Financial Information
provided thereafier shall include a namative explanation of the reasons for the amendment and the impact of the
change. :

(@ If an amendment is- made to the accounting principles to be followed in preparmg
financial statéements, the Annual Financial Information for the year in which the change is made shall present a .
comparison between the financial statements or information prepared on the basis of the new accounting principles .
and those prepared or the basis of the-former accounting principles. Such comparison shall include a qualitative.
and, to the extent reasonably feasible, quantitative discussion of the differences in the accounting principles and the -
. impact of the change i the accounting principles on 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 (i) the SED:

Section 3.3, - Benefit, Third-Party- Beneficiaries, Enforcement. () By execution of a Series
Certificate identifying 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 of this Certificate. -

(b} Except as provided in this subsection {b), the provisions of this Cerfificate 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. In consideration of
the third-party beneficiary status of Beneficial Owners of Bonds pursuant to subsection (2) of this Section,
Beneficial Owrners 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 Centificate shall
not constitute 2 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.

(3} This Certificate shall be construed and interpreted m 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 matiers of federal securibes 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
disserninate the Annual Financial Information, the Audited Financial Statements, the Unaudited Financial
Statements, the Matetial 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.



SERIES CERTIFICATE OF THE DIRECTOR OF BUDGET AND FISCAL SERVICES OF THE
CITY AND COUNTY OF HONOLULU, PROVIDING FOR CONTINUING DISCLOSURE

1, 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 County”), DO HEREBY
CERTIFY that: (i) this Certificate is a Series Centificate 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 Decernber 23, 1998 (the “Master Certificate”); (it) UBS Secunities 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 beneficianies of the Master
Certificate; and {v) all capitalized terms used herein shall have the respective meanings as defined in the Master
Certificate,

The NRMSIRs as of the date of this Series Certificate are set forth at:

www sec. gov/info/consumer/nmmsir. him.

Dated this__ dayof , 2008,

- Director of Budget'and Fiscal Services-
- City and County of Honolulu

The above and foregomg certificate
is hereby approved as to form and legality
this ___ dayof , 2008.

Corporation Counsel
City and County of Honolulu
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