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In the opinion of Jones Hall, A Professional Law Corporation, San Francisco, California, Bond Counsel, subject, however to certain qualifications described
herein, under existing law, the interest on the Bonds is excluded from gross income for federal income tax purposes and such interest is not an item of tax
preference for purposes of the federal alternative minimum tax imposed on individuals and corporations, although for the purpose of computing the
alternative minimum tax imposed on certain corporations, such interest is taken into account in determining certain income and earnings. In the further
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Dated: As of Date of Delivery Due: February 1, as shown below

The $10,080,000 2012 Wastewater Revenue Refunding Bonds (the “Bonds”) are being issued by the City of Concord, California (the “City”), in fully registered
form without coupons and, when issued, will be registered in the name of Cede & Co., as nominee of The Depository Trust Company, New York, New York
(“DTC”). Payments of the principal of, premium, if any, and interest on the Bonds will be made by The Bank of New York Mellon Trust Company, N.A., as
trustee for the Bonds (the “Trustee”), to DTC, which is obligated in turn to remit such principal, premium, if any, and interest to DTC participants for
subsequent disbursement to the beneficial owners of the Bonds. The Bonds are being issued pursuant to an Indenture of Trust, dated as of October 1, 2012
(the “Indenture”), by and between the City and the Trustee. Interest on the Bonds will be payable semi-annually on each February 1 and August 1,
commencing on February 1, 2013.

The Bonds are being issued to provide funds to (a) refund on a current basis, the outstanding City of Concord Certificates of Participation (2004 Wastewater
System Improvement Project), delivered to finance improvements to the municipal wastewater system (the “Wastewater System”) owned and operated by
the City (the City”), (b) purchase a reserve fund municipal bond insurance policy in lieu of cash funding a reserve fund for the Bonds, and (c) pay expenses of
the transaction.

The Bonds are payable from the net revenues (the “Net Revenues”) of the Wastewater System, derived primarily from charges and revenues received by the
City from the operation of the Wastewater System, less the costs of the operation and maintenance of the Wastewater System. The Net Revenues are pledged,
as a first and prior lien thereon, to pay the principal of and premium, if any, and interest on the Bonds and any parity obligations issued or incurred by the
City, as described herein (the “Parity Debt”). The City has covenanted to set rates and charges for the service and facilities of the Wastewater System
sufficient to provide Net Revenues each year equal to at least 1.15 times the aggregate annual amount of principal of and interest due on the Bonds and all
Parity Debt. The City’s obligation to pay the principal of and premium, if any, and interest on the Bonds is on a parity with its payment obligation under an
installment sale agreement, dated as of October 1, 2007, between the City of Concord Joint Powers Financing Authority and the City, which constitutes
existing Parity Debt, together with any additional Parity Debt incurred by the City in the future.

The Bonds are subject to redemption prior to maturity as described herein. See “THE BONDS—Redemption.”

NEITHER THE BONDS NOR THE OBLIGATION TO PAY PRINCIPAL OF OR INTEREST THEREON CONSTITUTES A DEBT OR A LIABILITY OF THE
CITY, THE STATE OF CALIFORNIA OR ANY OF ITS POLITICAL SUBDIVISIONS WITHIN THE MEANING OF ANY CONSTITUTIONAL LIMITATION
ON INDEBTEDNESS, OR A PLEDGE OF THE FULL FAITH AND CREDIT OF THE CITY. THE BONDS ARE SECURED SOLELY BY THE PLEDGE OF NET
REVENUES AND CERTAIN FUNDS HELD UNDER THE INDENTURE. THE BONDS ARE NOT SECURED BY A PLEDGE OF THE TAXING POWER OF
THE CITY.

MATURITIES, PRINCIPAL AMOUNTS, INTEREST RATES AND PRICES OR YIELDS
CUSIPt Prefix: 206150

Maturity Principal Interest CcusIpPt Maturity Principal Interest CcusIPt

February 1 Amount Rate Yield Suffix February 1 Amount Rate Yield Suffix
2013 $475,000 2.000% 0.350% AA2 2022 $610,000 2.250% 2.300% AKO
2014 490,000 2.000 0.460 ABO 2023 620,000 2.500 2.550 ALS
2015 500,000 1.500 0.600 AC8 2024 635,000 2.625 2.700 AM6
2016 510,000 1.500 0.780 AD6 2025 655,000 2.750 2.800 AN4
2017 515,000 4.000 1.000 AE4 2026 670,000 2.750 2.900 AP9
2018 540,000 4.000 1.280 AF1 2027 690,000 3.000 3.000 AQ7
2019 560,000 4.000 1.620 AG9 2028 705,000 3.000 3.050 AR5
2020 580,000 2.000 1.850 AH7 2029 730,000 3.000 3.100 AS3
2021 595,000 2.000 2.100 AJ3

The Bonds were sold by competitive bidding on September 18, 2012, to Stifel, Nicolaus & Company, Incorporated at a true interest rate of 2.583258%.

THIS COVER PAGE CONTAINS CERTAIN INFORMATION FOR QUICK REFERENCE ONLY. IT IS NOT A SUMMARY OF THIS ISSUE OF BONDS.
INVESTORS MUST READ THE ENTIRE OFFICIAL STATEMENT TO OBTAIN INFORMATION ESSENTIAL TO THE MAKING OF AN INFORMED
INVESTMENT DECISION WITH RESPECT TO THE PURCHASE OF THE BONDS.

The Bonds are offered when, as and if issued and received by the Underwriter and subject to the approval as to their legality by Jones Hall, A Professional Law Corporation,
San Francisco, California, as Bond Counsel. Certain legal matters will also be passed upon for the City by Quint & Thimmig LLP, San Francisco, California, as Disclosure
Counsel. Certain legal matters will be passed upon for the City by the City Attorney. It is anticipated that the Bonds will be delivered in definitive form through DTC on or
about October 2, 2012,

Dated: September 18, 2012

+Copyright 2012, American Bankers Association. CUSIP® is a registered trademark of the American Bankers Association. CUSIP data herein is provided by CUSIP Global
Services, operated by Standard & Poor’s. This data is not intended to create a database and does not serve in any way as a substitute for CUSIP Global Services. CUSIP
numbers have been assigned by an independent company not affiliated with the City and are included solely for the convenience of the registered owners of the Bonds.
Neither the City nor the Underwriter is responsible for the selection or uses of these CUSIP numbers and no representation is made as to their correctness on the Bonds or as
included herein. The CUSIP number for a specific maturity is subject to being changed after the delivery of the Bonds as a result of various subsequent actions including, but
not limited to, a refunding in whole or in part or as a result of the procurement of secondary market portfolio insurance or other similar enhancement by investors that is
applicable to all or a portion of certain maturities of the Bonds.
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GENERAL INFORMATION ABOUT THIS OFFICIAL STATEMENT

Use of Official Statement. This Official Statement is submitted in connection with the sale of the Bonds referred to
herein and may not be reproduced or used, in whole or in part, for any other purpose. This Official Statement is not
to be construed as a contract with the purchasers of the Bonds.

Estimates and Forecasts. When used in this Official Statement and in any continuing disclosure by the City, in any
press release and in any oral statement made with the approval of an authorized officer of the City, the words or
phrases “will likely result,” “are expected to,” “will continue,” “is anticipated,” “estimate,” “project,” “forecast,”
“expect,” “intend” and similar expressions identify “forward looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. Such statements are subject to risks and uncertainties that could cause actual
results to differ materially from those contemplated in such forward-looking statements. Any forecast is subject to
such uncertainties. Inevitably, some assumptions used to develop the forecasts will not be realized and unanticipated
events and circumstances may occur. Therefore, there are likely to be differences between forecasts and actual results,
and those differences may be material. The information and expressions of opinion herein are subject to change
without notice, and neither the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, give rise to any implication that there has been no change in the affairs of the City since the date
hereof.

Limit of Offering. No dealer, broker, salesperson or other person has been authorized by the City or the Underwriter
to give any information or to make any representations other than those contained herein and, if given or made, such
other information or representation must not be relied upon as having been authorized by any of the foregoing. This
Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor shall there be any sale of
the Bonds by a person in any jurisdiction in which it is unlawful for such person to make such an offer, solicitation or
sale.

Limited Scope of Information. The City has obtained certain information set forth herein from sources which are
believed to be reliable, but such information is neither guaranteed as to accuracy or completeness, nor to be
construed as a representation of such by the City. The information and expressions of opinions herein are subject to
change without notice and neither delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no change in the affairs of the City since the date hereof. All
summaries of or references to the documents referred to in this Official Statement are made subject to the provisions
of such documents and do not purport to be complete statements of any or all of such provisions. All capitalized
terms used herein, unless noted otherwise, shall have the meanings prescribed in the Indenture.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVER-ALLOT OR EFFECT
TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET PRICE OF THE BONDS AT SUCH LEVEL
ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF
COMMENCED, MAY BE DISCONTINUED AT ANYTIME.

THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED, IN
RELIANCE UPON AN EXCEPTION FROM THE REGISTRATION REQUIREMENTS CONTAINED IN SUCH
ACT. THE BONDS HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF
ANY STATE.

The City maintains a website. Unless specifically indicated otherwise, the information presented on such website is
not incorporated by reference as part of this Official Statement and should not be relied upon in making investment
decisions with respect to the Bonds.
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OFFICIAL STATEMENT

$10,080,000
CITY OF CONCORD
(Contra Costa County, California)
2012 Wastewater Revenue Refunding Bonds

INTRODUCTION
General

This Official Statement, which includes the cover page and appendices hereto, provides
information in connection with the sale of the 2012 Wastewater Revenue Refunding Bonds (the
“Bonds”), being issued by the City of Concord, California (the “City”), in the aggregate
principal amount of $10,080,000.

This Introduction is not a summary of this Official Statement. It is only a brief
description of and guide to, and is qualified by, more complete and detailed information
contained in the entire Official Statement, including the cover page and appendices hereto, and
the documents summarized or described herein. A full review should be made of the entire
Official Statement. The offering of the Bonds to potential investors is made only by means of
the entire Official Statement.

Capitalized terms used, but not otherwise defined herein, shall have the meanings
assigned thereto as set forth in APPENDIX A—SUMMARY OF CERTAIN PROVISIONS OF
THE INDENTURE—Certain Definitions.

The City of Concord (the “City”) is located in north central Contra Costa County (the
“County”), approximately 26 miles northeast of San Francisco, and is the largest and most
populous of the County’s 19 cities. The County is one of nine counties comprising the
economic-geographic unit known as the San Francisco Bay Area. The climate is seasonal with
an average minimum temperature of 48 degrees, an average maximum temperature of 73
degrees and average rainfall of 17 inches.

The City was incorporated on February 9, 1905 under the general laws of the State of
California. The City Council members are elected for overlapping four-year terms. The policies
of the City Council are carried out by the appointed City Manager.

See “THE CITY” and APPENDIX E—GENERAL INFORMATION REGARDING THE
CITY OF CONCORD.

The Wastewater System

The City’s municipal wastewater enterprise (the “Wastewater System”) provides
wastewater collection and conveyance services to 124,384 residents of the City and to the
10,996 residents of the City of Clayton. Wastewater is conveyed to the Central Contra Costa
Sanitary District (the “CCCSD”) treatment plant for treatment. See “THE WASTEWATER
SYSTEM” herein.



Purpose of the Bonds

The Bonds are being issued to provide funds to (a) refund on a current basis, the
outstanding City of Concord Certificates of Participation (2004 Wastewater System
Improvement Project) (the “2004 Certificates”), delivered to finance improvements to the
municipal wastewater system (the “Wastewater System”) owned and operated by the City
(the City”), (b) purchase a reserve fund municipal bond insurance policy (the “Reserve Fund
Policy”) in lieu of cash funding a reserve fund, and (c) pay expenses of the transaction. See
“THE REFUNDING PLAN.”

Authority for Issuance

The Bonds are authorized pursuant to the provisions of section 53570 et seq. of the
California Government Code, a resolution adopted by the City Council of the City on
September 11, 2012 (the “Resolution”), and an Indenture of Trust, dated as of October 1, 2012
(the “Indenture”), by and between the City and The Bank of New York Mellon Trust Company,
N.A., as trustee (the “Trustee”).

Security for the Bonds

The Bonds are payable from the net revenues (the “Net Revenues”) of the Wastewater
System, derived primarily from charges and revenues received by the City from the operation
of the Wastewater System, less the costs of the operation and maintenance of the Wastewater
System. The Net Revenues are pledged, as a first and prior lien thereon, to pay the principal of
and premium, if any, and interest on the Bonds and any parity obligations issued or incurred
by the City, as described herein (the “Parity Debt”).

See “SECURITY FOR THE BONDS—Pledge of Net Revenues.”

The City’s obligation to pay the principal of and premium, if any, and interest on the
Bonds is on a parity with its payment obligation under an installment sale agreement, dated as
of October 1, 2007, between the City of Concord Joint Powers Financing Authority and the City
(the “2007 Installment Sale Agreement”), which constitutes existing Parity Debt, together with
any additional Parity Debt incurred by the City in the future.

In addition, the payment of the principal of and interest on the Bonds will be secured
by the Reserve Fund Policy to be issued by Assured Guaranty Municipal Corp. (the “Insurer”)
on the closing date of the Bonds.

See “SECURITY FOR THE BONDS—Reserve Fund.”

Rate Covenant

Under the Indenture, the City has covenanted to set rates and charges for the service
and facilities of the Wastewater System sufficient to provide Net Revenues each year equal to
at least 1.15 times the aggregate annual amount of principal of and interest due on the Bonds
and all Parity Debt. See “SECURITY FOR THE BONDS—Rate Covenant.”

Additional Obligations

Additional obligations and bonds issued or incurred on a parity with or subordinate to
the Bonds may be issued pursuant to the Indenture provided that certain conditions are met.



See “SECURITY FOR THE BONDS—Limitations on Future Obligations Secured by Net
Revenues.”

Payment

Principal of the Bonds will be payable in each of the years and in the amounts set forth
on the cover page hereof at the office of the Trustee. Interest on the Bonds will be paid by check
or draft of the Trustee mailed by first class mail to the person entitled thereto. See “THE
BONDS—General.” Initially, principal of and interest on the Bonds will be payable when due
by wire of the Trustee to The Depository Trust Company, New York, New York (“DTC”),
which will in turn remit such interest and principal to DTC Participants (as defined herein),
which will in turn remit such interest and principal to Beneficial Owners (as defined herein) of
the Bonds. See “THE BONDS—Book-Entry Only System.”

Redemption

The Bonds are subject to redemption prior to their stated maturity dates, as provided
herein. See “THE BONDS—Optional Redemption.”

Form of Bonds

The Bonds will be dated as of their date of delivery and will be issued in fully registered
form, without coupons, in the minimum denominations of $5,000 or any integral multiple
thereof. Any Bond may, in accordance with its terms, be transferred or exchanged, pursuant to
the provisions of the Indenture. See “THE BONDS—General.”

Book-Entry System

The Bonds will be registered in the name of Cede & Co., as nominee of The Depository
Trust Company, New York, New York (“DTC”). DTC will act as securities depository for the
Bonds. Ownership interests in the Bonds may be purchased in denominations of $5,000 or any
integral multiple thereof, in book-entry form only. Upon receipt of payments of principal of
and interest on the Bonds, DTC will in turn remit such principal and interest to the
participants in DTC for subsequent disbursement to the beneficial owners of the Bonds. See
“THE BONDS—Book-Entry Only System” below and APPENDIX G—BOOK-ENTRY ONLY
SYSTEM.

Risks of Investment

The Bonds are repayable only from certain money available to the City from the
Wastewater System. For a discussion of some of the risks associated with the purchase of the
Bonds, see “RISKS RELATING TO THE BONDS”

NEITHER THE BONDS NOR THE OBLIGATION TO PAY PRINCIPAL OF OR
INTEREST THEREON CONSTITUTES A DEBT OF THE CITY, THE STATE OF
CALIFORNIA OR ANY OF ITS POLITICAL SUBDIVISIONS WITHIN THE MEANING OF
ANY CONSTITUTIONAL LIMITATION ON INDEBTEDNESS, OR A PLEDGE OF THE
FULL FAITH AND CREDIT OF THE CITY. THE BONDS ARE SECURED SOLELY BY THE
PLEDGE OF NET REVENUES AND CERTAIN FUNDS HELD UNDER THE INDENTURE.

Tax Matters

In the opinion of Jones Hall, A Professional Law Corporation, San Francisco, California,
Bond Counsel, subject, however to certain qualifications described herein, under existing law,
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the interest on the Bonds is excluded from gross income for federal income tax purposes and
such interest is not an item of tax preference for purposes of the federal alternative minimum
tax imposed on individuals and corporations, although for the purpose of computing the
alternative minimum tax imposed on certain corporations, such interest is taken into account
in determining certain income and earnings. In the further opinion of Bond Counsel, such
interest is exempt from California personal income taxes. See “TAX MATTERS” herein.

Continuing Disclosure

The City has covenanted, for the benefit of the owners and beneficial owners of the
Bonds, to provide certain financial information and operating data relating to the Wastewater
System by not later than nine months following the end of each Fiscal Year (currently June 30),
and to provide notices of the occurrence of certain enumerated events. See “CONTINUING
DISCLOSURE” herein and APPENDIX D—FORM OF CONTINUING DISCLOSURE
CERTIFICATE.

Forward-Looking Statements

This Official Statement, and particularly the information contained under the headings
entitled “REFUNDING PLAN,” “ESTIMATED SOURCES AND USES OF FUNDS,”
“SECURITY FOR THE BONDS,” “THE WASTEWATER SYSTEM” AND APPENDIX E—
GENERAL INFORMATION REGARDING THE CITY OF CONCORD, contains statements
relating to future results that are “forward-looking statements” as defined in the Private
Securities Litigation Reform Act of 2000. When used in this Official Statement, the words
“estimate,” “forecast,” “intend,” “expect” and similar expressions identify forward-looking
statements. Such statements are subject to risks and uncertainties that could cause actual
results to differ materially from those contemplated in such forward-looking statements. Any
forecast is subject to such uncertainties. Inevitably, some assumptions used to develop the
forecasts will not be realized and unanticipated events and circumstances may occur.
Therefore, there are likely to be differences between forecasts and actual results, and those
differences may be material. The City is not obligated to issue any updates or revisions to the
forward-looking statements if or when its expectations, or events, conditions or circumstances
on which such statements are based occur. See “RISK FACTORS RELATING TO THE
BONDS.”

Other Matters

There follow in this Official Statement brief descriptions of the Bonds, the security for
the Bonds, the Indenture, the City, the Wastewater System, and certain other information
relevant to the issuance of the Bonds. The descriptions and summaries of documents herein do
not purport to be comprehensive or definitive, and reference is made to each such document
for the complete details of all its respective terms and conditions. All statements herein with
respect to such documents are qualified in their entirety by reference to each such document
for the complete details of all of their respective terms and conditions. All statements herein
with respect to certain rights and remedies are qualified by reference to laws and principles of
equity relating to or affecting creditors” rights generally. Copies of the Indenture are available
for inspection during business hours at the corporate trust office of the Trustee.

The information and expressions of opinion herein speak only as of the date of this
Official Statement and are subject to change without notice. Neither delivery of this Official
Statement nor any sale made hereunder nor any future use of this Official Statement shall,
under any circumstances, create any implication that there has been no change in the affairs of
the City since the date hereof.



All financial and other information presented in this Official Statement has been
provided by the City from its records, except for information expressly attributed to other
sources. The presentation of information, including the table of receipts from taxes and other
revenues, is intended to show recent historic information and is not intended to indicate future
or continuing trends in the financial or other affairs of the City. No representation is made that
past experience, as it might be shown by such financial and other information, will necessarily
continue or be repeated in the future.

Other Information

This Official Statement speaks only as of its date and the information contained herein
is subject to change without notice. Copies of the Indenture are available from the City upon
written request to the City, 1950 Parkside Drive, Concord, CA 94519, Attention: City
Administrator. The City may impose a charge for copying, mailing and handling expenses
related to any request for documents.

THE REFUNDING PLAN

A portion of the proceeds from the sale of the Bonds will be deposited into an escrow
fund (the “Escrow Fund”) to be created and maintained by The Bank of New York Mellon
Trust Company, N.A., as escrow bank (the “Escrow Bank”). A portion of the moneys
deposited in the Escrow Fund will be invested in U.S. Treasury Securities—State and Local
Government Series (the “SLGS”), so that the interest thereon and the maturing principal
thereof, together with uninvested cash, will be sufficient to redeem the outstanding 2004
Certificates in full on November 1, 2012, at a redemption price equal to 102% of the principal
amount of 2004 Certificates, including accrued interest with respect to the 2004 Certificates
through such date. The mathematical accuracy of the calculation as to the sufficiency of SLGS
and cash in the Escrow Fund to meet the payment and redemption requirements of the 2004
Certificates will be verified by Grant Thornton LLP (the “Verification Agent”). See
“VERIFICATION OF MATHEMATICAL COMPUTATIONS.”

ESTIMATED SOURCES AND USES OF FUNDS

The estimated sources and uses of funds are as follows:

Sources:

Principal Amount of Bonds $10,080,000.00

Plus: Net Original Issue Premium 218,914.75

TOTAL SOURCES $10,298,914.75

Uses:

Deposit to Escrow Fund $9,992,336.17

Deposit to Costs of Issuance Fund (1) 306,578.58
TOTAL USES $10,298,914.75

M Costs of Issuance include the underwriter’s discount, legal fees, printing costs, the premium for the Reserve Fund
Policy, rating agency fees and other miscellaneous expenses.



DEBT SERVICE REQUIREMENTS

Annual debt service on the Bonds (assuming no redemptions of the Bonds) is presented
below.

Maturity
(Eebruary 1) Principal Interest Total
2013 $ 475,000 $ 88,797.55 $ 563,797.55
2014 490,000 259,131.26 749,131.26
2015 500,000 249,331.26 749,331.26
2016 510,000 241,831.26 751,831.26
2017 515,000 234,181.26 749,181.26
2018 540,000 213,581.26 753,581.26
2019 560,000 191,981.26 751,981.26
2020 580,000 169,581.26 749,581.26
2021 595,000 157,981.26 752,981.26
2022 610,000 146,081.26 756,081.26
2023 620,000 132,356.26 752,356.26
2024 635,000 116,856.26 751,856.26
2025 655,000 100,187.50 755,187.50
2026 670,000 82,175.00 752,175.00
2027 690,000 63,750.00 753,750.00
2028 705,000 43,050.00 748,050.00
2029 730,000 21,900.00 751,900.00
TOTALS $10,080,000 $2,512,753.91 $12,592,753.91

THE BONDS
Authority for Issuance

The Bonds are authorized pursuant to the provisions of section 53570 et seq. of the
California Government Code, a resolution adopted by the City Council of the City on
September 11, 2012, and the Indenture.

General Provisions

The Bonds will be dated as of their date of delivery and issued in fully registered form
without coupons in denominations of $5,000 or any integral multiple thereof, so long as no
Bond shall have more than one maturity date. The Bonds will mature in the amounts and on
the dates, and bear interest at the rates per annum, set forth on the cover page of this Official
Statement.

Repayment of the Bonds. Interest on the Bonds will be payable on February 1 and August
1 in each year, beginning February 1, 2013 (each an “Interest Payment Date”), to the person
whose name appears on the Bond Registration Books as the Owner thereof as of the Record
Date immediately preceding each such Interest Payment Date, such interest to be paid by
check or draft of the Trustee mailed by first class mail to the Owner or, at the option of any
Owner of at least $1,000,000 aggregate principal amount of the Bonds with respect to which
written instructions have been filed with the Trustee prior to the Record Date, by wire transfer,
at the address of such Owner as it appears on the Bond Registration Books. In the event there
exists a default in payment of interest due on such Interest Payment Date, such interest will be
payable on a payment date established by the Trustee to the persons in whose names the
Bonds are registered at the close of business on a special record date for the payment of such
defaulted interest established by notice mailed by the Trustee to the registered Owners of the
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Bonds not less than 15 days preceding such special record date. Principal of any Bond will be
paid upon presentation and surrender thereof at the Principal Corporate Trust Office of the
Trustee in St. Paul, Minnesota. Both the principal of and interest on the Bonds will be payable
in lawful money of the United States of America.

The Bonds will bear interest based on a 360-day year comprised of twelve 30-day
months from the Interest Payment Date next preceding the date of authentication thereof,
unless said date of authentication is an Interest Payment Date, in which event such interest is
payable from such date of authentication, and unless said date of authentication is prior to
January 15, 2013, in which event such interest is payable from their date of delivery; provided,
however, that if, as of the date of authentication of any Bond, interest thereon is in default,
such Bond will bear interest from the date to which interest has previously been paid or made
available for payment thereon in full.

DTC as Registered Owner. The Bonds will initially be issued in book-entry only form,
registered in the name of Cede & Co., as nominee of DTC. Purchasers of the Bonds will not
receive certificates representing their interests therein, which will be held at DTC. See “THE
BONDS—Book-Entry Only System.”

Redemption

Optional Redemption. The Bonds maturing on or before February 1, 2022, are not subject
to redemption prior to their respective stated maturities. The Bonds maturing on or after
February 1, 2023, are subject to redemption prior to their respective stated maturity dates, at
the option of the City, from any source of available funds, in whole or in part, on any date on
or after February 1, 2022, at a redemption price equal to the principal amount to be redeemed,
plus accrued interest to the date fixed for redemption, without premium.

Notice of Redemption. Unless waived by any Owner of Bonds to be redeemed, notice of
any redemption of Bonds shall be given, at the expense of the City, by the Trustee by providing
a redemption notice at least 30 days and not more than 60 days prior to the date fixed for
redemption to the Owner of the Bond or Bonds to be redeemed at the address shown on the
Bond Registration Books; provided, that neither the failure to receive such notice nor any
immaterial defect in any notice shall affect the sufficiency of the proceedings for the
redemption of the Bonds.

All notices of redemption are required to include (i) the redemption date, (ii) the
Redemption Price, (iii) if fewer than all Outstanding Bonds are to be redeemed, the
identification (and, in the case of partial redemption, the respective principal amounts) of the
Bonds to be redeemed, (iv) that on the redemption date the Redemption Price will become due
and payable with respect to each such Bond or portion thereof called for redemption, and that
interest with respect thereto shall cease to accrue from and after said date, and the place or
places where such Bonds are to be surrendered for payment of the Redemption Price, which
places of payment may include the Principal Corporate Trust Office of the Trustee.

On or prior to any redemption date, the City will deposit with the Trustee an amount
of money sufficient to pay the redemption price of all the Bonds or portions of Bonds which
are to be redeemed on that date.

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



for redemption, and such cancellation will not constitute an Event of Default. The City and the
Trustee have no liability to the Bond Owners or any other party related to or arising from such
rescission of notice of redemption. The Trustee will mail notice of such rescission of notice of
redemption in the same manner as the original notice of redemption was sent.

Book-Entry Only System

The Bonds will be registered in the name of Cede & Co., as registered owner and
nominee of DTC. DTC will act as securities depository for the Bonds so purchased. Individual
purchases will be made in book-entry form. One fully registered Bond certificate will be issued
for each series and maturity of the Bonds having the same interest rate, in the aggregate
principal amount of such maturity and will be deposited with DTC. Purchasers will not
receive a certificate representing their beneficial ownership interest in Bonds. So long as Cede &
Co. is the registered owner of the Bonds, as nominee of DTC, references herein to the
Bondowners or registered owners will mean Cede & Co. as aforesaid, and will not mean the
“Beneficial Owners” of the Bonds. In this Official Statement, the term “Beneficial Owner” will
mean the person for whom a DTC Participant acquires an interest in the Bonds. See
APPENDIX G—BOOK-ENTRY ONLY SYSTEM.

So long as Cede & Co. is the registered owner of the Bonds, principal of and interest on
the Bonds are payable by wire transfer of same day funds by the Trustee to Cede & Co., as
nominee for DTC. DTC is obligated, in turn, to remit such amounts to the DTC Participants
for subsequent disbursement to the Beneficial Owners. See APPENDIX G—BOOK-ENTRY
ONLY SYSTEM.

SECURITY FOR THE BONDS

The general fund of the City is not liable and the credit or taxing power of the City is not pledged
for the payment of the principal of and interest on the Bonds. The Owners of the Bonds may not compel
the exercise of the taxing power by the City or the forfeiture of its property. The principal of and interest
on the Bonds are not a debt of the City, nor a legal or equitable pledge, charge, lien or encumbrance, upon
any of its property, or upon any of its income, receipts, or revenues except the Net Revenues of the
Wastewater System.

Pledge of Net Revenues

The Bonds are secured by a first pledge of and lien on all of the Net Revenues on a
parity with the 2007 Installment Sale Agreement. In addition, the Bonds are secured by a
pledge of all of the moneys in the Debt Service Fund and the Reserve Fund, including all
amounts derived from the investment of such moneys. The Bonds and any Parity Debt are
equally secured by a pledge, charge and lien upon the Net Revenues and such moneys without
priority for series, issue, number or date and the payment of the interest on and principal of
the Bonds will be and are secured by an exclusive pledge, charge and lien upon the Net
Revenues and such moneys. So long as any of the Bonds are Outstanding, the Net Revenues
and such moneys may not be used for any other purpose; except that out of the Net Revenues
there may be apportioned such sums, for such purposes, as are expressly permitted by the
Indenture.

The Indenture defines “Wastewater System” as the existing wastewater system of the
City, comprising any and all facilities, properties and improvements at any time owned,
controlled or operated by the City for the collection, treatment, disposal or reuse of
wastewater, including sewage treatment plants, intercepting and collecting sewers, outfall
sewers, force mains, pumping stations, ejector stations, pipes, valves, machinery and all other
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appurtenances necessary, useful or convenient for the collection, treatment, disposal or reuse
of sewage, and any necessary lands, rights of way and other real or personal property useful in
connection therewith.

The Indenture defines “Net Revenues” as, with respect to any period, an amount equal
to all of the Gross Revenues received during such period minus the amount required to pay all
Operation and Maintenance Costs becoming payable during such period.

The Indenture defines “Gross Revenues” as all gross income and revenue received by
the City from the ownership and operation of the Wastewater System, including, without
limiting the generality of the foregoing, (a) all income, rents, rates, fees, connection fees, charges
or other moneys derived from the services, facilities and commodities sold, furnished or
supplied through the facilities of the Wastewater System, (b) the earnings on and income
derived from the investment of such income, rents, rates, fees, charges or other moneys to the
extent that the use of such earnings and income is not limited by or pursuant to the law
relating to the Wastewater System (including interest earnings on the Reserve Fund), (c) the
proceeds derived by the City directly or indirectly from the sale, lease or other disposition of a
part of the Wastewater System, and (d) all investment earnings credited by the Trustee under
the Indenture to the Debt Service Fund; provided, however, that the term “Gross Revenues” will
not include customers” deposits or any other deposits subject to refund until such deposits
have become the property of the City.

The Indenture defines “Operation and Maintenance Costs” as all expenses and costs of
management, operation, maintenance and repair of the Wastewater System, including
operating charges payable to the Central Contra Costa Sanitary District, a special district
responsible for wastewater collection, treatment and disposal in central Contra Costa County
(the “CCCCSD”) for treatment of wastewater transported to the CCCSD, but excluding (i)
debt service or other similar payments on Parity Debt or other obligations, a (ii) depreciation
and obsolescence charges or reserves therefor and amortization of intangibles or other
bookkeeping entries of a similar nature; (iii) payments made to the CCCSD which are
characterized as “capital costs”; and (iv) any expense classified as discretionary by the City to
the operation of the Wastewater System.

In consideration of the acceptance of the Bonds by those who will hold the same from
time to time, the Indenture will be deemed to be and will constitute a contract between the City
and the Owners from time to time of the Bonds, and the covenants and agreements herein set
forth to be performed on behalf of the City will be for the equal and proportionate benefit,
security and protection of all Owners of the Bonds without preference, priority or distinction as
to security or otherwise of any of the Bonds over any of the others by reason of the number or
date thereof or the time of sale, execution and delivery thereof, or otherwise for any cause
whatsoever, except as expressly provided therein or herein.

Reserve Fund

There is created under the Indenture a separate fund to be known as the “Reserve
Fund” to be held in trust by the Trustee. The Reserve Fund Policy in the Reserve Fund will be
held in trust as a reserve for the payment when due of the Debt Service on the Bonds on behalf
of the City.

If on any Interest Payment Date the moneys available in the Debt Service Fund do not
equal the amount of the Debt Service on the Bonds then coming due and payable, the Trustee
will draw on the Reserve Fund Policy and apply the moneys available in the Reserve Fund to
make such payments on behalf of the City by transferring the amount necessary for this



purpose to the Debt Service Fund. Upon receipt of any delinquent Debt Service with respect to
which moneys have been advanced from the Reserve Fund, such Debt Service will be deposited
in the Reserve Fund to the extent of such advance, and used to reimburse the Insurer for the
draw made on the Reserve Fund Policy.

The City will repay any draws under the Reserve Fund Policy and pay all related
reasonable expenses incurred by the Insurer. Interest will accrue and be payable on such draws
and expenses from the date of payment by the Insurer at the Late Payment Rate. “Late
Payment Rate” means the lesser of (a) the greater of (i) the per annum rate of interest, publicly
announced from time to time by JPMorgan Chase Bank at its principal office in the City of
New York, as its prime or base lending rate (“Prime Rate”) (any change in such Prime Rate to
be effective on the date such change is announced by JPMorgan Chase Bank) plus 5%, and (ii)
the then applicable highest rate of interest with respect to the Bonds and (b) the maximum rate
permissible under applicable usury or similar laws limiting interest rates. The Late Payment
Rate will be computed on the basis of the actual number of days elapsed over a year of 360
days. In the event JPMorgan Chase Bank ceases to announce its Prime Rate publicly, Prime
Rate will be the publicly announced prime or base lending rate of such national bank as the
Insurer will specify.

Repayment of draws and payment of expenses and accrued interest thereon at the Late
Payment Rate (collectively, “Policy Costs”) will commence in the first month following each
draw, and each such monthly payment will be in an amount at least equal to 1/12 of the
aggregate of Policy Costs related to such draw.

Amounts in respect of Policy Costs paid to the Insurer will be credited first to interest
due, then to the expenses due and then to principal due. As and to the extent that payments
are made to the Insurer on account of principal due, the coverage under the Reserve Fund
Policy will be increased by a like amount, subject to the terms of the Reserve Fund Policy.

All cash and investments in the Reserve Fund will be transferred to the Debt Service
Fund for payment of principal and interest with respect to the Bonds before any drawing may
be made on the Reserve Fund Policy or any other credit facility credited to the Reserve Fund in
lieu of cash (“Credit Facility”). Payment of any Policy Costs will be made prior to
replenishment of any such cash amounts. Draws on all Credit Facilities (including the Reserve
Fund Policy) on which there is available coverage will be made on a pro-rata basis (calculated
by reference to the coverage then available thereunder) after applying all available cash and
investments in the Reserve Fund. Payment of Policy Costs and reimbursement of amounts
with respect to other Credit Facilities will be made on a pro-rata basis prior to replenishment of
any cash drawn from the Reserve Fund. For the avoidance of doubt, “available coverage”
means the coverage then available for disbursement pursuant to the terms of the applicable
alternative credit instrument without regard to the legal or financial ability or willingness of the
provider of such instrument to honor a claim or draw thereon or the failure of such provider to
honor any such claim or draw.

If the City will fail to pay any Policy Costs in accordance with the requirements of set
forth above, the Insurer will be entitled to exercise any and all legal and equitable remedies
available to it, including those provided under the Indenture, other than (i) acceleration of the
maturity of the Bonds or (ii) remedies which would adversely affect owners of the Bonds.

The Trustee will ascertain the necessity for a claim upon the Reserve Fund Policy in
accordance with the provisions set forth above and provide notice to the Insurer in accordance
with the terms of the Reserve Fund Policy at least five Business Days prior to each date upon
which interest or principal is due with respect to the Bonds. The Trustee will give notice to the
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Insurer of any failure of the City to make timely payment in full of scheduled Debt Service
within two Business Days of the date due.

Receipt, Deposit and Application of Gross Revenues and Net Revenues

The City has previously established the Wastewater Fund, which it will continue to
hold and maintain. The City will deposit all Gross Revenues in the Wastewater Fund promptly
upon the receipt thereof, and will apply amounts in the Wastewater Fund solely for the uses
and purposes set forth herein and for the uses and purposes set forth in any Parity Debt
Documents.

Application of Amounts in Wastewater Fund. The City will withdraw amounts on deposit
in the Wastewater Fund and apply such amounts at the times and for the purposes, and in the
priority, as follows:

(i) Operation and Maintenance Costs. The City will apply amounts on deposit
in the Wastewater Fund to pay all Operation and Maintenance Costs when due.

(ii) Debt Service Fund. In addition to transfers which are required to be made
for repayment of any Parity Debt, on or before the 3rd Business Day preceding each
Interest Payment Date, so long as any Bonds remain Outstanding, the City will
withdraw from the Wastewater Fund and pay to the Trustee for deposit into the Debt
Service Fund (which the Trustee will establish and hold in trust hereunder) an amount
which, together with other available amounts then on deposit in the Debt Service Fund,
is at least equal to the aggregate amount of principal of and interest coming due and
payable on the Bonds on such Interest Payment Date.

The Trustee will apply amounts in the Debt Service Fund solely for the purpose
of (A) paying the interest on the Outstanding Bonds when due and payable, and (B)
paying the principal of the Bonds at the maturity thereof. Upon the payment of all
Outstanding Bonds, the Trustee will transfer any moneys remaining in the Debt Service
Fund to the City for deposit into the Wastewater Fund.

(iii) Reserve Fund Policy. If there has been a draw on the Reserve Fund Policy,
the Trustee will promptly notify the City of such fact and the City will promptly (A)
withdraw the amount of such draw from available Net Revenues on deposit in the
Wastewater Fund, and (B) transfer such amount to the Trustee for payment to the
Insurer.

If the amounts on deposit in the Debt Service Fund on any Interest Payment
Date are insufficient to pay the principal of and interest on the Bonds then coming due,
the Trustee will draw the amount of such insufficiency from the Reserve Fund Policy
and transfer it to the Debt Service Fund. On the date on which all Bonds are retired, any
moneys then on deposit in the Reserve Fund will be withdrawn by the Trustee and paid
to the Insurer.

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

(i) the payment of any subordinate obligations or any unsecured obligations;

(ii) the acquisition and construction of extensions and improvements to the
Wastewater System;

(iii) the redemption of any obligations of the City relating to the Wastewater
System; or

(iv) any other lawful purpose of the City relating to the Wastewater System.
Rate Stabilization Fund

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

The City may, but is not required to, withdraw from any amounts on deposit in a Rate
Stabilization Fund and deposit such amounts in the Wastewater Fund in any Fiscal Year for
the purpose of paying Debt Service coming due and payable in such Fiscal Year. Amounts so
transferred from a Rate Stabilization Fund to the Wastewater Fund will constitute Gross
Revenues for such Fiscal Year (except as otherwise provided herein), and will be applied for the
purposes of the Wastewater Fund. Amounts on deposit in a Rate Stabilization Fund will not
be pledged to or otherwise secure the Bonds or any Parity Debt. All interest or other earnings
on deposit in a Rate Stabilization Fund will be withdrawn therefrom at least annually and
accounted for as Gross Revenues in the Wastewater Fund. The City has the right at any time to
withdraw any or all amounts on deposit in a Rate Stabilization Fund and apply such amounts
for any lawful purposes of the City.

Rate Covenant

The City covenants in the Indenture that it will prescribe, revise and collect such charges
for the services and facilities of the Wastewater System which, after allowances for
contingencies and error in the estimates, will produce Gross Revenues sufficient in each Fiscal
Year to provide Net Revenues equal to 1.15 times (i) Debt Service on the Bonds coming due
and payable during such Fiscal Year, and (ii) all payments required to pay Debt Service on
Parity Debt coming due and payable during such Fiscal Year.

Limitations on Future Obligations Secured by Net Revenues

No Obligations Superior to Bonds or Parity Debt. In order to protect further the availability
of the Net Revenues and the security for the Bonds and any Parity Debt, the City covenants
that it will not issue or incur any additional bonds or other obligations having any priority in
payment of principal or interest out of the Net Revenues over the Bonds. Nothing limits or
affects the ability of the City to issue or incur (a) Parity Debt, or (b) obligations which are
either unsecured or which are secured by an interest in the Net Revenues which is junior and
subordinate to the pledge of and lien upon the Net Revenues established under the Indenture.
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Parity Debt. The City may issue Parity Debt in such principal amount as it determines,
subject to the following conditions precedent:

(i) The City is not in default under the terms of the Indenture;

(ii) Net Revenues, calculated on sound accounting principles, as shown by the
books of the City for the latest Fiscal Year or any more recent twelve (12) month period
selected by the City ending not more than sixty (60) days prior to the adoption of the
resolution pursuant to the Parity Debt Instrument such Parity Debt is issued or
incurred, plus, at the option of the City, the Additional Revenues, will have amounted
to at least 1.15 times the maximum Debt Service coming due and payable in any future
Fiscal Year;

(iif) Interest payments on such Parity Debt will be payable on August 1 and
February 1, and principal payments on such Parity Debt will be payable on February 1;
and

(iv) So long as the 2007 Installment Sale Agreement remains Outstanding, the
City will comply with the parity debt provisions of the 2007 Installment Sale
Agreement, including the requirement that a reserve fund shall be created for such issue
of Parity Debt.

The City will deliver to the Trustee a Certificate of the City certifying that each of the
conditions precedent to the issuance of such Parity Debt set forth above have been satisfied.

THE WASTEWATER SYSTEM
General

The City provides wastewater collection and conveyance services to 124,384 residents
of the City and to the 10,996 residents of the City of Clayton for a total of 135,380 residents
served. Wastewater is conveyed to the CCCSD treatment plant for treatment.

CCCSD'’s service area encompasses approximately 141 square miles, serving the cities
of Walnut Creek, Pleasant Hill, Lafayette, Orinda, Moraga, western Martinez, Danville, and
northern portion of San Ramon, as well as communities in the unincorporated areas of Contra
Costa County. The cities of Concord and Clayton are not part of CCCSD, but their wastewater
is collected and conveyed by the City, then treated by the CCCSD under a 1974 contract with
the City.

CCCSD owns and maintains approximately 1,500 miles of sewer pipeline, ranging in
size from 6 inches to 102 inches in diameter, and 18 sewage pumping plants. The main
components of the CCCSD’s wastewater system are the wastewater treatment plant (the
“WWTP”) near the Interstate 680/State Route 4 interchange in unincorporated Martinez, a
treated effluent outfall to Suisun Bay, and the collection system, of which its existing A-Line
Interceptor is a main artery. The WWTP treats and discharges approximately 45 million
gallons per day (MGD) of wastewater effluent (treated wastewater) into Suisun Bay.
Additionally, CCCSD produces one to two MGD of high quality recycled water for WWTP
processes and landscape irrigation.
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The WWTP is operated by the use of electricity, natural gas, and landfill gas. Landfill
gas from the closed ACME dump is used to run the incinerators and auxiliary boilers,
although the available landfill gas is not sufficient to run both at full capacity. Landfill gas
accounts for 27% of the gas usage at the plant. Additionally, natural gas provides for 94% of
the plant’s electrical needs through a cogeneration unit; the other 6% comes from PG&E’s
electrical grid. The WWTP has the ability to switch between natural gas and electrical power,
depending on the variable cost of each power source. Energy prices have a significant impact
on the operating costs of the WWTP and on the Wastewater System budget, since the City
pays almost one third of the maintenance and operations cost of the WWTP. The City also
pays approximately 30% of CCCSD’s capital replacement costs as it pertains to rehabilitation
and replacement projects for infrastructure and equipment at the WWTP.

The City contracts with the CCCSD for treatment of the City’s sewage at the WWTP by
paying a share of the maintenance, operation, and capital replacement costs of the WWTP. The
City has contracted with CCCSD since 1974 and treatment payments are calculated based on
the City’s share of CCCSD’s total flow.

The City owns and operates approximately 382 miles of 6- to 54-inch diameter
collector and trunk sewers. The majority of the sewers are vitrified clay pipe (VCP).
Approximately 4 percent are reinforced concrete pipe (RCP) without lining. City staff has
defined trunk sewers as mains 12 inches in diameter and larger. Many of the trunk sewers were
constructed before 1980. The City’s wastewater is conveyed by gravity flow to CCCSD’s
WWTP. In 1997, City staff found a 24-inch diameter concrete trunk sewer on Monument
Boulevard in severely corroded condition due to sulfide gas. The crown of the 24-inch-diameter
pipe was completely corroded through at several locations and the City had to perform
emergency repair on approximately 2,000 linear feet of the trunk sewer to avoid collapse.

Capital Improvements

In 2000, the engineering firm of Brown and Caldwell (“B&C”) performed an
assessment on the condition of the City’s concrete trunk sewer lines. In 2002, B&C submitted a
study that prioritized the City’s sewer rehabilitation needs and recommended a phased
program to replace or rehabilitate a significant number of these mains over the next 20 years.
The 2004 Certificates were delivered to finance the $12.2 million first phase of rehabilitation.
The total program was originally estimated to cost $48 million, but by competing different
trenchless technologies against each other on the first phase, the work ended up costing less
than half that amount and was able to expand the scope to include future phases.

Three projects were funded that rehabilitated of more than 10 miles of deteriorated
concrete trunk sewer lines using trenchless technology. This method allowed the rehabilitation
work to be completed underground, substantially reducing the cost of the work and
minimizing the impact on trafficc. On December 5, 2006, the Council accepted the
improvements for the last of three projects implemented with these funds. In total, fourteen
project segments were rehabilitated in the sewer system:

Meadow Lane between Blackfield Drive and Robin Lane;

Detroit Avenue between Clayton Road and Todd Avenue;

Walters Way on the north side of Galindo Woods Apartments from Monument to Detroit;
Cowell Road between St. Francis Drive and Loma Vista School;

Newhall Park;

Clayton Road between Detroit and Sunset, and along Sunset between Clayton Road and
Sinclair Avenue;

7. Pine Street between Clayton Road and Detroit Avenue;

o Uk W
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8. Walnut Avenue between The Alameda and Farm Bureau Road;

9. Sinclair Avenue from Sunset to The Alameda, and along The Alameda from Sinclair to
Walnut Avenue;

10. Farm Bureau Road from Walnut Avenue to Clayton Road, Clayton Road from Farm
Bureau to La Vista and La Vista from Clayton Road to Joan Avenue;

11. Olive Drive west across Clayton Road at Newhall Parkway to Boxer Boulevard;

12. Boxer Boulevard south to the section at Newhall Park;

13. Joan Avenue to Bel Air Drive, and crossing Treat Boulevard to Canterbury Drive to Joan
and La Vista Avenue;

14. Concord Avenue from Meridian Park Boulevard to the Freeway 680 off ramp near
Diamond Boulevard; and

15. Monument Boulevard from Oak Grove to Detroit and along Detroit to Todd.

Certificates of participation were delivered in 2007 to complete the remaining
rehabilitation work identified in the B&C study and finance a joint project between the City
and CCCSD that replaced the need for some of the project segments around the City’s pump
station. The A-line Relief Interceptor project constructed a gravity-fed sewer main under
Meridian Park Boulevard from Buchanan Fields Golf Course to Galaxy Way. Prior to the A-line
project, all sewage flowed to the pump station and then was pumped under Walnut Creek to
CCCSD’s A-line located just east of I-680. This allowed the pump station to be taken out of
service.

In June 2010, City Council approved its 2010-11 budget and added approximately
$700,000 for a total of about $900,000 annual allocation in a Capital Facility Contingency
(CEC) fund to be used to cover any large capital replacement projects to maintain the sewer
infrastructure. In prior years, the budget had set aside only $200,000 annually in the CFC
budget, which was deemed inadequate for infrastructure related to a city the size of the City.
The $900,000 CFC budget is based on a 1% reserve replacement reserve account and is based
on the value of the City’s infrastructure system. In addition in 2012, the City has started the
construction on the first phase of an $8 million capital project to replace clay mains in the
downtown area that are undersized or failing. This project is expected to be funded from fund
balances on a pay-as-you go basis.
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Wastewater System Users

The following table lists the top ten users of the Wastewater System, including their
classification of use and their percentage of total use. The top ten users represent only 5.00% of
total use and no one user represents more than 0.51% of total use. The primarily residential
customer base results in low customer concentration.

CITY OF CONCORD
WASTEWATER SYSTEM
TEN LARGEST USERS
12 Months Through June 30, 2011

Customer Type of Use Percent

1. Killarney Properties 300 Apartments 0.51%
2. Mt. Diablo Unified School District 30 School Sites 0.51
3. John Muir Medical Center Hospital & Medical Campus 0.50
4. Concord Family Apartments, LP 291 Apartments 0.49
5. U.S. Coast Guard 289 Dwelling Units 0.49
6. Concord Gardens Mobile Home Park 260 Mobile Homes + Rec Bldg 0.44
7. Evilsizor, John L & Mary A 218 Apartments 0.37
8. Clayton Creek Partnership 208 Apartments 0.35
9. Concord Homes, Inc. 196 Senior Apartments 0.33
10. Concord Mobile Home Park 194 Mobile Homes 0.33

4.32%

Source: City of Concord, Comprehensive Annual Financial Report, dated June 30,2011.
Sewer Rates

General. The sewer rates for the entire Wastewater System are set by the City and are
not subject to review by any state or local governmental agency. In the past, rate changes have
been enacted by the City Council based upon the recommendations of staff or a private sewer
engineering consultant. The sewer service charges are set by separate City Ordinance under
Concord Municipal Code Section 110-32(c).

Current Rates. In June of 2003, in anticipation of the rehabilitation needs of the
Wastewater System and additional requirements for operations, maintenance and capital
improvements at the CCCSD treatment plant, the City Council implemented the first of
several required sewer charge increases. The most recent increase went into effect on July 1,
2011, and increased the basic sewer charge to $324 per year from $306 per year. It is
anticipated that additional rate increases will be required as future components of the total
rehabilitation program are completed. See “Future Increases” below.
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The current sewer rates are shown on the following table.

CITY OF CONCORD
SEWER RATES FOR FISCAL YEAR 2012-13
Use Classification Charge
Residential Owners
Minimum rate for any premises $324.00 per year
Each single family dwelling unit $324.00 per year
Each unit in a multiple dwelling structure $324.00 per year per unit

Mobile home park

Commercial Owners ¥

$324.00 per year per space

Minimum rate for any premises $324.00 per year
Bowling alleys $2.86 per 100 cubic feet
Car washes $2.86 per 100 cubic feet
Health studios and gymnasiums $2.86 per 100 cubic feet
Hospitals—Convalescent $2.86 per 100 cubic feet
Multiple lodging structures $2.86 per 100 cubic feet
Laundromats and laundries $2.86 per 100 cubic feet
Restaurants $5.70 per 100 cubic feet
Restaurants with pretreatment facilities $3.24 per 100 cubic feet
Bakeries Determined individually
All others $3.24 per 100 cubic feet
Institutional Owners

Minimum rate for any premises $324.00 per year

Uses other than convalescent hospitals $3.24 per 100 cubic feet
Industrial Owners @

Minimum rate for any premises $324.00 per year
Flow/million gallons $2,514.00 per year
Biochemical oxygen demand per thousand pounds $591.00 per year
Suspended solid per thousand pounds $503.00 per year

Special Discharge Permits, as issued by the District (2)

Special Contractual Agreement

Determined individually

Determined individually

Source: City of Concord.
M Charge based upon quantity of water used (in cubic feet).
@ Charge based upon quantity of water used and quality of effluent.
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Comparison to Nearby Agencies. The City’s sewer charge is the second lowest in the
County and 29% lower than the average of the existing annual charges of the nearby sewer
treatment agencies, as shown in the following table:

CITY OF CONCORD
SEWER RATES AS COMPARED TO NEARBY AGENCIES
Agency Sewer Charge
Rodeo $685
Crockett 632
Oakley (Ironhouse) 592
Richmond 547
Hercules 510
Martinez (Mt View) 491
Livermore 489
Pittsburg (DDSD) 431
Pleasanton 412
Bay Point (DDSD) 389
CCC Unincorporated* 371
Danville* 371
Lafayette* 371
Martinez* 371
Moraga* 371
Orinda* 371
Pleasant Hill* 371
Walnut Creek* 371
Antioch (DDSD) 353
Dublin/San Ramon 345
Concord & Clayton 324
San Pablo (West County) 304

Source: City of Concord.
* Located in the Central Contra Costa Sanitary District Service Area.

Future Increases. In order to meet the future expenditure requirements of the
Wastewater System and to have sufficient revenues to pay debt service on future borrowings
to complete the planned rehabilitation of the Wastewater System, and based upon its 20 year
financial plan, the City contemplates further periodic increases in the annual sewer charge. The
future increases are anticipated as shown in the following table although there is no assurance
that such increases will be approved and are subject to Proposition 218 approval process:

CITY OF CONCORD
ANTICIPATED SEWER CHARGE INCREASES
(as of Fiscal Year Ending June 30)

Fiscal Year of Increase Amount of Increase
2012-2013 —_
2013-2014 $30
2014-2015 30
2015-2016 30
2016-2017 30

Source: City of Concord.
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Collection of Sewer Charges

The City’s sewer charge is collected by the County on the property tax bill. The County
forwards 100% of the sewer charges to the City without reductions for delinquencies pursuant
to section 4701-4717 of the California Revenue and Taxation Code (the “Teeter Plan”). Under
the Teeter Plan, the County maintains a Tax Loss Reserve Fund for the purpose of paying each
taxing entity 100% of the amounts of secured taxes levied. The County has the power to
unilaterally discontinue its practice of paying 100% of the tax levy to the City notwithstanding
delinquencies and certain assessment appeals on a countywide basis with respect to one or
more categories, including for example unitary taxes or special assessment installments. The
Teeter Plan may also be discontinued by petition of two-thirds (2/3) of the participant taxing
agencies.

Financial Statements

The City’s audited financial statements dated October 28, 2011, for the fiscal year
ended June 30, 2011, which include the financial results of the Wastewater System, are
attached hereto as APPENDIX B—COMPREHENSIVE ANNUAL FINANCIAL REPORT OF
THE CITY FOR THE FISCAL YEAR ENDED JUNE 30, 2011.
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Financial Information

The following tables present the City’s Wastewater System’s Balance Sheet and
Statement of Revenues, Expenses and Changes in Retained Earnings prepared by the City from
audited financial statements for the fiscal years ended June 30, 2008, through June 30, 2011

The 2012 data is projected.

CITY OF CONCORD SEWER FUND
STATEMENT OF NET ASSETS

For the Fiscal Years Ended June 30, 2008, through June 30, 2012

ASSETS:

Current assets:
Cash with investments
Cash with fiscal agents
Account receivable
Interest Receivable
Due from other funds
Prepaid items

Total Current Assets

Non-current assets:
Advances to other funds
Debt issue costs (net of
amortization)
Net OPEB assets
Capital assets
Land
Construction in progress
Building and improvements
Machinery and equipment
Sewer collection system
Less: accumulated depreciation
Net capital assets
Total Non-current Assets
Total Assets

LIABILITIES:
Current Liabilities (payable from

current assets)
Accounts and contracts payable
Accrued liabilities
Due to other funds
Compensated absences payable
Bond interest payable
Capital lease payable
Certifcates of participation
Claims payable

Total Current Liabilities

Noncurrent Liabilities
Compensated absences payable
Advance from other funds
Capital lease payable
Certifcates of participation
Total Noncurrent
liabilities
Total Liabilities

NET ASSETS:

Invested in Capital Assets,
Net of Related Debt

Unrestricted

Total Net Assets Business-Type
Activities

Source: City of Concord Audited Financial Statements, June 30,2011, except 2012 data which is projected.

Projected

2008 2009 2010 2011 2012
$30,463,902 $29,142,573 $30,972,404 $31,011,601 $31,660,370
13,019,371 6,937,233 955,088 835,007 54
— 21,054 1,983 4,667 7,342
27,524 13,770 5,125 4,409 3,313
— — 177,972 —
60 — — — —
43,510,857 36,114,630 31,934,600 32,033,656 31,671,079
550,000 550,000 3,550,000 3,550,000 3,550,000
334,838 334,838 334,839 334,839 334,839
2,631,851 12,194,285 12,648,342 328,223 1,315,445
2,824,944 2,824,944 2,824,944 2,824,944 2,824,944
437914 237 450 237,450 143,984 112,188
196,429,630 196,538,010 196,538,010 209,310,464 209,485,480
(123,106,446)  (126,910,893)  (130,925,856)  (134,974,188)  (139,212,771)
79,552,731 85,218,634 81,657,729 77,968,266 74,860,125
80,102,731 85,768,634 85,207,729 81,518,266 78,410,125
123,613,588 121,883,264 117,142,329 113,551,922 110,081,204
16,380,152 14,790,365 12,867,535 13,066,339 13,839,787
— — 9,154 42,310 27,039
40,957 196,241 30,863 21,880 21,880
407,965 398,637 388,731 378,329 367,145
680,000 705,000 730,000 750,000 780,000
17,509,074 16,090,243 14,026,283 14,258,858 15,035,852
177,251 47,154 60,612 70,261 70,261
22,935,000 22,230,000 21,500,000 20,750,000 19,970,000
23,112,251 22,277,154 21,560,612 20,820,261 20,040,261
40,621,325 38,367,397 35,586,895 35,079,119 35,076,113
68,957,102 69,220,867 60,382,817 57,303,273 54,110,178
14,035,161 14,295,000 21,172,617 21,169,530 20,838,874
$82,992,263 $83,515,867 $81,555,434 $78,472,803 $75,005,091
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STATEMENT OF REVENUES, EXPENSES AND

OPERATING REVENUES
Services fees
Other

Total Operating Revenues

OPERATING EXPENSES
Operating and maintenance
Depreciation and amortization

Total Operating Expenses

Operating Income (Loss)

NONOPERATING EXPENSES
Investment income
Interest Expense
Gain (Loss) from Disposition of
Capital Assets
Net Non-operating Revenues
(Expenses)

Income (Loss) Before
Contributions and Transfers

Contributions
Transfers in

Transfers out
Changes in net assets

Total net assets-beginning

Total net assets-ending

CITY OF CONCORD SEWER FUND

CHANGES IN FUND NET ASSET
For the Fiscal Years Ended June 30, 2008, through June 30, 2012

Projected

2008 2009 2010 2011 2012
$17,915,613 $18,296,077 $18,418,094 $18,236,674 $19,359,525

— — 5,608 1,664 —
17,915,613 18,296,077 18,423,702 18,238,338 19,359,525
18,720,336 13,704,022 16,341,482 16,633,905 17,944,484
3,905,125 4,014,445 4,014,964 4,141,797 4,270,380
22,625,461 17,718,467 20,356,446 20,775,702 22,214,865
(4,709,848) 577,610 (1,932,744) (2,537,364) (2,855,339)
1,477,216 807,111 919,133 393,620 356,614
(817,649) (969,788) (946,822) (922,552) (896,805)

(1,425,365) — — 2,961 —
(765,796) (162,677) (27,689) (525,971) (540,191)
(5,475,646) 414,933 (1,960,433) (3,063,335) (3,395,531)

16,120 117,915

(9,244) (19,296) (72,181)
(5,459,526) 523,604 (1,960,433) (3,082,631) (3,467,712)
88,451,789 82,992,263 83,515,867 81,555,434 78,472,803
82,992,263 83,515,867 81,555,434 78,472,803 75,005,091

Source: City of Concord Audited Financial Statements, except 2012 data which is projected.
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Historical Operating Results

The following table presents a five year historical comparison of revenues and expenses
of the Sewer Fund as taken from the City’s audited financial statements. The following table
excludes depreciation and interest expense charged to the Sewer Fund and transfers to other

funds.

CITY OF CONCORD SEWER FUND

HISTORICAL PLEDGED NET REVENUES AND DEBT SERVICE COVERAGE

For Fiscal Years Ended June 30, 2008, through June 30, 2012

Gross Revenues
Service Fees
Connection Fees
Contributions
Investment Income

Total Gross Revenues

Operation and Maintenance Expenses
Net Revenues

Debt Service — 2004 COPs
Debt Service — 2007 COPs

Total Debt Service

Debt Service Coverage Ratio

Net Revenues after Debt Service
Capital Payments to CCCSD

Surplus Net Revenues

Fiscal Years Ended June 30,

2008 2009 2010 2011 2012
$17,634953  $17,516,596 $18,174,264 $17,924,237  $19,088,784
280,660 779,481 243,830 312,437 270,741

16,120 117,915 — — —
1,477,216 807,111 919,133 393,620 356,614
$19,408,949  $19,221,103 $19,337,227  $18,630,294 $19,716,139
$13,384,062  $10,684,653 $12,712,533 $13417,715 $14,925,484
$6,024,887 $8,536,450  $6,624,694  $5,212,579  $4,790,655
$ 824,026 $ 821,826 $ 823,614 $ 823,864 $ 822,699
581,310 873,148 871,833 874,993 872,430
$1,405,336 $1,694974  $1,695446  $1,698,856  $1,695,129
4.29x 5.04x 3.91x 3.07x 2.83x
$4,619,551 $6,841,476  $4,929,248  $3,513,723  $3,095,526
5,336,273 5,485,858 3,628,949 3,216,190 3,019,000
$ (716,722) $1,355,618  $1,300,299 $ 297,533 $76,526

Source: City of Concord Audited Financial Statements, except 2012 which is based on budgeted information.
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Projected Operating Results

The following is a projection of the revenues and expenses of the Wastewater System
for five fiscal years as prepared by the City.

These projections are based upon current circumstances and available information that
the City believes to be reasonable. The assumptions may be affected by numerous factors and
there can be no assurance that such projections will be achieved. Additional rate increases may
become necessary in the future in order for the City to comply with provisions of the Indenture
and finance the contemplated expansion and improvements to the Wastewater System.

CITY OF CONCORD SEWER FUND
FIVE-YEAR FORECAST OF NET REVENUES AND DEBT SERVICE COVERAGE

For Fiscal Years Ending June 30, 2013, through June 30, 2017

Fiscal Years Ending June 30,

2013 2014 2015 2016 2017

Gross Revenues

Service Fees ¥ $18,989,475 $20,688,975 $22,388,475 $24,087,975 $25,787,475
Connection Fees 400,000 400,000 400,000 600,000 600,000
Investment Income/Loan Repayment 326,000 274,000 350,000 264,000 320,000
Total Gross Revenues $19,715,475 $21,362,975 $23,138,475 $24,951,975 $26,707,475
Operation and Maintenance Expenses ~ $14,984,358 $15,473,057 $16,358,332 $16,671,411 $16,810,187
Net Revenues $4,731,119 $5,889,918 $6,780,143 $8,280,564 $9,897,288
Debt Service — 2007 COPs $ 824,026 $ 821,826 $ 823,614 $ 823,864 $ 822,699
Debt Service — 2012 Bonds 563,798 749,131 749,331 751,831 749,181
Total Debt Service $1,387,824 $1,570,957 $1,572,945 $1,575,695 $1,571,880
Debt Service Coverage Ratio 3.41x 3.75x 4.31x 5.26x 6.30x
Net Revenues after Debt Service $3,343,295 $4,318,961 $5,207,198 $6,704,869 $8,325,408
Capital Payments to CCCSD 2,450,000 2,979,000 3,125,000 3,278,000 3,439,000
Surplus Net Revenues $ 893,295 $1,339,961 $2,082,198 $3,426,869 $4,886,408

Source: City of Concord.

M Assumes $30 per year increase inrates in fiscal years 2014-2017.

Other Post Employment Benefits

Substantially all full-time City employees and their eligible dependents are eligible for
post-retirement health care benefits under the CalPERS sponsored health plans currently
funded during the employees active service. During fiscal year 2008, the City implemented the
provisions of Governmental Accounting Standards Board Statement No. 45, Accounting and
Financial Reporting by Employers for Postemployment Benefits Other Than Pensions. This Statement
establishes uniform financial reporting standards for employers providing postemployment
benefits other than pensions (OPEB). Required disclosures are presented below.

By Council resolution and through agreements with its labor units, the City provides
certain health care benefits for retired employees (spouse and dependents are not included)
under third-party insurance plans. A summary of eligibility and retiree contribution
requirements are shown below by bargaining unit:
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The City pays health insurance premiums up to $551, $1,106, $1,432 for a retiree,
couple, and family, respectively.

As of June 30, 2011, approximately 346 participants were eligible to receive benefits.

Funding Policy and Actuarial Assumptions. The annual required contribution (ARC) was
determined as part of a June 30, 2008 actuarial valuation using the entry age normal actuarial
cost method. This is a projected benefit cost method, which takes into account those benefits
that are expected to be earned in the future as well as those already accrued. The actuarial
assumptions included (a) 7.75% investment rate of return including 3% inflation, (b) 3.25%
projected annual salary increase, and (c) 4.5% health care costs inflation increases. The
actuarial methods and assumptions used include techniques that smooth the effects of short-
term volatility in actuarial accrued liabilities and the actuarial value of assets. Actuarial
calculations reflect a long-term perspective and actuarial valuations involve estimates of the
value of reported amounts and assumptions about the probability of events far into the
future. Actuarially determined amounts are subject to revision at least biannually as results
are compared to past expectations and new estimates are made about the future. The City’s
OPEB unfunded actuarial accrued liability is being amortized as a level percentage of
projected payroll using a 30 year closed amortization period.

In accordance with the City’s budget, the annual required contribution (ARC) is to be
funded through out the year as a percentage of payroll. Concurrent with implementing
Statement No. 45, the City Council passed a resolution to participate in the California
Employers Retirees Benefit Trust (CERBT), an irrevocable trust established to fund OPEB.
CERBT is administrated by CalPERS, and is managed by an appointed board not under the
control of City Council. This Trust is not considered a component unit by the City and has
been excluded from these financial statements. Separately issued financial statements for
CERBT may be obtained from CalPERS at P.O. Box 942709, Sacramento, CA 94229-2709.

Funding Progress and Funded Status. Generally accepted accounting principles permit
contributions to be treated as OPEB assets and deducted from the Actuarial Accrued Liability
when such contributions are placed in an irrevocable trust or equivalent arrangement. During
the fiscal year ended June 30, 2011, the City contributed $4,671,001 to the Plan, which
represented 15% of $30,830,000 of covered payroll, including additional funds to CERBT. As a
result, the City has recorded the Net OPEB Asset and actual contributions, as presented
below:

Annual required contribution (ARC) $4,099,000
Interest on Net OPEB asset 593,988
Adjustment to annual required contribution (775,602)
Annual OPEB cost 3,917,386
Contributions made
City portions of current year premiums paid 3,171,001
Contributions to CERBT 1,500,000
Total contributions 4,671,001
Change in Net OPEB Asset 753,615
Net OPEB Asset at June 30, 2010 7,844,388
Net OPEB Asset at June 30, 2011 $8,598,003

Source: City of Concord 2011 Audited Financial Statements.
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The actuarial accrued liability (AAL) representing the present value of future benefits,
included in the actuarial study dated June 30, 2010, amounted to $49,254,000 and was
unfunded since no assets have been transferred into CERBT as of that date. However, as of
June 30, 2011, the City’s investment with CERBT along with investment income totaled
$19,093,352 and reduced the unfunded actuarial accrued liability.

The Plan’s annual OPEB cost and actual contribution for fiscal years ended June 30,
2009, 2010 and 2011 are set forth below:

Percentage
Annual of Annual Net
OPEB Actual OPEB Cost OPEB
Fiscal Year Cost Contribution Contributed Asset
6/30/2009 $4,748,440 $6,237,160 131% $9,516,723
6/30/2010 $4,513,591 $2,841,256 63% $7,844,388
6/30/2011 $3,917,386 $4,671,001 119% $8,598,003

Source: City of Concord 2011 Audited Financial Statements.

The Schedule of Funding Progress presents multi-year trend information about whether
the actuarial value of plan assets is increasing or decreasing over time relative to the actuarial
accrued liability for benefits. Trend data from the actuarial studies is presented below:

Unfunded
Actuarial
Liability as
Entry Age Unfunded Percentage
Actuarial Actuarial Actuarial of
Actuarial Value of Accrued Accrued Funded Covered Covered
Valuation Assets Liability Liability Ratio Payroll Payroll
Date (A) (B) (B-A) (A/B) ©) (B-A)/C
6/30/2006 $48,085,000 $48,085,000 $36,741,000 131%
6/30/2008 $11,964,000 $53,927,000  $41,963,000 22.195% $34,281,000 122%
6/30/2010 $15,418,000 $49,254,000  $33,836,000 31.300% $30,830,000 110%

Source: City of Concord 2011 Audited Financial Statements.

INVESTMENT OF CITY FUNDS

Revenues collected by the City will be held and invested by the City in accordance with
the provisions of the Indenture.

Funds held by the City, including Sewer System moneys, are invested in accordance
with the City’s Statement of Investment Policy (the “Investment Policy”) prepared by the City
Treasurer as authorized by section 53601 of the Government Code of California. The
Investment Policy is submitted to the City Council annually. The Investment Policy allows for
the purchase of a variety of securities and provides for limitations as to exposure, maturity
and rating which vary with each security type. The composition of the portfolio will change
over time as old investments mature, or are sold, and as new investments are made. Invested
funds are managed to insure preservation of capital through high quality investments,
maintenance of liquidity and then yield. Further, operating funds may not be invested in any
investment with a maturity greater than five years. The City has never invested in derivatives
or reverse repurchase agreements and such investments and instruments are not allowed by
City policy.
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For more information about the City’s investment policy, see APPENDIX C—CITY
INVESTMENT POLICY.

CONSTITUTIONAL LIMITATIONS ON APPROPRIATIONS AND FEES

Under the California Constitution, the power of initiative is reserved to the voters for
the purpose of enacting statutes and constitutional amendments. In the past, the voters have
exercised this power from time to time, including through the adoption of Propositions 13 and
218.

From time to time other State and local initiative measures could be adopted, affecting
the ability of the City to increase revenues and to increase appropriations.

Article XIIIA

On June 6, 1978, California voters approved Proposition 13, which added Article XIIIA
to the California Constitution (“Article XIIIA”). Article XIITA limits the maximum ad valorem
tax on real property to 1% of full cash value thereof, except that additional ad valorem taxes
may be levied to pay debt service on indebtedness approved by voters prior to July 1, 1978
and (as a result of an amendment to Article XIIIA approved by California voters on June 3,
1986) on bonded indebtedness for the acquisition or improvement of real property which has
been approved on or after July 1, 1978 by two-thirds of the voters voting on such indebtedness.
Article XIIIA defines full cash value to mean “the County Assessor’s valuation of real
property as shown on the 1975-76 tax bill under “full cash value,” or, thereafter, the appraised
value of real property when purchased, newly constructed, or a change in ownership has
occurred after the 1975 assessment.” This full cash value may be increased at a rate not to
exceed 2% per year to account for inflation.

Article XIITIA has subsequently been amended to permit reduction of the full cash value
based in the event of declining property values caused by damage, destruction, or other factors
and to provide that there would be no increase in the full cash value base in the event of
reconstruction of property damaged or destroyed in a disaster and in other minor or technical
ways.

Article XIIIB

Article XIIIB of the California State Constitution limits the annual appropriations of the
State and of any city, county, school district, authority or other political subdivision of the
State to the level of appropriations of the particular governmental entity for the prior fiscal
year, as adjusted for changes in the cost of living and population. The “base year” for
establishing such appropriations limit is the 1978-79 fiscal year and the limit is to be adjusted
annually to reflect changes in population and consumer prices. Adjustments in the
appropriations limit of an entity may also be made if (i) the financial responsibility for a
service is transferred to another public entity or to a private entity, (ii) the financial sources for
the provision of services is transferred from taxes to other revenues, or (iii) the voters of the
entity approve a change in the limit for a period of time not to exceed four years.

Appropriations subject to Article XIIIB generally include the proceeds of taxes levied
by the State or other entity of local government, exclusive of certain State subventions and
refunds of taxes. “Proceeds of taxes” include, but are not limited to, all tax revenues and the
proceeds to an entity of government from (i) regulatory licenses, user charges, and user fees
(but only to the extent such proceeds exceed the cost of providing the service or regulation),
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and (ii) the investment of tax revenues. Article XIIIB includes a requirement that if an entity’s
revenues in any year exceed the amounts permitted to be spent, the excess would have to be
returned by revising tax rates or fee schedules over the subsequent two years. Certain
expenditures are excluded from the appropriations limit including payments of indebtedness
existing or legally authorized as of January 1, 1979, or of bonded indebtedness thereafter
approved by the voters and payments required to comply with court or federal mandates
which without discretion require an expenditure for additional services or which unavoidably
make the providing of existing services more costly.

Proposition 218

General. On November 5, 1996, California voters approved Proposition 218, the so-
called “Right to Vote on Taxes Act.” Proposition 218 added Articles XIIIC and XIIID to the
State Constitution, which affect the ability of local governments to levy and collect both
existing and future taxes, assessments, and property-related fees and charges. Proposition
218, which generally became effective on November 6, 1996, changed, among other things, the
procedure for the imposition of any new or increased property-related “fee” or “charge,” which
is defined as “any levy other than an ad valorem tax, a special tax or an assessment, imposed
by a [local government] upon a parcel or upon a person as an incident of property ownership,
including user fees or charges for a property related service” (and referred to in this section as
a “property-related fee or charge”).

Specifically, under Article XIIID, before a municipality may impose or increase any
property-related fee or charge, the entity must give written notice to the record owner of each
parcel of land affected by that fee or charge. The municipality must then hold a hearing upon
the proposed imposition or increase at least 45 days after the written notice is mailed, and, if a
majority of the property owners of the identified parcels present written protests against the
proposal, the municipality may not impose or increase the property-related fee or charge.

Further, under Article XIIID, revenues derived from a property-related fee or charge
may not exceed the funds required to provide the “property-related service” and the entity
may not use such fee or charge for any purpose other than that for which it imposed the fee or
charge. The amount of a property-related fee or charge may not exceed the proportional cost of
the service attributable to the parcel, and no property-related fee or charge may be imposed for
a service unless that service is actually used by, or is immediately available to, the owner of the
property in question.

In addition, Article XIIIC provides that “the initiative power shall not be prohibited or
otherwise limited in matters of reducing or repealing any local tax, assessment, fee or charge.
The power of initiative to affect local taxes, assessments, fees and charges shall be applicable
to all local governments and neither the Legislature nor any local government charter shall
impose a signature requirement higher than that applicable to statewide statutory initiatives.”

Judicial Interpretation of Proposition 218. After Proposition 218 was enacted in 1996,
appellate court cases and an Attorney General opinion initially indicated that fees and charges
levied for water and wastewater services would not be considered property-related fees and
charges, and thus not subject to the requirements of Article XIIID regarding notice, hearing and
protests in connection with any increase in the fees and charges being imposed. However, three
recent cases have held that certain types of water and wastewater charges could be subject to
the requirements of Proposition 218 under certain circumstances.

In Richmond v. Shasta Community Services District (9 Cal. Rptr. 3rd 121), the California
Supreme Court addressed the applicability of the notice, hearing and protest provisions of
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Article XIIID to certain charges related to water service. In Richmond, the Court held that
connection charges are not subject to Proposition 218. The Court also indicated in dictum that
a fee for ongoing water service through an existing connection could, under certain
circumstances, constitute a property-related fee and charge, with the result that a local
government imposing such a fee and charge must comply with the notice, hearing and protest
requirements of Article XIIID.

In Howard Jarvis Taxpayers Association v. City of Fresno (March 23, 2005), the California
Court of Appeal, Fifth District, concluded that water, sewer and trash fees are property-
related fees subject to Proposition 218 and a municipality must comply with Article XIIID
before imposing or increasing such fees. The California Supreme Court denied the City of
Fresno’s petition for review of the Court of Appeal’s decision on June 15, 2005.

In July 2006 the California Supreme Court, in Bighorn-Desert View Sewer Agency v. Verjil
(39 Cal. 4th 205), addressed the validity of a local voter initiative measure that would have (a)
reduced a water agency’s rates for water consumption (and other water charges), and (b)
required the water agency to obtain voter approval before increasing any existing water rate,
fee, or charge, or imposing any new water rate, fee, or charge. The court adopted the position
indicated by its statement in Richmond that a public water agency’s charges for ongoing water
delivery are “fees and charges” within the meaning of Article XIIID, and went on to hold that
charges for ongoing water delivery are also “fees” within the meaning of Article XIIIC’s
mandate that the initiative power of the electorate cannot be prohibited or limited in matters of
reducing or repealing any local tax, assessment, fee or charge. Therefore, the court held, Article
XIIIC authorizes local voters to adopt an initiative measure that would reduce or repeal a
public agency’s water rates and other water charges. (However, the court ultimately ruled in
favor of the water agency and held that the entire initiative measure was invalid on the
grounds that the second part of the initiative measure, which would have subjected future
water rate increases to prior voter approval, was not supported by Article XIIIC and was
therefore invalid.)

The court in Bighorn specifically noted that it was not holding that the initiative power
is free of all limitations; the court stated that it was not determining whether the electorate’s
initiative power is subject to the statutory provision requiring that water service charges be set
at a level that will pay for operating expenses, provide for repairs and depreciation of works,
provide a reasonable surplus for improvements, extensions, and enlargements, pay the interest
on any bonded debt, and provide a sinking or other fund for the payment of the principal of
such debt as it may become due.

Current Practice Regarding Rates and Charges. The City’s practice has been to provide
public notice of proposed water rate increases through means that include, among others,
holding informational presentations at community group meetings, mailings to residential and
commercial customers of public hearings on rate increases, and press releases and media
campaigns regarding rate increases, followed by public hearings conducted by the City
Council. The most recent rate increase was enacted by the City in strict compliance with the
procedures mandated by Proposition 218 and Bighorn.

Conclusion. It is not possible to predict how courts will further interpret Article XIIIC
and Article XIIID in future judicial decisions, and what, if any, further implementing
legislation will be enacted. Under the Bighorn case, local voters could adopt an initiative
measure that reduces or repeals the City’s rates and charges, though it is not clear whether
(and California courts have not decided whether) any such reduction or repeal by initiative
would be enforceable in a situation in which such rates and charges are pledged to the
repayment of bonds or other indebtedness. There can be no assurance that the courts will not
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further interpret, or the voters will not amend, Article XIIIC and Article XIIID to limit the
ability of local agencies to impose, levy, charge and collect increased fees and charges for
wastewater, or to call into question previously adopted wastewater rate increases.

Effect of Proposition 218 on the City; Possible Limitations on Enforcement Remedies.

The general financial condition of the City may be affected by provisions of Article
XIIIC and Article XIIID. In particular, provisions of Article XIIIC (i) require taxes for general
governmental purposes to be approved by a majority vote and taxes for specific purposes,
even if deposited into the General Fund, to be approved by two-thirds vote, (ii) require any
general purpose tax which the City imposed, extended or increased, without voter approval,
after December 31, 1994, to be approved by majority vote on November 5, 1998 and (iii)
provide that all taxes, assessments, fees and charges are subject to reduction or repeal at any
time through the initiative process, subject to overriding constitutional principles relating to the
impairment of contracts. Provisions of Article XIIID that affect the ability of the City to fund
certain services or programs that it may be required or choose to fund include (i) adding
notice, hearing, protest and, in some cases, voter approval requirements to impose, increase or
extend certain assessments, fees and charges and (ii) adding stricter requirements for finding
individualized benefits associated with such levies.

The ability of the City to comply with its covenants under the Indenture and to generate
Net Revenues sufficient to pay the principal of and interest on the Bonds and, therefore, the
principal of and interest on the Bonds may be adversely affected by actions and events outside
of the control of the City and may be adversely affected by actions taken (or not taken) under
Article XIIIC or Article XIIID by voters, property owners, taxpayers or payers of assessments,
fees and charges. Furthermore, any reme<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>