In the opinion of Best Best & Krieger LLP, San Diego, California, Bond Counsel, under existing statutes, regulations, rulings and judicial  decisions and assuming certain representations and compliance with certain covenants and requirements discussed herein, interest on the Notes is excluded from gross income for federal income tax purposes, and is not an item of tax preference for purposes of calculating the federal alternative minimum tax imposed on individuals and corporations.  In the further opinion of Bond Counsel, interest on the Notes is exempt from California personal income tax.  See “TAX MATTERS.”
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The Project

The City of Williams is constructing the estimated $17.0 million Wastewater Treatment Facility (WWTF) Upgrade project (The Project).  The Williams WWTF Upgrade project is driven by the need to comply with Order No. 5-01-049 National Pollutant Discharge Elimination System (NPDES) Permit No. CA 0077933 issued by the Central Valley Regional Water Quality Control Board (RWQCB) in 2001.  The permit imposed significant new treatment requirements including tertiary standards and nutrient removal.  

The new permit requirements became effective in December 2005 and the current discharge is out of compliance.  The City has prepared and submitted a Report of Waste Discharge Application to the RWQCB describing the proposed treatment improvements to comply with the new discharge requirements.  Until the new facility is constructed and online, the City’s is in violation of its waste discharge permit.

In order to meet more stringent discharge requirements into Salt Creek, the City of Williams must upgrade the existing aerated lagoon treatment system.  
Use of Proceeds

The City has received invoices from contractors for $809,964.  To avoid Project delays, the proceeds of the Notes are to be used to make these progress payments.   Any amounts remaining after these payments will be used to pay additional invoices upon receipt.
Repayment of the Notes

The repayment of the Notes is expected to come from payments received by the City per the Project Finance Agreement (Number 09-860-550) with the California State Water Resources Control Board (State Revolving Fund Project No. c-06-4049-110) for a loan with the Clean Water State Revolving Fund (CWSRF) in the amount of $16,918,943. It is expected that the Notes will be redeemed prior to maturity from a Clean Water State Revolving Fund (CWSRF) Loan. The City’s Sewer Enterprise will pay interest on the Notes if not redeemed prior to the Interest Payment Date. 
* approximate, subject to change
  The date of this Limited Offering Memorandum is ______
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Background

The City of Williams is upgrading their wastewater treatment plant with an approximate project cost of $17.0 million (see “The Project”).  In general, the project is to meet more stringent secondary and tertiary treatment standards and get the City back into compliance with the discharge permit.  

In 2007, the City engaged Foresight Consulting to examine the revenue requirements and prepare a cost-of-service analysis.  The firm produced the final Water and Sewer Rate Study dated October 29, 2008.  The recommendations from the rate study suggested the City needed 20% rate increases in each of the five fiscal years (FYs 2009-2013) covered in the study.  Based on the cost-of-service analysis it is expected that residential customers will experience relatively mild rate increases while commercial customers will experience significantly higher rate increases.

On November 12, 2008 the City Council adopted Resolution No. 08-17 adopting the following rate increases:

[image: image10.emf]Annual

Year Population % Change

2000 3,670

2001 3,774 2.83%

2002 3,887 2.99%

2003 4,059 4.43%

2004 4,282 5.49%

2005 4,816 12.47%

2006 5,087 5.63%

Average Annual Growth 2000-2006 5.59% 

Source:  California Department of Finance

 
Source: Water and Sewer Rate Study by Foresight Consulting, Dated October 29, 2008

Standard residential fixed rates are expected to increase about 104% over the five year period.  Standard commercial fixed rates are expected to increase about 275% over the same five year period.  About 85% of the total revenue requirements come from the fixed rates and 15% from volumetric charges.

[image: image2.emf]
Source: Water and Sewer Rate Study by Foresight Consulting, Dated October 29, 2008

Standard residential volume rates are expected to increase about 118% over the five year period.  Standard commercial volume rates are expected to increase about 109% over the same period.

The City also adopted a new Connection Fee associated with future new capacity.  The expected charge per Equivalent Dwelling Unit (EDU) is $8,390.

[image: image3.emf]
Source: Water and Sewer Rate Study by Foresight Consulting, Dated October 29, 2008

On February 11, 2009 the City Council adopted Resolution No. 09-01 pledging revenue received from its sewer rates as its dedicated source of repayment qualifying it to receive Clean Water State Revolving Fund (CWSRF) funding assistance.

On May 26, 2009 the City Council adopted Resolution No. 09-10 amending Resolution No. 09-01 to, among other things, reflect the corrected applicable project number for the City’s WWTF Upgrade and Expansion Project and to clarify that it is pledging the net revenues received from the City’s sewer rates as its dedicated source of repayment.

The City bid the project in the summer of 2009.  The winning bidder was Syblon Reid with a bid amount of $13,295,000 with approved costs coming in at $13,266,150.  There are additional allowances for planning, design and construction management bringing the total to $16,918,943.

In December 2009 the City received preliminary approval from the California State Water Resources Control Board (CSWRB) for a no interest loan from the Clean Water State Revolving Fund (CWSRF). On _____the City received final loan approval from CSWRB.
On April 15, 2010 the City executed Project Finance Agreement Number 09-860-550 with the California State Water Resources Control Board for State Revolving Fund Project No. c-06-4049-110 for the loan with the Clean Water State Revolving Fund (CWSRF) in the amount of $16,918,943.

[image: image4.emf]
Source: California State Water Resources Control Board, Project Finance Agreement 

On April, 20, 2010 the City received the fully executed Project Finance Agreement. A full copy of the executed Agreement is attached as Exhibit A to this document.  The effective date of the agreement is retroactive to the December 2009 preliminary approval date.

Construction on the project began with a groundbreaking ceremony in early April 2010.  Construction is expected to continue for two years.

The Project Summary 
The Project, commonly known as Wastewater Treatment Plant (WWTP) Improvement Project generally consists of upgrading the current WWTP to treat effluent to tertiary criteria at the permitted capacity of 0.5 million gallons per day (MGD) of average dry weather flow. 

Demolition/Site Preparation

In order to construct the new treatment facilities and provide needed storage capacity for future facilities and to meet discharge requirements, the existing aerated lagoons will need to be de-watered, cleaned of accumulated biosolids, and lined with an impermeable liner.  The existing lagoons will be drained one-by-one when available, and the remaining biosolids will be dried and hauled to a landfill.  The lagoons will then be lined and made available for future treatment processes.  The site of the future facilities will need to be cleared of organic material and refuse, and new engineered structural fill will need to be imported as a base for new concrete structures and metal buildings.

Influent Pump Station

New pumps will be added to the existing influent pump station.  These pumps will be sized to convey the average daily flow of 0.5 MGD, as well as, the peak flows to the downstream unit processes.  The current influent pumps are undersized and supplemental, portable pumps are required when the flow rates to the treatment facility become too great, usually during storm events.

Headworks

A new headworks facility will be constructed for the purpose of screening large, inorganic debris from the wastewater stream.  Redundant screens will be installed to keep plant operations running in the event of one screen failing.  The screens will be installed to protect downstream processes and equipment (i.e. pumps, filters, etc.) from damage caused by large objects.

Secondary (Biological) Treatment

An activated sludge/suspended growth biological treatment system will be designed to remove organics and other oxygen-demanding compounds from the wastewater.  The new (2006) discharge permit for the treatment facility will have a more stringent biochemical oxygen demand (BOD) requirement that will require more advanced biological treatment than what the aerated lagoons currently provide.  There will also be a total nitrogen limit on the effluent water that will require nitrification and denitrification of the wastewater.  Either a membrane bioreactor or a more conventional activated sludge process will be used for secondary treatment.

Filtration

The 2006 wastewater discharge permit will mandate that the treatment facility meet more stringent suspended solids and aluminum requirements.  A filter will be constructed to treat the wastewater to this level.  Either a cloth filter with coagulant chemicals or a membrane filter will be used to filter the water.

Disinfection

The existing treatment facility uses sodium hypochlorite to disinfect the effluent wastewater prior to its discharge into Salt Creek.  A new ultraviolet light disinfection system will be installed as part of the upgrades of the treatment facility.  This system will eliminate the potential of releasing harmful disinfection by-products into the receiving water.

Aeration

The 2006 wastewater discharge permit will require that the treatment facility meet a dissolved oxygen limit in the effluent discharged into Salt Creek.  A new re-aeration facility will be constructed to comply with this requirement.  This will consist of a concrete tank and either an air compressor and diffuser system or a mechanical aerator.

Solids Handling

Biosolids are a by-product of biological treatment of wastewater.  The treatment facility currently stores biosolids in the various treatment lagoons and removes and de-waters them periodically (at ten year minimum intervals).  The proposed improvements to handling the biosolids at the facility will consist of either 1) constructing a new levee across one of the existing ponds and lining the two new ponds with an impermeable liner to create two aerated sludge storage basins that will rotate between active storage and dewatering phases; or 2) installing a short-term sludge storage tank and a belt filter press that will de-water sludge more frequently (every 3-10 days).  Both methods of biosolids handling will require that the de-watered sludge be taken off site and landfilled.

Flow Equalization

To keep construction costs at a minimum, a flow equalization basin will be used to divert peaks in influent flow for temporary storage.  This will keep the size and quantity of treatment facilities smaller and reduce construction and maintenance costs.  An existing aerated lagoon will be lined and converted to a temporary flow equalization facility.  Influent flow exceeding the rated capacity of secondary, filtration and disinfection facilities will be diverted to the flow equalization pond and drained back into the influent pump station when influent flows return to average rates.

Administration/Control Building

An administration and control building will be constructed to house computer and electrical controls of the treatment facility.  This building will also house a small laboratory where water quality testing of the treated effluent may be performed.

Blower Building

A building that will house the aeration blowers used in the biological treatment of the wastewater and the associated pumps and motor controls will be constructed on the site.

Yard Piping

Trenches will be dug around the site to accommodate the installation of underground process piping and electrical/control conduit between the various facilities on site.

The Sewer Enterprise

The City of Williams provides wastewater service and owns and operates the wastewater treatment and collection system.  The existing City of Williams wastewater treatment plant consists of an aerated lagoon system, which supports a low-rate biological process that produces an effluent that is considered equivalent to secondary effluent from conventional mechanical process.  Treated wastewater is disinfected using chlorine to remove or reduce the number of pathogenic bacteria to safe levels.  Any residual chlorine in the effluent is then neutralized with sodium bisulfate prior to the treated effluent being discharged into Salt Creek.  

The current level of wastewater treatment, that has very cost effectively served the City for decades, is no longer adequate for continued discharge to Salt Creek based on changes in regulations, water quality criteria and regulatory guidelines.  The City must change the wastewater treatment process and/or the effluent disposal method to be in compliance with current RWQCB requirements.

The City currently serves 2,294 customers as follows:

	City of Williams

Sewer Enterprise
	Number of Customers

	Residential
	2,105

	Commercial
	189

	Total
	2,294


Source: City of Williams Finance Department
The SWRCB requires public agencies to use tertiary treatment upon renewal of the discharge permit. To meet this mandate, the City has embarked on the Project and put rates in place to repay the indebtedness and ultimately achieve Tertiary Treatment. The City of Williams approved all rate increases in accordance with Proposition 218.  Here is how the currently adopted rates compare to other local agencies:

	Public Agency
	Monthly User Charge (SFH)
	Connection Fee
	Treatment Status

	Arbuckle PUD
	15.00
	2,000
	(2)

	Chico
	16.75
	1,693
	(3)

	Colusa
	57.50
	5,169
	(1)

	Marysville
	20.79
	1,650
	(4)

	Orland
	24.85
	2,385
	(1)

	Williams
	36.39 (6)
	8,390 (7)
	(2)

	Woodland
	38.30
	5,267
	(5)

	Yuba City
	28.81
	5,502
	(4)


Notes (Treatment Status):
(1) Primary Treatment
(2) Advanced Primary or Primary with Secondary Treatment
(3) Secondary Treatment


(4) Advanced Secondary or Secondary with Some Tertiary

(5) Tertiary Treatment  

(6) Based upon current monthly base rates 

(7) Updated Connection Fee adopted after the report was published in May 2008
Source: 
State Water Resources Control Board Wastewater User Charge Survey Report FY 2007-09, Dated May 2008

Monthly Wastewater User Charges and Connection Fees for a typical single family dwelling. ( Verbally updated


April, 2010) 

Pro Forma Sewer Fund Operations and Debt Service Coverage

	
	


	
	
	Audited
	Projected
	Projected
	Projected
	Projected
	Projected
	

	Fiscal Year
	
	 2009 
	 2010 
	 2011 
	 2012 
	 2013 
	 2014 
	

	OPERATING REVENUE
	
	
	
	
	
	
	
	

	Charges for Services (b)
	
	 919,707 
	 1,078,823 
	 1,296,896 
	 1,544,000 
	 1,852,800 
	 1,908,384 
	

	Interest Income (c)
	
	 26,144 
	 6,649 
	 12,992 
	 11,348 
	 11,965 
	 14,059 
	

	Connection Fees
	
	 41,950 
	 125,850 
	 25,000 
	 25,000 
	 25,000 
	 25,000 
	

	Transfers (To) / From Rate Stabilization Fund
	
	 -   
	 -   
	 -   
	 87,000 
	 (87,000)
	 -   
	

	
	
	
	
	
	
	
	
	

	TOTAL GROSS OPERATING REVENUE
	
	 987,801 
	 1,211,322 
	 1,334,888 
	 1,667,348 
	 1,802,765 
	 1,947,443 
	

	
	
	
	
	
	
	
	
	

	OPERATING EXPENDITURES (excluding deprec) (d)
	
	
	
	
	
	
	
	

	Operations and Maintenance
	
	 542,654 
	 370,970 
	 637,843 
	 656,979 
	 676,689 
	 696,990 
	

	Salaries and Benefits (e)
	
	 353,305 
	 208,892 
	 181,492 
	 184,234 
	 191,603 
	 199,267 
	

	Professional and Contracted Services
	
	 38,291 
	 15,000 
	 117,641 
	 121,170 
	 124,805 
	 128,549 
	

	
	
	
	
	
	
	
	
	

	TOTAL OPERATING EXPENDITURES
	
	 934,250 
	 594,862 
	 936,976 
	 962,383 
	 993,098 
	 1,024,807 
	

	
	
	
	
	
	
	
	
	

	NET REVENUE PRIOR TO DEBT SERVICE
	
	 53,551 
	 616,460 
	 397,912 
	 704,965 
	 809,667 
	 922,636 
	

	
	
	
	
	
	
	
	
	

	Existing Debt (Farmers Home Administration Loan Final Payment 7-1-10)
	
	 17,700 
	 17,700 
	 -   
	 -   
	 -   
	 -   
	

	Projected SFR Debt Service (f)
	
	 -   
	 -   
	 -   
	 563,964 
	 563,964 
	 563,964 
	

	
	
	
	
	
	
	
	
	

	Total Debt Service Payments
	
	 17,700 
	 17,700 
	 -   
	 563,964 
	 563,964 
	 563,964 
	

	
	
	
	
	
	
	
	
	

	NET REVENUE AFTER DEBT SERVICE
	
	 35,851 
	 598,760 
	 397,912 
	 141,001 
	 245,703 
	 358,672 
	

	
	
	
	
	
	
	
	
	

	Debt Service Coverage
	
	 3.025 
	 34.828 
	N/A 
	 1.250 
	 1.436 
	 1.636 
	

	Debt Service Coverage (g)
	
	 0.655 
	 27.718 
	N/A
	 1.206 
	 1.391 
	 1.592 
	

	
	
	
	
	
	
	
	
	

	
	
	
	  
	
	
	
	
	

	BEGINNING SEWER FUND CASH BALANCE
	
	 845,643 
	 (95,979) h
	 1,425,844 
	 608,639 
	 620,004 
	 732,086 
	

	Operating Income
	
	 35,851 
	 598,760 
	 397,912 
	 141,001 
	 245,703 
	 358,672 
	

	Project Expenditures (Reimburseable via Project Finance Agreement)
	
	 -   
	 -   
	 1,053,914 
	 -   
	 -   
	 -   
	

	RANs Proceeds (Payable to Outstanding Project Invoices)
	
	 -   
	 953,063 
	 -   
	 -   
	 -   
	 -   
	

	Reserve Fund Deposit (Per Project Finance Agreement)
	
	 -   
	 -   
	 (563,964)
	 -   
	 -   
	 -   
	

	Rate Stabilization Fund Deposit (Per Project Finance Agreement)
	
	 -   
	 -   
	 (563,964)
	 -   
	 -   
	 -   
	

	Audited Cash Adjustments
	
	 (977,473)
	 -   
	 -   
	 -   
	 -   
	 -   
	

	RANs Repayment
	
	 -   
	 -   
	 (1,017,056)
	 -   
	 -   
	 -   
	

	Administrative Salaries and Benefits (Transfers Out)
	
	 -   
	 -   
	 (94,047)
	 (99,636)
	 (103,621)
	 (107,766)
	

	Reserves and Replacement
	
	 -   
	 (30,000)
	 (30,000)
	 (30,000)
	 (30,000)
	 (31,200)
	

	ENDING SEWER FUND CASH BALANCE
	
	 (95,979)
	 1,425,844 
	 608,639 
	 620,004 
	 732,086 
	 951,791 
	

	
	
	
	
	
	
	
	
	

	Ending Sewer Fund Cash Balance as % of Operating Expenditures
	
	N/A
	239.7%
	65.0%
	64.4%
	73.7%
	92.9%
	

	
	
	
	
	
	
	
	
	

	BEGINNING RATE STABILIZATION FUND (RSF) CASH BALANCE
	
	 -   
	 -   
	 -   
	 563,964 
	 476,964 
	 563,964 
	

	Initial Deposit
	
	 -   
	 -   
	 563,964 
	 -   
	 -   
	 -   
	

	Transfers (To) / From Total Operating Revenue
	
	 -   
	 -   
	 -   
	 (87,000)
	 87,000 
	 -   
	

	ENDING RATE STABILIZATION FUND (RSF) CASH BALANCE
	
	 -   
	 -   
	 563,964 
	 476,964 
	 563,964 
	 563,964 
	

	
	
	
	
	
	
	
	
	

	Ending Sewer Fund Cash Balance plus RSF as % of Operating Expenditures
	
	N/A
	239.7%
	125.1%
	114.0%
	130.5%
	147.9%
	

	Notes
	 
	 
	 
	 
	 
	 
	

	(a)
	Source: City of Williams Finance Department
	
	
	
	
	
	
	

	(b)
	Council approved rate increases at 20% per year from FY 2008/09 to 2012/13
	
	
	
	
	

	(c)
	Assumes 1.00% interest rate on average of beginning and ending cash balance each year on both the Sewer Fund and Rate Stabilization Fund
	

	(d)
	General inflation is estimated at 3.00% annually
	
	
	
	
	
	
	

	(e)
	Personnel and labor cost inflation is estimated at 4.00% annually
	
	
	
	
	
	

	(f)
	Construction will commence in mid-FY 2009/2010 and is expected to last two years. Debt service is expected to begin after completion of the project.
	

	
	First payment on the Clean Water State Revolving Fund (CWSRF) loan is February 15, 2012.
	
	
	
	

	(g)
	Debt service coverage excluding connection fees
	
	
	
	
	
	
	

	(h)
	Cash balance was used to pay contractors in the amount of $1,053,914. Currently there is approximately $         as of the date of this offering 

	
	memorandum.


CWSRF Loan Terms and Provisions

Under the Project Finance Agreement:

(1) The City shall establish a reserve fund, equal to one year’s debt service in the amount of $563,965, prior to the completion of construction date.  

(2) The City shall fund a Rate Stabilization Fund equal to the first year’s payment of $563,965 from sewer service charges prior to the due date of the first payment.

(3) The City shall establish rates and charges sufficient to generate net revenues equal to at least 1.25 times annual debt service

(4) The City will be subject to certain reporting requirements such as submission of audited financial statements, progress reports and debt service coverage calculations.

Future Local Debt (Parity and Subordinate)

The City can issue Future Local Debt if the net revenues pledged to pay all senior debts relying on the pledged revenue source are at least 1.2 times the highest year’s debt service and net revenues pledged to pay all debts are at least 1.1 times the higher year’s debt service.

City of Williams (Colusa County)
Williams is a community of approximately 5,300 people located at the crossroads of Interstate 5 and State Route 20, 60 miles north of Sacramento and mid-way between the Sierras and the Pacific Coast.
[image: image1.emf]Located in the heart of the Sacramento Valley, Williams is an agriculturally oriented community. Rice, tomatoes, vine and seed crops, walnuts, almonds, hay, grain, and cattle are raised in the area surrounding the city. The average rain fall is 16 inches annually. Temperatures are moderate, although on rare occasions the winter temperature may dip below freezing and in the summer the temperature may reach 110 degrees. 

Williams was founded in 1874 and was first known as Central. In 1876 it was later renamed Williams to honor William Williams, who gave much of the land for the townsite. It was made a General Law City on May 20, 1920. 

The City of Williams is the gateway to the Northern California hunting and fishing mecca. The nearby foothill regions provide deer, elk and wild boar hunting. The Sacramento River, 10 miles east, provides Salmon, Striper, Steelhead and Sturgeon fishing. Catfish abound in area canals and Trout fishing is within easy driving distance. Numerous hunting clubs and game preserves are located in the vicinity.
City Governing Board and Staff
The City of Williams has a five-member City Council and a City Administrator.  Chuck Bergson, City Administrator began his tenure in September 2009.  The City is currently served by a Municipal Financial Consultant, Joan Drayton, with a new Finance Manager, Rex Greenbaum, expected to begin service on May 10th, 2010.
Below is the list of the City Council Members and their terms:

Mayor Angela Plachek-Fulcher

Term Expires:
December 2010
Mayor Pro-Tem John Troughton Jr.
Term Expires:
December 2012
Council Member Don R. Barker

Term Expires:
December 2012
Council Member Eddie Johnson

Term Expires:
December 2010
Council Member Patricia Ash

Term Expires:
December 2010
[image: image5.emf]
City of Williams Population Date
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As of 2008, there were approximately 971 homes in the City, 927 of which were occupied (586 owner occupied and 341 renter occupied).

[image: image6.emf]
Source: city-data.com
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Source: city-data.com
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Source: city-data.com

Temperatures and Average Annual Precipitation

Jan. Temp

38 to 54 F

Apr. Temp

47 to 72 F

Jul. Temp

61 to 93 F

Oct. Temp

49 to 79 F

Annual Precipitation
16.9 inches
Education
The City is served by one elementary school grades K-3, one middle school grades 4-8, one public high school grades 9-12 and a small alternative high school also serving grades 9-12.  The closest colleges are Yuba College, a two-year junior college, approximately 32.6 miles from Williams; Butte College, a two-year junior college, approximately 40.2 miles from Williams; and California State University Chico, a four-year and beyond public institution, approximately 43 miles from Williams.
Hospitals

Besides local clinics, the closest full-service hospital is the Colusa Community Hospital located in Colusa approximately 8.7 miles from Williams.
Airports

The closest general aviation airports are the Williams Gliderport located in Williams and the Colusa County airport located approximately 6.2 miles from Williams.  The closest full service commercial airport is the Sacramento International Airport located approximately 50 miles south of Williams on Interstate 5.
TAX MATTERS

In the opinion of Best Best & Krieger LLP, San Diego, California, Bond Counsel, under existing statutes, regulations, rulings and judicial decisions, interest on the Notes is excluded from gross income for federal income tax purposes and is not an item of tax preference for purposes of calculating the federal alternative minimum tax imposed on individuals and corporations.  In the further opinion of Bond Counsel, interest on the Notes is exempt from State of California personal income tax.  Bond Counsel notes that, with respect to corporations, interest on the Notes will be included as an adjustment in the calculation of alternative minimum taxable income, which may affect the alternative minimum taxable liability of such corporations.

Bond Counsel’s opinion as to the exclusion from gross income for federal income tax purposes of interest on the Notes is based upon certain representations of fact and certifications made by the City, the Underwriter and others and is subject to the condition that the City complies with all requirements of the Internal Revenue Code of 1986, as amended (the “Code”) that must be satisfied subsequent to the issuance of the Notes to assure that interest on the Notes will not become includable in gross income for federal income tax purposes.  Failure to comply with such requirements of the Code might cause interest on the Notes to be included in gross income for federal income tax purposes retroactive to the date of issuance of the Notes.  The City has covenanted to comply with all such requirements.

Should the interest on the Notes become includable in gross income for federal income tax purposes, the Notes are not subject to early redemption as a result of such occurrence and will remain outstanding until maturity or until otherwise redeemed in accordance with the Fiscal Agent Agreement.

Bond Counsel’s opinion may be affected by action taken (or not taken) or events occurring (or not occurring) after the date of issuance of the Notes.  Bond Counsel has not undertaken to determine, or to inform any person, whether any such action or events are taken or do occur, or whether such actions or events may adversely affect the value or tax treatment of a Note, and Bond Counsel expresses no opinion with respect thereto.

The Internal Revenue Service (the “IRS”) has initiated an expanded program for auditing tax-exempt bond issues, including both random and targeted audits.  It is possible that the Notes will be selected for audit by the IRS.  It is also possible that the market value of the Notes might be affected as a result of such an audit (or by an audit of similar bonds).

Although Bond Counsel has rendered an opinion that interest on the Notes is excluded from gross income for federal income tax purposes provided the City continues to comply with certain requirements of the Code, the accrual or receipt of interest on the Notes may otherwise affect the tax liability of the recipient.  The extent of these other tax consequences will depend upon the recipient’s particular tax status and other items of income or deductions.  Bond Counsel expresses no opinion regarding any such consequences.  Accordingly, all potential purchasers should consult their tax advisors before purchasing any of the Notes.

If the initial offering price to the public excluding bond houses and brokers at which a Bond is sold is less than the amount payable at maturity thereof, then such difference constitutes “original issue discount” for purposes of federal income taxes and State of California personal income taxes. If the initial public offering price to the public (excluding bond houses and brokers) at which each Bond is sold is greater than the amount payable at maturity thereof, then such difference constitutes “original issue premium” for purposes of federal income taxes and State of California personal income taxes. De minimis original issues discount is disregarded. 

Under the Tax Code, original issue discount is treated as interest excluded from federal gross income and exempt from State of California personal income taxes to the extent properly allocable to each owner thereof subject to the limitations described in the previous paragraph. The original issue discount accrues over the term to maturity of the Bond on the basis of a constant interest rate compounded on each interest or principal payment date (with straightline interpolations between compounding dates). The amount of original issue discount accruing during each period is added to the adjusted basis of such Bonds to determine taxable gain upon disposition (including sale, redemption, or payment on maturity) of the case of purchasers of the Bonds who purchase the Bonds after the initial offering of a substantial amount of such maturity. Owners of such Bonds should consult their own tax advisors with respect to the tax consequences of ownership of Bonds with original issue discount, including the treatment of purchasers who do not purchase in the original offering, the allowance of a deduction for any loss on a sale or other disposition, and the treatment of the accrued original issue discount on such Bonds under federal individual and corporate alternative minimum taxes. 
Under the Tax Code, original issue premium is amortized on an annual basis over the term of the Bond (said term being the shorter of the Bond’s maturity date or its call date). The amount of original issue premium amortized each year reduces the adjusted basis of the owner of the Bond for purposes of determining taxable gain or loss upon disposition. The amount of original issue premium on a Bond is amortized each year over the term to maturity of the Bond on the basis of a constant interest rate compounded on each interest or principal payment date (with straightline interpolations between compounding dates). Amortized Bond premium is not deductible for federal income tax purposes. Owners of Premium Bonds, including purchasers who do not purchase in the original offering, should consult their own tax advisors with respect to State of California personal income tax and federal income tax consequences of owning such Bonds. 
APPENDIX A

SUMMARY OF PRINCIPAL LEGAL DOCUMENTS 

The following is a summary of certain provisions of the Note Indenture that are not otherwise described in the text of this Memorandum.   Such summary is not intended to be definitive, and reference is hereby made to the complete documents for the complete terms thereof.

Definitions.  

Unless the context otherwise requires, the terms defined in this Section 1.01 shall, for all purposes of this Indenture and of any indenture supplemental hereto and of any certificate, opinion or other document herein mentioned, have the meanings herein specified, to be equally applicable to both the singular and plural forms of any of the terms herein defined.

“Authorized Denomination” means denominations of $5,000 or any integral multiple thereof.

“Authorized Representative” means the Mayor, Mayor Pro-Tem, City Administrator, Finance Officer, City Clerk or any other person designated as an Authorized Representative of the City by a Written Certificate of the City signed by its Mayor and filed with the Paying Agent.

 “Bond Counsel” means (a) Best Best & Krieger LLP, Riverside, California, or (b) any other attorney or firm of attorneys appointed by or acceptable to the City of nationally-recognized experience in the issuance of obligations the interest on which is excludable from gross income for federal income tax purposes under the Code.

“Business Day” means a day which is not a Saturday, Sunday or legal holiday on which banking institutions in the State of California, or in any state in which the Trust Office is located, are closed.  If any payment hereunder is due on a day which is not a Business Day, such payment shall be made on the next succeeding Business Day with the same effect as if made on such previous day.
“City” means City of Williams, a municipal corporation duly organized and existing under and by virtue of the laws of the State of California.

“City Council” means the City Council of the City.

“Closing Date” means May ___, 2010, being the date of delivery of the Notes to the Original Purchaser.

“Code” means the Internal Revenue Code of 1986, as amended.

“Costs of Issuance” means all expenses incurred in connection with the authorization, issuance, sale and delivery of the Notes and the application of the proceeds of the Notes, including but not limited to all compensation, fees and expenses (including but not limited to fees and expenses for legal counsel) of the City, initial fees and expenses of the Paying Agent , compensation to any financial consultant or underwriter, legal fees and expenses, filing and recording costs, costs of preparation and reproduction of documents and costs of printing.

“Costs of Issuance Fund” means the fund by that name established and held by the City pursuant to Section 3.3.

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

“Federal Securities” means any of the Permitted Investments described in clause A. of the definition of Permitted Investments which are eligible to be used for defeasance pursuant to the provisions of such clause A.
“Finance Officer” means the Finance Officer of the City.
“Financing Agreement” means that certain Financing Agreement, identified as Agreement No. 09-860-550, by and between the City and the SWRCB.

“Fiscal Year” means any twelve-month period extending from July 1 in one calendar year to June 30 of the succeeding calendar year, both dates inclusive, or any other twelve-month period selected and designated by the City, as its official fiscal year period.

“Improvement Fund” means the fund by that name established pursuant to Section 3.4.

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

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

“Information Services” means Financial Information, Inc.’s “Daily Called Bond Service,” 30 Montgomery Street, 10th Floor; Jersey City, New Jersey 07302, Attention: Editor; Kenny Information Services’ “Called Bond Service,” 65 Broadway, 16th Floor, New York, New York 10006; Moody’s “Municipal and Government,” 5250 77 Center Drive, Suite 150, Charlotte, North Carolina 28217, Attention: Municipal News Reports; S&P’s “Called Bond Record,” 25 Broadway, 3rd Floor, New York, New York 10004; and, in accordance with then current guidelines of the Securities and Exchange Commission, such other addresses and/or such other information services providing information with respect to called bonds as the City may designate in a Written Certificate of the City delivered to the Paying Agent.

“Law” means Article 7.6 (commencing with Section 53850) of Chapter 4 of Part 1 of Division 2 of Title 5 of the California Government Code.

“Letter of Representations” means the letter of the City and the Paying Agent delivered to and accepted by DTC (or such other applicable Securities Depository) on or prior to the issuance of the Notes in book entry form setting forth the basis on which DTC (or such other applicable Securities Depository) serves as depository for the Notes issued in book entry form, as originally executed or as it may be supplemented or revised or replaced by a letter to a substitute Securities Depository.

“Loan” means that certain loan made to the City in the an aggregate principal amount of $16,918,943 by the SWRCB pursuant to the Financing Agreement to finance the Project.

“Loan Disbursement” means disbursements made by the SWRCB pursuant to the Financing Agreement to the City to reimburse the City for payments made by the City to cover costs and expenses of the construction of the Project.

“Maintenance and Operation Costs” means, during the term of the Notes, all reasonable and necessary costs paid or incurred by the City during such period for maintaining and operating the System, determined in accordance with Generally Accepted Accounting Principles, including the cost of purchased water, scheduled payments on Contract Resource Obligations, all reasonable expenses of management and repair and other expenses necessary to maintain and preserve the System in good repair and working order, all administrative costs of the City that are charged directly or apportioned to the operation of the System, such as salaries and wages of employees, overhead, taxes (if any), insurance premiums and payments into pension funds, and all other reasonable and necessary costs of the City or charges required to be paid by it to comply with the terms hereof, such as compensation, reimbursement and indemnification of the Paying Agent and fees and expenses of Independent Accountant and independent engineers, but excluding in all cases depreciation, replacement and obsolescence charges or reserves therefor and amortization of intangibles.

“Maturity Date” means February 15, 2011.

“Moody’s” means Moody’s Investors Service, its successors and assigns.

“Revenues” means Loan Disbursements and Wastewater System Revenues.

“Net Wastewater System Revenues” means the Wastewater System Revenues less the Maintenance and Operations Costs during the term of the Notes.

“Notes” means the City of Williams 2010 Revenue Anticipation Notes, authorized by and at any time Outstanding pursuant to the Law and the Indenture.

“Original Purchaser” means Brandis Tallman, LLC, as the original purchaser of the Notes upon their delivery by the Paying Agent on the Closing Date.

“Outstanding” when used as of any particular time with reference to Notes, means (subject to the provisions of Section 11.9) all Notes theretofore, or thereupon being, authenticated and delivered by the Paying Agent under this Indenture except: (a) Notes theretofore canceled by the Paying Agent or surrendered to the Paying Agent for cancellation; (b) Notes with respect to which all liability of the City shall have been discharged in accordance with Section 10.2; and (c) Notes for the transfer or exchange of or in lieu of or in substitution for which other Notes shall have been authenticated and delivered by the Paying Agent pursuant to this Indenture.

“Owner” whenever used herein with respect to a Note, means the person in whose name the ownership of such Note is registered on the Registration Books.

“Paying Agent” means U.S. Bank National Association, a banking organization organized and existing under the laws of the United States of America, or its successor, as Paying Agent hereunder as provided in Section 7.1.

“Permitted Investments” means:

A.
The following obligations may be used for all purposes, including defeasance investments:

(1)
Cash (insured at all times by the Federal Deposit Insurance Corporation).

(2)
Obligations of, or obligations guaranteed as to principal and interest by, the U.S. or any agency or instrumentality thereof, when such obligations are backed by the full faith and credit of the U.S. including:

(a)
U.S. treasury obligations,

(b)
all direct or fully guaranteed obligations,

(c)
Farmers Home Administration,

(d)
General Services Administration,

(e)
Guaranteed Title XI financing,

(f)
Government National Mortgage Association (GNMA),

(g)
State and Local Government Series.

Any security used for defeasance must provide for the timely payment of principal and interest and cannot be callable or pre-payable prior to maturity or earlier redemption of the rated debt (excluding securities that do not have a fixed par value and/or whose terms do not promise a fixed dollar amount at maturity or call date).

B.
for all purposes other than defeasance investments in refunding escrow accounts.

(1)
Obligations of any of the following federal agencies which obligations represent the full faith and credit of the United States of America, including:

–
Export-Import Bank

–
Farm Credit System Financial Assistance Corporation

–
Rural Economic Community Development administration (formerly the Farmers Home Administration)

–
General Service Administration

–
U.S. Maritime Administration

–
Small Business Administration

–
Government National Mortgage Association (GNMA)

–
U.S. Department of Housing & Urban Development (PHA’s)

–
Federal Housing Administration

–
Federal Financing Bank;

(2)
Direct obligations of any of the following federal agencies which obligations are not fully guaranteed by the full faith and credit of the United States of America:

–
Senior debt obligations rated “Aaa” by Moody’s and “AAA” by S&P issued by the Federal National Mortgage Association (FNMA) or Federal Home Loan Mortgage Corporation (FHLMC)

–
Obligations of the Resolution Funding Corporation (REFCORP)

–
Senior debt obligations of the Federal Home Loan Bank System

(3)
U.S. dollar denominated deposit accounts, federal funds and bankers’ acceptances with domestic commercial banks which have a rating on their short-term certificates of deposit on the date of purchase of “P-1” by Moody’s and “A-1” or “A-1+” by S&P and maturing no more than 360 calendar days after the date of purchase.  (Ratings on holding companies are not considered as the rating of the bank.);

(4)
Commercial paper which is rated at the time of purchase in the single highest classification, “P-1” by Moody’s and “A-1+” by S&P and which matures not more than 270 calendar days after the date of purchase;

(5)
Investments in a money market fund rated “AAAm” or “AAAm-G” or better by S&P including funds for which the Paying Agent or an affiliate of the Paying Agent provides investment advice or other services;

(6)
Pre-refunded Municipal Obligations defined as follows:  Any bonds or other obligations of any state of the United States of America or of any agency, instrumentality or local governmental unit of any such state which are not callable at the option of the obligor prior to maturity or as to which irrevocable instructions have been given by the obligor to call on the date specified in the notice; and

(A)
which are rated, based on an irrevocable escrow account or fund (the “escrow”), in the highest rating category of S&P and Moody’s or any successor thereto; or

(B)
(i) which are fully secured as to principal and interest by an escrow consisting only of cash or obligations described in clause A(2) above, which escrow may be applied only to the payment of such principal of and interest on such bonds or other obligations on the maturity date or dates thereof or the specified redemption date or dates pursuant to such irrevocable instructions, as appropriate, and (ii) which escrow is sufficient, as verified by a nationally recognized independent certified public accountant, to pay principal of and interest on the bonds or other obligations described in this clause on the maturity date or dates specified in the irrevocable instructions referred to above, as appropriate;

(7)
Municipal obligations rated “Aaa/AAA” or general obligations of States with a rating of at least “A2/A” or higher by both Moody’s and S&P; and

(8)
The Local Agency Investment Fund (“LAIF”) of the State of California, created pursuant to Section 56429 of the California Government Code.

“Project” means the City’s wastewater treatment plant improvement project generally consisting of upgrading the current wastewater treatment plant to treat effluent to tertiary criteria at the permitted capacity of 0.5 million gallons per day of average dry weather flow and as more particularly described in Exhibit A.1. of the Financing Agreement.

“Project Costs” means the incurred costs of the City which are eligible for financial assistance from the SWRCB under the federal Clean Water Act, which are allowable costs as defined under the Financing Agreement.

“Record Date” means the fifteenth (15th) calendar day of the month preceding the Maturity Date.

“Registration Books” means the records maintained by the Paying Agent pursuant to Section 2.6 for the registration and transfer of ownership of the Notes.

“Revenues” means (a) all disbursements received by the City from the SWRCB to reimburse the City for Project Costs initially paid for by the City either from the proceeds of the Notes or from other revenues of the City and (b) Net Wastewater System Revenues. 

“S&P” means Standard & Poor’s, a division of McGraw‑Hill, its successors and assigns.

“Securities Depositories” means The Depository Trust Company, 711 Stewart Avenue, Garden City, New York 11530, Fax-(516) 227-4039 or 4190; and in accordance with then current guidelines of the Securities and Exchange Commission, such other addresses and/or such other securities depositories as the City may designate in a Written Certificate of the City delivered to the Paying Agent.

“Service” means the wastewater collection and treatment services furnished and all other contractual services provided by the City, made available or provided by the System.

“State” means the State of California.

“Supplemental Indenture” means any indenture hereafter duly authorized and entered into between the City and the Paying Agent, supplementing, modifying or amending this Indenture; but only if and to the extent that such Supplemental Indenture is specifically authorized hereunder.

“Tax Regulations” means temporary and permanent regulations promulgated under or with respect to sections 103 and 141 through 501 inclusive, of the Code.

“Trust Office” means the corporate trust office of the Paying Agent at the address set forth in Section 10.7 or such other office designated by the Paying Agent from time to time and such office as the Paying Agent may designate in writing to the City from time to time as the place for transfer, registration, surrender, exchange or payment of the Notes.

“Wastewater System” means all facilities for providing the wastewater collection and treatment services and all other contractual services provided by the City now owned by the City and all other facilities acquired and constructed by the City and determined to be a part of the System, together with all additions, betterments and improvements to such facilities or any part thereof hereafter acquired and constructed by the City.

“Wastewater System Revenues” means all income and revenue received or receivable by the City during the term of the Notes period from the ownership or operation of the Wastewater System, determined in accordance with Generally Accepted Accounting Principles, together with all Ad Valorem Taxes, ad valorem assessments, standby charges, rates, fees and charges received by the City for the Service and the other services of the System and all proceeds of insurance covering business interruption loss relating to the System and all connection fees and charges payable to the City for the Service made available or provided by the System and all payments for the lease of property comprising a part of the System and all other income and revenue howsoever derived by the City from the ownership or operation of the System or arising from the System, and including all income from the investment of amounts on deposit in the Revenue Fund, but excluding in all cases (i) any proceeds of taxes (including Ad Valorem Taxes) and assessments levied and collected by or on behalf of the City for obligations that are payable solely from such taxes (including Ad Valorem Taxes) or assessments and not from any other Revenues, (ii) any refundable deposits made to establish credit and any advances or contributions in aid of construction, and (iii) any proceeds of the refunding debt issued to repay the Notes and any interest thereon.

“Written Certificate,” “Written Request” and “Written Requisition” of the City means, respectively, a written certificate, request or requisition signed in the name of the City by its Authorized Representative.  Any such instrument and supporting opinions or representations, if any, may, but need not, be combined in a single instrument with any other instrument, opinion or representation, and the two or more so combined shall be read and construed as a single instrument.

Particular Covenants.

Punctual Payment; Compliance with Documents.  The City shall punctually pay or cause to be paid the principal of and interest on all the Notes in strict conformity with the terms of the Notes and of this Indenture, according to the true intent and meaning thereof, but only out of Revenues and other assets pledged for such payment as provided in this Indenture, and will faithfully observe and perform all of the conditions, covenants and requirements of this Indenture.

Extension of Payment of Notes.  The City shall not directly or indirectly extend or assent to the extension of the maturity of any of the Notes or the time of payment of any claims for interest by the purchase of such Notes or by any other arrangement, and in case the maturity of any of the Notes or the time of payment of any such claims for interest shall be extended, such Notes or claims for interest shall not be entitled, in case of any default hereunder, to the benefits of this Indenture, except subject to the prior payment in full of the principal of all of the Notes then Outstanding and of all claims for interest thereon which shall not have been so extended.  Nothing in this Section 5.2 shall be deemed to limit the right of the City to issue Notes for the purpose of refunding any Outstanding Notes, and such issuance shall not be deemed to constitute an extension of maturity of the Notes.

Against Encumbrances.  The City shall not create, or permit the creation of, any pledge, lien, charge or other encumbrance upon the Revenues which is senior to or on a parity with the pledge and assignment created by this Indenture while any of the Notes are Outstanding and will in no way create or permit the creation of, any pledge, lien, charge or other encumbrance on the proceeds of the obligations of the City issued to refund the Notes for any purposes other than the repayment of the Notes.  Subject to this limitation, the City expressly reserves the right to enter into one or more other indentures for any of its corporate purposes, and reserves the right to issue other obligations for such purposes which are secured by Revenues on a basis which is subordinate to the repayment of the Notes.  Notwithstanding the foregoing, the City expressly reserves the right to issue other obligations secured by a pledge and assignment of the Revenues for the purpose of defeasing all Outstanding Notes pursuant to the provisions of this Indenture.

Power to Issue Notes and Make Pledge and Assignment.  The City is duly authorized pursuant to law to issue the Notes and to enter into this Indenture and to pledge and assign the Revenues and other assets and amounts purported to be pledged and assigned, respectively, under this Indenture in the manner and to the extent provided in this Indenture.  The Notes and the provisions of this Indenture are and will be the legal, valid and binding special obligations of the City in accordance with their terms, and the City and the Paying Agent shall at all times, subject to the provisions of Article 7 and to the extent permitted by law, use reasonable efforts to defend, preserve and protect said pledge and assignment of Revenues and other assets and all the rights of the Note Owners under this Indenture against all claims and demands of all persons whomsoever.

Accounting Records and Financial Statements.  The Paying 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 made by it relating to the proceeds of Notes and all funds and accounts established pursuant to this Indenture.  The Paying Agent shall, upon the written request an Owner of any of the Outstanding Notes, provide a copy of the monthly statements relating to the Notes.  Such books of record and account shall be available for inspection by the City upon reasonable notice during business hours and under reasonable circumstances.

The City shall at all times keep, or cause to be kept, proper books of record and account prepared in accordance with industry standards in which complete and accurate entries shall be made of all transactions made by it relating to Revenues and all funds and accounts established pursuant to this Indenture.  The City shall establish and maintain separate bank account(s) for the deposit of all the Revenues.  The City shall cause to be performed a component audit of the System within 180 days of the end of each Fiscal Year.

Covenants to Maintain Tax‑Exempt Status.  The City covenants as follows in this Section.

(a)
Special Definitions.  When used in this Section, the following terms have the following meanings:

“Code” means the Internal Revenue Code of 1986, as amended.

“Computation Date” has the meaning set forth in section 1.148‑1(b) of the Tax Regulations.

“Gross Proceeds” means any proceeds as defined in section 1.148‑1(b) of the Tax Regulations (referring to sales, investment and transferred proceeds), and any replacement proceeds as defined in section 1.148‑1(c) of the Tax Regulations, of the Notes.

“Investment” has the meaning set forth in section 1.148-1(b) of the Tax Regulations.

“Nonpurpose Investment” means any investment property, as defined in section 148(b) of the Code, in which Gross      

Proceeds of the Notes are invested and that is not acquired to carry out the governmental purposes of that series of Notes.

“Rebate Amount” has the meaning set forth in section 1.148‑1(b) of the Tax Regulations.

“Tax Regulations” means the United States Treasury Regulations promulgated pursuant to sections 103 and 141 through 150 of the Code, or section 103 of the 1954 Code, as applicable.

“Yield” of any Investment has the meaning set forth in section 1.148-5 of the Tax Regulations; and of any issue of governmental obligations has the meaning set forth in section 1.148-4 of the Tax Regulations.

(b)
Not to Cause Interest to Become Taxable.  The City covenants that it shall not use, and shall not permit the use of, and shall not omit to use Gross Proceeds or any other amounts (or any property the acquisition, construction or improvement of which is to be financed directly or indirectly with Gross Proceeds) in a manner that if made or omitted, respectively, could cause the interest on any Note to fail to be excluded pursuant to section 103(a) of the Code from the gross income of the owner thereof for federal income tax purposes.  Without limiting the generality of the foregoing, unless and until the Paying Agent receives a written opinion of Bond Counsel to the effect that failure to comply with such covenant will not adversely affect such exclusion of the interest on any Note from the gross income of the owner thereof for federal income tax purposes, the City shall comply with each of the specific covenants in this Section.

(c)
Private Use and Private Payments.  Except as would not cause any Note to become a “private activity bond” within the meaning of section 141 of the Code and the Tax Regulations, the City shall take all actions necessary to assure that the City at all times prior to the final cancellation of the last of the Notes to be retired:

(1)
exclusively owns, operates and possesses all property the acquisition, construction or improvement of which is to be financed or refinanced directly or indirectly with Gross Proceeds of the Notes and not use or permit the use of such Gross Proceeds (including through any contractual arrangement with terms different than those applicable to the general public) or any property acquired, constructed or improved with such Gross Proceeds in any activity carried on by any person or entity (including the United States or any agency, department and instrumentality thereof) other than a state or local government, unless such use is solely as a member of the general public; and

(2)
does not directly or indirectly impose or accept any charge or other payment by any person or entity (other than a state or local government) who is treated as using any Gross Proceeds of the Notes or any property the acquisition, construction or improvement of which is to be financed or refinanced directly or indirectly with such Gross Proceeds.

The City expressly acknowledges its understanding that “use” of Gross Proceeds may arise by reason of “use” of the property financed thereby and that, in the case of System facilities, such use may arise in various ways including, without limitation, by reason of proprietary ownership, lease or management arrangement.
(d)
No Private Loan.  Except as would not cause any Note to become a “private activity bond” within the meaning of section 141 of the Code and the Tax Regulations and rulings thereunder, the City shall not use or permit the use of Gross Proceeds of the Notes to make or finance loans to any person or entity other than a state or local government.  For purposes of the foregoing covenant, such Gross Proceeds are considered to be “loaned” to a person or entity if: (i) property acquired, constructed or improved with such Gross Proceeds is sold or leased to such person or entity in a transaction that creates a debt for federal income tax purposes; (ii) capacity in or service from such property is committed to such person or entity under a take‑or‑pay, output or similar contract or arrangement; or (iii) indirect benefits of such Gross Proceeds, or burdens and benefits of ownership of any property acquired, constructed or improved with such Gross Proceeds, are otherwise transferred in a transaction that is the economic equivalent of a loan.

(e)
Not to Invest at Higher Yield.  Except as would not cause the Notes to become “arbitrage bonds” within the meaning of section 148 of the Code and the Tax Regulations and rulings thereunder, the City shall not (and shall not permit any person to), at any time prior to the final cancellation of the last Note to be retired, directly or indirectly invest Gross Proceeds in any Investment, if as a result of such investment the Yield of any Investment acquired with Gross Proceeds, whether then held or previously disposed of, would materially exceed the Yield of the Notes within the meaning of said section 148.

(f)
Not Federally Guaranteed.  Except to the extent permitted by section 149(b) of the Code and the Tax Regulations and rulings thereunder, the City shall take or omit to take (and shall not permit any person to take or omit to take) any action that would cause any Note to be “federally guaranteed” within the meaning of section 149(b) of the Code and the Tax Regulations and rulings thereunder.

(g)
Information Report.  The City shall timely file any information required by section 149(e) of the Code with respect to Notes with the Secretary of the Treasury on Form 8038‑G or such other form and in such place as the Secretary may prescribe.

(h)
Notes Not Hedge Bonds.

(i)
The City represents that none of the Notes will become a “hedge bond” within the meaning of section 149(g) of the Code.

(ii)
Without limitation of paragraph (i) above: (A) the City will issue the Notes only if on the date of issuance of the Notes, it reasonably expects that at least 85% of the spendable proceeds of the Notes will be expended within the three-year period commencing on such date of issuance; and (B) no more than 50% of the proceeds of the Notes will be invested in Nonpurpose Investments having a substantially guaranteed yield for a period of four years or more.

(i)
Elections.  The City hereby directs and authorizes any City Representative to make elections permitted or required pursuant to the provisions of the Code or the Tax Regulations, as such Representative (after consultation with Bond Counsel) deems necessary or appropriate in connection with the Notes, in the Certificate as to Tax Exemption or similar or other appropriate certificate, form or document.

(j)
Closing Certificate.  The City agrees to execute and deliver in connection with the issuance of the Notes a Certificate as to Tax Exemption and the provisions of Sections 141-150 of the Internal Revenue Code of 1986, or similar document containing additional representations and covenants pertaining to the exclusion of interest on the Notes from the gross income of the owners thereof for federal income tax purposes, which representations and covenants are incorporated as though expressly set forth herein.

Waiver of Laws.  The City shall not at any time insist upon or plead in any manner whatsoever, or claim or take the benefit or advantage of, any stay or extension law now or at any time hereafter in force that may affect the covenants and agreements contained in this Indenture or in the Notes, and all benefit or advantage of any such law or laws is hereby expressly waived by the City to the extent permitted by law.

Protection of Security and Rights of Owners.  The City will preserve and protect the security of the Notes and the Owners.  From and after the date of issuance of any Notes, such Notes shall be incontestable by the City.

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

Maintenance, Utilities, Taxes and Assessments.  So long as any Notes remain Outstanding, all improvement, repair and maintenance of the System shall be the responsibility of the City, and the City shall pay for or otherwise arrange for the payment of all utility services supplied to the System, which may include, without limitation, janitor service, security, power, gas, telephone, light, heating, water and all other utility services, and shall pay for or otherwise arrange for the payment of the cost of the repair and replacement of the System resulting from ordinary wear and tear.

The City shall also pay or cause to be paid all taxes and assessments of any type or nature, if any, charged to the City affecting the System or its interest or estate therein; provided, however, that with respect to special assessments or other governmental charges that may lawfully be paid in installments over a period of years, the City shall be obligated to pay only such installments as are required to be paid so long as any Notes remain Outstanding as and when the same become due.

The City may, at the City’s expense and in its name, in good faith contest any such taxes, assessments, utility and other charges and, in the event of any such contest, may permit the taxes, assessments or other charges so contested to remain unpaid during the period of such contest and any appeal therefrom unless the Paying Agent shall notify the City that, in its opinion, by nonpayment of any such items, the interest of the Owners of the Notes hereunder will be materially adversely affected, in which event the City shall promptly pay such taxes, assessments or charges or provide the Paying Agent with full security against any loss which may result from nonpayment, in form satisfactory to the Paying Agent.

Operation of System.  The City covenants and agrees to operate the System in an efficient and economical manner and to operate, maintain and preserve the System in good repair and working order.  The City covenants that, in order to fully preserve and protect the priority and security of the Notes, the City shall pay from the Revenues and discharge all lawful claims for labor, materials and supplies furnished for or in connection with the System which, if unpaid, may become a lien or charge upon the Revenues prior or superior to the lien granted hereunder, or which may otherwise impair the ability of the City to pay principal and interest on the Notes.

Eminent Domain.  Any amounts received as awards as a result of the taking of all or any part of the System by the lawful exercise of eminent domain, at the election of the City (evidenced by a Written Certificate of the City filed with the Paying Agent and the City) shall be used for the lease, acquisition or construction of improvements and extension of the System.

Restriction on Sale of System.  The City covenants that, so long as any Notes remain Outstanding, and subject to the last paragraph of Section 9.2 hereof, the City will not sell, lease, encumber or otherwise dispose of the System, a substantial portion of the System, or the City’s rights to receive Revenues, or suffer the System, a substantial portion of the System, or the City’s rights to receive Revenues to be sold, leased, encumbered or otherwise disposed of, except to another public entity, unless the proceeds of such sale, lease, encumbrance or other disposal shall be adequate, and shall be used, to discharge this Indenture as provided in Article 9 hereof.  For purposes of this covenant, a “substantial portion” of the System shall consist of more than five percent (5%) of the book value of the System.  Nothing in this covenant shall be construed to restrict the sale by the City of less than a substantial portion of the System, provided that such sale is determined by the City to be necessary or desirable for the improvement, expansion or repair of the System, and the proceeds of such sale are used either to fund such improvement, expansion or repair of the System.

Issuance of Refunding Debt.  The City shall use its best efforts to issue refunding debt on or before the February 15, 2011, for the purpose of repaying the Notes in their entirety on or before the Maturity Date and shall deposit the net proceeds of such refunding debt into the Revenue Fund.  In the event that the proceeds of refunding debt and Revenues available in the Revenue Fund on or before February 15, 2011 are not sufficient to repay the Notes and the interest thereon, the City shall comply with the covenant in Section 4.1(b) to deposit from legally available sources of funds the amount necessary to pay the Notes and the interest thereon on the Maturity Date.

No Parity Debt.  The City shall not issue any debt or incur any obligation secured by Revenues that has a lien on Revenues that is senior to or on a parity with the lien created by this Indenture.
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