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(See “RATINGS” herein)

Inthe opinion of The Weist Law Firm, Scotts Valley, California, Bond Counsel, subject, however to certain qualifications described inthis Official Statement, under existing law,
interest onthe 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 minimumtax imposed on certain cor porations, such interest is taken into account in determining
certain income and earnings. |nthe further opinion of Bond Counsel, such interest is exermpt fromCalifornia personal income taxes. See “TAX MATTERS " herein,

$5,405,000
CITY OF FORTUNA
SERIES 2017WATER REVENUE REFUNDING BONDS
(WATER ENTERPRISE PROJECT)

Dated: Date of Delivery Due: October 1, as shown on theinside cover page

The above-captioned $5,405000 aggregate principal amount of Series 2017 Waler Revenue Refunding Bonds (W ater Enterprise Project) (the “Bonds”) are being issued by the City of
Fortuna (the “City™) pursuant to (i} provisions of an | ndenture of Trust, dated as of November 1, 2017 (the * Indenture™), by and betweenthe City and U S. Bank Natioral Association, as trustee (the
“Trustee™), and (ii) Articles 10 and 11 of Chapter 3 of Part 1 of Division 2 of Title 5of the California Government Code, commencing with Section 53570, Capitalized terms used onthis cover page
and not othenwise defined will have the meani ngs ascribed to them elsewhere inthis Official Statemert. See in particular “APPENDIX A - Summary of | nderiure - Definitions” herein.

The Bonds are being issued in fully registered form and will be registered inthe name of Cede & Co., as nominee of The Depository Trust Compary, New Y ork, New Y ork (“DTC”),
which will act as securities depository for the Bonds. Individual purchases of Bonds will be made in book -entry form only, in denominations of $5,000 or ary integral multiple thereof for each
maturity. Purchasers of Bondswill not receive certificates representing their interest in the B onds purchased. See“APPENDIX F — INFORMATION REGARDING THE BOOK-ENTRY ONLY
SY STEM™ herein.

Payments of interest on the Bonds will be made by the Trustee to DTC, whichwill in turn remit such interest to its participants for subsequent dishursernent to beneficial owners of
the Bonds as described herein | nterest onthe Bonds is paid semiannually on April 1 and October 1 of each vear (eachan “Interest Payment Date”}, commencing April 1, 2018, until the maturity
of the earlier redemption thereof. Principal and any redemption premiums with respect to each Bond will be paid upon surrender of such Bond at the principal corporate office of the Trustee
upon maturity or the earlier redemption thereof.

The Bonds are payable from the net revenues (the “Net Revenues™), derived primarily from charges and revenues received by the City from the operation of the Water System, less
the costs of the maintenance and operation of the Water System. The Net Revenves are pledged, as afirst and prior lien thereon, to pay the principal of and interest on the Bonds on parity, asto
paymert and security, with certain outstanding State Loans {as defined herein and ary parity debt issued or incurred by the City in accordance with the | ndenture (the « Parity Debt”). The City
has covenanted to set rates and charges for the service and facilities of the Water System sufficiert to provide Net Revenues ineach fiscal year equal to at least 1.25 times the aggregate annual
amount of principal of and interest due onthe Bonds and all Parity Debt.

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

The Bonds are being issued (i) to prepay the City’ s outstanding obligations under a certain 2006 instalIment sale agreement, (ii} to purchase a municipal bond insurance policy for
the Insured Bonds (defined below), (iii) to purchase a debt service reserve policy for deposit inthe reserve fund for the Bonds, and (iv) to pay costs of issuance of the Bonds, all as more fully
described herein. See“THE REFINANCING PLAN herein,

The scheduled payment of the principal of and interest on the Bonds maturing on Cctober 1, 2020 through October 1, 2036, inclusive (collectively, the “Insured Bonds™), when due
will be guaranteed under a municipal bond insurance policy (the “Policy”) to be issued concurrently with the delivery of the Insured Bonds by ASSURED GUARANTY MUNICIPAL CORP.
(the “Insurer™). See “BOND INSURANCE” herein.

ASSURED
CUARANTY

MURIRAL

This cover page contains certain information for quick reference only. It is not a summary of the security or terms of this issue. Potential investor s are advised to read the
entire Official Statement, including the section entitled “RISK FACTORS,” for a discussion of special factors which should be considered, in addition to the other matters set forth
her ein, to obtain infor mation essential to the making of an infor med investment decision with respect to the purchase of the Bonds.

MATURITY SCHEDULE
(See Inside Cover Page)

NONE OF THE CITY, THE STATE OF CALIFORNIA, NOR ANY OF ITS POLITICAL SUBDIVISIONS WILL BE DIRECTLY, INGIRECTLY, OR
CONTINGENTLY OBLIGATED TC USE ANY CTHER MONEY S OR ASSETS TO PAY ALL OR ANY PORTION CF THE DEBT SERVICE DUE ONTHE BONDS, TO LEVY
OR TO PLEDGE ANY FCRM OF TAXATION WHATSOEVER THEREFCR CR TO MAKE ANY APPROPRIATICN FOR THEIR PAYMENT. THE BONDS ARE NOT
SECURECBY ALIENONTHE PHYSICAL ASSETSCF THE CITY. THE BONDS ARE NOT APLEDGE OF THE FAITHAND CREDIT OF THE CITY, THE STATE OR ANY
OF ITS POLITICAL SUBDIVISIONS, NOR DC THEY CONSTITUTE INGEBTEDNESS IN CONTRAVENTION OF ANY CONSTITUTIONAL OR STATUTORY DEBT
LIMITATION.NO PERSON EXECUTING THE BONDS IS SUBJECT TO ANY PERSONAL LIABILITY OR ACCOUNTABILITY BY REASCN CF THEIR ISSUANCE.

The Bondswill be offered when, as and i issued and accepted by the U ndenwriter, subject to approval asto legality by TheWeist Law Firm, Scotts Valley, California, Bond Counsdl.
Certainlegal matterswill be passed upon for the City by The Weist Law Firm as Disclosure Counsel. Certain other legal matters will be passed on for the City by the City Attorney of the City,
and for the Underwriter by Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach, California, as Underwriter's Counsel. Itis anticipated that the Bonds in book-entry
formwill be available for deliveryto DTC in New York, New York on or about November 30, 2017,

STIFEL

Dated: October 31, 2017



MATURITY SCHEDULE

$5,405,000
CITY OF FORTUNA
SERIES 2017WATER REVENUE REFUNDING BONDS
(WATER ENTERPRISE PROJECT)

(Base CUSIP1 349595)

Maturity Principal | nterest Pricing
(October 1) Amount R ate Yield Price CUSIPt

2018 $225,000 2.000% 0.980% 100.846% AAB
2019 195,000 2.000 1.110 101.612 AB4
2020* 200,000 4.000 1.160 107.899 AC2
2021* 210,000 4,000 1.270 110.188 ADO
2022* 220,000 4,000 1.420 112.015 AES8
2023* 225,000 5.000 1.580 118.993 AF5
2024* 240,000 5.000 1.750 120.851 AG3
2025* 250,000 5.000 1.890 122.550 AH1

2026* 265,000 5.000 2.010 124.093 A7
2027+ 275,000 5.000 2.160 125.042 AK4
2028 290,000 5.000 2310 123.544(0) AL2
2029* 305,000 4.000 2.590 112.171(0 AMO
2030* 320,000 4,000 2.710 111.069%0) AN8
2031* 335,000 4,000 2.800 110.252(Q) AP3
2032* 345,000 4,000 2.900 109.351(Q) AQI1
2033* 360,000 3.000 3.140 98.261 ARS

2034* 370,000 3.125 3.240 98.513 AS7

2035* 380,000 3.125 3.270 98.049 ATS

2036* 395,000 3.250 3.360 98.470 AU2

*  |ndicates Insured B onds.

{c) Pricedto the first optional redemption date of October 1, 2027 at par.

T CUSIP® A registered trademark of the American Bankers Association. Copyright © 19992017 Anerican Bankers
Association. All rights reserved. CUSIP© data herein is provided by CUSIP Global Services, managed by Standard & Poor's
Financial Services LLC on behalf of the American Bankers Association. 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 are provided for corvenience of
reference only. Neither the City nor the Underwriter take any responsibility for the accuracy of such numbers,
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In making an investment decision investors must rely on their own examination of the terms of the offering, including
the merits and risks involved. These securities have not been recommended by any federal or state securities commission or
regulatory authority. Furthermore, neither the foregoing authorities nor Bond Counsel or Disclosure Counsel have confirmed the
accuracy or determined the adequacy of this document. Any representation to the contrary is a criminal offense.

No deal er, broker, salesperson or other person has been authorized by the City to provide any information or to make any
representations in connection with the offering or sale of the Bonck other than as contained herein and, if given or made, such
other information or representation must not be relied upon as having been authorized by the City. This Official Staterment does
nhot 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 inwhich it is unlawful for such person to make such an offer, solicitation or sale. All references to and summaries of
the Indenture or cther documents contained in this Official Statement are subject to the provisions of those documents and do not
purport to be complete statements of those documents.

This Official Statement is not to be construed as a contract with the purchasers of the Bonds. Statements contained in
this Official Statement which irvolve estimates, forecasts or matter of opinion, whether or not expressly so described herein, are
intended solely as such and are not to be construed as a representati on of facts. 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. | nevitably, some assumptions used to develop the forecasts will
nhot be realized and unanticipated events and circunstances may occur. Therefore, there are likely to be differences between
forecasts and actual results, and those differences may be material. This Official Statement is submitted in connection with the
sale of the B onds referred to herein and may hot be reproduced or used, inwhdle or in part, for any other purpose, unless authori zed

inwriting by the City.

The Undenwriter has provided the follawing sentence for inclusion in this Official Staterment: The Underwriter has
reviewed the information in this Official Statement in accordance with, and as a part of its responsihilities to investors under the
federal securities laws applied to the facts and circunstances of this transaction, but the Undenwriter does not guarantee the
accuracy or completeness of such information. The information set forth herein has been obtained from sources which are believed
to be reliable, but it is not guaranteed as to accuracy or completeness. The information and expression of opinion herein are subject
to change without notice and neither delivery of this Official Statement nor any sale made under the Indenture shall, under any
circumstances, create any implication that there has been no change in the affairs of the City since the date hereof,

Assured Guaranty Municipal Corp. (the “Insurer”) makes no representation regarding the B onds or the advisability of
investing in the Bonds. In addition, the Insurer has not independently verified, makes no representation regarding, and does not
accept any responsihility for the accuracy or completeness of this Official Statement or any information or disclosure contained
herein, or omitted herefrom, other than with respect to the accuracy of the information regarding the I nsurer supplied by the [ nsurer
and presented under the heading “ Bond Insurance” and “Appendix G - Specimen Municipal Bond Insurance Policy” herein.

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

IN CONNECTION WITH THE OFFERING OF THE BONDS, THE UNDERWRITER MAY OVERALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE BONDS AT A LEVEL
ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF
COMMENCED, MAY BE DISCONTINUED AT ANY TIME. THE UNDERWRITER MAY OFFER AND SELL THE BONDS
TO CERTAIN DEALERS AND DEALER BANKS AND BANKS ACTING AS AGENT AND OTHERS AT PRICES LOWER
THAN THE PUBLIC OFFERING PRICES STATED ON THE COVER PAGE HERECF AND SAID PUBLIC OFFERING
PRICES MAY BE CHANGED FROM TIME TOTIME BY THE UNDERWRITER.
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OFFICIAL STATEMENT

$5,405,000
CITY OF FORTUNA
SERIES 2017WATER REVENUE REFUNDING BONDS
(WATER ENTERPRISE PROJECT)

INTRODUCTION

This introduction contains only a brief summary of certain of the terrrs of the $5,405,000 aggregate
principal amount of City of Fortuna, Series 2017 Water Revenue Refunding Bonds (Water Enterprise Project)
(the “Bonds™), and a brief overview of the contents of this Official Staterent. Itis only a brief description of
and guide to, and is qualified by, more conplete and detailed information contained in the entire Official
Statement, incdluding the cover page and appendices hereto, and the docunents sunmarized or described
herein. A full review should be made of the entire Offidal Staterrent including the Appendices hereto. The
offering of the Bonds to potential investorsis made only by means of the entire Official Statement. Capitalized
terrms used and not otherwi se defined in the body of the Official Staterment shall have the meanings given to
them in the Indenture. No descriptions and sunmaries of docurments contained in this Official Staterment
purport to be conprehensive or definitive, and reference is nade to each docunent described or summarized
for complete details of all its terms and conditions.

In General

The Bonds are limited obligations of the City payable from the Net Revenues (defined herein)
pledged under an Indenture of Trust, dated as of November 1, 2017 (the “Indenture”), by and between the
City and U.S. Bank National Assodiation, as trustee (the “Trustee™), derived from the City’s ownership and
operation of a Water System (as defined more completely herein), and amounts on deposit in certain funds
and accounts established by the I ndenture.

Authority for Issuance of the Bonds

The Bondsare beingissued pursuant to(i) the I ndenture, (ii) a R esolution adopted by the City Coundl
on August 30, 2017 (the “Resolution™), and (iii) Artides 10 and 11 of Chapter 3 of Part 1 of Division 2 of
Title 5 of the California Government Code, commend ng with Section 53570,

Purpose of the Bonds

The Bonds are being i ssued to provide funds, together with certain other moneys: (i) to defease and
refund on an current basis all presently outstanding Fortuna Public Financing Authority, W ater Revenue
Bonds, Series 2006 i ssued on October 11, 2006 in the original prindipal amount of $8,085,000 (such amount
being refinanced consti tuting the “2006 B onds”) and a related i nstall ment payment obligation of the City, (ii)
to purchase amunicipal bond insurance palicy for the Insured B onds, (iii) to purchase of a debt service reserve
policy for deposit in the Reserve Fund (defined herein) for the Bonds, and (iv) to pay the costs of issuance
incurred in connection with the issuance, sale and delivery of the Bonds. See “THE REFINANCING PLAN”
herein.



The City

The City 1s located in Humboldt County (the “County”), approximately 18 miles south of Fureka and
250 miles north of San Frandisco on U.S. Highway 101, The City was incorporated on February 20, 1906 as
ageneral law city, and became a charter city in 1996, The City isa full-service dty operating under a coundl -
manager form of govemment. The City Council consists of 5 members, elected atHarge to four-year terms.
The City Council selects the Mayor from one of the City Coundl members. The City Manager and City
Attorney are appointed by the City Council. The City provideswater service to residential and nonresidential
customersinthe City. For other selected information concerning the City, see “THE CITY” and“APPENDIX
D - GENERAL INFORMATION REGARDING THE CITY AND SURROUNDING AREA” herein.

The City’s general fund is not pledged to secure payment of, and the taxing power of the City is not
pledged for, the principal of and interest on the B onds.

The Water System

The City provides water service to approximately 5,594 service connections. Water is conveyed
through a supply and distribution system that indudes 5 wells and approxi mately 65 miles of water mains,
seven (7) pump stations and four (4) water storage reservoirs at various locations that provide 7.28 million
gallons of treated water storage (collectively, the “Water Systerm”). See “THE WATER SY STEM” herein.

Description of the Bonds

Payment. Principal of the Bondswill be payable in each of the years and in the amounts set forth on
the inside front cover hereof at the principal corporate office of the Trustee. The Bonds will accrue interest
from their date of delivery, and interest thereon will be payable semiannually on April 1 and October 1 of
each year (each, an “| nterest Payment Date”), commencing April 1, 2018, by check mailed by the Trustee on
each | nterest Payment Date to the person whose name appears in the registration books kept by the Trustee
as the registered owner thereof as of the dose of business on the fifteenth calendar day of the month
immediately preceding an interest payment date (a “Record Date”); provided, however, that payment of
interest may be by wire transfer in immediately available funds to an account in the United States of America
to any Owner of Bonds in the aggregate principal amount of $1,000,000 or more, payable when due by wire
of the Trustee to DTC which will in turn remit such interest, principal and premium, if any, to DTC
Participants (as defined herein), which will in turn remit such interest, prindpal and premium, if any, to
Beneficial Owners (as defined herein) of the Bonds. See “APPENDIX F — DTC'S BOOK-ENTRY ONLY
SYSTEM™ herein,

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

Formof Bonds. The Bondswill 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.” When
delivered, the Bondswill be registered in the name of The Depository Trust Company, New Y ork, New Y ork



(“DTC”), orits nominee. DTC will act as securities depository for the Bonds. Purchasers of the B onds will
not receive certificates representing the Bonds purchased. See “APPENDIX F — INFORMATION
REGARDING THE BOOK-ENTRY ONLY SYSTEM" herein.

Sources of Payment for the Bonds

In General. The Bonds are special limited obligations of the City, payable solely from and secured
by a first pledge of the Net Revenues, which are defined in the | ndenture as, for any period of computation,
an amount equal to all “Gross Revenues” received during such period |ess the amount required to pay all
“Maintenance and Operation Costs” becoming payable during such period. The Net Revenues, along with
investment earnings, are calculated to be sufficient to permit the City to pay the prindpal of, and interest on,
the Bondswhen due. See “SECURITY FOR THE BONDS - Pledge of Net Revenues” herein.

Reserve Fund. A Reserve Fund (the “Reserve Fund”) is established with the Trustee pursuant to the
Indenture in an amount equal to the Reserve R equi rement (as defined in the | ndenture). The City will purchase
a Municipal Bond Debt Service Reserve Insurance Policy (the “Reserve Policy”) from Assured Guaranty
Municipal Corp. (the “Reserve Policy Provider”) and deposit the Reserve Policy with the Trustee. Proceeds
of the Reserve Policy will be available to be applied to pay principal of and/or interest on the Bonds in the
event amounts on deposit in the Debt Service Fund are insufficient therefor. See “SECURITY FOR THE
BONDS — Application of Reserve Fund” herein.

Rate Covenant. Under the Indenture, the City has covenanted that, to the extent provided by law, it
will fix, prescribe and collect rates, fees and charges for the services and facilities provided by the Water
System, which will at |east be sufficient to yield respective Net Revenues equal to one hundred twenty-five
percent (125% ) of Debt Service coming due and payable during such Fiscal Year. See “SECURITY FOR
THE BONDS - Rate Covenant” herein.

Rate Stabilization F und. Under the I ndenture, the City may at its discretion establish and maintain a
rate stabilization fund for the W ater System. To the extent establi shed and funded, the City may withdraw
amounts from time to time held in such Rate Stabilization Fund. Amounts so withdrawn and transferred to
the Water Revenue Fund will be included in Gross Revenues of the W ater System, and may be applied for
any purposes for which such Gross Revenues are generally available. See “SECURITY FOR THE BONDS
— Rate Stabilization Fund” herein.

Bond Insurance. The scheduled payment of principal of and interest on the Bonds maturing on
October 1 of the years 2020 through 2036, inclusive (the “Insured Bonds™), when due will be guaranteed
under a Municipal Bond Insurance Policy (the “Policy”) to be issued concurrently with the delivery of the
Bonds by Assured Guaranty Munidipal Corp. (the “Insurer”). See “BOND INSURANCE” and “APPENDIX
G — SPECIMEN MUNICIPAL BOND INSURANCE POLICY” herein. The Policy does nat insure the
scheduled payment of principal of and interest on the B.onds maturing on October 1 of the years 2018 and
2019 (the “Uninsured Bonds™).

Parity Debt

No Existing Parity Debt. The City’s has no presently Outstanding Parity Debt.



Additional Parity Debt. The City may incur additional obligations payable from and secured by the
Net Revenues on parity with the Bonds. See “SECURITY FOR THE BONDS — Additional Parity Debt”
herein.

Subordinate Debt. Subject to certain conditions set forth in the | ndenture, the City may at any time
incur revenue bonds, notes or other evidences of indebtedness of the City payable from Net Revenues
subordinate to the payment of Debt Service on the Bonds.

Risk Factors

The purchase of the Bonds involves certain risks. For a general discussion of certain special factors
and considerations relevant to an investment in the Bonds, in addition to the other matters set forth herein,
see “RISK FACTORS” herein. The Bonds are not appropriate investments for i nvestors who are not able to
bear the associated risks. I nvestors should read the entire Official Statement to obtain information essential
to the making of an informed investment decision.

Limited Obligations

The Bonds represent a special, limited obligation of the City payable solely from and secured by a
pledge of Net Revenues derived by the City from the operations of the Water System and certain funds and
accounts held under the [ ndenture.

None of the properties of the City or the W ater System are subject to any mortgage or other lien for
the benefit of the Owners of the B onds, and neither the full faith and credit nor the taxing power of the City,
the County, the State, or any other political subdivision or agency of the State i s pledged to the payment of
the prindpal of or interest on the Bonds.

The issuance of the Bonds does not directly or indirectly obligate the City, the County, the State, or
any other political subdivision or agency of the State to levy or pledge any form of taxation whatsoever or to
make any appropriation for payment of the B onds. No person executing the Bonds is subject to any personal
liability or accountability by reason of their issuance. For certain financial information with respect to the
City and the W ater System, see “THE CITY” and “THE WATER SY STEM™ herein.

Continuing Disclosure

The City will covenant for the benefit of owners of the Bonds to provide certain financial information
and operating data relating to the City’s Water System by not later than the March 31 following the end of
the City’s fiscal year (which is currently June 30), commendng with the report for the fiscal year ended ) une
30, 2017 (the “Annual |nformation’™), and to provide notices of the occurrence of certain enumerated events.
Such reports are required to be filed with the Municipal Securities Rulemaking B card through its Electronic
Municipal Market Access system (“EMMA™).

The spedific nature of the information to be contained in the Annual I nformation or the notices of
enumerated events is described in “APPENDIX C - FORM OF CONTINUING DISCLOSURE
CERTIFICATE” attached to this Official Statement. These covenants have been made in order to assist the
Underwriter in complying with Securities Exchange Commission Rule 15¢2 12(b)(5) (the “Rule™). See
“CONTINUING DISCLOSURE” herein.



Tax Matters

Assuming compliance with certain covenants and provisions of the Intemal Revenue Code of 1986,
as amended (the “Tax Code™), in the opinion of Bond Counsel, i nterest with respect to the Bonds will not be
includable in gross income for federal income tax purposes although it may be includable in the cal culation
for certain taxes. Also in the opinion of Bond Counsel, interest on the Bonds will be exempt from State of
California (the “State”) personal income taxes. See “TAX MATTERS” herein.

Forward-Looking Statements

Certain statements induded or incorporated by reference in this Official Statement constitute
“forwarcHooking staterments” within the meaning of the United States Private Securities Litigation Reform
Actof 1995, Section 21E of the United States Securities Exchange Act of 1934, as amended, and Section 27A
of the United States Securities Act of 1933, as amended. Such statements are generally identifiable by the
terminology used such as“plan,” “intend,” “expect,” “propose,” “estimate,” “project,” “budget,” “antici pate,”
or other similar words. The achieverment of certain results or other expectations contained in such forward-
looking staterments involves known and unknown risks, uncertainties, and other factors that may cause the
actual results, performance, or achievements described to be materially different from any future results,
performance, or achieverments expressed or implied by such forward- ooking statements.

No updates or revisions to these forwarcH ooking statements are expected to be issued if or when the
expectations, events, conditions, or circumstances on which such statements are based change. The forward-
looking statements in this Official Statement are subject to risks and uncertainties that could cause actual
results to differ materially from those expressed in or implied by such forwarcHooking statements.

READERS ARE CAUTIONED NOT TO PLACE UNDUE RELIANCE ON SUCH FORWARD-
LOOKING STATEMENTS, WHICH SPEAK ONLY AS OF THE DATE HEREOF.

Other Matters

This Officdal Statement is not to be construed as a contract with the purchasers of the Bonds.
Furthermore, this Official Statement speaks only as of its date, and the information and expressions of
opinions contained herein are subject to change without notice. Neither delivery of this Official Statement
nor any sale of the Bonds, under any circumstances, will create any implication that there has been no change
in the affairs of the City or the W ater System since the date of this Officia Statement.

Statements contained in this Official Statement which involve estimates, forecasts or matters of
opinion, whether or not expressly so described herein, are intended solely as such and are not to be construed
as representations of fact. The presentation of information, including the tabl e of recei pts fromtaxes and cther
revenues, i s intended to show recent historic information and i s 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.

The summaries of and references to documents, statutes, reports and other instruments referred to
herein do not purport to be complete, comprehensive or definitive, and each such summary and reference is
qualifiedinitsentirety by reference to each document, statute, report or instrument. The capitalization of any
word not conventionally capitalized or otherwise defined herein indicates that such word is defined in a



particular agreement or other document and, as used herein, has the meaning given it in such agreement or
document. See “APPENDIX A - SUMMARY OF INDENTURE” herein.

The information set forth herein, other than that provided by the City, has been obtained from official
sourceswhich are believed to bereliable but it is not guaranteed as to accuracy or completeness. This Official
Statement i s submitted in connection with the sale of the B onds referred to herein and may not be reproduced
or used, inwhole or in part, for any other purpose.

THE REFINANCING PLAN
Refunding of the 2006 Bonds

A portion of the Bond proceeds will be used to prepay the City’s obligations under an I nstallment
Sale Agreement dated as of October 1, 2006 (the “2006 | nstall ment Sale Agreement”), between the City and
the Fortuna Public Financing Authority (the “Authority”), under which the City is obligated to pay certain
installment payments (the “2006 | nstall ment Payments”) which are evidenced and represented by the 2006
Bonds, originally executed and deliveredin the original prind pal amount of $8,085,000 (of which $6,530,000
is currently outstanding) under an Indenture of Trust dated as of October 1, 2006 (the “2006 Trust
Agreement”), between the Authority and U.S. Bank National Association, as trustee (the “2006 Trustee”).
The 2006 Installment Sale Agreement is secured by a lien on Net Revenues and currently has an outstanding
prindpal balance of $6,530,000.

On the date of i ssuance of the Bonds, a portion of the proceeds from the sale of the B onds, together
with certain other available moneys then on deposit in the funds and accounts established under the 2006
Trust Agreement and held by the 2006 Trustee (collectively, the “E scrow Proceeds”), will be delivered to the
2006 Trustee, acting as escrow agent (the “E scrow Agent™) under that certain Escrow Deposit and Trust
Agreement dated as of November 1, 2017 (the “E scrow Agreement”), by and between the A uthority and the
E scrow Agent.

The E scrow Agentwill deposit the E scrow Proceeds in accordance with the E scrow Agreementinan
irrevocable escrow account (the “E scrow Account”) for the benefit of the owners of the 2006 Bonds, to be
invested in any direct general obligations of the United States of America (induding obligations issued or
held in book entry form on the books of the Department of the Treasury of the United States of America), for
which the full faith and credit of the United States of America are pledged (the “Refunding Securities”), plus
an amount held in cash, if any.

The cash and R efunding Securities, together with earnings thereon, deposited in the E scrow A ccount
will be used to pay and prepay the 2006 | nstalIment Sale Agreement and the 2006 Bonds in full through the
prepayment date, at a prepayment price equal to 100% of the principal amount thereof together with interest
accrued thereon to the scheduled prepayment date.

Causey Demgen & Moore P.C., Denver, Colorado, (the “Verification Agent”) will verify that the
Refunding Securities, together with the earnings thereon and any uninvested cash held by the E scrow Agent
in the E scrow Account, will be sufficient to pay all of the principal, interest, and redermption premium, if any,
coming due with respect to the 2006 Bonds on the Prepayment Date. See “VERIFICATION OF
MATHEMATICAL COMPUTATIONS” herein.



Upon such irrevocable deposit with the E scrow Agent and the receipt by the Escrow Agent of
irrevocable escrow instructions from the City under the E scrow Agreement, al liability of the City with
respect to the 2006 Installment Sale Agreement and the 2006 Bonds will be discharged as of the date of
issuance of the B onds and the owners of the 2006 Bonds will no longer be entitled to the benefits of the legal
documents under which they were executed and delivered. Amounts on deposit in the E scrow Account are to
be pledged solely to the prepayment of the 2006 | nstallment Sale Agreement and the 2006 B onds, and will
not be availabl e to pay Debt Service on the Bonds.

Sources and Uses of Funds
Table 1 sets forth the esti mated sources and uses of funds relating to the issuance of the B onds.
Table 1

CITY OF FORTUNA
SERIES 2017 WATER REVENUE REFUNDING BONDS

ESTIMATED SOURCES AND USES OF FUNDS

Sources of Funds:

Principal Amount of Bonds $5,405,000.00

Plus Available Funds R elating to the 2006 B onds 860,345.40

Plus Net Original | ssue Premium 532,741.80

Less Underwriter’s Di scount 34,620.00
Total Sources $6,763,467.20

Uses of Funds:

Deposit to E scrow Account'” $6,580,067.65
Deposit to Costs of | ssuance Fund? 183,399.55
Toml Uses $6,763,467.20

M Moneys in the E scrow Account established for the 2006 Bonds, which Escrow Account will be funded with Bond proceeds, together with
certain other available moneys then on deposit in the funds and accounts established under the 2006 Trust Agreement and held by the 2006
Trustee, will be used to call and redeem all of the cutstanding 2006 B onds. The E scrow Account will be held and administered by the Escrow
Agent See “THE REFINANCING PLAN - Refunding of the 2006 B onds.”

12 Moneys deposited in the Costs of | ssuance F und are expected to be used to pay the policy premium for the Policy and the Reserve Policy, the
fees and expenses of Bond Counsel, Disclosure Counsel, Municipal Advisor, Trustee, Escrow Agent, Verification Agent and the rating agency,
as well as printing and other miscellaneous costs and expenses in connection with the issuance, sale and delivery of the Bonds. The Costs of
Issuance Fund will be held and administered by the Trustee.

[Remainder of Page | ntentionally Left Blank]



Debt Service Requirements

Table 2 sets forth the annual prindpal and interest on the Bonds (assuming no redemptions of the

Bonds).

Table 2

CITY OF FORTUNA
SERIES 2017 WATER REVENUE REFUNDING BONDS

ANNUAL DEBT SERVICE SCHEDULE

Y ear Ending
October 1

2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036

Totals

Principa

$225,000.00
195,000.00
200,000.00
210,000.00
220,000.00
225,000.00
240,000.00
250,000.00
265,000.00
275,000.00
290,000.00
305,000.00
320,000.00
335,000.00
345,000.00
360,000.00
370,000.00
380,000.00
395,000.00

$5,405,000.00

| nterest

$175,687.85
205,625.00
201,725.00
193,725.00
185,325.00
176,525.00
165,275.00
153,275.00
140,775.00
127,525.00
113,775.00
99,275.00
87,075.00
74,275.00
60,875.00
47,075.00
36,275.00
24,712.50
12,837.50

$2,281,637.85

Towl

Debt Service

$400,687.85
400,625.00
401,725.00
403,725.00
405,325.00
401,525.00
405,275.00
403,275.00
405,775.00
402,525.00
403,775.00
404,275.00
407,075.00
408,275.00
405,875.00
407,075.00
406,275.00
404,712.50
407,837.50

$7,686,637.85

Source: The Underwriter.



THE BONDS

Authority for Issuance
The Bonds are being issued pursuant to the Bond Law, the Resol ution and the | ndenture,
General Description

F ully Registered B ondsin B ook-E ntry Only F orm. The Bondswill beissued as one fully registered
bond certifi cate without coupons for each maturity (unless the Bonds of such maturity bear different interest
rates, then one Bond for each interest rate among such maturity) and, when i ssued, will be initially issued in
book-entry only form, registered in the name of Cede & Co., as nominee of The Depository Trust Company,
New York, New York (“DTC”). Individual purchases may be made in book-entry form only, in integral
multiples of $5,000.

Purchasers will not receive certificates representing their interest in the Bonds purchased. Principal
and interest will be paid to DTC, which will in turn remit such principal and interest to its participants for
subsequent disbursement to the beneficdal owners of the Bonds. So long as DTC’s book-entry systemisin
effect with respect to the Bonds, notices to Owners of the Bonds by the City or the Trustee will be sent to
DTC. Natices and communication by DTC toits participants, and then to the beneficial owners of the B onds,
will be governed by arrangements among them, subject to then effective statutory or regul atory requirerments.
See “APPENDIX F — INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM herein.

In the event (a) DTC determines not to continue to act as securities depository for the Bonds, or (b)
the City determines that the DTC will no longer so act, then the City will discontinue the book-entry system
with DTC. If the City fails toidentify another qualified securities depository to replace DTC, then the Bonds
so designated will no longer be restricted to being registered in the registration books kept by the Trustee in
the name of Cede & Co., but will be registered in whatever name or names persons transferring or exchanging
Bonds will designate, in accordance with the provisions of the | ndenture.

Repayment of the Bonds. The Bonds will be issued in denominations of $5,000 or any integral
multiple thereof, and wil| be dated the date of delivery thereof and will mature on October 1 in the years and
in the amounts set forth on the inside cover page herecf, | nterest on the Bonds is payable semiannually from
their dated date at the rates set forth on the inside cover page hereof, on April 1 and October 1 of each year
(each, an “Interest Payment Date”), commencing April 1, 2018, by check mailed by the Trustee on each
Interest Payment Date to the person whose name appears in the registration books kept by the Trustee as the
regi stered owner therecf as of the dose of business on the fifteenth calendar day of the month immediately
preceding an interest payment date (a “Record Date”™); provided, however, that payment of interest may be
by wire transfer in immediately available funds to an account in the United States of America to any Owner
of Bonds in the aggregate prindipal amount of $1,000,000 or more. |nterest on the Bondswill be cal culated
based on a 360-day year consisting of twelve 30-day months. While the B onds are subject to the book-entry
system, the principal and interest with respect tothe Bonds will be paid by the Trustee to DTC for subsequent
disbursement to beneficial owners of the Bonds. See “APPENDIX F — INFORMATION REGARDING THE
BOOK-ENTRY ONLY SYSTEM” herein.



Transfer or Exchange of the Bonds. Any Bond may, in accordance with its terms, be transferred on
the Registration Books by the person in whose name it is registered, in person or by his duly authorized
attorney, upon surrender of such Bond for cancellation, accompanied by delivery of awritten instrument of
transfer, duly executed in aform approved by the Trustee. Transfer of any Bondwill not be permitted by the
Trustee during the period established by the Trustee for selection of Bonds for redemption or if such Bond
has been selected for redemption pursuant to the | ndenture. W henever any Bond or Bondswill be surrendered
for transfer, the City will execute and the Trustee will authenticate and deliver a new Bond or Bonds for a
like aggregate principal amount and of like maturity. The Trustee will require the Bond Owner requesting
such transfer to pay any tax or cther governmental charge required to be paid with respect to such transfer. |
aBond is mutilated, ost, stolen or destroyed, the Trustee, at the expense of the Owner of such Bond, will
authenticate, subject to the provisions of the I ndenture, a new Bond of like tenor and amount. [n the case of
alost, stolen or destroyed Bond, the Trustee may require that an indemnity be furnished and payment of an
appropriate fee for each new B ond delivered in replacement of such B ond, and the City may require payment
of the expenses of the City and the Trustee i ncurred in connection therewith.

Optional Redemption of Bonds

The Bonds maturing on or before October 1, 2027, are not subject to optiona redemption prior to
their respective stated maturities. The B onds maturing on or after October 1, 2028, are subject to redemption
inwhole or in part in integral multiples of $5,000, by such maturities as are selected by the City (or, if the
City fail s to designate such maturiti es, then pro rata among maturities), and by lot within a maturity, fromany
source of available funds, on any date on or after October 1, 2027, at a redemption price equal to the principal
amount of the Bonds to be redeemed, plus accrued i nterest thereon to the date fixed for redemption.

Selection of Bonds for Redemption

W henever provision is made in the Indenture for the redemption of less than all of the Bonds of a
single maturity, the Trustee will select the Bonds of that maturity to be redeemed by [t in any manner which
the Trustee in its sole discretion deems appropriate. For purposes of such selection, the Trustee will treat each
B ond as consisting of separate $5,000 portions and each such portion will be subject to redemption asif such
portion were a separate Bond.

Partial Redemption of Bonds

In the event only a portion of any Bond is called for redemption, then upon surrender of such Bond
the City will execute and the Trustee will authenticate and deliver to the Owner thereof, at the expense of the
City, a new Bond or Bonds of authorized denominations in aggregate principal amount equal to the
unredeemed portion of the Bond surrendered.

Notice of Redemption; Rescission
The Trustee will mail notice of redemption of the Bonds by first class mail, postage prepaid, not |ess
than 30 nor more than 60 days before any redemption date, to the respective Owners of any B onds designated

for redemption at their addresses appearing on the Registration Books and to one or more Securities
Depositories and to the | nformation Services.
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Each notice of redemption will state the date of the natice, the redempti on date, the place or places
of redemption, whether less than all of the Bonds (or all Bonds of a single maturity) are to be redeemed, the
CUSIP numbers and (in the event that not all Bonds within a maturity are called for redemption) Bond
numbers of the Bonds to be redeemed and the maturity or maturities of the Bonds to be redeemed, and in the
case of Bonds to be redeemed in part only, the respective portions of the principal amount thereof to be
redeemed.

Each such notice will also state that on the redemption date there will become due and payable on
each of said B onds the redemption price thereof, and that fromand after such redemption date interest thereon
will cease to accrue, and will require that such B onds be then surrendered. Neither the failure to receive any
notice nor any defect thereinwil | affect the sufficiency of the proceedi ngs for such redemption or the cessation
of accrual of interest from and after the redemption date. Notice of redemption of Bondswill be given by the
Trustee, at the expense of the City, for and on behalf of the City.

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 may provide that
itis subject to rescission as described in this paragraph. Any notice of 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 B onds then called for redemption, and such cancellation will not constitute an Event of
Default, The City and the Trustee have no L iability tothe B ond Owners or any cther party relatedtoor arising
from such rescission of redemption. The Trusteewill mail notice of such rescission of redemption in the same
manner as the original notice of redemption was sent under the Indenture.

Effect of Redemption

Notice of redemption having been duly given, and moneys for payment of the redemption price of,
together with interest accrued to the date fixed for redemption on, including any applicable premium, the
Bonds (or portions thereof) so called for redemption being held by the Trustee, on the redemption date
designated in such notice, the Bonds (or portions thereof) so called for redemption will become due and
payable, interest on the Bonds so called for redemption will cease to accrue, said B onds (or portions thereof)
will cease to be entitled to any benefit or security under the Indenture, and the Owners of said Bonds will
have norights in respect thereof except to receive payment of the redemption price therecf.

BOND INSURANCE

The following i nformation has been furnished by the | nsurer for use in this Official Statement. Such
information has not been independently confirmed or verified by the City. The City rmakes no representation
asto the accuracy or adequacy of such information or as to the absence of material acverse changesin such
information subsequent to the date hereof, Referenceis made to Appendix G for a specimen of the municipal
bond insurance palicy.

Bond Insurance Policy
Concurrently with the issuance of the Bonds, Assured Guaranty Municipal Corp. (the “Insurer” or

“AGM”) will issue its Municipal Bond Insurance Policy for the Insured Bonds (the "Palicy”). The Policy
guarantees the scheduled payment of principal of and interest on the I nsured B onds when due as set forth in
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the form of the Policy induded as an Appendix G to this Officia Statement. The Policy does not insure
scheduled payments of principal of and interest on the Uninsured B onds

The Pdlicy is not covered by any insurance security or guaranty fund established under New Y ork,
California, Connecticut or Florida insurance |aw.

Assured Guaranty Municipal Corp.

AGM isaNew Y ork domiciled financial guaranty insurance company and an indirect subsidiary of
Assured Guaranty Ltd. (“AGL”), a Bermuda-based holding company whose shares are publicly traded and
are listed on the New York Stock Exchange under the symbol “AGO”. AGL, through its operating
subsidiaries, provides credit enhancement products to the U.S. and global public finance, infrastructure and
structured finance markets. Neither AGL nor any of its sharehol ders or affiliates, other than AGM, i s obligated
to pay any debts of AGM or any claims under any insurance policy issued by AGM.

AGM’s financial strength is rated “AA” (stable outlook) by S&P Global Ratings, a business unit of
Standard & Poor’s Financial Services LLC (“S&P”), “AA+" (stable outlook) by Kroll Bond Rating Agency,
Inc. (“KBRA™) and “A2” (stable outlook) by Moody’s Investors Service, Inc. (“Moody’s”). Each rating of
AGM should be evaluated independently. An explanation of the significance of the above ratings may be
obtai ned from the applicable rating agency. The above ratings are not recommendations to buy, sell or hold
any security, and such ratings are subject to revision or withdrawal at any time by the rating agencies,
including withdrawal initiated at the request of AGM in its sole discretion. In addition, the rating agencies
may at any time change AGM’s long-term rating outlooks or place such ratings on a watch list for possible
downgrade in the near term. Any downward revision orwithdrawal of any of the above ratings, the assignment
of a negative outlook to such ratings or the placement of such ratings on a negative watch list may have an
adverse effect on the market price of any security guaranteed by AGM. AGM only guarantees scheduled
principal and scheduled interest payments payable by the issuer of bonds insured by AGM on the date(s)
when such amounts were initial ly scheduled to become due and payable (subject to and in accordance with
the terms of the relevant insurance policy), and does not guarantee the market price or liquidity of the
securities it insures, nor does it guarantee that the ratings on such securitieswil | not be revised or withdrawn.

Current Finandal Strength Ratings

On June 26,2017, S&P issued a research update report in which it affirmed AGM’s financial strength
rating of “AA” (stable outlook). AGM can give no assurance as to any further ratings action that S&P may
take.

On December 14, 2016, KBRA issued a finandal guaranty surveillance report in which it affinrmed
AGM’s insurance financial strength rating of “AA+" (stable outlook). AGM can give no assurance as to any
further ratings action that KBRA may take.

On August 8, 2016, Moody’s published a credit opinion affirming its existing insurance {inancial

strength rating of “A2” (stable outlook) on AGM. AGM can give no assurance as to any further ratings action
that Moody’s may take.
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For more information regarding AGM’s financial strength ratings and the risks relating thereto, see
AGL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2016,

Capitalization of AGM

AtJune 30, 2017:

e  The policyholders’ surplus of AGM was approximately $2,222 million.

e The contingency reserves of AGM and its indirect subsidiary Municipal Assurance Corp.
(“MAC”) (as described below) were approximately $1,289 million. Such amount includes
100% of AGM’s contingency reserve and 60.7% of MAC’s contingency reserve,

e The net unearmed premium reserves of AGM and its subsidiaries (as described below) were
approximately $1,699 million. Such amount ind udes (i) 100% of the net unearmed premium
reserves of AGM and AGM’s wholly owned subsidiaries Assured Guaranty (Europe) plc,
Assured Guaranty (UK) plc, CIFG Europe S.A. and Assured Guaranty (London) plc
(together, the “AGM European Subsidiaries”) and (i1) 60.7% of the net unearned premium
reserve of MAC.

The policyholders’ surplus of AGM and the contingency reserves and net Unearned premium resenves
of AGM and MAC were determined in accordance with statutory accounting principles. The net unearned
premium reserves of the AGM European Subsidiaries were determined in accordance with accounting
principles generally accepted in the United States of America.

| ncorporation of Certain Documents by Reference

Portions of the following documents filed by AGL with the Securities and Exchange Commission
(the “SEC”) that relate to AGM are incorporated by reference into this Official Statement and shal | be deemed
to be a part herecf:

(i) the Annual Report on Form 10K forthe fiscal year ended December 31, 2016 (filed oy AGL
with the SEC on February 24, 2017);

(i) the Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2017 (filed by
AGL with the SEC onMay 5, 2017); and

(iii) the Quarterly Report on Form 10-Q for the quarterly period ended J une 30, 2017 (filed by
AGL with the SEC on August 3, 2017).

All consolidated financial statements of AGM and all other information relating to AGM induded
in, or as exhibits to, documents filed by AGL withthe SEC pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended, excluding Current Reports or portions thereof “furnished” under Item
2.02 or Item 7.01 of Form &K, after the filing of the last document referred to above and before the
terminati on of the offering of the Insured B onds shall be deemed incorporated by reference into this Official
Statement and to be a part hereof from the respective dates of filing such documents. Copies of materials
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incorporated by reference are available over the internet at the SEC’s website at http://www.sec.gov, at AGL’s
website at http: /iwww. assuredguaranty.com, or will be provided upon request to A ssured Guaranty Municipal
Corp.: 1633 Broadway, New Y ork, New Y ork 10019, Attention: Communications Department (tel ephone
(212) 974-0100).

Except for the information referred to above, no information available on or through AGL’s website

shal| be deemed to be part of or incorporated in this Official Statement.

Any information regarding AGM included herein under the caption “BOND INSURANCE — Assured
Guaranty Municipal Corp.” or included in a document incorporated by reference herein (collectively, the
“AGM Information™) shall be modified or superseded to the extent that any subsequently included AGM
Information (either directly or through incorporation by reference) modifies or supersedes such previously
included AGM Information. Any AGM | nformation so modified or superseded shall not constitute a part of
this Official Statement, except as so modified or superseded.

Mi scell aneous Matters

AGM makes no representation regarding the Bonds or the advisability of investing in the Bonds. In
addition, AGM has not independently verified, makes no representation regarding, and does not accept any
responsi bility for the accuracy or completeness of this Offidal Statement or any information or disclosure
contained herein, or omitted herefrom, other than with respect to the accuracy of the information regarding
AGM supplied by AGM and presented under the heading “BOND INSURANCE.”

SECURITY FOR THE BONDS

Limited Obligations

THE BONDS REPRESENT A SPECIAL, LIMITED OBLIGATION OF THE CITY PAYABLE
SOLELY FROM AND SECURED BY A PLEDGE OF THE NET REVENUES DERIVED BY THE CITY
FROM THE OPERATIONS OF THE WATER SYSTEM AND CERTAIN FUNDS AND ACCOUNTS HELD
UNDER THE INDENTURE. NONE OF THE PROPERTIES OF THE CITY OR WATER SYSTEM ARE
SUBJECT TO ANY MORTGAGE OR OTHER LIEN FOR THE BENEFIT OF THE OWNERS OF THE
BONDS, AND NEITHER THE FULL FAITH AND CREDIT NOR THE TAXING POWER OF THE CITY,
THE COUNTY, THE STATE, OR ANY OTHER POLITICAL SUBDIVISION OR AGENCY OF THE STATE
IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE BONDS. THE
ISSUANCE OF THE BONDS DOES NOT DIRECTLY OR INDIRECTLY OBLIGATE THE CITY, THE
COUNTY, THE STATE, OR ANY OTHER POLITICAL SUBDIVISION OR AGENCY OF THE STATE TO
LEVY OR PLEDGE ANY FORM OF TAXATION WHATSOEVER OR TO MAKE ANY APPROPRIATION
FOR PAYMENT OF THE BONDS.

Pledge of Net Revenues

Under the Indenture, the City will transfer and assign to the Trustee, for the benefit of the Owners,
that portion of the Net Revenues which is necessary to pay the principal or Redemption Price of and interest
on the Bonds in any Fiscal Y ear, together with all moneys on deposit in the Debt Service Fund, and such
portion of the Net Revenues is irrevocably pledged to the punciual payment of the principal or R edemption
Price of and interest on the B onds.
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The Net Revenues constitute a trust fund for the security and payment of the principal or Redemption
Price of and interest on the B onds, and may not be used for any other purpose while any of the B onds remain
Outstanding, except that out of Net R evenues there may be apportioned and paid such sums for such purposes,
as are expressly permitted by the Indenture. This pledge constitutes a first, direct and exdusive charge and
lien on the Net R evenues for the payment of the principal or Redemption Price of and interest on the Bonds
and other Parity Debt in accordance with the terms thereof, The B onds are not secured by a direct lien on the
W ater System or any other property of the City.

Net Revenues. The Indenture defines “Net Revenues” as, for any period of computation, the amount
of the Gross Revenues received from the Water System during such period, less the amount of Maintenance
and Operation Costs of the W ater System becoming payable during such period.

Gross Revenues. The Indenture defines “Gross Revenues” as all gross income, rents, rates, fees,
charges and other moneys derived from the ownership or operation of the Water System calculated in
accordance with GAAP and deposited in the Water Revenue Fund, including, without limiting the generality
of the foregoing, (1) all income, rents, rates, fees (induding but not limited to any developer impact fees to
the extent permitted by law), charges, business interruption insurance proceeds or other moneys derived by
the City from the sale, furnishing and supplying of water or other services, facilities, and commodities sold,
furnished or supplied through the fadilities of or in the conduct or operation of the business of the Water
System, plus (2) the eamings on and income derived from the investment of such income, rents, rates, fees,
charges, or other moneys, ind uding amounts in the Rate Stabili zation Fund and City W ater System reserves,
plus (3) the proceeds of any stand-y or water availability charges collected by the City, plus (4) al amounts
transferred from the R ate Stabilization F und to the W ater Revenue Fund during any Fiscal Y ear in accordance
with the | ndenture hereof, and (5) all other monies howsoever derived by the City fromthe operation of the
Water System or arising fromthe W ater Systern; but excluding (i) customer deposits or any other deposits or
advances subject to refund until such deposits or advances have become the property of the City, (ii) any
proceeds of taxes restri cted by |aw to be used by the City to pay the Bonds or Parity Debt and (iii) any amounts
transferred from the W ater Revenue Fund to the Rate Stabili zation Fund during any Fiscal Y ear pursuant to
the Indenture.

Maintenance and Operation Costs. The Indenture defines “Maintenance and Operation Costs” as
the reasonable and necessary costs spent or incurred for maintenance and operation of the Water System
cal culated in accordance with GAAP, including (among cther things) the reasonable and necessary expenses
of management and repair and other expenses necessary to maintain and preserve the Water Systemin good
repair and working order, including, but not limited to, salaries and wages of employees, payments to the
Public Employees Retirement System, overhead, insurance, taxes (if any), fees of auditors, accountants,
attorney's, consul tants or engineers and insurance premiums, and including all other reasonabl e and necessary
costs of the City or charges, but excluding (i) transfers to other City departments, (ii) debt service payments
or other similar payments on the Parity Debt or other obligations required to be paid by it to comply with the
terms of the Indenture or any contract or resolution or indenture authorizing the i ssuance of any bonds or
obligations, and (iii) depreciation, replacement and obsolescence charges or reserves therefor and
amortization of intangibles or other bookkeeping entries of a similar nature.

In order to carry out and effectuate the pledge, charge and lien on Net Revenues provided in the
Indenture, the City agrees and covenants in the [ndenture that all Net Revenues will be promptly deposited
by the Trustee upon recei pt thereof in the Debt Service Fund created under the I ndenture, which the Trustee
will establish, maintain and hold in trust; except that all moneys received by the Trustee and required under
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the Indenture to be deposited in the R edemption Account will be promptly deposited in such Account. All
Net Revenues will be accounted for through and held in trust in the Debt Service Fund, and the City has no
beneficial right or interestin any of the Net R evenues except only as provided in the [ ndenture.

In the Indenture, the City covenants that, so long as any Bonds are Outstanding, the City will not
issue or incur any obligations payable from Gross R evenues or Net Revenues superior to the payment of the
debt service on the Bonds or Parity Debt. The City is authorized to issue additional Parity Debt secured by
Net Revenues with a lien on a parity basis with the lien of the Bonds, provided it complies with certain
provisions in the Indenture. See “~ | ssuance of Additiona Debt” below. The District is also authorized to
issue Subordinate Obligations secured by Net Revenues.

Receipt and Deposit of Gross Revenues

Under the | ndenture, the City covenants and agrees that all Gross Revenues, when and as received,
will be received and held by the City in trust and will be deposited by the City in a Water Revenue Fund to
be established and held by the City, andwill be accounted for through and held in trust in the W ater Revenue
Fund, and the City will only have such beneficia right or interest in any of such money as provided in the
Indenture, All such Gross Revenues will be transferred, disbursed, allocated and applied solely to the uses
and purposes set forth in the Indenture, and will be accounted for separately and apart fromall other money,
funds, accounts or other resources of the City.

Allocation of Gross Revenues

Under the Indenture, all Gross Revenues will be held in trust by the Finance Director in the Water
Revenue Fund and will be applied, transferred, used and withdrawn only for the purposes set forth below.

(@ Operating Costs. The Finance Director will first pay from the moneys in the W ater Revenue
Fund the Maintenance and Operation Costs as such costs become due and payable.

(b) Debt Service Fund. On or before the second Business Day prior to each | nterest Payment
Date, the Finance Director will transfer from the W ater R evenue Fund to the Trustee for deposit in the Debt
Service Fund (i) an amount equal to the aggregate amount of interest to become due and payable on all
QOutstanding B onds on the next succeeding | nterest Payment Date, plus (ii) an amount equal to the aggregate
amount of Principal | nstallments becoming due and payable on all Outstanding B onds on the next succeeding
Princpal Payment Date. All interest earnings and profits or losses on the investment of amounts in the Debt
Service Fundwill be deposited in or charged to the Debt Service Fund and applied to the purposes thereof,
No transfer and deposit need be made into the Debt Service Fund if the amount contained therein, taking into
account investment earnings and profits, is at least equal to the Interest R equirement or Principal | nstal Iments
to become due on the next | nterest Payment Date or Principal Payment Date upon all Outstanding B onds.

(0 Debt Service Funds for Future Parity Debt. On or before the second Business Day prior to
each | nterest Payment Date, the Finance Director will cause to be transferred from the W ater Revenue Fund
to the Trustee (or cther party as appropriate relative to each Parity Debt) for deposit in the debt service fund
created for each issue of Parity Debt (or if no debt service fund was created for an issue of Parity Deb,
otherwise set-aside for the payment of Parity Debt) (i) an amount equal to the aggregate amount of interest to
become due and payable on all Outstanding Parity Debt on the next succeeding | nterest Payment Date (or, as
to Parity Debtwith annual interest payments, for a6-month period), plus (i) an amount equal tothe aggregate
amount of Principal | nstall ments (including any sinking fund instalIments) becoming due and payable on al
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QOutstanding Parity Debt on the next succeeding Principal Payment Date.

All interest earnings and profits or losses on the investment of amounts in the Debt Service Fund
shall be deposited in or charged to the Debt Service Fund and applied to the purposes thereof. No transfer
and deposit need be made into the Debt Service Fund if the amount contained therein, taking into account
investment earmings and profits, is at least equal to the | nterest Requirement or Principal | nstallments to
become due on the next | nterest Payment Date or Principal Payment Date upon all Outstanding Parity Debt.

(d) Reserve Accounts. After making the payments, allocations and transfers provided for in
subsections (a), (b) and (¢ above, if the balance on hand in the Reserve Fund for the Bonds or a reserve
account for any issue of Parity Debt is less than the Reserve Requirement or the reserve requirement
applicable to such Parity Debt, such deficiency (or payment due to the provider of a reserve policy or surety)
shall be restored by transfers from the first moneys which become available in the W ater Revenue Fund to
the appropriate party to replenish the Reserve Fund, repay the provider of a reserve policy or surety, or to
satisfy a reserve requi rement established for any issue of Parity Debt, on a pro rata basis.

(& Surplus. Aslong as all of the foregoing payments, allocations and transfers are made at the
times and in the manner set forth above in subsections (a) to (d), indusive, any moneys remaining in the
Water Revenue Fund may at any time be treated as surplus and applied for any lawful purpose.

Application of Debt Service Fund

Under the | ndenture, the Trustee will allocate amounts in the Debt Service Fund as follows:

(@ The Trustee will withdraw from the Debt Service Fund, prior to each I nterest Payment Date,
an amount equal to the I nterest R equi rement payable on such | nterest Payment Date, and will cause the same
to be applied to the payment of said interest when due and is hereby authorized to apply the same to the
payment of such interest.

(b The Trustee will withdraw from the Debt Service Fund, prior to each Principal Payment
Date, an amount equal to the principal amount due on said Principal Payment Date, and will cause the same
to be applied to the payment of the principal.

(0 All withdrawal s and transfers under the provisions of subparagraphs (a) or (b) above will be
made not earlier than one (1) day prior to the I nterest Payment Date or Principal Payment Date towhich they
relate, and the amount so withdrawn or transferred will, for the purposes of the [ndenture, be deemed to
remain in and be part of the appropriate A ccount until such Interest Payment Date or Principal Payment Date.

Application of Reserve Fund

In order to further secure the payment of principal of and interest on the Bonds, the Trustee will
establish, maintain and hold in trust a separate fund designated as the “Reserve Fund” into which the Trustee
will deposit the Reserve Policy in an amount equal to the Reserve Requirement. “Reserve Requirement” is
defined in the | ndenture to mean $432,875.

Transfers to Pay Debt Service on Bonds. The Resenve Policy will be used by the Trustee for the
purpose of paying principal of or interest on the B onds when due and payable to the extent that moneys
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deposited in the Debt Service Fund are not sufficient for such purpose. The Trustee will draw on the Reserve
Policy in accordance with its terms and conditions and the terms of the | ndenture.

The amounts available under the Reserve Palicy will be used and withdrawn by the Trustee solely
for the purpose of making transfers to the Debt Service Fund for payment of the Bonds (and not any Parity
Debt), in the event of any deficiency at any time in such fund. The City is required to repay from Net
Revenues, as available, any draws under the R eserve Policy and pay all related reasonable expenses incurred
by the I nsurer.

The City will have no obligation to replace the Reserve Policy or to fund the Reserve Fund with cash
or any other security if, at any time that the Bonds are Outstanding, amounts are not available under the
Reserve Policy.

Rate Stabilization Fund

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

The City may, but is not be required to, withdraw from any amounts on deposit in the Rate
Stabilization Fund and deposit such amounts in the W ater Revenue Fund in any fiscal year for the purpose of
paying Debt Service coming due and payable in such Fiscal Y ear. Amounts so transferred from the Rate
Stabilization Fund to the W ater Revenue Fund wil | constitute Gross Revenues for such fiscal year in which
drawn (except as otherwise provided in the Indenture), and will be applied for the purposes of the Water
Revenue Fund. Amounts on deposit in the Rate Stahilization Fund are not pledged to and do not secure the
Bonds or any Parity Debt.

The City may at any time withdraw any or all amounts on deposit in a Rate Stabili zation Fund and
apply such amounts for any lawful purposes of the City. There will be no balance in the Rate Stabilization
Fund at the time of Closing.

Rate Covenant

Under the I ndenture, the City will, to the extent permitted by |aw, fix, prescribe and coll ect rates, fees
and charges for the W ater Systemwhichwill be at|east sufficient toyield Net Revenues equal to one hundred
twenty twenty-five (125%) of Debt Service coming due and payable during such Fiscal Y ear. The City may
make adjustments from time to time in such rates and charges and may make such classification thereof as it
deerms necessary, but will not reduce the rates and charges then in effect unless the Net Revenues from such
reduced rates and chargeswill at all times be sufficient to meet the requirements of the | ndenture.

For the purpose of computing the amount of Gross Revenues for any Fiscal Y ear or the amount of

Net Revenues for any Fiscal Year for purposes of the preceding paragraph, the City will be permitted to
transfer amounts on deposit in the Rate Stabilization Fund for purposes of such computation, such transfers
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may be made until (but not after) one hundred twenty (120) days after the end of such Fiscal Y ear.
No Outstanding Parity Debt

The City has no Outstanding Parity Debt that is payable from Net R evenues on parity with the B onds.
Issuance of Parity Debt

In addition to the Bonds, the City may at any time issue or incur additional Parity Debt under
applicable law which is payable from the Net Revenues on parity with the payments by the City under the
Indenture: provided that the Net Revenues (excluding any amounts transferred from a Rate Stabilization
Fund) for the Fiscal Y ear or any consecutive 12-month period in the 18 months next preceding the date of the
adoption by the City of the resolution authorizing the issuance of such Parity Debt or the execution of such
Parity Debt, as the case may be, as evidenced by a cal culation prepared by the City upon which the Trustee
may conclusively rely; plus an allowance for Net Revenues that would have been derived from any increase
in the rates and charges fixed and prescribed for the W ater Sy stem which was enacted prior to the i ssuance
or the execution of such Parity Debx, as the case may be, but which, during all or any part of said Fiscal Y ear
or 12-month period, was not in effect, in an amount equal to the estimated additional Net R evenues that would
have been derived from such increase in rates and charges if it had been in effect prior to the beginning of
saidFiscal Year or 12-month period, as shown by the Certificate of an Authorized R epresentative of the City
will have produced an amount equal to at |east the sum of 125% of Maximum Annual Debt Service on the
Bonds and all Parity Debt outstanding after the issuance of such Parity Debt.

Furthermore, in order to issue such Parity Debt, the City may not be in default with respect to its
obligations under the | ndenture or any Parity Debt | nstruments.

Subordinate Debt

Nothing in the Indenture prohibits or impairs the authority of the City to issue bonds or cther
obligations secured by alien on Net Revenues that is subordinate to the lien established under the | ndenture,
upon such terms and in such principal amounts as the City may determine.

Eminent Domain Proceeds

If al or any part of the Water System is taken by eminent domain proceedings, the Net Proceeds
realized by the City therefromwill be deposited by the City with the Trustee in a spedia fund in trust and
applied by the City to the cost of acquiring or constructing or financing | mprovements to the W ater System.

Insurance

The City covenants under the [ ndenture that it will at al times maintain such insurance on the W ater
System as is customarily maintained with respect to works and properties of like character against accident
to, loss of or damage to such works or properties. | any useful part of the Water System is damaged or
destroyed, such part will be restored to use. The Net Proceeds of insurance against acci dent to or destruction
of the physical Water Systemwill be used for repairing or rebuilding the damaged or destroyed portions of
the W ater System.
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Any such insurance will be in the form of policies or contracts for insurance with insurers of good
standing and shall be payable to the City, or may be in the form of self-insurance by the City. The City will
establish such fund or funds or reserves as it determines, in its sole judgment, are necessary to provide for its
share of any such self4nsurance.

Limited Obligation

The Net Revenues constitute a trust fund for the security and payment of the principal or Redemption
Price of and interest on the Bonds. The general fund of the City isnot liable and the credit or taxing power of
the City is not pledged for the payment of the principal or Redemption Price of and interest on the Bonds.
The Owner of the Bonds may not compe! the exerd se of the taxing power by the City or the forfeiture of its
property. The principal or Redemption Price 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,
recei pts, or revenues except the Net R evenues.

THE CITY
General

The City encompasses approximately five square miles and is located in Humboldt County (the
“County”), approxi mately 18 miles south of Eureka and 250 miles north of San Francisco on U.S. Highway
101. The City was incorporated on February 20, 1906 as a general |aw city, and became a charter city in 199%.
The City’s fiscal year begins on ] uly 1 and endsJ une 30 of the following year. The City is a full service city,
andwith an average of 73 full and part-time personnel, provides water and wastewater utility services, public
safety, street maintenance, land use and building regulation, transit, recreational and park services. See
“APPENDIX D - GENERAL INFORMATION REGARDING THE CITY AND SURROUNDING AREA”
herein.

Governance and Management

The City has a Coundil Manager form of municipal government. The City Coundl is comprised of
five elected council members served by a full4ime City Manager and staff. Coundil members are elected at-
large for staggered four-year terms. Biennially, the Mayor and Maycor Pro Tempore are sel ected by the City
Council to serve 2-year terms. The City Manager is appointed by the City Coundil and is responsible for
administration of City affairs, day-to-day operations and i mplementation of City Coundl policies. The current
Mayor, Mayor Pro Tempore and City Coundil members and their respective titles and ending terms of office
are as follows:

Name Title Expiration of Office Term
Sue Long Mayor November 2018
Tami Trent Mayor Pro Tem November 2020
Doug Strehl Council Member November 2018
TiaraBrown Coundil Member November 2018
Dean Glaser Coundil Member November 2020
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Following are biographies of certain City staff:

MARK WHEETLEY: City Manager. Mr. Wheetley is the new City Manager for the City. His
background and work experience includes a 30-year career in state and local government with the California
Natural Resources Agency, the California Coastal Conservancy, and the California Coastal Commission on
awide range of watershed restoration, community land use and coastal management issues. Most recently,
he worked as a Senior E nvironmental Scientist Specialist with the CA Department of Fish & Wildlife Coastal
Fisheries Program. Mr. Wheetley al so served on the Arcata City Council for 12 years (2005-17) induding
three terms as mayor, and represented the R edwood Empire Division for 6 years on the L eague of California
CitiesBoard of Directors. Mr. Wheetley has chaired both the League’s Environmental Policy Committee and
the Coastal Cities | ssues Group. Hewas a Governor appointee to the CA Sei smic Safety Commission.

AARON FELMLEE: Finance Director. Mr. Felmlee, appointed to Finance Director for the City in
March of 2017, is responsible for al| day-to-day financial operations. Prior to joining the City of Fortuna, Mr.
Fel mlee worked as an accountant for the City of Eureka where he performed many of the same accounting
and reporting functions required by his position as Finance Director. Mr. Felmlee oversees all City
accounting, reporting, and records maintenance as well as prepares and monitors the annual budget. As
Finance Director, Mr. Felmlee is also responsible for coordinating and completing all external auditing
funcions, revenue management, induding billing and collection for utilities, licenses, taxes and other
revenues and maintaining the fiscal integrity of the City.

City Investments

The investment of the City’s funds is performed in accordance with the City’s adopted | nvestment
Policy. Funds are invested with the following objectives in mind:

1. Assets are to be invested with prudence - made with judgment and care — under
drcumstances then prevailing, which persons of prudence, discretion and intelligence exercise in the
management of their own affairs, not for speculation, but for investment, considering the probabl e safety of
the invested capital aswell as the probable income to be derived therefrom.

2. The portfoliois invested in a manner consi stent with the primary emphasis on preservation
of the principal, while attaining a market rate of retum throughout budgetary and economic cydes, taking
into cons deration the investment ri sk constraints and liquidity needs. Y ield on the City’ s investment portfolio
is of secondary importance compared to the safety and liquidity objectives. Trading of securities for the sole
purpose of realizing trading profits is prohibited.

3. Suffident liquidity is maintai ned to provide a source for anticipated financial obligations as
they become due. The City will diversify itsinvestment by security type, issuer and maturity dates.

The Investment Policy calls for the City’s investment portfalio to be structured to provide that
sufficient funds from investments are available to meet the City’s anticipated cash needs. The choice of
investment instruments and maturities is to be based upon an analysi s of anti cipated cash needs, existing and
anti cipated revenues, interest rate trends and specific market opportuniti es.
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The City’s Investment Policy also requires that deposits in banks must meet the requirements of
California Government Code. Under this code, deposits of more than $250,000 must be collateralized at 105
percent to 150 percent of the val ue of the deposit to guarantee the safety of the public funds. The first $250,000
of the City’s deposits is insured by the Federal Deposit Insurance Corporation (FDIC). Deposits more than
the $250,000 insured amount are collateral ized.

According to the most recent report for the month ended J une 30, 2016, the City had invested funds
as set forthin Table 3 below. As of June 30, 2016, approximately 28.1% of the invested funds were assets of
the Water System. The City’s practice is to hold securities to maturity.

Table 3
CITY OF FORTUNA

INVESTMENT PORTFOLIO (AS OF J UNE 30, 2016)

Average
| nvestment Type maturity Fair Value
JP Morgan Institutional Prime Money Market-City 48 Days $2,976,467
JP Morgan Institutional Prime Money Market-Fidudary 48 Days 859,244
Humbol ct County Treasurer’s Pool!" 815 Days 9,242,468
Local Agency Investment Fund? 167 Days 9,039,784
Certificates of deposit and local government bonds 2Years 8,324,368
Total | nvestments $30,442,331

[1] TheCity isa participant in the Humbol et County Treasurer’s Pool which is ranaged by the Humboldt County Treasurer. On
amonthly basis, interestis allocated to partici pants based onaverage daily balances. The HumboldtCounty Treasury Oversight
Committee oversees the Treasurer s investmerts and policies. [mvestments held in the County’ s investmert pool are available
on demand and are stated at amortized cost, which approximates fair value, The fair value of the City’ s position in the pool is
the same as the value of the pooled shares,

[2] TheCityisavoluntary participant inthe L ocal Agency Irvestment Fund (LAIF} that is regulated by the California G overnment
Code and is managed by the Treasurer of the State of California. The Local Investment Advisory B card (LAIF Board) has
oversight responsibility for LAIF. The LAIF Board consists of five members as designated by State statute. [rvestments in
LAIF are available on derrand and are stated at amortized cost, which approxirmates fair value. The fair value of the City’s
position in the pool is the same as the value of the pooled shares,

Source: City

Risk Management

The City carries insurance to cover its exposure to various risks of [oss related to torts, theft and
destruction of assets, errors and omissions, and natural disasters. The City is a member of the Redwood
Empire Municipal Insurance Fund (the “Fund”), a joint powers authority with 15 cities in Northern California
as members, The Fund provides joint protection programs for public entities covering automobile, general
liability, errors and omission | osses, property and workers compensation claims.

Under the program, the City hasa $10,000 general liability retention limit similar toadeductiblewith
the Fund being responsible for losses above that amount up to $500,000. The Fund carries excess liability
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coverage to a tota of $40 million in excess of its $500,000 retention limit per occurrence through the
California Joint Powers Risk Management Authority and its excess insurers. The Fund covers workers
compensation claims up to its self4nsurance limit of $1 million and a deductible of $10,000. A purchased
excess policy insures the Fund for an additional $1 million to provide aggregate coverage of upto $2 million
per claim. The City pays an annual premium to the Fund; the City may share in any surplus revenues or may
be required to pay additional assessments based upon the Fund's operating results. The Fund also provides
property coverage up to $25,000 per occurrence in excess of the City'sdeductible. L osses in excess of $25,000
are paid by the excess insurance policy up to the replacement val ue of all covered property with a cap at $300
million.

The City paid $589,166 in uninsured losses during the 2014-2015 fiscal year. Of the $589,166,
$569,166 pertains to the settlement of one matter related to an inverse condemnation action. For more
information on the City’s risk management policy, see “APPENDIX B - AUDITED FINANCIAL
STATEMENTS OF THE CITY FOR FISCAL YEAR 2015-16

Labor Contracts

The City maintains |abor contracts with two organized labor groups. The number of members covered
by and expiration date of each contract is set forth below.

Number of Date of
L abor Groups/Contrads Members Contract Expiration
Fortuna Poli ce Employees A ssodiation 22 June 30, 2019
Fortuna E mployees Assodiation 26 June 30, 2019

Employee Retirement System; CalPERS

The following information relating to the California Public Employees Retirement System
(“CalPERS™) is primarily derived from information produced by CalPERS, its independent accountants and
actuaries, as interpreted by the City and its Auditor. The City has nat i ndependently verified the information
provided by CalPERS and make no representations nor express any opinion as to the accuracy of the
information provided by CalPERS. The comprehensive annual financial reports of CaPERS are available on
its Internet website at www.calpers.ca.gov. The CalPERS website also contains CalPERS’ most recent
actuarial valuation reports and other information concerning benefits and cther matters. Such information is
not incorporated by reference herein, Neither the City nor the Underwriter can guarantee the accuracy of such
information.

Actuarial assessments are forwardH ooking statements that reflect the judgment of the fiduciaries of
the pension plans, and are based upon a variety of assumptions, one or more of which may not materialize or
be changed in the future. Actuarial assessments will change with the future experience of the pension plans.

Plan Description. The City contributes to the CalPERS, a cost sharing multiple-employer public
employee defined benefit pension plan. All qualified permanent and probationary employees are eligible to
participate in the City’s separate Safety (police) and Miscellaneous (all other) Employee Pension Plans (the
“Pension Plans”).
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CalPERS provides retirement and disability benefits, annual cost-ofHiving adjustments, and death
benefits to plan members and benefidaries. CalPERS acts as a common investment and admi nistrative agent
for participating public entities within the State, ind uding the City. Benefit provisions under the Pension
Plans are established pursuant to State statute and City ordinance. CalPERS issues publidy available financial
reports that indude the finandal statements and required supplementary information for the CalPERS.
CalPERS issues publidy available reports that include afull description of the pension plans regarding benefit
provi sions, assumptions and membership informati on that can be found on the CalPERS website. Copies of
CalPERS’ annual financial report may be obtined from its executive office located at 400 Q Street,
Sacramento, California 95811, or via hitp: /Awew.cal pers.ca.qov.

The City partic patesin the Safety andMiscellaneous CalPERS cost sharing multi ple-empl oyer plans.
The Safety plans consists of Safety — 1st Tier, Safety — 2nd Tier and Safety Public E mployee Pension Reform
Act (PEPRA). The Miscellaneous plans consist of Miscellaneous — 1st Tier, Miscellaneous — 2nd Tier and
Miscellaneous PEPRA.

Benefits Provided. CalPERS provides service reti rement and disability benefits, annual cost of living
adjustments (COLA) and death benefits to plan members, who must be public employees and beneficiaries.
Benefits are based on years of credited service, equal to one year of full time employment, Retirement
benefits are defined as 2.5 percent of the employees final 12 months average compensation times the
employee's years of service (2.0 percent for safety employees) Employees with 10 years of continuous are
eligible to retire at age 55 (age 50 for safety employees) Employees are eligible for service—related di sability
benefits regardless of the length of service. Five years of service is required for non-service-related disability
eligibility. Disability benefits are determined in the same manner as retirement benefits but are payable
immediately without an actuarial reduction. Preretirement death benefits equal an employee's final full-year
sdlary. Bath plans provide for a 2 percent Cost of Living Adjustment (COLA). The public safety planis closed
to new entrants. The death benefitisone of thefollowing: the Basic Death Benefit, the 1957 Survivor B enefit,
or the Optional Settement 2W Death Benefit. The cost of living adjustments for each plan are applied as
specified by the Public Employees’ Retirement Law.

Effective January 1, 2013, CalPERS instituted a new pension plan as a result of PEPRA. E mployees
hired from that date on are subject to the new 2% at 62 benefit formula. The 2.5% at 55 benefit formula has
been cl osed to new hires from] anuary 1, 2013 on, unlessthey meet the rules fora CalPERS Classic employee.
A Classicemployeeisalready CalPERS member through prior employment andwas employed by aCalPERS
member within the last 6 months. See the CalPERS website for more information.

Contributions. Section 20814(c) of the California Public Employees’ Retirement Law requires that
the empl oyer contribution rates for al public employers be determined on an annual basis by the actuary and
shal| be effective ontheJ uly 1 following notice of a change inthe rate. Funding contributions for the Pension
Plans are determined annually on an actuarial basis as of June 30 by CalPERS.

The City i s required to contribute at an actuarially determined rate of annual covered payroll, plus a

fixed payment of unfunded liability. The actuarially determined rates and amounts for each Pension Plan for
the fiscal years ended June 30, 2017 and ] une 30, 2018, are as follows.
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CiTY*s REQUIRED EMPLOYER CONTRIBUTION RATES & PAYMENTS

Fiscal Year 2016-17

Fiscal Year 2017-18

E mplayer Employer
Employer Payment Employer Payment
E mployer Normal of E mployer Normal of

Normal Cost Unfunded Normal Cost Unfunded

Pension Plan Cost Rate Payment Liability Cost Rate Payment Liability
Miscellaneous — 1st Tier 12.151% $241,278 $216,504 12.192% $217.119 $256,601
Safety — 1st Tier 15,536 168,575 153,727 19.723 173,848 187,116
Miscellaneous — 2™ Tier 9.302 26,529 0 9.343 24,748 0
Safety — 2™ Tier 16.656 8,029 0 0 0 0
Miscellaneous -PEPRA 6.555 10,323 27 6.533 30,238 112
Safety {Fire) -PEPRA 12.082 11,670 0 11.990 17,055 83
Totals $465,804 $370,258 $463,008 443,912

Source: CalPERS Annual Valuation Reportas of ) une 30, 2015,

FundingHistory. The funding history for the Miscellaneous 1st Tier Pension Plan and the Safety 1st
Tier Pension Plan is shown in the tables below, listing for each plan the actuarial accrued liability, share of
the pool’s market value of assets, share of the pool’s unfunded liability, funded ratio, and annual covered
payroll,

MISCELLANEOUS — 1<t Tier

Share of Share of

Accrued Pool’s Market Pool’s Annual

Valuation Liability Value of Unfunded Funded Covered

Date (AL) Assets (MVA) Liability Ratio Payrall
06,3011 $13,427,764 $10,29,768 $3,130,99 76.7% $2,481,362
06,3012 14,351,492 10,389,379 3,962,113 72.8% 2,272,299
06,3013 15,581,271 11,945,289 3,635,982 76.7% 2,056,399
06,3014 17,055,736 13,686,143 3,369,593 80.2% 1,817,137
06,3015 17,495,009 13,341,927 4,153,082 76.3% 1,629,714

Source; CalPERS Annual Valuation Reportas of ] une 30, 2015.
SAFETY- 1Ist Tier
Share of Share of

Accrued Pool’s Market Pool’s Annual

Valuation Liability Value of Unfunded Funded Covered

Date (AL) Assets (MVA) Liability Ratio Payroll
06,3011 $9,886,109 $7,729,333 $2,156,776 78.2% $992,571
06,3012 10,848,570 7,936,601 2,911,969 73.2% 870,963
06,3013 11,294,847 8,694,911 2,599,936 77.0% 813,517
06,3014 12,615,018 10,189,033 2,425,985 80.8% 789,686
06/30/15 13,208,992 10,143,902 3,065,090 76.8% 806,648

Source: CalPERS Annual Valuation Reportas of ) une 30, 2015,

25



Actuarial Assumptions. Actuarial calculations are based on a humber of assumptions about long-
term demographic and economic behavior., Unless these assumptions (terminations, deaths, disabilities,
reti rements, salary growth, and investment return) are exactly realized each year, there will be differences on
ayear-toyear basis. The year-to-year differences between actual experience and the assumptions are called
actuarial gains and losses and serve to lower or raise required employer contributions from one year to the
next. Therefore, employer contributions will inevitably fluctuate, especially due to the ups and downs of
investment returns.

The total pension liabilities in the June 30, 2014 actuarial valuations were determined using the
following actuarial assumptions.

All Pension Plans

Valuation Date June 30, 2014
Measurement Date June 30, 2015
Actuarial Cost Method E ntry-Age Normal Cost Method
Discount Rate 7.65%
I nflation 2.75%

Varies by Entry Age and Service
Salary Increases (1)
Post R etirement Benefit | ncrease (2
Mortality (3

(1) Depending on age, service, and type of employment

(2) Contract COLA upto 2.75% until Purchasing Power Protection
Allowance Floor on Purchasing Power applies, 2.75% thereafter

(3) Derived using CalPERS’ Membership Data for all Funds

The mortality table used was developed based on CalPERS’ specific data. The table includes 20
years of mortaity improvements using Society of Actuaries Scale BB. All other actuarial assumptions used
in the June 30, 2014 valuation were based on the results of an actuarial experience study for the period from
1997 to 2011, including updates to salary increase, mortal ity and retirement rates. More information on this
table and assumptions can be found in the Experience Study report on CalPERS’ website under Forms and
Publications.

Change in Assumptions. According to Paragraph 68 of GASB 68, the long-term expected rate of
return should be determined net of pension plan investment expense but without reduction for pension plan
admini strative expense. The discount rate of 7.50% used for the J une 30, 2014 measurement date was net of
admini strative expenses. The discount rate of 7.65% used for the ] une 30, 2015 measurement date i s without
reduction of pension plan admini strative expense.

Discount Rate. The discount rate used to measure the total pension liability was 7.65% for each
Pension Plan. To determine whether the municipa bond rate should be used in the calculation of a di scount
rate for each plan, CalPERS stress tested plans that would mostly likely result in a discount rate that would
be different from the actuarially assumed discount rate. Based on the testing, none of the tested plans ran out
of assets. Therefore, the current 7.65% discount rate is adequate and the use of the municipal bond rate
cal culation is not necessary. The long-term expected discount rate of 7.65% will be applied to all plansin the
Public E mployees Retirement Fund (PERF). The stress test results are presented in a detailed report that can
be obtained from the CalPERS website.
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The |ong-term expected rate of refurn on pension plan investments was determined using a building-
blodk method in which best-esti mate ranges of expected future real rates of return (expected returns, net of
pension plan investment expense and inflation) are devel oped for each major asset class.

I n determining the long-term expected rate of return, CalPERS took into account both short-termand
long-termmarket return expectati ons aswell as the expected pension fund cash flows. Usinghistorical retums
of all the funds’ asset classes, expected compound returns were calculated over the short-term (first 10 years)
and the longterm (11-60 years) using a building-block approach. Using the expected nominal returns for
both short-term and | ong-term, the present val ue of benefits was cal culated for each fund. The expected rate
of return was set by cal culating the single equivalent expected retumn that arrived at the same present value of
benefits for cash flows as the one cal culated using both short-term and long-term returns. The expected rate
of return was then set equivalent to the single equivalent rate calculated above and rounded down to the
nearest one quarter of one percent.

The table below reflects the long-term expected real rate of return by asset dass. The rate of return
was calculated using the capital market assumptions applied to determine the discount rate and asset
dlocation. These rates of return are net of administrative expenses.

New Strategic Real Return Real Return
Asset Class Allocation Years 1-10(a) Years 114+{b)
Global Equity 50.0% 5.25% 5.71%
Global Fixed Income 17.0% 0.99% 2.43%
Inflation Sensitive 5.00 0.45% 3.28%
Private Equity 12.00% 6.83% 6.95%
Real Estate 11.0% 4.50% 5.13%
Infrastructure and Forestland 3.0 4.50% 5.0%%
Liquidity 2.0% -0.55% -1.05%
Total 10096

(a) An expected inflation of 2.5% used for this period.
(b} An expected inflation of 3.0% used for this period.

DiscountRate Being L owered Over Next 3 Years. At the December 21, 2016, meeting, the CalPERS
Board of Administration approved |owering the CalPERS discount rate assumption, the longterm rate of
return, from 7.50 percent to 7.00 percent over the next three years. Thiswill increase public agency employer
contribution costs beginning in Fisca Y ear 2018-19. The phase-in of the discount rate change approved by
the CalPERS B oard for the next three Fiscal Y earsis as follows:

Fiscal Y ear for

Required
Valuation Date Contribution Discount Rate
June 30, 2016 2018-19 7.375%
June 30, 2017 201920 7.25%
June 30, 2018 202021 7.000%

L owering the di scount rate means plans wil| see increases in both the normal costs and the accrued
liahilities. These increases will result in higher required empl oyer contributions. In addition, active members
hired after January 1, 2013, under PEPRA may al so see their contribution rates rise.
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Employer contribution increases as a result of the discount rate changes are estimated below by
Normal Cost and required Unfunded Accrued Liability (WAL) payment. The Total Employer Contribution is
the sum of the Normal Cost Rate appliedto reported payral | plusthe UAL payment. The Normal Cost portion
of the Employer Contribution is expected to increase by the listed percentages of payroll. Increases to the
UAL payments are provided as relative increases to be applied to the projected UAL payments in the J une
30, 2015, valuation report.

The changes to the UAL due to changes of actuarial assumptions are amortized over a fixed 20-year
period with a 5-year ramp up at the beginning and a 5-year ramp down at the end of the amorti zation period.
The 5-year ramp up means that the payments in the first four years of the amortization schedul e are 20 percent,
40 percent, 60 percent and 80 percent of the ultimate payment, which begins in year five. The 5-year ramp
down means that the reverse is true and the payments in the final four years are ramped down by the above
percentages. A new ramp is established with each change to the discount rate. There will be three ramps
established in the first three years. As aresult of the 5-year ramp up and effective date of the increase, it will
be seven years until the full impact of the discount rate change is completely phasedin.

The tables below were taken from the latest CalPERS Actuarial Reports, and shows the 2016-17
UAL contribution made by the City, as well as the City’s projected UAL contributions for the next five fiscal
years.

Miscellaneous — 1st Tier Safety — 1st Tier
Projected Projected

iscal UAL % UAL %

Year Contribution* [ ncrease Contribution* [ ncrease
201647 $256,601 — $187,116 —
201748 315,104 22.800% 234,590 25.37%
201819 376,887 19.61 284,745 21.38
201920 414,757 10.05 298,695 04.90
202021 457,006 10.21 331,127 10.86
202122 489,037 06.99 354,816 07.15
Totals $2,3009,48?2 90.58% $1,691,089 89.62%

* The annual UAL Contribution is now a fixed amount regardless of current payroll.

Sensitivity of the Net Pension Liability to Changes in the Discount Rate. The fdlowing presents
the City’s proportionate share of the net pension liability for each Plan, calculated using the discount rate for
each Pension Plan, as well as what the City’s proportionate share of the net pension liability would be if it
were calculared using a discount rate that i s one percentage point lower or one percentage point higher than
the current rate:

Miscellaneous Safety
1% Decrease 6.65% 6.65%
Net Pension Liability $6,289,838 $4,562,842
Current Discount Rate 7.65% 7.65%
Net Pension Liability $3,861,526 $2,779,976
1% Increase 8.65% 8.65%
Net Pension Liability $1,856,666 $1,318,059

Source: City’s 201 5-16 Audited Financial Statements.
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Asset Volatility Ratio (AVR). Plans that have higher asset-topayroll ratios experience more volatile
employer contributions (as a percentage of payroll) due to investment return. For example, a plan with an
asset-to-payrol | ratio of 8 may experience twice the contribution volatility, due to investment return vol atility,
than a plan with an asset-topayrall ratio of 4. Shown below is the asset volatility ratio for the Miscellaneous
Plan and the Safety Plan, which a measure of each plan’s current contribution volatility. It should be noted
that thisratio is a measure of the current situation. It increases over time but generally tends to stabilize as the
plan matures.

Liability Volatility Ratio (LVR). Plans that have higher liability-topayroll ratios experience more
volatile employer contributions (as a percentage of payroll) due to investment return and changes in liability.
For example, a plan with a liability-to-payroll ratio of 8 is expected to have twice the contribution volatility
of a planwith a liability-topayrol| ratio of 4. The liability volatility ratio for the Miscellaneous Plan and the
Safety Planisalso shown in the table below. |t should be noted that this ratio indicates alonger-term potential
for contribution volatility. The asset volatility ratio, described above, will tend to move c oser to the liability
volatility ratio as the plan matures.

Rate Volatility Miscellaneous — 1st Tier* Safety— Tst Tier*
1. Market Value of Assets $13,341,927 $10,143,902
2. Payradl 1,629,714 806,648
3. Asset Volatility Ratio (AVR) [(1) /(2] 8.2 126
4, Accrued Liability $17,495,009 13,208,992
5. Liability Volatility Ratio (LVR) [(4 /(2] 10.7 16.4

Source: CalPERS Annual Valuation Report as of | une 30, 2015,
*As of | une 30, 2015

Other Post-Employment Benefits

The City provides no post-employment benefits cther than those associated with the Public
E mployees Retirement System.

Other City and Financial Information

Information with respect to the City, including financial information and certain economic and
demographic information relating to the City is provided in “APPENDIX D — GENERAL INFORMATION
REGARDING THE CITY AND SURROUNDING AREA.” Also, see “APPENDIX B — AUDITED
FINANCIAL STATEMENTS OF THE CITY FOR FISCAL YEAR 2015-16.”

The City’s general fund is not pledged to secure payment of, and the taxing power of the City is not
pledged for, the principal of and interest on the B onds. The City has induded its Comprehensive Annual
Financial Report Fiscal Y ear Ended ) une 30, 2016 (the “City’s Audited Financial Statements”), as Appendix
B tothis Official Statement. The City has not requested, and the City’s auditor has not given, such auditor’s
consent tothe inclusion in Appendix B of its report contained in the City’ s Audited Finandial Statements. The
City has not requested that such auditor undertake any review or investigation concerning subsequent events
with respect to such City’s Audited Financial Statements.
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THE WATER SYSTEM

General

The City owns and operates the water production, storage, disinfection, and transmission fadilities
that serve the City of Fortuna. The Water System currently provides water to approximately 5,594
connections, serving approximately 12,032 customers. Approximately 5,042 connections are residential, and
approximately 552 connections are non—esidential (mostly commerdial). Fire protection is achieved through
279 fire hydrants strategically |ocated throughout the City. The maximum production output of the W ater
Systemis presently 1.1 million gallons per day (“MGD”), and the peak dermand on the W ater System has
beenashighas 1.7 MGD on a peak day. B ased on production and sal es records, the City esti mates that current
average water demand for the City of Fortunais 1.1 MGD, or 408 million gallons (MG) of water per year.

Water Supply and Storage Capacity

Groundwater is the sole source of water supply for the Water System. Water is extracted from five
(5) shallow groundwater wells owned by the City. These wells, which are up to 112 feet deep, are all | ocated
at the southwest corner of the City, and produce excellent quality water. A pproximately 408 MG of potable
water were produced by the City’s wells in 2016, The water from these wells recejive chlorination before
distribution to the resenvoir storage and distribution system. Drinking water is pumped to four (4) reservoirs,
for atotal storage capacity of approximately 8,250,000 gallons.

The City extracts groundwater fromthe Eel River Valley Groundwater Basin. The City does not have
adjudi cated rights to pump groundwater, but instead operates under a permit from California State W ater
Resources Contral Board (CSWRCB). According to the City, the groundwater basin contains a volume of
approximately 44,300 MG that is recharged by percolation at a rate of approximately 32,565 MG per year.
Although the storage capadity is about 44,300 MG, the usable yield of this grouncwater storage basin is
estimated to be approximately 13,000MG to 19,500 MG annually. Approximately 3,257 MG of ground water
is currently being pumped from the basin for agricultural purposes, leaving a potential of producing
approximately 9,743 MG to 16,243 MG per year. Based on production and sales records, current water
demand for the City is approximately 408 MG of water per year.

Water Treatment System

The City of Fortuna’s water supply is treated to raise the pH and make the water less corrosive to
comply with State and F ederal requi rements for |ead and copper. This treatment process makes the water |ess
acidic by aerating and removing carbon dioxide gas which is naturally dissolved in the water. As required by
the California Department of Public Health, after the water is aerated, it is then chlorinated to prevent
bacteriological contamination of the water.

The City employs a “Cross-Connection Control Program” to protect the Water System from
contamination due to backflow. A backflow condition can be created when water from the consumer’s
plumbing flows back into awater main. The California Department of Health Services and Fortuna City Code
both requi re backflow preventi on assermblies to be installed at all actual or potential sources of contamination.
Such sources of contamination include hospitals, mortuaries, fire sprinkler systems, sewage treatment plants
and customerswith their ownwater system such as awell. These assemblies are requi red to be tested annually
to ensure proper operation.
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Distribution System

The distribution system is currently composed of a looped system being fed through approximately
sixty-five (65) miles of water mains, seven (7) pump stations and four (4) water storage reservairs at various
locations that provide 8.25 million gallons of treated water storage. The City’s existing storage capacity
provides the Water System with approximately 75(% of the average daily demand in the City (based on
average daily use of 1.1 MGD). All of the City booster stations have standHy emergency power and are
controlled and monitored by the SCADA system located at the water treatment plant.

Environmental Regulation

The City operates the W ater Systemunder a permit from CSWRCB, Division of W ater Rights Permit
No. 12390. None of the permits applicable to the Water System have expiration dates, and the California
State Department of Heal th Services permit is revised, modified and re-issued as necessary. The City believes
that it is in compliance with the requirements of all permits in all material respects.

Water System Users

The Water System served approximately 5,594 accounts as of June 30, 2016, consisting of
approximately 5,042 single-family residential accounts and 552 non-esidential accounts. The number of
accounts does not equal the number of parcels connected to service because some parcels have multiple
accounts, Residential utility accounts account for approximately 78% of the W ater Systerm’ s revenue and non-
residential utility accounts are responsible for approximately 22%.

Water System Rates and Charges

General. Rates and charges for water service within the W ater System service area are set by the City
Council and are not subject to the juri sdicti on of, or regulation by, the California Public Utilities Commission
or any other regulatory body. The City increases water service charges fromtime totime in order to maintain
adequiate revenue surplus after operating expenses, admi nistrative expenses, debt service, and routine capital
replacement costs. Funds available after meeting fixed and operational costs are used to supplement capital
improvements, accomplish capital replacements, and maintain reserves.

The City is subject to certain covenants with respect to the Bonds which require that the City fix,
prescribe, revise and collect rates and charges for the services and facilities furnished by the W ater System,
during each Fiscal Y ear which are sufficient toyield Net Revenues at |east equal to 125% of debt service of
the Water System in such Fiscal Y ear. See the caption “SECURITY FOR THE BONDS - Rate Covenant -
Covenant Regarding Net Revenues’ herein.

Rate Increases. The City Council has the ability to increase rates and charges through a public
hearing process. Prior to adopting a fee or charge, the City is required under Proposition 218 to conduct a
public hearing and receive protests. | the City should receive a majority of written protests fromits customers,
the City would not be authorized to impose the increased rate or charge. See “CONSTITUTIONAL
LIMITATIONS ON TAXES AND RATES AND CHARGES - California Constitutional Artides X111C and
ArtideXI1I1D” herein
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Water Service Charges. The City has separated its customer base i nto various d asses, and the rates
charged to each dass of customer varies. Pursuant to City Coundil action taken on April 4, 2016 (R esolution
No. 2016-12), the City adopted its most recent schedule of monthly water rates, which summarized in the
Table 4 below. The City charges based on the number of units assod ated with each parcel.

Table 4
WATER SYSTEM

SCHEDULE OF MONTHLY WATER RATES

BASE CHARGE

Meter Size in | nches Monthly Base Fee!V
58by 34 $23.04
1 $44.07
1172 $87.21
2 $147.61
3 $320.16
4 $561.73
6 $1,251.95
USAGE CHARGE
Amount of Water in Cubic Feet Charges/100 Cubic Feet!V
0to 300 Monthly Base Fee
Over 300 $1.90
Source; City

{1) For customers located outside the City Limits the rate charged is one and one-half (1.5} times the rate for setvice within the
Limits. B etween May and October each year summer water rates will be in effect for all customers. The summer rates will provide
each customer under the base rate with an additional 200 cubic feet of water each month. The water rates for multiple units will be
calculated by multiplying the lowest base charge fee and the usage charge by the number of units.

Connection Charges. The City also charges development impact fees, incuding water capacity
charges to new customers connecting to the Water System. Development impact fees may be used for the
payment of Debt Service on the B onds and constitute Gross R evenues fromwhich pledged Net R evenues are
derived. Connection fee revenues do not generally constitute a significant percentage of annual W ater System
revenues. Water connection fees for each new single-family residence is currently $1,165, as established
pursuant to Resolution No. 2016-12

Operation, Management and Governance

The City has primary responsibility for the day-to-day management, operation and maintenance of
the Water System and has covenanted to operate the W ater System in an efficient and economical manner
and to operate, maintain and preserve the W ater Systemin good repair andworking order. The City endeavors
to provide for the operation and maintenance of W ater System fadilities for the purpose of treating and
utilizing water and its byproducts in accordance with federal, state, and local requirements; to provide a
healthy and nuisance-free environment; to plan for future water treatment needs to meet the anticipated
growth of the City; and to establi sh water user fees for properties receiving City water service.
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The City has covenanted that, in order to fully preserve and protect the priority and security of the
Bonds, itwill pay fromthe Gross Revenues and discharge all |awful claims for labor, materials and supplies
furmished for or in connection with the Water Systemwhich, if unpaid, may become a lien or charge upon the
Gross Revenues or the Net W ater R evenues prior or superior tothe lien granted under the | ndenture, or which
may otherwise impair the ability of the City to pay the Debt Service in accordance therewith.

Rate Setting and Collection Process

The City, subject to the requirements of Proposition 218 set forth below, has the power to establish
rates and charges for water service as needed, without the overview of any other governmental agency. The
present rate schedule for water service rates and charges was established by City Resolution No, 2016-12,
whichwas adopted by the City Council on April 4, 2016 by not less than a two-thirds vote. No rate increases
have been proposed or adopted with respect to the issuance of the Bonds. The City also establishes and
maintains a schedul e of water connection fees and fees for other services.

In November 1996, citizens of the State of California passed a Constitutional amendment known as
Proposition 218, which added Articles X111C and X 111D to the State Constitution. This amendment changed
the process for increasing property—el ated fees within the State and potentially affects the City’s ability to
impose future rate increases. See “CONSTITUTIONAL LIMITATIONS ONTAXES ANDWATER RATES
AND CHARGES - Cdlifornia Constitution Artidles XI11C and XI11D.” Proposition 218 conditions the
imposition or increase of any water service fee or charge upon there being no written majority protest after a
required public hearing.

Under the protest hearing process, property awners within the service area are mailed a rate increase
notice detailing the proposed rate increase. To oppose the rate increase, the property owner must return a
written notice of protest to the City. To support the rate increase, there is no action required on the part of the
property owner. | T written protests against the proposed rate increase are returned to the City no later than the
end of the protest hearing by a majority of owners of the identified parcels, the City may not approve the
proposed rate increase.

If the protest fails with |ess than a majority protest, then the City can approve a rate increase not to
exceed the noticed rate increase. The City believes that it has followed the Proposition 218 process in
connection with its water related rate increases last approved on April 4, 2016. See also“RISK FACTORS -
Rate Process” herein.

Largest Water Customers
The following Table 5 sets forth the 10 largest customers of the W ater System as of June 30, 2016,

as determined by total annual water revenue. The topwater users accounted for approximately 7.3%% of total
water billings during this period.
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Table 5
WATER SYSTEM

TENLARGESTWATER CUSTOMERS

Annual % of Total
Customer Business Type Billings!!! Billings
Royal Crest Investors Mobile Home $61,565 02.80%
Fortuna Trailer Village Mobile Home 15,444 00.70
Mountain View Village Senior Living 13,744 00.63
AWI (Redwood Way Apts) Apartments 13,317 00.61
Emeritus Senior Living Rest/Nursing Home 12,203 00.56
B est Western Hotel 11,145 00.51
Fortuna Rehabilitation RestNursing Home 10,716 00.49
Whitney Place RestNursing Home 8,525 00.39
Fortuna Family Associates Apartments 8,269 00.38
Comfort Inn Hotel 7,435 00.34
Total Top 10 Customer Billings!" $ 162,363 7.3%%
All other Customer Billings " $2,033,903 92.61%
Total All Customer Billings!" $2,196,266 100.00%

| 1] Based upon Fiscal Y ear 2015-16.
Source: City.

Comparative Rates

Table 6 below sets forth a comparison of average monthly bill for a single family residential unitin
the City to those of surrounding communities, based on rates in effect as of July 1, 2017.

Table 6
WATER SYSTEM

COMPARISON OF WATER SYSTEM RATES AND CHARGES™

Monthly
Customer Charge
Fortuna $26.84
Arcata 29,57
McKinleyville 31.11
Eureka 35.90
Humboldt CSD 40.99
Rio Dell 53.11

Source: City
* Based upon a 58 meter at a volumetric charge based on water consumption of Shcf per month.
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Future Water Enterprise Improvements

The City has an ongoing fiveyear capital improvement program (CIP) in connection with the
maintaining, upgrading and replacing of facilities and infrastructure with respect to the W ater Enterprise. The
CIP is adopted annually by Resolution of the City Coundil, with the last adoption occurring J une 19, 2017.
Among cther things, the CIP (i) identifies spedfic public improvement projects by location, size, fundion,
and cost, (ii) establishes the timing for funding of major cost elements rel ated to each project, such as right-
of-way acquisitions, design, construction, etc. (for large projects, these may be spread over several years,
while for smaller projects, funding may occur inasingle budget year ), (iii) proposes specific revenue sources
for each project, (iv) fadlitates prioritizing where funds are insufficient to cover all desired projects, (v)
enhances coordination of separate but interrel ated projects, whether internal or involving other agencies, and
(vi) allows other affected agendies, such as utilities, an opportunity to develop long+range programming.

The City has identified fifteen (15) priority projects that require capital outlay over the course of the
next five (5) years at a total estimated cost of approximately $4.1 million. The City anticipates funding these
improvements from reserves, annua revenues, connection fees and other available funds of the Water
E nterpri se on a pay asyou go basis; however, the City canincur future long-term indebtedness on parity with
the payment of the principal of and interest on the Bonds. See “SECURITY FOR THE BONDS — | ssuance
of Parity Debt” herein for a discussion of conditions which must be satisfied prior to issuance of any future
Parity Debt.

Delinquent Accounts

The City considers its rates of payment delinguency, service discontinuance for non-payment and
write-offs for uncollectible accounts to be [ow by water industry standards for urban areas. The write-offs for
uncollectible accounts for the last five Fiscal Y ears have averaged less than $10,000 annually.

Historical Operating Results

Thefdlowing Table 7 isa summary of audited operating results of the W ater Systemfor Fiscal Y ears
ended une 30, 2013 through 2016. See APPENDIX B for the audited financia statement for the Fiscal Y ear
ended J une 30, 2016. The auditor has not reviewed such statements in connection with their inclusion in this
Official Statement, nor has the City requested such a review. Selected information from the aforementioned
audited financial statements has been used to prepare the following fiveyear comparative summary of
revenues and expenses.

The results presented in the following Table 7 summary are qualified in their entirety by reference to
the respective annual consoli dated audited financial staterments of the City, ind uding the notes thereto, Copies
of the audited finandial statements for the City’s other Fiscal Y ears can be obtained at the office of the City
Manager.
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Table 7

WATER SYSTEM

HISTORICAL OPERATING RESULTS

GROSS REVENUES
Charges for Services
Capital |mpact Fees
Other Revenues

Total Operating Revenues

MAINTENANCE AND OPERATION CosTS!!
Salaries and B enefits

Purchased Power

Supplies and Materials

Total Operating Expenses
Operating | ncome
Nonoperating Revenues (E xpenses)!?
NET REVENUES

DEBT SERVICE
Debt Service on the 2006 Bonds

DEBT SERVICE COVERAGE
FUND BALANCE, J UNE 30

Audited Audited Audited Audited
2013 2014 2015 2016
$2,260,870 $2,337,351 $2,204,102 $2,196,266
14,053 81,685 90,899 64,231
38,606 54,582 41,195 128,506
$2,313,529 $2,473,618 $2,336,196 $2,389,003
$607,633 $590,137 $662,489 $908,853
181,347 202,343 156,826 177,759
285,898 256,570 271,715 328,273
$1,074,878 $1,049,050 $1,001,030 $1,414,885
$1,238,651 $1,424,5608 $1,245,166 $974,118
12,226 38381 55,327 77,313
$1,250,877 $1,462,949 $1,300,493 $1,051,431
$534,697 $532,297 $532,797 $534,797
2.34 2.75 2.44 1.97
$7,472,251 $7,563,343 $8,062,526 $8,567,671

Operating Projections

[1] Excludes depreciation of the Water System for purposes of calculating debt service coverage.
[2] Excludes interest paid as debt service on the 2006 B onds.
Source: City s Audlited Financial Statements

The City’s estimated actual unaudited operating results for the Fiscal Y ear endingJ une 30, 2017, and
projected operating results and debt service coverage (adjusted to exclude depreciation, and certain cther
noted adjjustments and assumpticons) relating to the W ater System for the Fiscal Y ears endingJ une 30, 2018,
through June 30, 2020, are set forth in the following Table 8, reflecting certain significant assumptions
concerning future events and drcumstances (the “Coverage Projections”). The financial forecast represented
by the Table 8 is the City’s estimate of projected financial results based upon its judgment of the probable

occurrence of future events. |n addition, the assumptions set forth in the foothotes to Table 8 are material to

the devel opment of the City’s financial projections. Variations in the any one of the assumptions may produce
substantial ly different financia results. Actual operating results achieved during the projection pericd may

Uncertainties of Projections, Forecasts and Assumptions” herein.,
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Table 8

WATER SYSTEM
PROJECTED OPERATING RESULTS AND DEBT SERVICE COVERAGE
Unaudited B udgeted Prgected Prgected
Fiscal Y ear Fiscal Y ear Fisaal Y ear Fiscal Y ear
2017 2018 2019 2020

OPERATING REVENUES
Charges for Services!" $2,249,647 $2,249,647 $2,249,647 $2,249,647
Capital | mpact Fees!d 95,300 70,000 72,100 74,263
Other Revenues!! 66,000 87,546 85,264 84,364
Total Operating Revenues $2,410,947 $2,407,194 $2,408,011 $2,408,274

OPERATING EXPENSES
Salaries & B enefits! 864,100 947,000 984,880 1,024,275
Purchased Power 198,552 201,530 204,553 207,622
Services & Supplies 304,120 308,682 313,312 318,012
Total Operating Expenses $1,366,772 $1,457,212 $1,502,745 $1,549,908
Operating Income 1,044,175 949,982 905,266 858,366
Noncperating R evenues 0 0 0 0
NET REVENUES $1,044,175 $949,982 $905,265 $858,365

Debt Service on the 2006 B onds 529,548 377,149

Debt Service onthe 2017 B onds 70,625 432,875 398,675
Total Debt Service $529,548 $447,774 $432,875 $398,675
DEBTSERVICE COVERAGE 1.97 2.12 209 2.15
CIP PROJ ECTS (CasH FUNDE DB $327,660 $595,000 $645,000 $1,327,000
FUNDBALANCE, ] UNE 30 $8,754,639 $8,661,846 $8,489,592 $7,622,814

[1] User Fees and Charges based upon adopted rate increases, assuming no growth in customer accounts or change in consumption.

[2] Developmernt of large medical complex accounts for higher Capital | mpact Fees in FY 17,

[3] Other Revenues are mostly interest earnings on Fund Balance.

[4] Salaries & B enefits estimated to increase by 9.6% in FY 18 4% thereafter due to the planned hire of Utilities Superintendent,
position that had been vacant for mary years. Also includes .50/ hour cost-ofiving adjustment for all employees,

[5] Capital projects all cash funded based on adopted 5-year CIP plan.

Source: City
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CONSTITUTIONAL LIMITATIONS ON TAXES AND
RATES AND CHARGES

(California Constitution Articles XIITA and XIIIB

Artide XII1A of the Califarnia Constitution limits the taxing powers of Califomia public agencies.
Artide XIIIA provides that the maxi mum ad val oremtax on rea property cannot exceed 1% of the “full cash
value” of the property, and effectively prohibits the levying of any other ad valorem property tax except for
taxes above that |evel required to pay delt service on voter-approved general obligation bonds. “Full cash
value” is defined as “the County A ssessor’ s val Uation of real property as shown on the 1975-76 tax bill under
“full cash value’ or, thereafter, the appraisal value of real property when purchased, newly constructed, or a
change in ownership has occurred after the 1975 assessment.” The “full cash value” is subject to annual
adjustment to reflect inflation at a rate not to exceed 2% or a reduction in the consumer price index or
comparable [ocal data, or dedining property value caused by damage, destruction or other factors.

The foregoing limitation does not apply to ad valorem taxes to pay the interest and redemption
charges on any indebtedness approved by the voters before July 1, 1978 or any bonded indebtedness for the
acquisition or improvement of real property thereafter approved by the voters as required by |aw.

UnderArticleX1IB of the California Constitution, state and | ocal government entities have an annual
“appropriations limit” which limits their ability to spend certain moneys called “appropriations subject to
limitation,” which consist of tax revenues, certain state subventions and certain other moneys, incuding user
charges to the extent they exceed the costs reasonably borne by the entity in providing the service for which
itislevying the charge.

The City is of the opinion that the water service and user charges imposed by the City do not exceed
the costs the City reasonably bearsin providing the water services. In general terms, the “appropriations limit”
is to be based on certain 197879 expenditures, and is to be adjusted annually to reflect changes in the
consumer price index, population, and services provided by these entities. Among other provisions of Article
XII1B, if an entity’s revenues in any year exceed the amount permitted to be spent, the excess would have to
be returned by revising tax rates or fee schedules over the subsequent two years.

California Constitution Articles XIIIC and XIIID

On Novermber 5, 1996, the voters of the State approved Proposition 218, the so-called “Right toVote
on Taxes Act.” Proposition 218 added Articles X111 C and X 11D to the California Consti tution, which contain
a number of provisions affecting the ability of local governments to levy and collect new or increased taxes,
assessments, and property-related fees and charges.

Artide X|1IC provides that a local government may not impose, extend, or increase [ocal taxes until
such taxes are submitted to the electorate for approval. General taxes, imposed, extended, or increased for
general governmental purposes of the local government, require a majority vote and spedial taxes, imposed,
extended, or increased for specific purposes, require a two-thirds vote.

In addition, Artide X111C provides that the constitutional initiative power will not be prohibited or
otherwise limited in matters of reducing or repealing any local tax, assessment, fee or charge and that the
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power of initiative to affect local taxes, assessments, fees and charges. However, onJuly 1, 1997, a bill was
signed into law by the Governor of the State enacting Government Code Section 5854, which states; “Section
3 of Article XI11C of the California Constitution, as adopted at the November 5, 1996 general election, will
not be construed to mean that any owner or beneficial owner of a municipal security, purchased before or
after that date, assurmes the risk of, orinany way consents to, any action by initiative measure that constitutes
an impairment of contractual rights protection by Section 10 of Artide | of the United States Constitution.”
Government Code Section 5854 appearstolimit the voters’ power torepeal of reduce W ater System fees and
charges if such reduction would interfere with the City’s payment of Debt Service on the Bonds. If
Government Code Section 5854 becomes the subject of a challenge, however, no guarantee can be made that
the courts will agree with such interpretation.

Artide XI11C does not define the terms “local tax,” “assessment,” “fee” or “charge.” In Bighorn-
Desert View Water Agency v. Verjil (“Bighom™), 39 Cal. 4th 205 (2006), decided by the California Supreme
Court on July 24, 2006, the petitioner sought to establish his right to reduce a local water agency’s water
delivery charges through use of the initiative power. | nhol ding for the petitioner on thisissue, the court stated
that the absence of a restrictive definition of “fee” or “charge” in Article XI11C suggests that those terms
incdlude al| levies that are ordinarily understood to be fees or charges, including all of the property-elated fees
and charges subject to Artide X 111D. Though the Supreme Court did not arrive at an exact definition of such
terms, it did determine that fees and charges that are fees and charges within the meaning of Artidle X111D
are necessarily fees and charges within the meaning of Artide XI11C.

The Court heldthat Article X |11C authorizes the use of the initiative process to reduce water delivery
charges but that it does not authorize use of the initiative power to impose a voter-approval requirement on
future increases in water delivery charges. The court declined to determine whether the initiative power is
limited by other statutory provisions requiring that water service charges be set at a level that will pay system
operating expenses and debt service since that i ssue was not before the court.

Consecuently, the voters of the City could, by future initiative, seek torepeal or reduce any local tax,
assessment, fee or charge, ind uding the City’s water service fees and charges, which are the source of Net
Revenues pledged to the payment of Debt Service on the Bonds. Though the use of the initiative power is
arguably limited in a case such as this where fees and charges have been imposed by the City for services of
the Water System that are pledged to the payment of Debt Service on the Bonds, there can be no assurance
that the voters of the City will not seek to approve such an initiative which attempts to reduce the fees and
charges imposed by the City for services of the W ater System that are pledged to the payment of Debt Service
on the Bonds.

Artide XI11D imposes various procedural and substantive requirements on local governments that
levy an “assessment,” “fee,” or “charge.”” Article XI11D defines “fees” or “charges” 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 incdent of property ownership, induding a user fee or charge for a property related service.”
“Property related service” means a public service having a direct relati onship to property ownership (property
ownership includes tenancies where tenants are directly liable to pay the fee or charge). In particular, afee or
charge (i) may not exceed the funds requi red to provide the property related service, (ii) may not be used for
any purpose other than that for which the fee or charge was imposed, (iii) may not exceed the proporticnal
cost of the service attributable to the parcel, (iv) may not be imposed for a service unless that service is
actually used by, or is immediately available to, the owner of the property in question, and (v) may not be
imposed for general governmental services.
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In addition, before any property related fee or charge may be imposed or increased, the local
government agency must provide mailed notice forty-five (45) days in advance of a hearing regarding the
proposed imposition or increase, and if written protests against the proposal are presented by a majority of
the owners of the identified parcels, the local government agency may not impose of increase the fee or
charge. Moreover, except for fees or charges for water, wastewater, and refuse collection services (or fees for
electrical and gas service, which are expressly exempted from Proposition 218), no property related fee or
charge may be imposed or i ncreased without a majority approval by the property owners subject to the fee or
charge or, at the option of the |ocal agency, two-thirds approval by those residing in the affected area and
voting at the election. Article X 11D states that, beginningJuly 1, 1997, all fees or charges must comply with
its provisions.

InRichmond et al. v. Shasta Community Services City (“Richmond), the California Supreme Court
held that awater connection fee was not a “property-related” fee or charge subject to Article X 111D, However,
in the opi nion the California Supreme Court suggested in dicta that fees for ongoing water service through an
exi sting connection were “property related” fees and charges imposed on a person as an i ncident of property
ownership. The court addressed this issue directly in the Bighorn case discussed above. |n its decision, the
court cited its di scussion in Richmond in support of its condusion that a public agency’ s fees and charges for
oNngoing water service through an existing connection are “property—rel ated” fees and charges imposed on a
person as an incident of property ownership for purposes of Article X111D, whether the fees and charges are
cal culated based on usage or are imposed as a fixed monthly fee.

The City believes that it has complied with the procedures required by Article X111D, as such article
has been construed by the Califomia Supreme Court, in connection with the increases in the W ater fees and
charges approved by the City Coundil of the City on April 4, 2016. See “THE WATER SYSTEM - Rate
Setting and Collection Process” herein.

The ability of the City to comply with the covenants in each of the Indenture, including the rate
covenants described under “SECURITY FOR THE BONDS - Rate Covenant,” in connection with the levy
and collection of W ater Systemn service charges could be adversely affected by actions taken or not taken by
voters, property owners or other persons obligated to pay Water System service charges. Furthermore, the
interpretation and application of Proposition 218 will likely be subject to further judicial determinations, and
itis not possible at this time to predict with certainty the outcome of such determinations. See also “RISK
FACTORS — Rate Process” herein.

Proposition 26

On November 2, 2010, voters in the State approved Proposition 26. Proposition 26 amends Article
XI11C of the State Constitution to expand the definition of “tax” toinclude “any levy, charge, or exaction of
any kind imposed by a local government™ except the following: (1) a charge imposed for a specific benefit
conferred or privilege granted directly to the payor that is not provided to those not charged, and which does
not exceed the reasonable costs to the local government of conferring the benefit or granting the privilege;
(2) a charge imposed for a specific government service or product provided directly to the payor that is not
provided to those not charged, and which does not exceed the reasonable costs to the local government of
providing the service or product; (3) a charge imposed for the reasonable regulatory costs to a local



government for issuing licenses and permits, performing investigations, inspections, and audits, enforcing
agricultural marketing orders, and the administrative enforcement and adjudication thereof: (4) a charge
imposed for entrance to or use of local government property, or the purchase, rental, or lease of local
government property; (5) a fine, penalty, or other monetary charge imposed by the judicial branch of
government or a local government, as a result of a violation of law:; (6) a charge imposed as a condition of
property development; and (7) assessments and property—related fees imposed in accordance with the
provisions of Artide X111D. Proposition 26 provides that the local government bears the burden of proving
by a preponderance of the evidence that a levy, charge, or cther exaction is not a tax, that the amount is no
more than necessary to cover the reasonable costs of the governmental activity, and that the manner in which
those costs are allocated to a payor bear a fair or reasonable rel ationship to the payor’ s burdens on, or benefits
received from, the governmental activity. The City does not believe that the enactment of Proposition 26 will
affectits ability to levy rates and charges for water services.

Future Initiatives

Artides XII1A, XI1I1B, XIlIC and XI1ID were adopted as measures that qualified for the ballot
pursuant to Califormnia’s initiative process. From time to time other initiatives could be proposed and adopted
affecting the W ater System revenues, induding the ability to increase or expend such revenues.

RISK FACTORS

The purchase of the Bonds involves investrment risk. | fa risk factor materialized toa sufficient degree,
it could delay or prevent payment of principal of and interest on the Bonds. The following discussion of risks
is not meant to be an exhaustive list of the risks associated with the purchase of the Bonds and does nat
necessarily reflect the relative i mportance of the various issues. Such risk factors include, but are not linited
to, the following matters and should be considered, along with other information in this Official Statement,
by potential investors. There can be no assurance that other risk factors will not becorme material in the
future.

General

The payment of principal of and interest on the Bonds is secured solely by a pledge of the Net
Revenues and other payments paid by the City pursuant to the | ndenture. The cbligation of the City to make
the Debt Service on the Bonds is a limited obligation of the City payable solely from a pledge of Net
Revenues. The realization of the Net Revenues is subject to, among other things, the capabilities of
management of the City, the ability of the City to provide water services to its users, and the ability of the
City to establish and maintain water fees and charges sufficient to provide the requi red debt service coverage
aswell as pay for Maintenance and Operation Costs. A mong other matters, natural disasters, general and |ocal
economic conditions and changes in law and government regulations (ind uding initiatives and moratoriums)
could adversely affect the amount of Net Revenues realized by the City.

Accuracy of Assumptions
To estimate projected financial results of the W ater System, including the Coverage Projections set

forth in Table 8, and the corresponding projected Net Revenues available to pay debt service on the Bonds,
the City has made certain financial forecasts and assumptions with regard to the rates and charges to be
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imposed in future years, estimated foreseeable Parity Debt, the expenses assodated with Water System
operations and the interest rate at which funds will be invested.

The City believes these finandial forecasts and assumptions to be reasonable, but variations in the
any one of the assumptions may produce substantially different financial results. Actual operating results
achieved during the projection period may vary from those forecasted and such variations may be material,
with a possible result bei ngthat Net R evenues may prove to be significantly less than projected in this Official
Statement. A ccordingly, such assumptions and projections are at best educated estimates, and are not in any
way a guaranty of future performance.

Limited Obligation

The obligation of the City to pay Debt Service onthe Bonds is a limited obligation of the City and is
not secured by alegal or equitable pledge or charge or lien upon any property of the City or any of itsincome
or receipts, except the Net Revenues, The obligation of the City to Debt Service on the Bonds does not
constitute an obligation of the City to levy or pledge any form of taxati on or for which the City has levied or
pledged any form of taxation. No owner of any Bond may compel the exercise of the taxing power by the
City or the forfeiture of any of its property.

Limited Recourse on Default

If the City defaults on its obligation to make payment on the Bonds, the Trustee has the right to
accelerate the total unpaid principal amount of the Bonds. However, in the event of a default and such
acceleration, there can be no assurance that the City will have sufficient Net Revenues to pay the accel erated
unpaid principal amount of the B onds.

Increased Maintenance and Operation Costs

There can be no assurance that expenses of the City with respect to the Water System will be
consistent with the levels contemplated in this Official Statement. Maintenance and Operation Costs could
increase at higher rates than currently expected as a result of various factors, including increases in personnel
costs, energy costs, chemical costs, pumping costs, technology, safety or regulatory costs, unforeseen costs
associated with spills or other accidents involving the Water System, and other factors beyond the City’s
control.

Increases in Maintenance and Operation Costs could require an increase in rates or charges in order
to comply with the Rate Covenants in the | ndenture. There can be no assurance that such future rate i ncreases,
if necessary, will not encounter majority protest opposition or be challenged by initiative action authorized
under Proposition 218, See “RISK FACTORS - Rate Covenant” herein.

Project Management
The City has agreed under the | ndenture to maintain and operate the W ater Systemin an efficient and
economical manner and to operate, maintain and preserve the W ater Systemin good repair andworking order.

Should management prove deficient, it is possible that the W ater System could fall into disrepair, possibly to
level s that woul d require significant rate increases to properly remediate conditions. The City has covenanted
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to prescribe, revise and collect rates and charges for the Water System at certain levels; however, there can
be no assurance that such amountswill be collected in the amounts and at the times necessary to make timely
payments with respect to the Bonds. Additionally, the ability of the City to comply with its covenants under
the I ndenture, and to generate Net R evenues sufficient to pay prind pal 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) by voters, property owners, taxpayers or payers of assessments, fees and charges.
See “CONSTITUTIONAL LIMITATIONS ON TAXES AND RATES AND CHARGES” herein. Any
remedlies availabl e to the owners of the B onds, upon the occurrence of an event of default under the [ ndenture,
arein many respects dependent upon judicial actionswhich are often subject to discretion and delay and could
prove both expensive and time consuming to cbtain. See “Limitations on Remedies and Bankruptcy.”

Financial Controls

The City is responsible for establishing and maintaining an internal control structure designed to
ensure that the assets of the City, including the W ater System, are protected from | oss, theft, or misuse and to
ensure that adequate accounting data are compiled to allow for the preparation of financial statements in
conformity with generally accepted accounting principles. The internal control structure is designed to
provide reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable
assurance recognizes that: (1) the cost of control should not exceed the benefits likely to be derived; and (2)
the val uati on of costs and benefits requires estimates and judgments by management. W hile the City believes
that it has establi shed an internal contral structure designed to protect against such events, no assurance can
be given as to the adequacy of theredf, or any insurance coverage related thereto. |f there were to be an
occurrence of a loss, theft, or misappropriation, there could be a substantial reduction in the City’s ability to
pay Debt Service on the Bonds.

Insurance

The Indenture requires the City to obtain and keep in force various forms of insurance or self-
insurance, subject to deductibles, for repair or replacement of applicable portions of the Water Systemin the
event of damage or destruction thereto. No assurance can be given as to the adequacy of any such self-
insurance or any additional i nsurance to fund necessary repair or replacement of any such applicable portions
of the W ater System. Significant damage to the W ater System could resultin a lack of the ability to generate
sufficient Net Revenues to repay the Bonds.

Further, the City is not legally obligated under the I ndenture to maintain, or cause to be maintained,
earthquake or flood insurance on the either the W ater System, and the City does not presently maintain
earthquake or flood insurance on behalf of the Water System. No assurance is made that any earthcuake or
flood insurance will be provided in the future, or if provided, that such insurance will continue to be
maintained in the future. | there were to be an occurrence of a flood or severe seismic activity in the City,
there could be substantial damage tothe W ater System, the cost of repai r of which could exceed the net equity
available therefore, In the event of significant flood or earthquake damage to the W ater System, there can be
no assurance that Net R evenues would be sufficient to pay principal of and interest on the B onds.
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Limitations on Remedies and Bankruptcy

The ability of the City to increase water service charges and to comply with its covenants under the
Indenture and to generate Net Revenues in amounts sufficient to pay Debt Service 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) by voters, property owners, taxpayers or payers of assessments, fees and charges.
See “CONSTITUTIONAL LIMITATIONS ON TAXES AND RATES AND CHARGES - California
Constitution Articles X111C and X111D” herein.

Furthermore, any remedies available to the owners of the B onds upon the occurrence of an event of
default under the Indenture are in many respects dependent upon judicdal actions which are often subject to
discretion and delay and could prove both expensive and time consuming to cbtain.

In addition to the limitations on remedies contained in the [ ndenture, the rights and obligations under
the Bonds may be subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance,
moratorium and other aws relating to or affecting creditors’ rights to the application of equitable prind ples,
to the exercise of judicial discretion in appropriate cases and to limitations on legal remedies against
municipalitiesin the State of California. Various legal opinions to be delivered concurrently with the issuance
of the Bonds will be so qualified. In addition, the opinion to be delivered by B ond Counsel concurrently with
the issuance of the Bonds, will also state that the enforceability of the Indenture is subject to the limitations
on the imposition of fees and charges by the City relating tothe W ater System, under Artide XI11C and X111D
of the California Constitution. A complete copy of the proposed form of opinion of Bond Counsel is set forth
in Appendix E hereto. In the event the City fails to comply with its covenants under the | ndenture or to pay
Debt Service on the B onds, there can be no assurance that available remedieswill be adequate to fully protect
the interests of the hol ders of the Bonds.

As noted above, the enforcement of the remedies provided in the | ndenture and the | ndenture could
prove both expensive and time consuming,. | n addition, the rights and remedies provided in the | ndenture may
be limited by and are subject to provisions of the federal bankruptcy |aws, as now or hereafter enacted, and
to other laws or equitable prindples that may affect creditors’ rights. I the City were to file a petition under
Chapter 9 of the Bankruptcy Code (Title 11, United States Code), the B ondhol ders and the Trustee could be
prohibited or severely restricted from taking any steps to enforce their rights under the | ndenture. So long as
the Bonds are held in book-entry form, DTC (or its nominee) will be the sole regi stered B ondhol der and will
be entitled to exercise all rights and remedies of B ondholders.

Physical Condition of Water System Facilities

The reliability of the Water System is affected by a number of factors induding physical and
operational vulnerabilities of its facilities. Certain of the W ater System facilities are near the end of their
useful life. Longdived facilities result in decreased reliability due to unplanned outages and place a greater
maintenance burden on operations. The City budgets for the maintenance and operations of its fadilities;
however, the City gives no assurance that any future significant diminished physical status of its facilities
would not materially adversely affect the operations of the Water System. Partial or complete failure of
components of the Water System could cause a material increase in costs for repairs or a corresponding
material acverse impact on Net Revenues.



Energy Costs

No assurance can be given that any future significant reduction or loss of power would hot materially
adversely affect the operations of the W ater System. The vol ume of water processed and treated in the W ater
System on a daily basis requires a significant amount of power. Electricity is needed to run several assets
including, among other things, pumps, lights, computers, mechanical valves and machinery.

The City cannot guarantee that prices for electricity or gas will not increase, which could adversely
affect the W ater Systenr’s financial condition. See“CONSTITUTIONAL LIMITATIONS ON TAXES AND
RATES AND CHARGES — California Constitution Artides X111C and X111D”” herein.

Statutory and Regulatory Impact

Laws and regulations governing treatment and disposal of water are enacted and promulgated by
government agencies on the federal, state and local |evels. Compliance with these laws and regulations may
be extremely costly, and, as more stringent standards are developed to protect the environment, these costs
will likely increase.

Claims against the City for violations of regulations with respect to its facilities and services could
be significant. Such daims are payable from assets of the Water System or from other legally available
sources. Although the City has covenanted in the I ndenture to fix, prescribe and collect rates, fees and charges
during each Fiscal Y ear at specified levels, no assurance can be given that the cost of compliance with such
laws and regulations will not materially adversely affect the ability of the City to generate Net Revenues in
the amounts required by the Indenture to pay Debt Service on the Bonds. Certain potential increasing
regulatory standards could materially increase the cost to the City of providing water services,

Natural Disasters

The area in and surrounding the City, like those in much of California, may be subject to
unpredictable droughts, storms, floods, fires, soil expansion and liquefaction and seismic activity that could
negatively affect the value of the W ater System, as well as other assets of the City. The possibility of the
occurrence of some of these conditions and events has not been taken into account in the design of the W ater
System and has not been taken into account in the designs of other public improvements which may be
acquired or constructed by the City or other public agencies.

The City expects that one or more of these conditions will likely occur in the future, and, even if
design criteria have been implemented to mitigate certain geologic events, which may or may not prove to be
the case, such conditions may nevertheless result in damage to or destruction of part or al of the Water
System.

If there were to be an occurrence of a severe geotechnical condition or natural disaster in the area of
the City, there could be an interruption in the service provided by the Water System resulting in a reduction
in the amount of Net Revenues available to pay Debt Service on the Bonds. Further, damage to components
of the Water System could cause a material increase in costs for repairs or a corresponding material acverse
impact on respective Net Revenues.
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Safety and Security

The safety of the facilities of the W ater Systemis maintained by a combinati on of regular inspections
by City employees, electronic monitoring, and analysis of unusual incident reports. All above-ground
facilities operated and mai ntained by the City, are controlled access facilities with fencing and gates. Despite
the security measures and precautions that are in place, military conflicts and terrorist activities could
adversely impact operations of the W ater System and the finances of the City.

The City continually plans and prepares for emergency situations and immedi ately respondsto ensure
services are maintained. However, there can be no assurance that any exi sting or addiitional safety and security
measures will prove adequate in the event that terrorist activities are directed against the assets of the W ater
System or that costs of security measureswill not be greater than presently anticipated. F urthermore, damage
to the Water System could require the City to increase expenditures for repairs significantly enough to
adversely impact the City’s ability to pay Debt Service on the Bonds.

Economic, Political, Social, and Environmental Conditions

Prospective investors are encouraged to eval uate current and prospective economic, palitical, sodial,
and environmental conditions as part of an informed investment decision. Changes in economic, palitical,
sodal, or environmental conditions on a local, state, federal, and/or international level may adversely affect
investment risk generally.

Such conditional changes may include (but are not limited to): fluctuations in business production,
consumer prices, financial markets, or unemployment rates; technological advancements; shortages or
surpluses in natural resources or energy supplies; changesin law; sodal unrest, fluctuationsin the crime rate,
political conflict, acts of war or terrorism: environmental damage; and natural disasters.

Rate Process

The passage of Proposition 218 by the California electorate, which added Articles X111 C and XI11D
to the Califomia Condtitution, affects the City’s ability to impose future rate increases, and no assurance can
be given that future rate increases will not encounter majority protest opposition or initiative action under
Proposition 218, In the event that future proposed rate increases cannot be imposed as a result of a majority
protest or initiative, it may adversely affect the ability of the City to generate Net Revenues in the amounts
required by the I ndenture to pay Debt Service on the Bonds. See “CONSTITUTIONAL LIMITATIONS ON
TAXES AND RATES AND CHARGES — California Constitution Articles XI11C and X 111D.”

The City’s ability to comply with the rate covenant under the | ndenture may also be limited by the
provisions of Proposition 218, The foregoing discussion of Proposition 218 should not be considered an
exhaustive or authoritative treatment of the issues. The City does not expect to be in a position to contral the
consideration or disposition of these issues and cannot predict the timing or outcome of any judicial or
legislative activity in this regard. Interim rulings, final decisions, legislative proposals and legislative
enactments may al affect the impact of Proposition 218 on the Bonds as well as the market for the B onds.
L egislative and court calendar delays and other factors may prolong any uncertainty regarding the effects of
Proposition 218



Investment of Funds

All funds and accounts held under the | ndenture are requi red to be investedin A uthori zed | nvestments
as provided under the Indenture. See APPENDIX A attached hereto for a summary of the definition of
Authorized | nvestments. All investments, induding the Authorized | nvestments and those authorized by |aw
fromtime to time for investments by public agendies, contain a certain degree of risk. Such risks indude, but
are not limited to, a lower rate of return than expected, loss of market value and loss or delayed receipt of
princdipal. The occurrence of these events with respect to amounts held under the Indenture or by the City
could have amaterial adverse effect on the security of the Bonds.

Secondary Market Risk

There can be no guarantee that there will be a secondary market for the Bonds or, if a secondary
market exists, that any Bonds can be sold for any particular price. Occasicnally, because of general market
conditions or because of adverse historical or economic prospects connected with a particular issue, secondary
marketing practices in connection with a particular issue are suspended or terminated. Addtionally, prices
of issues for which a market is being made will depend upon then-prevailing circumstances. Such prices
could be substantial ly different from the original purchase price.

Loss of Tax Exemption

As discussed under the caption “TAX MATTERS,” interest on the Bonds could fail to be excluded
pursuant to section 103(a) of the Code from the gross income of the owners thereof for purposes of federal
income taxation, in some cases retroactive to the date of execution and delivery of the Bonds, as a result of
future acts or omissions of the City in violation of certain covenants contained in the Indenture. Should such
an event of taxability occur, the Bonds are not subject to special redemption or any increase in interest rate
andwill remain outstanding until maturity or until redeemed pursuant to the | ndenture.

In addition, Congress has considered in the past, is currently considering and may consicer in the
future, legislative proposals, including some that carry retroactive effective dates that, if enacted, would alter
or eliminate the exdusion from gross income for federal income tax purposes of interest on municipal bonds,
such as the Bonds. Prospective purchasers of the Bonds should consult their own tax advisors regarding any
pending or proposed federal tax legislation. The City can provide no assurance that federal tax law will not
change while the Bonds are outstanding or that any such changes will not adversely affect the exclusion of
interest on the B onds from gross income for federal income tax purposes. |f the exclusion of interest on the
Bonds from gross income for federal income tax purposes were amended or eliminated, itis likely that the
market price for the B onds would be adversely impacted.

IRS Audit

The Internal Revenue Service (the “IRS™) has initiated an expanded program for the auditing of tax-
exempt bond issues, induding both random and targeted audits. 1tis possible that the Bonds will be selected
for audit by the IRS. Itisalso possible that the market value of the Bonds might be affected as a result of
such an audit of the Bonds (or by an audit of similar bonds). No assurance can be given that in the course of
an audit, as a result of an audit, or otherwise, Congress or the IRS might not change the Tax Code (or
interpretation thereof) subsequent to the issuance of the Bonds to the extent that it adversely affects the
exd usion from gross income of interest (and original i ssue discount) on the B onds or their market value.
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Uncertainties of Projections, Forecasts and Assumptions

Compliance with certai n of the covenants contained in the | ndenture is based upon assumptions and
projections. Projections and assumptions are inherently subject to significant uncertainties. | nevitably, some
assumptionswill not be realized and unanti ¢i pated events and drcumstances may occur and actual results are
likely to differ, perhaps materially, from those projected. Accordingly, such projections are not necessarily
indicative of future performance, and the City assumes no responsibility for the accuracy of such projections.

FINANCIAL STATEMENTS

Attached as APPENDIX B are the audited financial statements of the City (the “Financial
Statements”) for Fiscal Y ear 2015-16, which include financia staterments for the W ater Systemn, prepared by
the City’s Finance Department and audited by Terry E. Krieg, CPA, Santa R osa, California (the “Auditor”).

The Auditor’s |etter concludes that the Financial Statements present fairly, in all material respects,
the respective financial position of the governmental activities, the business type activities, each major fund,
and the aggregate remaining fund information of the City, as of June 30, 2016, and the respective changes in
its financial position, and, where applicable, cash flows therecf for the year then ended in accordance with
accounting principles general ly accepted in the United States of America. The Finandal Statements include
informati on regardi ng other certai n funds of the City, which are not pledgedto pay Debt Service on the Bonds.

Additionally, the City has not requested nor did the City obtain permission from the Auditor to
include the audited financial statements as an appendix to this Official Statement. A ccordingly, the Auditor
has not performed any post-audit review of the financial condition or operations of the City. |n addition, the
Auditor has not reviewed this Official Statement.

TAX MATTERS

Inthe opinion of The Weist Law Firm, Scotts Valley, California, Bond Counsel, subject, however to
the qualifications set forth below, under exi sting | aw, the i nterest on the Bonds i s excluded from gross income
for federal income tax purposes and such interest is not an item of tax preference for purposes of the federal
dlternative minimum tax imposed on individual s and corporations, provided, however, that, for the purpose
of computing the atemative minimum tax imposed on corporations (as defined for federal income tax
purposes), such interest i s taken into account in determining certain i ncome and earnings.

The opinions set forth in the preceding paragraph are subject to the condition that the City comply
with all requirements of the Tax Code that must be sati sfied subsequent to the issuance of the Bonds. The
City has covenanted to comply with each such requirement. Failure to comply with certain of such
requirements may cause the indusion of such interest in gross income for federal income tax purposes to be
retroactive to the date of issuance of the Bonds.

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

Under the Tax Code, original i ssue discount i s treated as interest exd uded from federal gross i ncome
and exempt from State of California personal income taxes to the extent properly allocable to each owner
thereof subject to the limitations described in the first paragraph of this section. The original issue discount
accrues over the term to maturity of the Bond on the basis of a constant interest rate compounded on each
interest or principal payment date (with straightine interpolations between compoundi ng dates). The amount
of original issue discount accruing during each period is added to the adjusted basis of such Bonds to
determine taxable gain upon disposition (including sale, redemption, or payment on maturity) of such Bond.,
The Tax Code contains certain provisions relating to the accrual of original issue discount in the case of
purchasers of the Bonds who purchase the Bonds after the initial offering of a substantial amount of such
maturity. Owners of such Bonds should consult their own tax advisors with respect to the tax consequences
of ownership of Bondswith original i ssue discount, including the treatment of purchaserswho donot purchase
in the original offering, the allowance of a deduction for any loss on a sale or cther disposition, and the
treatment of accrued original issue discount on such B onds under federal individual and corporate alterative
Minimum taxes.

Under the Tax Code, original issue premium is amortized on an annual basis over the term of the
Bond (said term being the shorter of the Bond’s maturity date or its call date). The amount of original issue
premium amortized each year reduces the adjusted basis of the owner of the B ond for purposes of determining
taxable gain or [oss upon disposition. The amount of original issue premiumon aBond i s amortized each year
over the term to maturity of the Bond on the basis of a constant interest rate compounded on each interest or
principal payment date (with straight-ine interpolations between compounding dates). Amortized Bond
premium s not deductible for federal income tax purposes. Owners of premium Bonds, including purchasers
who do not purchase in the original offering, should consult their own tax advisors with respect to State of
California personal income tax and federal income tax consequences of owning such B onds.

In the further opinion of Bond Counsel, interest on the Bonds is exempt from California persona
INCOMme taxes.

Current and future legislative proposals, if enacted into law, clarification of the Tax Code or court
dedisions may cause interest on the Bonds to be subject, directly or indirectly, to federal income taxation or
to be subject to or exempted from state i ncome taxation, or otherwi se prevent beneficial owners fromrealizing
the full current benefit of the tax status of such interest. The introduction or enactment of any such legislative
proposals, clarification of the Tax Code or court decisions may also affect the market price for, or
marketability of, the Bonds. Prospective purchasers of the Bonds should consult their own tax advisors
regarding any pending or proposed federal or state tax legislation, regulations or litigation, as towhich Bond
Counsel expresses no opinion.

Owners of the Bonds should also be aware that the ownership or disposition of, or the accrual or

recei pt of interest on, the Bonds may have federal or state tax consequences cther than as described above.
Bond Counsel expresses no opinion regarding any federal or state tax consequences arising with respect to
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the Bonds other than as expressly described above. Bond Counsel expresses no opinion regarding cther
federal tax consequences ari singwith respect to the ownership, sale or disposition of the B onds, or the amount,
accrual or receipt of interest on the B onds, other than as expressly described above. The proposed form of the
opinion of Bond Counsel is attached as APPENDIX E.

CERTAIN LEGAL MATTERS

The Weist Law Firm, Scotts Valley, California, Bond Counsel, will render an opinion with respect
to the validity of the Bonds, the form of which opinion is set forth in APPENDIX E. Certain legal matters
will also be passed upon for the City by The Weist Law Firm, as Disclosure Counsel. Certain legal matters
will be passed upon for the City by the City Attorney.

CONTINUING DISCLOSURE

Pursuant to Rule 15¢2-12 of the Securities and Exchange Commission (the “Rule™), the City has
undertaken for the benefit of hol ders of the Bonds to provide certain financial information and operating data
relating to the City’s Water System by not later than the March 31 following the end of the City’s fiscal year
(which is aurrently June 30), commencing with the report for the 2016-17 Fiscal Year (the “Annual
Information™), and to provide notices of the occurrence of certain enumerated events. The Annual Information
will be filed by or on behalf of the City with the Municipal Securities Rulemaking Board (the “MSRB”) in
an electronic format prescribed by MSRB (currently Electronic Municipal Market Access system). Notices
of enumerated events will be filed by or on behalf of the City with the MSRB. The nature of the information
to be provided in the Annual Information and the notices of certain enumerated events is described in
“APPENDIX C -FORM OF CONTINUING DISCLOSURE CERTIFICATE hereto.

The City and its related governmental entities have previously entered into severa disclosure
undertakings under the Rule in connection with the issuance of |ong-term obligations.

During the past five years, the City and its rel ated entities have failed tofile, or file on atimely basis,
annual continuing di sclosure reports, annual audited finandals for the City, notices of insurerelated rating
changes with respect to multiple series of bonds, and failed to file failure to file notices with respect to
instances in which the City failed to comply with its prior undertakings. However, the City has since brought
itself current with respect to all of its filings that were required to have been made within the past five years.

Each of the Annual Reports, audited finandal statements and event notices were subsequently filed,
Accordingly, the City believes it is currently in compliance with its existing continuing disclosure
undertakings. The City has adopted policies and procedures necessary to ensure compliance with the
conti nuing di sd osure undertakings of the City, and its related entities, in the future.

LITIGATION

To the best knowledge of the City there is no action, suit, proceeding or investigation at law or in
equity before or by any court or governmental agency or body pending or threatened against the City to
restrain or enjoin the authorizati on, execution or delivery of the Bonds, the pledge of Net Revenues or the
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collection of the payments to be made pursuant to the | ndenture, the obligati on of the City to pay Debt Service
on the B onds made pursuant to the | ndenture, or in any way contesting or affecting validity of the Bonds, the
Indenture, or the agreement for the sale of the Bonds.

The City isengaged in routine litigation ind dental to the conduct of its business. However, there is
no litigation pending or threatened againgt the City which, in the opinion of the City Attorney, would
materially adversely affect the Water System or the sources of payment for the B onds.

RATINGS

The Insured Bonds are expected to be assigned an insured rating of “AA” by S&P Global Ratings, a
business unit of Standard & Poor’s Financial Services LLC (“S&P”) upon the issuance of the Policy by
Insurer at the time of delivery of the Insured B onds. The Bonds have also been assigned an underlying rating
of “A4” by S&P. Such ratings reflect only the view of S&P, and any desired explanation of the significance
of such ratings should be obtained from S&P. Generally, a rating agency bases its rating on the information
and materials furnished to it and on investigations, studies and assumptions of its own. There is no assurance
such ratings will continue for any given period of time or that such ratings will not be revised downward or
withdrawn entirely by S&P, if in its judgment, circumstances so warrant. The City and the Underwriter have
undertaken no responsibility either to bring to the attention of the Owners of the Bonds any proposed change
in or withdrawal of the ratings or to oppose any such proposed revision or withdrawal. Any such downward
change in or withdrawal might have an adverse effect on the market price or marketability of the Bonds. The
City has no obligation to maintain any rating for the Bonds.

MUNICIPAL ADVISOR

The City has retained PFM Financia Advisors LLC (the “Municipal Advisor”) in connection with
the issuance of the Bonds. The Municipal Advisor is a finandal advisory firm and is not engaged in the
busi ness of undenwriting or di stributing municipal securities or other public securities. The Municipal A dvisor
is not obligated to undertake, and has not undertaken to make, an independent verification or assume
responsibility for the accuracy, completeness, or faimess of the information contained in this Officia
Statement. The Municipal Advisor will receive compensation from the City contingent upon the sale and
delivery of the Bonds.

UNDERWRITING

The Bonds are being purchased by Stifel, Nicolaus & Company, |ncorporated (the “Underwriter™).
The Undenwriter has agreed to purchase the Bonds at a price of $5,903,121.80 (which price is equal to the
$5,405,000.00 aggregate principal amount of the Bonds, plus net Original |ssue Premium of $532,741.80,
and less Underwriter' s Discount of $34,620.00).

The Bond Purchase Contract pursuant to which the Underwriter has agreed to purchase the Bonds
provides that the U nderwriter will purchase all of the Bonds if any are purchased, the obligation to make such
purchase being subject to certain terms and conditions set forth in the B ond Purchase Contract, induding the
approval of certain legal matters by counsel and certain other conditions.
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The Underwriter intends to offer the Bonds to the public at the offering prices set forth on the cover
page of this Official Statement. The Underwriter may offer and sell to certain dealers and others at a price
lower than the offering prices stated on the cover page hereof. The offering price may be changed fromtime
totime by the U nderwriter.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

Upon delivery of the Bonds, the Verification Agent will deliver a report stating that the firm has
verified the mathematical accuracy of certain computations rel ating to the adequacy of the amounts deposited
pursuant to the E scrow Agreement to pay the appli cable redemption price of and accrued interest on, the 2006
Install ment Sale Agreement and the 2006 Bonds on their respective payment and redemption dates. The
Verification Agent has restricted its procedures to examining the arithmetical accuracy of certain
computations and has nat made any study or evaluation of the assumptions and information upon which the
computations are based and, accordingly, has not expressed an opinion on the data used, the reasonableness
of the assumptions, or the achievability of the forecasted outcome.

MISCELLANEOUS

So far as any statements made in this Official Statement involve matters of opinion, assumptions,
projections, antici pated events or estimates, whether or not expressly stated, they are set forth as such and not
as representati ons of fact, and actual results may differ substantially from those set forth herein. Neither this
Offidal Staterment nor any statement which may have been made verbally or inwriting is to be construed as
a contract with the Owners of the B onds.

The summaries of certain provisions of the Bonds, statutes and other docurments or agreements
referred to in this Official Statement do not purport to be complete, and interested parties must refer to each
of them for a complete statement of their provisions. Copies are available for review by making requests to
the City.

The Appendices are anintegral part of this Official Staterment and must be read togetherwith al| cther
parts of this Offidal Statement. The audited financial statements of the City (including financial statements
of the City’s Water Systerm), including a summary of significant accounting policies, for the Fiscal Y ear
ended June 30, 2016 s contained in APPENDIX B.

EXECUTION AND DELIVERY

The execution and delivery of this Official Statement have been authorized by the City Coundl of
the City.

CITY OF FORTUNA, CALIFORNIA

By: /5/ AaronFelmlee
Finance Director

52



APPENDIX A
SUMMARY OF INDENTURE
Certain provisions of the | ndenture are sunmarized below. This surmmary does not purport
to be conplete or definitive and is qualified in its entirety by reference to the full terns of the

Indenture. In the event of a conflict between this sunmary and the Indenture, the terns of the
I ndenture shall govern.

Certain Definitions

“Authority” means the Fortuna Public Financing Authority, a joint exercise of powers
agency organized and existing under the laws of the State of Califomia.

“Authorized Investments’ means any of the following, but only to the extent that the same
are acquired at Fair Market Value, which at the time of investment are legal investments under the
laws of the State of California for the moneys proposed to be invested therein:

(@ Federal Securities;

(b (i) obligations of any of the following federal agencies which obligations represent
full faith and credit of the United States of America, including: Exportd mport B ank, Farm Credit
System Financial Assistance Corporation, Rural Economic Community Development
Administration (formerly Farmers Home Administration), General Services Administration, U.S.
Maritime Administration, Small Business Administration, Government National Mortgage
Association, U.S. Department of Housing & U rban Devel opment, Federal Housing Administration
and Federal Financing Bank. and (ii) direct obligations for any of the following federal agencies
which obligations are not fully guaranteed by the full faith and credit of the United States of
America: senior debt obligations rated “Aaa’ by Moody’s and “AAA” by S&P issued by Fannie
Mae or Federal Home Loan Mortgage Corporation (FHLMC); obligations of the Resolution
Funding Corporation (REFCORP); senior debt obligations of the Federal Home Loan Bank
System; and senior delt obligations of other Government Sponsored A gendies;

(© U.S. dollar denominated deposit accounts federal funds and banker’s acceptances
with domestic commercial banks, which may include the Trustee, its parent holding company, if
any, and their affiliates, which have a rating on their short term certificates of deposit on the date
of purchase of “P-1" by Moody’s and “A-1" or “A-1+" by S&P or are collateralized by Federal
Securities and maturing no more than 360 days after the date of purchase, provided that ratings on
holding companies are not considered as the rating of the bank;

(d) commercial paper which is rated at the time of purchase in the single highest

classification, “P-1" by Moody’s and “A-1+" by S&P, and which matures not more than 270
calendar days after the date of purchase;
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(e) investments in a money market fund, including those of an affiliate of the Trustee,
rated “AAAM’ or “AAAM-G” or better by S& P, including funds for which the Trustee, its parent
holding company, if any, or any affiliates or subsidiaries of the Trustee or such holding company
provide investment advisory or other management services,

(fH pret+efunded municipal obligations defined as follows: any bonds o cother
obligations of any state of the United States of America or of any agency, instrumentality or local
governmental unit of any such state which are not callable at the option of the obligor prior to
maturity or as towhich irrevocable instructions have been given by the obligor to call on the date
specified in the notice; and (i) which are rated, based upon an irrevocabl e escrow account or fund,
in the highest rating category of Moody’s and S&P or any successors thereto; or (ii)(A) subject to
the approval of S& P, which are fully secured as to principal and i nterest and prepayment premium,
if any, by an escrow consisting only of Federal Securities, which escrow may be applied only to
the payment of such principal of and interest and prepayment premium, if any, on such bonds or
other obligations on the maturity date or dates thereof or the specified prepayment date or dates
pursuant to such irrevocable instructions, as appropriate, and (B) which escrow is sufficient, as
verified by a nationally recognized i ndependent certified public accountant, to pay principal of and
interest and prepayment premium, if any, on the bonds or other obligations described in this
paragraph on the maturity date or dates thereof or on the prepayment date or dates specified in the
irrevocabl e instructions referred to above, as appropriate; and

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

“Authorized Representative” means the Mayor, City Manager, Finance Director, or the
designee of the City Manager.

“Average Annual Debt Service” means the total aggregate Debt Service for the entire
period during which the Bonds are Outstanding divided by the number of Fiscal Y ears or portions
thereof during which the B onds are Outstanding.

“Bond Counsel” means The Weist Law Firm or any other attorney at law or firm of
attorneys, of nationally recognized standing in matters pertaining to the federal tax exemption of
interest on bonds issued by states and political subdivisions, and duly admitted to practice law
before the highest court of any state of the United States of America

“Bond Law” means Articles 10 (commencing with Section 53570) and 11 (commencing
with Section 53580) of Chapter 3 of Part 1 of Division 2 of Title 5 of the Government Code of the
State of California.

“Bond Registration Books” means the books maintained by the Trustee pursuant to the
Indenture for the regi stration and transfer of ownership of the Series 2017 Bonds.

“Bond Proceeds Fund” means the fund established and held by the Trustee pursuant to the
Indenture.
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“Bonds’ means, collectively, the Series 2017 Bonds and any Parity Debt issued and at any
time Outstanding under the | ndenture.

“2006 Bonds” means the Authority’s Water Revenue Bonds, Series 2006, issued in the
original principal amount of $8,085,000.

“Bond Year" means the twelve-month period beginning on October 2 in each year and
ending on October 1 in the folowing year except that (i) the first Bond Y ear with respect to the
Series 2017 Bonds shall begin on the Closing Date, and (ii) the last Bond Y ear with respect to the
Series 2017 Bonds may end on a redemption date prior to maturity of the Series 2017 Bonds or
the final maturity date of the Series 2017 B onds.

“Business Day” means any day other than a Saturday, Sunday or a day onwhich the Trustee
is authori zed by law to remain dosed.

“Certificate_of the City” means a certificate in writing signed by the Authorized
Representative or by any other officer of the City duly authorized by the Council for that purpose.

“Charges’ means fees, tolls, assessments, rates and charges prescribed by the Council for
the services and fadilities of the W ater System furnished by the City.

“City” means the City of Fortuna, a municipal corporation organized and existing under
the Constitution and laws of the State, and any successor thereto.

“Closing Date” means, with respect to the Series 2017 B onds, the date upon which there is
an exchange of the Series 2017 Bonds for the proceeds representing the purchase of such Series
by the Original Purchaser thereof.

“Continuing Disclosure Certificate” means that certain Continuing Disclosure Certificate
executed by the City and dated the date of original execution and delivery of the Series 2017
Bonds, as originally executed and as it may be amended from time to time in accordance with the
terms thereof.

“Cost of | ssuance Fund’ means the fund by that name establ i shed pursuant to the Indenture.

“Costs of Issuance” means all expenses incurred in connection with the authorization,
issuance, sale and delivery of the Series 2017 Bonds, including but not limited to compensation,
fees and expenses of the City and the Trustee and their respective counsel, compensation to any
financial consultants and underwriters, legal fees and expenses, municipal bond insurance or surety
bond premiums, filing and recording costs, rating City fees, costs of preparation and reproduction
of documents and costs of printing.

“Council” means the City Council of the City.

“Debt Service” The term “Debt Service” means, for any period of calculation, the sum of:
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(D the interest payahl e during such period on all outstanding B onds, assuming that all
outstanding Serial Bonds are retired as scheduled and that all outstanding Term Bonds are
redeemed or paid from Sinking Fund Installments as scheduled (except to the extent that such
interest is capitali zed or is reasonably anticipated to be rei mbursed to the City by the United States
of America pursuant to Section 54AA of the Code (Section 1531 of Title | of Division B of the
American Recovery and Reinvestment Actof 2009(Pub. L. No. 1115, 23 Stat. 115(2009), enacted
February 17, 2009)), or any future similar program);

(2 those portions of the principal amount of all Qutstanding Serial Bonds maturingin
such period; and

3 those portions of the principal amount of all Outstanding Term Bonds required to
be redeemed or paid in such period;

provided, as to any such B onds bearing or comprising interest at other than a fixed rate, the
rate of interest used to calculate Debt Service shall be the greater of: (a) the actual interest rate on
such Bonds on the date of calculation, or if the indelxtedness is not yet outstancing, the initial
interest rate (if established and binding); (b) if the Bonds have been outstanding for at least twelve
months, the average rate over the twelve calendar months immediately preceding the date of
calculation; and (©)(i) if interest on the indelxtedness is excludable from gross income under the
applicable provisions of the Tax Code, the most recently published Securities Industry and
Financial Markets Association Index for tax-exempt variable rate obligations; or (ii) if interest is
not so excludable, the interest rate on direct U.S. Treasury Obligations with comparable maturities
plus 50 basi s points; provided, however, that for purposes of any portion of the I ndenture (I ssuance
of Parity Debt and R ates and Charges), measuring actual debt service coverage during atest period,
variable rate indebtedness shal| be deemed to bear interest at the actual rate per annum applicable
during the test period; and

provided further that, if any series or issue of such Bonds have twenty-five percent (25% )
or more of the aggregate principal amount of such series or i ssue due in any one year, Debx Service
shall be determined for the Fiscal Y ear of determination as if the principal of and interest on such
series or issue of such Bonds were being paid from the date of incurrence thereof in substantially
equal annual amounts over a period of twenty-five (25) years from the date of calculation; and

provided further that, as to any such B onds or portions thereof bearing nointerest butwhich
are sold at a discount and which discount accretes with respect to such Bonds or portions thereof,
such accreted discount shall be treated as interest in the calculation of Debx Service; and

provided further that, the amount on deposit in a debt service reserve fund on any date of
calculation of Debxt Service shall be deducted from the armount of prindipal due at the final maturity
of the B onds for which such delxt service reserve fund was established and in each preceding year
until such amount is exhausted; and

provided further that, Debt Service shall not include interest which is paid from investment
earnings oh amounts on deposit in reserve funds and transferred to the Debt Service Fund.
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“Debt Service Fund’” means the fund by that name established and held by the Trustee
pursuant to the | ndenture.

“Defeasance Obligations” means the Federal Securities listed in clause (a) of the definition
thereof.

“Depository” means (a) initially, DTC, and (b) any other Securities Depositories acting as
Depository pursuant to the Indenture.

“Depository Systemn Participant” means any participant in the Depository’s book-entry
system.

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

“Escrow Agent” means U.S. Bank National Association, acting as E scrow Agent under the
E scrowv Agreement.

“E scrow Agreement” means the E scrow Agreement, dated as of November 1, 2017, by and
between the Authority and U.S. Bank National Association, as E scrow Agent.

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

“Fair Market Value” means the price at which a willing buyer would purchase the
investment from awilling seller in a bona fide, arm’ s length transacti on (determined as of the date
the contract to purchase or sell the investment becomes binding) if the investment is traded on an
establi shed securiti es market (within the meaning of section 1273 of the Tax Code) and, otherwise,
the term “Fair Market Value” means the acquisition price in a bona fide arm’s length transaction
(as referenced above) if (i) the investment is a certificate of deposit that is acquired in accordance
with applicable regulations under the Tax Code, (ii) the investment is an agreement with
speci fically negotiated withdrawal or reinvestment provisions and a spedi fically negoti ated interest
rate (for example, a guaranteed i rvestment contract, a forward supply contract or other investrment
agreement) that i s acquired in accordance with applicable regulations under the Tax Code, (iii) the
investment is a United States Treasury Security—State and Local Government Series that is
acquired in accordance with applicable regulations of the United States Bureau of Public Debt, or
(iv) any commingled investment fund in which the City and related parties do not own more than
a ten percent (1% ) beneficial interest therein if the return paid by the fund is without regard to
the source of the investment.

“Federal Securities” means, with respect to the Bonds: (a) any direct general obligations of
the United States of America (including obligations issued or heldin book entry form on the books
of the Department of the Treasury of the United States of America), for which the full faith and
credit of the United States of America are pledged; or (b) obligations of any agency, department
or instrumental ity of the United States of America, the timely payment of principal and interest on
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which are directly or indirectly secured or guaranteed by the full faith and credit of the United
States of America; specifically:

U.S. treasury Obligations,

all direct or fully guaranteed obligations,

Farmers Home Admini stration,

General Services Administration,

Guaranteed Title IX financing,

Government National Mortgage Association (GNMA), and
State and L ocal Government Series.

“Fiscal Y ear” means the period commencingonJ uly 1 of each year and terminating on the
next succeeding une 30.

“Gross Revenues’ means all gross income, rents, rates, fees, charges and other moneys
derived fromthe ownership or operation of the W ater System cal culated i n accordance with GAAP
and deposited in the Water Revenue Fund, induding, without limiting the generality of the
foregoing, (1) all income, rents, rates, fees (induding but not limited to any devel oper impact fees
to the extent permitted by law), charges, business interrupti on i nsurance proceeds or other moneys
derived by the City from the sale, furnishing and supplying of water or other services, facilities,
and commodities sold, furnished or supplied through the facilities of or in the conduct or operation
of the business of the Water System, plus (2) the earnings on and income derived from the
investment of such income, rents, rates, fees, charges, or ather moneys, including amounts in the
Rate Stahilization Fund and City W ater System reserves, plus (3) the proceeds of any stand-by or
water availability charges collected by the City, plus (4) all amounts transferred from the Rate
Stahilization Fund to the Water Revenue Fund during any Fiscal Y ear in accordance with the
Indenture, and (5) all other monies howsoever derived by the City fromthe operation of the W ater
Systemor arising fromthe W ater System; but exduding (i) customer deposits or any cther deposits
or advances subject to refund until such deposits or advances have become the property of the
City, (ii) any proceeds of taxes restricted by law to be used by the City to pay the Series 2017
Bonds or Parity Debt and (iii) any amounts transferred from the W ater Revenue Fund to the R ate
Stabilization Fund during any Fiscal Y ear pursuant to the Indenture.

“Improvement” means any addition, extension, improvement, equipment, machinery or
other facilities to or for the W ater System.

“Indenture” means the Indenture of Trust, as originally executed or as it may fromtime to
time be supplemented, modified or amended pursuant to the provisions of the Indenture.

“Independent Certified Public Accountant” means any certified public accountant or firm
of such accountants appointed and paid by the City, and who, or each of whom-

(@) isin fact independent and not under domination of the City;

(b does not have any substantial identity of interest, direct or indirect, with the City; and
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(9 is nat and no member of which is connected with the City as an officer or employee of
the City, but who may be regularly retained to make annual or other audits of the books of or
reports to the City.

“Independent Consultant” means any financial or engineering consultant (including
without limitation any | ndependent Certified Public A ccountant) with an establi shed reputation in
the field of municipal finance or firm of such consultants appoi nted and paid by the City, andwho,
or each of whom-

(a) isin factindependent and not under domination of the City;
(b does nat have any substantial identity of interest, direct or indirect, with the City; and

(© is not and no member of which is connected with the City as an officer or employee of
the City, but who may be regularly retained to make annual or other audits of the books of or
reports to the City.

“Information Services’ means in accordance with then-current guidelines of the Securities
and Exchange Commission, the Electronic Municipal Market Access System (referred to as
EMMA”), afacility of the Municipal Securities Rulemaking B oard (at http: /femma.msrb.org), or
such service or services as the City may designate in a certificate delivered to the Trustee.

“2006 Installment Sale Agreement” means the Installment Sale Agreement, dated as of
October 1, 2006 between the City and the Authority.

“Insurance Pdicy” means the Municipal Bond Insurance Policy No. 218553-N issued by
Insurer guaranteeing the scheduled payment of principal and interest on the Insured B onds when
due.

“Insured Bonds’ means the Series 2017 Bonds maturing on October 1 of the years 2020
through 2036, indusive, which are insured by the I nsurer.

“Insurer” means Assured Guaranty Municipal Corp., or any successor thereto, as issuer of
the Reserve Pdicy and the Insurance Pdlicy.

“Interest Payment Date” means, with respect to the Series 2017 Bonds, April 1 and October
1 in each year, beginning April 1, 2018, and with respect to any Parity Delx, any date on which
interest is due and payable thereon, and continuing so long as any Bonds or Parity Delxt remain
Outstanding.

“Interest Requirement” means, as of any particular date of cal cul ation, the amount equal to
any unpaid interest then due and payable, plus an amount that will on the next succeeding I nterest
Payment Date be equal to the interest to become due and payable on Bonds or other Parity Delx
on such next succeeding I nterest Payment Date or payment date for interest on Parity Debt.
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“Maintenance and Operation Costs” means reasonable and necessary Costs spent or
incurred for maintenance and operation of the W ater System cal cul ated i n accordance with GAAP,
including (among other things) the reasonable and necessary expenses of management and repair
and other expenses necessary to maintain and preserve the Water System in good repair and
working order, induding, but not limited to, salaries and wages of employees, payments to the
Public Employees Retirement System, overhead, insurance, taxes (if any), fees of auditors,
accountants, attorneys, consultants or engineers and insurance premiums, and induding all other
reasonable and necessary costs of the City or charges, but excluding (i) transfers to other City
departments, (ii) debt service payments or other similar payments on the Parity Debt or other
obligations required to be paid by it to comply with the terms of the Indenture or any contract or
resol ution or indenture authori zi ng the issuance of any bonds or obligations, and (iii) depreciation,
replacement and obsal escence charges or reserves therefor and amorti zati on of intangibles or other
bookkeeping entries of a similar nature.

“Maximum Annual Debt Service” means, as of the date of calculation, the maximum
amount of Debx Service for the current or any future Fiscal Y ear.

“Moody’s’ means Moody’s Investors Service, a corporation duly organized and existing
under and by virtue of the laws of the State of Delaware, and its successors or assigns, except that
if such corporation shall be dissolved or liquidated or shall no longer perform the functions of a
securities rating agency, then the term “Moody’s” shall be deemed to refer to any other nationally
recognized securities rating agency selected by the City.

“Net Revenues’ means, with respect to the W ater System, for any period of computation,
the amount of the Gross Revenues received from the Water System during such period, less the
amount of Maintenance and Operation Costs of the W ater System becoming payable during such
period.

“Original Purchaser” means, in the case of the Series 2017 Bonds, Stifel, Nicdaus &
Company, | ncorporated.

“Outstanding’, when used as of any particular timewith reference to B onds, means (subject
to the provisions of the Indenture) all B onds theretofore executed, issued and delivered by the City
under the I ndenture except:

(8 Bonds theretofore cancelled by the Trustee or surrendered to the Trustee for
cancellation:;

(b Bonds paid or deemed to have been paid within the meaning of the Indenture; and

(©) Bonds in lieu of or in substitution for which other Bonds shall have been executed,
i ssued and delivered by the City pursuant to the I ndenture or any Parity Debt Instrument.

“Owner” or “Bond Owner” or “Bondowner”, when used with respect to any Bond, means
the person in whose name the ownership of such B ond shall be regi stered on the BondR egistration
B ooks.
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“Parity Delt” means any indebtedness or other obligations (including leases and
installment sale agreements, bonds or contracts) hereafter issued or incurred and secured by a
pledge of and lien upon any of the Net Revenues issued or incurred in compliance with the
Indenture.

“Parity Debt Instrument” means the resolution, trust indenture or installment sale
agreement or other evidence of indebtedness adopted, entered into or executed and delivered by
the City, and under which Parity Debt is issued.

“Participating U nderwriter” has the meaning ascribed thereto in the Continuing Disclosure
Certificate.

“Principal Corporate Trust Office” means the corporate trust office of the Trustee at the
address set forth in the Indenture, provided that for purposes of payment, cancellation, surrendet,
redemption, exchange and transfer of Bonds, such term means the corporate trust office of the
Trustee in San Francisco, California or such other or additional offices as may be designated by
the Trustee fromtime totime.

“Principa Installment” means with respect to any particular Principal Payment Date, an
amount equal to the sum of (i) the aggregate princi pal amount of Outstanding Serial B onds payable
on such Principal Payment Date as determined by the applicable Parity Debt Instrument (but not
including Sinking Fund Installments) and (ii) the aggregate of Sinking Fund Installments with
respect to all Outstanding Term Bonds payable on such Principal Payment Date as determined
under the I ndenture and by the applicable Parity Debt Instrument.

“Principa Payment Date” means the date on which Principal Payments are required to be
made pursuant to the Indenture, and with respect to any Parity Debx, any date on which prind pal
is due and payabl e thereon, and continuing so long as any Parity Debx remains Outstanding.

“Rate Stabilization Fund’ means the fund by that name established and held by the City
pursuant to the | ndenture.

“Rebate Fund” means the fund by that name established and held by the Trustee pursuant
to the I ndenture.

“Record Date” means, with respect to the Series 2017 Bonds, the fifteenth (15th) calendar
day of the month immediately preceding an I nterest Payment Date or, with respect to any Parity
Debt, any other date established in the applicable Parity Debt Instrument.

“Redemption Account” means the Account by that name established and held by the
Trustee pursuant to the Indenture.

“Redemption Price” means, with respect to any Bond, the principal amount thereof, plus
the applicable premium, if any, payable upon redempti on thereof pursuant to the Indenture and the
Parity Debt Instrument pursuant to which the same was i ssued.
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“Request of the City” means a request in writing signed by an Authorized R epresentative,
o by any other officer of the City duly authorized by the Council for that purpose.

“Reserve Fund’ means the fund by that name established in the I ndenture.

“Reserve Policy” means the Municipal Bond Debt Service Reserve Account Policy No.
218553-R issued by Insurer guaranteeing payments to be applied to the payment of principal and
interest on the Bonds as provided in such policy, for the aredit of the Reserve Fund.

“Reserve Requirement” means an amount equal to the lesser of: (i) maximum annual debt
service on the Outstanding Series 2017 Bonds; (ii) ten percent (1P ) of the principal amount of
the Series 2017 Bonds; or (iii) 125% of average annual debt service on the Outstanding Series
2017 Bonds.

“S&P" means S& P Global Ratings, a Standard & Poor’s Financial Services LLC business,
and its successors or assigns, except that if such corporation shall be dissolved or liquidated or
shall no longer perform the functions of a securities rating agency, then the term “S&P” shall be
deemed to refer to any other nationally recogni zed securities rating agency selected by the City.

“Securities Depositories’ means The Depository Trust Company; and, in accordance with
then current guidelines of the Securities and Exchange Commission, such other addresses and/or
such other securities depositories as the City may designate in writing to the Trustee.

“Serial Bonds” means all Bonds other than Term B onds.

“Series” when used with respect to less than all of the Bonds, means and refers to all of the
Bonds delivered on original issuance in a simultaneous transaction, regardless of variations in
maturity, interest rate or other provisions, and any Bond thereafter delivered in lieu of or
substitution for any of such Bonds pursuant to the Indenture.

“Series 2017 Bonds” means the $5,405,000 City of Fortuna, Series 2017 W ater Revenue
Refunding Bonds (W ater Enterprise Projed), issued and at any time Outstanding under the
I ndenture.

“Sinking Fund Installment” means, with respect to any particular date, the amount of
money required by the Indenture or by or pursuant to a Parity Debt | nstrument to be paid by the
City on such date toward the retirement of any particular Term Bonds prior to their respective
stated maturities.

“State” means the State of California.

“Subordinate Bonds’ means all bonds, notes or other obligations (including without
limitation long-term contracts, |oans, subHeases or other legal financing arrangements) of the City
payable from and secured by a pledge of and lien upon any of the Net R evenues issued or incurred
pursuant to the | ndenture.
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“Subordinate B onds Instrument” means the resol ution, trust indenture or installment sale
agreement adopted, entered into or executed and delivered by the City, and under which
Subordinate B onds are i ssued.

“Supplemental |ndenture” means any supplement or amendment to the Indenture which
complies with the provisions of the Indenture.

“Tax Certificate” means the tax certificate delivered by the City at the time of the issuance
and delivery of the 2017 B onds, as the same may be amended or suppl emented in accordance with
its terms.

“Tax Code” means the Internal Revenue Code of 1986 as in effect on the date of issuance
of the Bonds or (except as otherwise referenced in the Indenture) as it may be amended to apply
to obligations issued on the date of issuance of the B onds, together with applicable temporary and
final regulations promulgated, and applicable offidal public guidance published, under the Tax
Code.

“Tax Regulations’ means temporary and perrmanent regul ations promulgated under the Tax

Code.

“Term Bonds™ means, with respect to any Series 2017 Bonds or any Parity Debt, such
Series 2017 Bonds or Parity Debt which are payable prior to their stated maturity by operation of
Sinking Fund I nstall ments.

“Trustee” means U.S. Bank National Association, appointed by the City to act as trustee
under the Indenture, and its assigns or any other corporation or association which may at any time
be substituted in its place, as provided in the Indenture.

“2006 Trustee” means U.S. Bank National Association, as trustee for the 2006 B onds.

“Water Revenue Fund” means the fund by that name established and held by the City
pursuant to the | ndenture.

“Water System” means the entire system of the City for the production, storage,
disinfection, and transmission of water, including but not limited to all facilities, properties and
improvements at any time owned, controlled or operated by the City for the production, storage,
di sinfection, and transmi ssion of water within the service area of the City, and any necessary |ands,
rights, entitlements and other property useful in connection therewith, together with all extensions
thereof and improvements thereto at any time acquired, constructed or installed by the City.

Certain Provisions of the 2017 B onds

Transfer of Series 2017 Bonds. Any Series 2017 Bond may, in accordance with its terms,
be transferred upon the Bond Registration Books by the person in whose name it is registered, in
person or by his duly authorized attorney, upon surrender of such Series 2017 Bond for
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cancellation, accompanied by delivery of a written instrument of transfer in a form approved by
the Trustee, duly executed. W henever any Series 2017 Bond shall be surrendered for transfer, the
City shall execute and the Trustee shall thereupon authenticate and deliver to the transferee a new
Bond or Bonds of like tenor, maturity and aggregate principal amount. No Series 2017 Bonds, the
notice of redemption of which has been mailed pursuant to the Indenture, shall be subject to
transfer pursuant to the | ndenture.

Exchange of Series 2017 Bonds. Series 2017 Bonds may be exchanged at the Principal
Corporate Trust Office of the Trustee, for Series 2017 Bonds of the same tenor and maturity and
of other authorized denominations. No Series 2017 B onds the natice of redemption of which has
been mailed pursuant to the Indenture shall be subject to exchange pursuant to the I ndenture.

Tenporary Bonds. The Series 2017 Bonds may be issued initially in temporary form
exchangeable for definitive Series 2017 Bonds when ready for delivery. The temporary Series
2017 Bonds may be printed, lithographed or typewritten, shall be of such denominations as may
be determined by the City and may contain such reference to any of the provisions of the Indenture
as may be appropriate. Every temporary Series 2017 Bond shall be executed by the City and be
regi stered and authenticated by the Trustee upon the same conditions and in substantially the same
manner as the definitive Series 2017 Bonds. |f the City issues temporary Series 2017 Bonds, it
will execute and furnish definitive B onds without delay, and thereupon the temporary Series 2017
Bonds may be surrendered, for cancellation, in exchange therefor at the Principal Corporate Trust
Office of the Trustee, and the Trustee shall authenticate and deliver in exchange for such temporary
Bonds an equal aggregate principal amount of definitive Series 2017 Bonds of authorized
denominations. Until so exchanged, the temporary Bonds shall be entitled to the same benefits
under the Indenture as definitive B onds authenticated and delivered under the Indenture.

Bond Registration Books. The Trustee will keep or cause to be kept at its trust office
suffident B ond R egi stration B ooks for the registration and transfer of the Bonds, which shall at
all times during regular business hours, and upon reasonable notice, be open to inspection by the
City; and, upon presentation for such purpose, the Trustee shall, under such reasonahbl e regulations
as it may prescribe, register or transfer or cause to be registered or transferred, on said books,
Bonds as provided in the Indenture.

Bonds Mutilated, Lost, Destroyed or Stden. If any Bond shall become mutilated, the City,
at the expense of the Owner of said Bond, shall execute, and the Trustee shall thereupon
authenticate and deliver, a new Bond of like maturity and principal amount in exchange and
substitution for the Bond so mutilated, but only upon surrender to the Trustee of the Bond so
mutilated. Every mutilated Bond so surrendered to the Trustee shall be cancelled by it and
delivered to, or upon the order of, the City. If any Bond issued under the Indenture shall be lost,
destroyed or stolen, evidence of such loss, destruction or theft may be submitted to the City and
the Trustee and, if such evidence be satisfactory to them and indemnity satisfactory to them shall
be given, the City, at the expense of the Bond Owner, shall execute, and the Trustee shall thereupon
authenticate and deliver, a new Bond of like maturity and principal amount in lieu of and in
substitution for the Bond so lost, destroyed or stdlen (or if any such Bond shall have matured or
shall have been called for redemption, instead of issuing a substitute Bond the Trustee may pay
the same without surrender thereof upon receipt of indemnity satisfactory to the Trustee). The
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City may require payment of a reasonable fee for each new B ond issued under the Indenture and
of the expenses which may be incurred by the City and the Trustee.

| ssuance of Parity Debt. |n addition to the Series 2017 Bonds, the City may at any time
issue or incur additional Parity Debt under applicable law which are secured by a pledge of Net
Revenues on parity with the payments by the City under the Indenture; provided that the Net
Revenues (excluding any amounts transferred from a R ate Stabilization Fund) for the Fiscal Y ear
or any consecutive 12-month period in the 18 months next preceding the date of the adoption by
the City of the issuance of such Parity Debt or the execution of such Parity Debt, as the case may
be, as evidenced by a calculation prepared by the City upon which the Trustee may cond usively
rely: plus an allowance for Net Revenues that would have been derived from any increase in the
rates and charges fixed and prescribed for the Water System which was enacted prior to the
adoption of such resolution or the execution of such Parity Debt, as the case may be, but which,
during all or any part of said Fiscal Y ear or 12-month period, was not in effect, in an amount equal
to the estimated additional Net R evenues that would have been derived from such increase in rates
and charges if it had been in effect prior to the beginning of said Fiscal Y ear or 12-month period,
as shown by the Certificate of an Authorized R epresentative of the City shall have produced an
amount equal to at least the sum of 125% of Maximum Annual Delxt Service on the Series 2017
Bonds and all Parity Debx outstanding after the i ssuance of such Parity Debx. Furthermore, in order
to issue such Parity Debt the City may not be in default with respect to its obligations under the
Indenture or any Parity Debt Instrument.

Pledge of Net R evenues; Funds and Accounts

Pledge of Net Revenues.

(@ Under the Indenture the City transfers, places a charge upon, assigns and sets over
to the Trustee, for the benefit of the Owners, that portion of the Net R evenues which is necessary
to pay the principal or Redemption Price of and interest on the Bonds in any Fiscal Y ear, together
with all moneys on deposit in the Debt Service Fund, and such portion of the Net Revenues is
irrevocably pledged to the punctual payment of the principal or Redemption Price of and interest
on the Bonds. The Net R evenues shall not be used for any other purpose while any of the Bonds
remain Outstanding, except that out of Net R evenues there may be apportioned and paid such sums
for such purposes, as are expressly permitted by the Indenture applicable to Parity Debt. Said
pledge shall constitute a first, direct and exclusive charge and lien on the Net Revenues for the
payment of the prindpal or Redemption Price of and interest on the Bonds in accordance with the
terms thereof.

(b The Net Revenues constitute a trust fund for the security and payment of the
principal or Redemption Price of and interest on 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 or
Redemption Price of and interest on the Bonds. The Owner of the Bonds shall not compel the
exercise of the taxing power by the City or the forfeiture of its property. The principal or
Redemption Price of and interest on the Bonds are not a debt of the City, nor alegal 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 W ater System.
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Receipt and Deposit of Gross Revenues. The City covenants and agrees that all Gross
Revenues, when and as received, will be received and held by the City in trust under the Indenture
andwill be deposited by the City in aW ater Revenue Fund to be established and held by the City,
and will be accounted for through and held in trust in the W ater R evenue Fund, and the City shall
only have such beneficial right or interest in any of such money as in the | ndenture provided. All
such Gross Revenues shall be transferred, disbursed, all ocated and applied solely to the uses and
purposes set forth in the Indenture, and shall be accounted for separately and apart from all other
money, funds, accounts or ather resources of the City.

E stablishrment of F unds and Accounts and All ocati on of Gross Revenues. The DebtService
Fund, as a spedal fund, and the Redemption Account, as a spedial account therein, are created
under the Indenture. The Debt Service Fund and the R edemption Account therein shall be held
and maintained by the Trustee.

All Gross Revenues shall be held in trust by the Finance Director in the W ater Revenue
Fund and shall be applied, transferred, used and withdrawn only for the purposes authorized in the
| ndenture.

(@) Operating Costs. The Finance Director shall first pay fromthe moneysin the W ater
Revenue Fund the budgeted Maintenance and Operation Costs as such Costs become due and
payable.

(b Debt Service Fund. On or before the second B usiness Day prior to each | nterest
Payment Date, the Finance Director shall transfer from the W ater Revenue Fund to the Trustee for
depositin the Debt Service Fund (i) an amount equal to the aggregate amount of interest to become
due and payable on all Outstanding Series 2017 Bonds on the next succeeding Interest Payment
Date, plus (ii) an amount equal to the aggregate armount of Principal |nstall ments (including any
Sinking Fund I nstallments) becoming due and payable on all Outstanding Series 2017 Bonds on
the next succeeding Principal Payment Date.

(© Debt Service Funds for Parity Debt. On or before the second B usiness Day prior to
each I nterest Payment Date, the Finance Director shall al so cause to be transferred fromthe W ater
Revenue F und to the Trustee (or other party as appropriate relative to each Parity Delbt) for deposit
inthe debt service fund created for each issue of Parity Debt (or if no debt service fundwas created
for an i ssue of Parity Debt, otherwise set-aside for the payment of Parity Debt) (i) an amount equal
to the aggregate amount of interest to become due and payable on all Outstanding Parity Debt on
the next succeeding I nterest Payment Date (or, as to Parity Debt with annual interest payments,
for a 6-month period), plus (ii) an amount equal to the aggregate amount of Principal Installments
(induding any Sinking Fund Installments) becoming due and payable on all Outstanding Parity
Debt on the next succeeding Principal Payment Date (or, as to Parity Debt with annual prind pal
payments, one-half of the annual principal payment amount).

All interest earnings and profits or |osses on the investment of amounts in the Debx Service
Fund shall be depositedin or charged to the Debt Service Fund and applied to the purposes thereof.
No transfer and deposit need be made into the Debt Service Fund if the amount contai ned therein,
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taking into account irvestment earnings and profits, is at least equal to the Interest R equirement
or Principal Installments to become due on the next I nterest Payment Date or Principal Payment
Date upon all Outstanding Series 2017 Bonds and Parity Debt.

(d  Reserve Accounts. After making the payments, allocations and transfers provided
for in subsections (@), (b) and (c) above, if the balance on hand in the Reserve Fund for the Series
2017 Bonds or a reserve account for any issue of Parity Debt is less than the R eserve R equirement
or the reserve requirement applicable to such Parity Debt, such deficiency (or payment due to the
provider of a reserve policy or surety) shall be restored by transfers from the first moneys which
become available in the Water Revenue Fund to the appropriate party to replenish the Reserve
Fund, repay the provider of a reserve palicy or surety, or to satisfy a reserve requirement
established for any issue of Parity Debt, on a pro rata basis.

(e) Surplus. As long as all of the foregoing payments, allocations and transfers are
made at the times and in the manner set forth above in subsections (a) to (d), inclusive, any moneys
remaining in the Water Revenue Fund may at any time be treated as surplus and applied for any
lawful purpose.

Appolication of Debx Service Fund.

(@ The Trustee shall withdraw from the Debt Service Fund, prior to each Interest
Payment Date, an amount equal to the Interest R equirement payable on such Interest Payment
Date, and shall cause the same to be applied to the payment of said interest when due and is
authorized to apply the same to the payment of such interest.

(b The Trustee shall withdraw from the Delbt Service Fund, prior to each Principal
Payment Date, an amount equa to the principal amount due on said Principal Payment Date
(including any Sinking Fund Installments due and payable on said Principal Payment Date), and
shall cause the same to be applied to the payment of such principal.

(© All withdrawal s and transfers under the provisions of subsection (@) or subsection
(b) above shall be made not earlier than one (1) day prior to the Interest Payment Date or Prind pal
Payment Date to which they relate, and the amount so withdrawn or transferred shall, for the
purposes of the Indenture, be deemed to remain in and be part of the appropriate fund or account
until such Interest Payment Date or Principal Payment Date.

Application of Reserve Fund. The Trustee shall establish and maintain the Reserve Fund.
All amounts in the Reserve Fundwill be used and withdrawn by the Trustee solely for the purpose
of paying principal of or interest on the Bonds when due, including the principal amount of any
Term Bonds which is subject to mandatory sinking fund redemption under the Indenture, when
due and payable to the extent that moneys deposited in the Debxt Service Fund are not sufficient
for such purpose. If at any time the amount on deposit in the Reserve Account is less than the
Reserve Requirement, the City is required to pay from Net Revenues to the Trustee the amount of
such deficiency as provided in the Indenture.
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Application of Redenption Account. The Trustee shall establish and maintain the
R edemption A ccount. On or before the date which is at least one day prior to any |nterest Payment
Date on which Series 2017 Bonds are subject to redemption pursuant to the |ndenture, the City
shall transfer from the W ater R evenue Fund to the Trustee for deposit in the R edermption A ccount
an amount at least equal to the Redemption Price (excluding accrued interest, which is payable
from the Debxt Service Fund) of such Series 2017 B onds to be redeemed on such date. In addition,
the City shall transfer to the Trustee for deposit in the Redemption Account all amounts required
to redeem any Series 2017 Bonds which are subject to redemption pursuant to the | ndenture, when
and as such amounts become available. Amounts in the Redemption Account shall be applied by
the Trustee solely for the purpose of paying the Redemption Price of Bonds to be redeemed
pursuant to the Indenture. |f after all of the Series 2017 Bonds have been paid or deemed to have
been paid, there are moneys remaining in the Redemption Account, such moneys shall be
transferred by the Trustee to the Finance Director for deposit in the W ater Revenue Fund.

E stablishment of Rate Stahilization Fund. The City has the right at any time to establish a
rate stabilization fund (the “Rate Stabilization Fund’) to be held by it and administered in
accordance with the Indenture, for the purpose of stabilizing the rates and charges imposed by the
City with respect to the Water System. From time to time the City may deposit amounts in the
Rate Stabilization Fund, from any source of legally available funds, including but not limited to
Net Revenues that are released from the pledge and lien which secures the Bonds and any Parity
Deht, 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 W ater Revenue 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 Water Revenue Fund shall constitute Gross
Revenues for such Fiscal Y ear (except as otherwi se provided in the Indenture), and shall be applied
for the purposes of the W ater Revenue Fund. Amounts on deposit in a Rate Stabilization Fund
shall not be pledged to or atherwise secure the Bonds or any Parity Debt. All interest or other
earnings on deposits in a Rate Stabilization Fund shall be withdrawn therefrom at least annually
and accounted for as Gross Revenues in the Water Revenue 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.

| nvestients. All moneys in the W ater Revenue Fund and the R ate Stabilization Fund may
be invested by the City from time to time in any investments authorized by |aw, consistent with
the City’s investment policy.

All moneys in the Delxt Service Fund and Cost of Issuance Fund shall be invested by the
Trustee solely in Authorized Irvestments, as directed pursuant to a Request of the City. In the
absence of any such Request of the City, the Trustee will invest any such moneys in money market
funds whose investments are restricted to Federal Securities, provided, however, that any such
investment shall be made by the Trustee only if, prior to the date on which such investment is to
be made, the Trustee shall have received a written direction from the City specifying a specific
money market fund and, if no such written direction is so received, the Trustee shall hold such
moneys uninvested. Obligations purchased as an irvestment of moneys in any Fund or A ccount
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shall be deemed to be part of such Fund or Account, and all interest or gain derived from the
investment of amounts in any of the Funds or Accounts established under the Indenture shall be
deposited in the Fund or Account fromwhich such investment was made; and shall be accounted
for and applied as provided in the I ndenture (with respect to the Debt Service Fund). For purposes
of acquiring any investments under the |ndenture, the Trustee may commingle funds held by it
under the |ndenture with the written approval of the City. The Trustee or an affiliate may act as
principal or agent in the acquisition or disposition of any investment, and shall be entitled to its
customary fees therefor. The Trustee shall incur no liability for losses arising from any
investments made pursuant to the Indenture.

The Trustee shall furnish the City periodic cash transaction statements which ind ude detail
for all investment transactions effected by the Trustee or brokers selected by the City. Upon the
City’ s election, such statementswill be deliveredvia the Trustee’ s online service and upon electing
such service, paper staterments will be provided only upon request. The City waives the right to
receive brokerage confirmations of security transactions effected by the Trustee as they occur, to
the extent permitted by law. The City further understands that trade confirmations for securities
transactions effected by the Trustee will be available upon request and at no additional cost and
other trade confirmations may be obtained from the applicable broker.

Rebate F und.

(a) The Trustee shall establish and maintain a fund separate from any other fund or
account established and maintained under the Indenture designated the “Rebate Fund’ in
connection with the 2017 B onds. W ithin the R ebate Fund, the Trustee shall mai ntai n such accounts
or subaccounts as are specified in a Certificate of the City to the Trustee pursuant to the Tax
Certificate. The Trustee shall deposit moneys in the Rebate Fund pursuant to a Certificate of the
City. Subject to the transfer provisions provided below, all money at any time deposited in the
Rebate Fund shall be held by the Trustee in trust, to the extent required to satisfy the Rebate
Requirement, for payment to the federal government of the United States of America, and none of
the City, the Trustee or the Owner of any 2017 Bond shall have any right in or claim to such
money. All amounts deposited into or on deposit in the Rebate Fund shall be governed by the
Indenture and by the Tax Certificate. The Trustee shall be deemed cond usively to have complied
with the provisions of the I ndenture and the Tax Certificate if it follows the Certificate of the City,
including supplying all necessary information in the manner requested by the City, and except as
otherwise expressly provided in the Indenture, shall not be required to take any actions under the
Indenture in the absence of written directions by the City, and shall have no liability or
responsibility to enforce compliance by the City with the terms of the Tax Certificate or the
Indenture. The Trustee agrees to comply with all Certificate of the City given pursuant to the Tax
Certificate.

(D Upon a Certificate of the City, an amount shall be deposited into the R ebate
Fund by the Trustee from deposits by the City, if and to the extent required, so that the
balance of the amount on deposit thereto shall be equal to the Rebate Requirement.
Computations of the R ebate R equirement shall be furnished by or on behalf of the City in
accordance with the Tax Certificate. The City shall provide the Trustee with a Certificate
of the City evidencing that the computation of the Rebate R equirement has been made.
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(2 The Trustee shall have no obligation to rebate any amounts required to be
rebated pursuant to the | ndenture, other than from moneys held in the funds and accounts
created under the Indenture or from other moneys provided to it by the City.

3 The Trustee shall invest all amounts held in the Rebate Fund in Authori zed
Investments as directed by a Certificate of the City. Money, including investment earnings,
shall not be transferred from the Rebate Fund except as provided in subparagraph (4)
below.

(4 Upon receipt of a Certificate of the City, the Trustee shall remit part or all
of the amounts in the Rebate Fund to the United States of America, as so directed. In
addition, if the City so directs, the Trustee will deposit moneys into or transfer moneys out
of the R ebate F und from or into such accounts or fund as directed by the Certificate of the
City. Any funds remaining in the Rebate Fund in excess of the Rebate R equirement (as
defined in the Tax Certificate) as of the end of any Bond Y ear shall be transferred to the
I nterest Account.

Notwithstanding anything in the Indenture to the contrary, the obligation to comply with
the R ebate F und requirements shall survive the defeasance or payment in full of the 2017 B onds.

Covenants of the City; Special Tax Covenants

Punctual Payment; Conpliance with Docurments. The City shall punctually pay or cause
to be paid the interest and principal to become due with respect to all of the Bonds in strict
conformity with the terms of the Bonds and of the Indenture, and will faithfully observe and
perform all of the conditions, covenants and requirements of the Indenture and all Parity Delx
[ nstruments.

Adgainst Encunmbrances. The City will not mortgage or otherwise encumber, pledge or
place any charge upon the W ater System or any part thereof, or upon any of the Gross R evenues
or Net Revenues, except as provided in the I ndenture.

Discharge of Clains. The City covenants that in order to fully preserve and protect the
priority and security of the Bonds the City shall pay from the Gross R evenues and discharge all
lawful claims for labor, materials and supplies furmished for or in connection with the Water
Systemwhich, if unpaid, may become alien or charge upon the Gross Revenues prior or superior
to the lien of the Bonds and impair the security of the Bonds. The City shall also pay from the
Gross Revenues all taxes and assessments or other governmental charges lawfully levied or
assessed upon or in respect of the W ater Systerm or upon any part thereof or upon any of the Gross
R evenues therefrom.

Acquisition, Construction or Financing of any |nprovements to the Water System. The
City will acquire, construct, or finance Improvements to the W ater System to be financed with the
proceeds of any Parity Debt with all practi cable di spatch, and such Improvements will be made in
an expeditious manner and in conformity with laws so as to complete the same as soon as possible.
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Maintenance and Operation of Water Systemin Efficient and E conomical Manner. The
City covenants and agrees to maintain and operate the W ater Systemin an efficient and economical
manner and to operate, maintain and preserve the W ater Systerm in good repair and working order.

Against Sale, Eminent Domain.

(@ The City will not sell, lease or otherwise dispose of the W ater System or any part
thereof essential to the proper operation of the W ater System or to the maintenance of the Net
Revenues except as expressly permittedin the Indenture. The City will not enter into any lease or
agreement which impairs the operation of the W ater System or any part thereof necessary to secure
adequate Net R evenues for the payment of the interest on and principal or Redemption Price, if
any, on the Bonds, or which would otherwise impair the rights of the Owners with respect to the
Net Revenues or the operation of the Water System.  Any real or personal property which has
become non-operative or which is not needed for the efficient and proper operation of the W ater
System, or any material or equipment which has worn out, may be sold at not less than the market
value thereof without the consent of the Owners if such sale will not reduce Net Revenues and if
all of the net proceeds of such sale are deposited in the W ater Revenue Fund.

(b) If all or any part of the Water System shall be taken by eminent domain
proceedings, the net proceeds realized by the City therefrom shall, at the option of the City, either
(a) be used for the acquisition or construction of improverments to the Water System, or (b) be
applied to prepay the Series 2017 Bonds and Parity Debt on a pro rata basis.

Insurance. The City covenants that it shall at all times maintain such insurance on the
Water System as is customarily maintained with respect to works and properties of like character
against accident to, loss of or damage to such works or properties. |f any useful part of the W ater
System shall be damaged or destroyed, such part shall be restored to use. The net proceeds of
insurance against accident to or destruction of the physical Water System shall be used for
repairing or rebuilding the damaged or destroyed portions of the W ater System.

Any such insurance shall be in the form of palicies or contracts for insurance with insurers
of good standing and shall be payable to the City, or may be in the form of self-insurance by the
City. The City shall establish such fund or funds or reserves as it determines, in its sole judgment,
are necessary to provide for its share of any such self-nsurance.

Records and Accounts. The City covenants that it shall keep proper books of record and
accounts of the Water System, separate from all other records and accounts, in which complete
and correct entries shall be made of al transactions relating tothe W ater System. Said books shall,
upon reasonable request, be subject to the inspection of the Owners of not less than ten percent
(10% ) of the Outstanding B onds or their representatives authorized in writing.

The City covenants that it will cause the books and accounts of the Water System to be
audited annually by an Independent Certified Public Accountant and will make available for
inspection by the Bond Owners at the office of the Trustee in San Francisco, Califormia, upon
reasonable request, a copy of the report of such Independent Certified Public Accountant.
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The City covenants that it will cause to be prepared annually, not more than one hundred
eighty (180) days after the close of each Fiscal Y ear, as a part of its regular annual financial report,
a summary statement showing the amount of Gross Revenues and the amount of all ather funds
collected whi ch are required to be pledged or otherwise made available as security for payment of
principal of and interest on the B onds, the disbursements from the Gross R evenues and other funds
in reasonable detail. The City shall furnish a copy of the staterment to the Trustee, and upon written
request, to any Bond Owner.

Protection of Security and Rights of Owners. The City will preserve and protect the
security of the B onds and the rights of the Owners, and will warrant and defend their rights against
all claims and dermands of all persons. From and after the sale and delivery of any Parity Debt by
the City, such Parity Debt shall be incontestable by the City.

Adgainst Conpetitive Facilities. The City will not acquire, construct, operate or maintain
the W ater System or utility within the service area of the City that would be competitive with the
W ater System.

Payment of Taxes, Etc. The City will pay and discharge all taxes, assessments and other
governmental charges which may hereafter be lawfully imposed upon the W ater System or any
part thereof or upon any Gross Revenues when the same shall become due. The City will duly
observe and conform with all valid requirerments of any governmental authority relative to the
W ater System or any part thereof, and will comply with all requirements with respect to any state
or federal grants received to assist in paying for the costs of the acquisition, construction or
financing of any Improvements to the W ater System.

Rates and Charges. (a) The City shall, to the extent permitted by law, fix, prescribe and
collect rates, fees and charges for the W ater System which will be at least sufficient to vield Net
Revenues equal to one hundred twenty-five percent (125%) of Debt Service coming due and
payable during such Fiscal Y ear. The City may make adjustments from time to time in such rates
and charges and may make such classification thereof as it deems necessary, but shall not reduce
the rates and charges then in effect unless the Net R evenues from such reduced rates and charges
will at all times be sufficient to meet the requirements of the | ndenture.

For the purpose of computing the amount of Gross Revenues for any Fiscal Y ear or the
amount of Net Revenues for any Fiscal Y ear for purposes of the preceding paragraph, the City
shall be permitted to transfer amounts on deposit in the Rate Stabilization Fund for purposes of
such computation, such transfers may be made until (but not after) one hundred twenty (120) days
after the end of such Fiscal Y ear.

No Priority for Additional Obligations. The City covenants that no additional bonds or
other obligations shall be issued or incurred having any priority in payment of principal or interest
out of the Gross Revenues or Net R evenues over the Bonds.
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No Arbitrage. The City shall not take, nor permit nor suffer to be taken any action with
respect to the proceeds of any of the Series 2017 B onds which would cause any of the Bonds to be
“arbitrage bonds” within the meaning of the Tax Code.

| nformation Repart. Under the Indenture, the Finance Director is directed to assure the
filing of an information report for the Series 2017 Bonds in compliance with Section 149 (e) of
the Tax Code.

Private Activity Bond Linmitation. The City shall assure that the proceeds of the Series 2017
Bonds are not so used as to cause the Series 2017 Bonds to satisfy the private business tests of
section 141(b) of the Tax Code or the private |oan financing test of section 141(¢) of the Tax Code.

F ederal Guarantee Prohibition. The City shall not take any action or permit or suffer any
action to be taken if the result of the same would be to cause any of the Series 2017 Bonds to be
“federally guaranteed” within the meaning of section 149(b) of the Tax Code.

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

Continuing Disclosure. Under the Indenture, the City covenants and agrees that it will
comply with and carry out all of the provisions of the Continuing Disdosure Certificate.
Notwithstanding any other provision of the Indenture, failure of the City to comply with the
Continuing Disclosure Certificate shall not be considered an Event of Default; however, any holder
or beneficial owner of the Bonds may, take such actions as may be necessary and appropriate to
compel performance, including seeking mandate or specific performance by court order.

Rebate Requirement. The City shall take any and all actions necessary to assure
compliance with section 148(f) of the Tax Code, relating to the rebate of excess irvestment
earnings, if any, to the federal government, to the extent that such sectionisapplicable tothe Series
2017 Bonds.

Maintenance of Tax-Exenption. The City shall take all actions necessary to assure the
exclusion of interest on the B onds from the gross income of the Owners of the Series 2017 Bonds
to the same extent as such interest is permitted to be excluded from gross income under the Tax
Code as in effect on the date of i ssuance of the B onds.

The Trustee

Duties, | mmunities and Liabilities of Trustee.

(@ The Trustee, prior to the occurrence of an Event of Default and after curing all
Events of Default which may have occurred, undertakes to perform such duties and only such
duties as are specifically set forthin the Indenture. In case an Event of Default under the Indenture
has occurred (which has not been cured or waived) the Trustee may exercise such of the rights and
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powers vested in it by the Indenture, and shall use the same degree of care and skill in their
exercise, as a prudent and reasonable man would exercise or use under the circumstances in the
conduct of his own affairs.

(b The Trustee may execute any of the trusts or powers of the Indenture and perform
the duties required of it under the Indenture by or through attorneys, agents, or receivers but shall
be answerable for the selection of the same in accordance with the standard specified above, and
shall be entitled to rely condusively on advice of counsel of its choice conceming all matters of
trust and its duty under the Indenture.

(© The Trustee shall not be responsi bl e for the sufficiency of the security for the Bonds
issued under the I ndenture or intended to be secured by the | ndenture and the Trustee shall not be
bound to ascertain or inquire as to the observance or performance of any covenants, conditions or
agreements on the part of the City under the Indenture. The Trustee shall not be responsible or
liable for any loss suffered in connection with any investment of funds made by it in accordance
with the Indenture.

(d The Trustee shall not be accountable for the use of any proceeds of sale of the
Bonds delivered under the Indenture. The Trustee may become the Owner of Bonds secured by
the Indenture with the same rights which it would haveif not the Trustee; may acquire and dispose
of ather bonds or evidence of indebtedness of the City with the same rights itwould have if it were
not the Trustee; and may act as a depositary for and permit any of its officers or directors to act as
amember of, or in any other capacity with respect to, any committee formed to protect the rights
of Owners of B onds, whether or not such committee shall represent the Owners of the majority in
principal amount of the B onds then Outstanding.

(e In the absence of bad faith on its part, the Trustee shall be protected in acting upon
any natice, request, consent, certificate, order, affidavit, | etter, telegramor other paper or document
believed by it to be genuine and to have been signed or sent by the proper person or persons. Any
action taken or omitted to be taken by the Trustee pursuant to the Indenture upon the request or
authority or consent of any person who at the time of making such request or giving such authority
or consent is the Owner of any Bond, shall be conclusive and binding upon all future Owners of
the same B ond and upon B onds issued in exchange therefor or in place thereof. The Trustee shall
not be bound to recogni ze any person as an Owner of any Bond or to take any action at his request
unless the ownership of such Bond by such person shall be reflected on the B ond R egistration
B ooks.

H As to the existence or non-existence of any fact or as to the sufficiency or validity
of any instrument, paper or proceeding, the Trustee shall be entitled to rely upon a Certificate of
the City as suffident evidence of the facts therein contained and prior to the occurrence of an Event
of Default under the Indenture of which the Trustee has been given notice or is deemed to have
notice, as provided in the Indenture, shall also be at liberty to accept a similar certificate to the
effect that any particular dealing, transaction or action is necessary or expedient, but may at its
di scretion secure such further evidence deemed by it to be necessary or advisable, but shall in no
case be bound to secure the same. The Trustee may accept a Certificate of the City to the effect
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that an authorization in the form therein set forth has been adopted by the City, as condusive
evidence that such authorization has been duly adopted and is in full force and effect.

(9 The permissive right of the Trustee to do things enumerated in the I ndenture shall
not be construed as a duty and it shall not be answerable for other than its negligence or willful
misconduct as finally determined by a court of competent jurisdiction. The immunities and
exceptions fromliability of the Trustee shall extend toits officers, directors, empl oyees and agents.

(h The Trustee shall not be required to take notice or be deemed to have natice of any
Event of Default under the Indenture except failure by the City to make any of the payments to the
Trustee required to be made by the City pursuant hereto or failure by the City to file with the
Trustee any document required by the Indenture to be so filed subsequent to the issuance of the
B onds, unless the Trustee shall be specifically notified inwriting of such default by the City or by
the Owners of at least twenty-five percent (25% ) in aggregate prind pal amount of the Bonds then
Outstanding and all notices or other instruments required by the | ndenture to be delivered to the
Trustee must, in order to be effective, be delivered at the Principal Corporate Trust Office of the
Trustee, and in the absence of such natice so delivered the Trustee may conclusively assume there
is no Event of Default under the Indenture except as aforesaid.

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

() The Trustee shall not be required to give any bond or surety in respect of the
execution of the said trusts and powers or otherwi se in respect of the premi ses.

(k) N otwi thstanding anything el sewhere in the | ndenture with respect to the execution
of any Bonds, the withdrawal of any cash, the release of any property, or any action whatsoever
within the purview of the Indenture, the Trustee shall have the right, but shall not be required, to
demand any showings, certificates, opinions, appraisals or other information, or corporate action
or evidence thereof, as may be deemed desirable for the purpose of establishing the right of the
City to the execution of any Bonds, the withdrawal of any cash, or the taking of any other action
by the Trustee.

(h B efore taking the action referred to in the | ndenture the Trustee may require that an
indemnity bond satisfactory in terms and amount be furnished for the reimbursement of all
expenses to which it may be put and to protect it against all liability, except liability which is
finally adjudicated by a court of competent jurisdiction to have been caused solely by its own
negligence or willful misconduct in connection with any such action. The Trustee may consult
with counsel with regard to legal questions, and the opinion of such counsel shall be full and
complete authorization and protection in respect of any action taken or suffered by it under the
I ndenture in good faith and in accordance therewith.
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(m)  All moneys received by the Trustee shall, until used or applied or invested as
provided in the Indenture, be held in trust for the purposes for which they were received but need
not be segregated from other funds except to the extent required by law. The Trustee shall not be
under any liability for interest on any moneys received under the | ndenture except such as it may
agree to in writing.

Merger or Consdidation. Any company into which the Trustee may be merged or
converted or with which it may be consdidated, or any company resulting from any merger,
conversion or consolidation towhich it shall be a party, or any company to which the Trustee may
sell or transfer all or substantially all of its corporate trust business (provided that such company
shall be eligible under the Indenture), shall be the successor to the Trustee and vested with all of
the title to the trust estate and all of the trusts, powers, discretions, immunities, privileges and all
other matters as was its predecessor, without the execution or filing of any paper or further act,
anything in the | ndenture to the contrary notwithstanding.

Indemmification; Limited Liability of Trustee. The City shall indemnify and hold the
Trustee harmless from and against all claims, |osses, costs, expenses, liabilities and damages
including legal fees and expenses arising from the exercise and performance of its duties under the
Indenture and the termination of the Indenture. Such indemnity shall survive the resignation or
removal of the Trustee under the Indenture. No provision in the | ndenture shall require the Trustee
to risk or expend its own funds or otherwise incur any financial liability under the Indenture if it
shall have reasonabl e grounds for believing repayment of such funds or adequate indermnity against
such liability or risk is not assured to it. The Trustee shall not be liable for any action taken or
omitted to be taken by it in accordance with the direction of a majority of the Owners of the
principal amount of Bonds Outstanding relating to the time, method and place of conducting any
proceeding or remedy availabl e to the Trustee under the |ndenture.

M odification and Amendment of the | ndenture

Amendment by Consent of Bond Owners. The Indenture and the rights and obligations of
the City and of the Owners of the Bonds may be modified or amended at any time by a
Supplemental |ndenture which shall become hinding when the written consent of the Owners of a
majority in aggregate principal amount of the Bonds then Outstanding, exdusive of Bonds
disqualified as provided in the Indenture, are filed with the Trustee. No such modification or
amendment shall (a) extend the maturity of or reduce the interest rate on any Bond or otherwise
alter or impair the obligation of the City to pay the principal, interest or redemption premiums at
the time and place and at the rate and in the currency provided therein of any Bond without the
express written consent of the Owner of such Bond, (b) reduce the percentage of B.onds required
for the written consent to any such amendment or modification, or (€) without its written consent
thereto, modify any of the rights or obligations of the Trustee.

Amendment Without Consent of Bondhadl ders. The Indenture and the rights and obligations
of the City and of the Owners of the Bonds may also be modified or amended at any time by a
Supplemental |ndenture which shall become binding upon execution and delivery, without consent
of any Bond Owners, but only to the extent permitted by law and only for any one or more of the
following purposes—
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(a) to add to the covenants and agreements of the City in the | ndenture contained, other
covenants and agreements thereafter to be observed, or to limit or surrender any rights o power in
the Indenture reserved to or conferred upon the City; or

(b) to make such provisions for the purpose of curing any ambiguity, or of curing,
correcting or supplementing any defective provision contained in the Indenture, or in any other
respect whatsoever as the City may deem necessary or desirable, provided under any
circumstances that such modifications or amendments shall not adversely affect the interests of the
Owners of the Bonds; or

(0  tomake such additions, deletions or modifications as may be necessary or desirable
to assure exemption from federal i ncome taxation of interest on the Bonds.

Disgualified Bonds. Bonds owned or held by or for the account of the City (but excluding
Bonds held in any employees’ retirement fund) shall not be deemed Outstanding for the purpose
of any consent or other action or any calculation of Qutstanding Bonds provided for in the
| ndenture.

E ndorserrent or Replacement of Bonds After Amendment.  After the effective date of any
action taken pursuant to the | ndenture, the City may determine that the Bonds shall bear a notation,
by endorsement in form approved by the City, as to such action, and in that case upon demand of
the Owner of any Bond Outstanding at such effective date and presentation of his B ond for that
purpose at the Princi pal Corporate Trust Office of the Trustee, a suitable notation as to such action
shall be made on such Bond. If the City shall so determine, new Bonds so modified as, in the
opinion of the City, shall be necessary to conform to such Bond Owners’ action shall be prepared
and executed, and in that case upon demand of the Owner of any Bond OQutstanding at such
effective date such new Bonds shall be exchanged at the Principal Corporate Trust Office of the
Trustee, without cost to each Bond Owner, for Bonds then Outstanding, upon surrender of such
Outstanding B onds.

Amendment by Mutual Consent. The provisions of the Indenture shall not prevent any
B ond Owner from accepting any amendment as to the particular Bond held by him, provided that
due notation thereof is made on such Bond. The Trustee may not enter into any amendment or
supplement to the Indenture unless it shall have first received an opinion of Bond Counsel to the
effect that such amendment or supplement will not adversely affect the validity or enforceability
of the Bonds or adversely affect any exemption for purposes of federal income taxation towhich
the interest pai d on any B onds woul d otherwi se be entitled and that such amendment or supplement
is authorized or permitted by the Indenture.

Events of Default and R emedies of Bond Owners

Events of Default and Acceleration of Maturities. The following events shall be Events of
Default under the I ndenture:
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(a) Default in the due and punctual payment of the prindipal of any Bond when and as
the same shall become due and payable, whether at maturity as therein expressed, by proceedings
for redermption, by declaration or otherwise;

(b Default in the due and punctual payment of any installment of interest on any Bond
when and as such interest installment shall become due and payabi e;

(© Default by the City in the observance of any of the covenants, agreements or
conditions on its part in the Indenture or in any Parity Debt Instrument or in the Bonds contained,
and such default shall have continued for a period of sixty (60) days after the City shall have been
given notice in writing of such default by the Trustee; or

(d The filing by the City of a petition or answer seeking reorgani zation or arrangement
under the federal bankruptcy laws or any other applicable law of the United States of America, or
if a court of competent jurisdiction shall approve a petition, filed with or without the consent of
the City, seeking reorganization under the federal bankruptcy laws or any other applicable law of
the United States of America, or if, under the provisions of any cther law for the relief or aid of
debtors, any court of competent jurisdiction shall assume custody or contradl of the City or of the
whole or any substantial part of its property.

U pon the occurrence of an Event of Default, the Trustee may, and shall at the direction of
the owners of a majority of the principal amount of the Bonds, by written notice to the City,
declare the principal of the Bonds to be immediately due and payable, whereupon that portion of
the prindpal of the Bonds thereby coming due and there interest thereon accrued to the date of
payment shall, without further action, become and be immediately due and payable, anything in
the Indenture or in the Boonds to the contrary notwithstanding. This provision, however, is subject
to the condition that if, at any time after the principal of the Bonds shall have been so declared due
and payabl e and before any judgment or decree for the payment of the moneys due shall have been
obtained or entered, the City shall deposit with the Trustee a sum sufficient to pay all of the
principal of and interest on the Bonds having come due prior to such declaration, with interest on
such overdue principal and interest calculated at the rate of interest per annum then borne by the
QOutstanding B onds, and the reasonabl e fees and expenses of the Trustee and those of its attomeys,
and any and all other defaults known to the Trustee (other than in the payment of the principal of
and interest on the B onds having come due and payabl e solely by reason of such declaration) shall
have been made good or cured tothe sati sfaction of the Trustee or provision deemed by the T rustee
to be adequate shall have been made therefor, then, and in every such case, the Owners of a
majority in aggregate principal amount of the B onds at the time Qutstanding may, by written notice
to the City and to the Trustee, on behalf of the Owners of al of the Outstanding B onds, rescind
and annul such declaration and its consequences. Hawever, no such rescission and annulment
shall extend to or shall affect any subsequent default, or shall impair or exhaust any right or power
consequent thereon.

Application of Funds Upon Acceleration. All amounts received by the Trustee pursuant to
any right given or action taken by the Trustee under the provisions of the | ndenture shall be applied
by the Trustee in the following order upon presentation of the several Bonds, and the stamping
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thereon of the amount of the payment if only partially paid, or upon the surrender thereof if fully
paid -

First, to the payment of the costs and expenses of the Trustee and of Bond Owners in
declaring such Event of Default, ind uding reasonabl e compensation to their agents, attorneys and
counsel, and to the payment of the costs and expenses of the Trustee, if any, in carrying out the
provisions of the Indenture, including reasonable compensation to its agents, attorneys and
counsel: and

Second, to the payment of the whole amount then owing and unpaid upon the Bonds for
interest and principal, with interest on such overdue amounts to the extent permitted by law at the
rate of interest then borne by the Outstanding B onds, and in case such moneys shall be insufficient
to pay in full the whole amount so owing and unpaid upon the B onds, then to the payment of such
interest, principal and interest on overdue amounts without preference or priority among such
interest, principal and interest on overdue amounts ratably in proportion to the aggregate of such
interest, principal and interest on overdue amounts.

Other Renedies; Rights of Bond Owners. U pon the occurrence of an Event of Default, the
Trustee may pursue any available remedy, in addition to the remedy specified in the Indenture, at
law or in equity to enforce the payment of the principal of, premium, if any, and interest on the
Outstanding B onds, and to enforce any rights of the Trustee under or with respect to the Indenture.

If an Event of Default shall have occurred and be continuing and if requested so to do by
the Owners of at least twenty-five percent (25%) in aggregate principal amount of Outstanding
B onds and indemnified as provided in the | ndenture, the Trustee shall be obligated to exercise such
one or more of the rights and powers conferred by the I ndenture, as the Trustee, being advised by
counsel, shall deem most expedient in the interests of the Bond Owners.

No remedy by the terms of the Indenture conferred upon or reserved to the Trustee (or to
the Bond Owners) is intended to be exclusive of any other remedy, but each and every such remedy
shall be cumulative and shall be in addition to any other remedy given to the Trustee or to the
B ond Owners under the I ndenture or now or hereafter existing at law or in equity.

No delay or omission to exercise any right or power accruing upon any Event of Default
shall impair any such right or power or shall be construed to be a waiver of any such Event of
Default or acquiescence therein; such right or power may be exercised from time to time as often
as may be deemed expedient.

Power of Trustee to Control Proceedings. |nthe event that the Trustee, upon the happening
of an Event of Default, shall have taken any action, by judicial proceedings or otherwise, pursuant
toits duties under the Indenture, whether upon its own discretion or upon the request of the Owners
of a majority in principal amount of the Bonds then Outstanding, it shall have full power, in the
exercise of its discretion for the best interests of the Owners of the Bonds, with respect to the
continuance, di scontinuance, withdrawal, compromise, settlement or other di sposal of such action;
provided, however, that the Trustee shall not, unless there nolonger continues an E vent of Default,
di scontinue, withdraw, compromise or settle, or atherwise dispose of any litigation pending at law
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o in equity, if at the time there has been filed with it a written request signed by the Owners of a
majority in principal amount of the Outstanding Bonds under the Indenture opposing such
di scontinuance, withdrawal, compromi se, settlement or other disposal of such litigation. Any suit,
action or proceeding which any Owner of Bonds shall have the right to bring to enforce any right
o remedy under the Indenture may be brought by the Trustee for the equal benefit and protection
of all Owners of Bonds similarly situated and under the Indenture the Trustee is appointed (and
the successive respective Owners of the Bonds issued under the Indenture, by taking and holding
the same, shall be condusively deemed so to have appointed it) the true and lawful attorney-in-
fact of the respective Owners of the Bonds for the purpose of bringing any such suit, action or
proceeding and to do and perform any and all acts and things for and on behalf of the respective
Owners of the Bonds as a class or dasses, as may be necessary or advisable in the opinion of the
Trustee as such attorney-in-fact.

Appointiment of Receivers. Upon the occurrence of an Event of Default under the Indenture,
and upon the filing of a suit or other commencement of judicial proceedings to enforce the rights
of the Trustee and of the Bond Owners under the Indenture, the Trustee shall be entitled, as a
matter of right, tothe appoi ntment of a receiver or receivers of the Net R evenues and other amounts
pledged under the Indenture, pending such proceedings, with such powers as the court making
such appointment shall confer.

Non-Waiver. Nathingin the I ndenture, or inthe Bonds, shall affect or impair the obligation
of the City, which is absolute and unconditional, to pay the interest on and principal of the Bonds
to the respective Owners of the Bonds at the respedive dates of maturity, as provided in the
Indenture, out of the Net Revenues and other moneys pledged under the Indenture for such
payment.

A waiver of any default or breach of duty or contract by the Trustee or any Bond Owners
shall not affect any subsequent default or breach of duty or contract, or impair any rights or
remedies on any such subsequent default or breach. No delay or omission of any Owner of any of
the B onds to exerdise any right or power acaruing upon any default shall impair any such right or
power or shall be construed to be a waiver of any such default or an acquiescence therein; and
every power and remedy conferred upon the Trustee or Bond Owners by the Bond Law or by the
Indenture may be enforced and exerdised from time to time and as often as shall be deemed
expedient by the Trustee or the Bond Owners, as the case may be.

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

Rights and Rermedies of Bond Owners. No Owner of any Bond i ssued under the | ndenture
shall have the right to institute any suit, action or proceeding at law or in equity, for any remedy
under or upon the Indenture, unless (a) such Owner shall have previously given to the Trustee
written natice of the occurrence of an Event of Default; (b) the Owners of a majority in aggregate
principal amount of all the Bonds then Outstanding shall have made written request upon the
Trustee to exercise the powers hereinbefore granted or to institute such action, suit or proceeding
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in its own name; (¢) said Owners shall have tendered to the Trustee indemnity reasonably
acceptable to the Trustee against the costs, expenses and liabilities to be incurred in compliance
with such request; and (d) the Trustee shall have refused or omitted to comply with such request
for a period of sixty (60) days after such written request shall have been received by, and said
tender of indemnity shall have been made to, the Trustee.

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

Theright of any Owner of any B ond to receive payment of the principal of and interest and
premium (if any) on such Bond as provided in the | ndenture or toinstitute suit for the enforcement
of any such payment, shall not be impaired or affected without the written consent of such Owner,
notwi thstanding the foregoing provisions of the I ndenture.

Termination of Proceedings. In case the Trustee shall have proceeded to enforce any right
under the Indenture by the appointment of a receiver or atherwise, and such proceedings shall have
been di scontinued or abandoned for any reason, or shall have been determined adversely, then and
in every such case, the City, the Trustee and the Bond Owners shall be restored to their former
positions and rights under the Indenture, respectively, with regard to the property subject to the
Indenture, and all rights, remedies and powers of the Trustee shall continue as if no such
proceedings had been taken.

M iscellaneous

Discharge of Indenture. |f the City shall pay and discharge any or all of the Outstanding Bonds in
any one or more of the following ways:

(a) by well and truly paying or causing to be paid the principal of and interest and
premium (if any) on such B onds, as and when the same become due and payable;

(b by depositing with the Trustee, in trust, at or before maturity, money which,
together with the available amounts then on deposit in the funds and accounts established pursuant
to the Indenture, is fully sufficient to pay such Bonds, induding all principal, interest and
redemption premiums; or

(© by depositing with a qualified escrow holder, in trust, Defeasance Obligations in
such amount as the City (verified by an Independent Certified Public Accountant) shall determine
will, together with the interest to accrue thereon and avail able moneys then on deposit in the Funds
and Accounts established pursuant to the Indenture, be fully sufficient to pay and discharge the
indebtedness on such Bonds (including all principal, interest and redemption premiums, if any) at
o before their respective maturity dates,
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and if such Bonds are to be redeemed prior to the maturity thereof, notice of such
redemption shall have been mailed pursuant to the Indenture or provision satisfactory to the
Trustee shall have been made for the mailing of such natice, then, at the election of the City, and
notwithstanding that any of such Bonds shall not have been surrendered for payment, the pledge
of the Net R evenues and other funds provided for in the | ndenture with respect to such B onds, and
all other pecuniary obligations of the City under the I ndenture with respect toall such Bonds, shall
cease and terminate, except only the obligation of the City to pay or cause to be paid to the Owners
of such Bonds not so surrendered and paid all sums due thereon from amounts set aside for such
purpose as aforesaid, and all expenses and costs of the Trustee. Notice of such election shall be
filed with the Trustee.

Any funds thereafter held by the Trustee, which are not required for said purposes, shall be
paid over to the City.

R efunding bonds may be issued at any time without regard to whether an Event of Default
exists.

Limited Liahility of City. Notwithstanding anything in the Indenture contained, the City
shall not be required to advance any moneys derived fromany source of income other than the Net
Revenues for the payment of the principal of or interest on the Bonds, or any premiums upon the
redemption thereof, or for the performance of any covenants contained in the | ndenture (except to
the extent any such covenants are expressly payabl e under the | ndenture fromthe Gross R evenues).
The City may, however, advance funds for any such purpose, provided that such funds are derived
from a source legally available for such purpose and may be used by the City for such purpose
without incurring indebtedness.

The obligation of the City to pay interest and principal onthe Series 2017 Bondsis a special
obligation of the City payable solely fromthe Net Revenues, and does not constitute a debt of the
City or of the State of California or of any political subdivision thereof in contravention of any
constitutional or statutory debt limitation or restriction.

Parties | nterested. Nothing in the Indenture expressed or implied is intended or shall be
construed to confer upon, or to give to, any person or entity, other than the City, the Trustee and
the Owners any right, remedy or claim under or by reason of this Trust I ndenture, or any covenant,
condition or stipulation of the Indenture, and all covenants, sti pulations, promises and agreements
in this Trust Indenture contained by and on behalf of the City shall be for the sole and exclusive
benefit of the City, the Trustee and the Owners.

Provisions R elating to the I nsurance Pdicy

Notwithstanding anything to the contrary set forth in the Indenture or in the Bonds, the
following provisions govern with respect to the Insured B onds:

(@ “Insurance Pdicy” shall be defined as follows: “the insurance policy issued by the
Insurer guaranteeing the schedul ed payment of prind pal of and interest on the I nsured B ondswhen
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due.” “Insurer’ shall be defined as follows: “Assured Guaranty Municipal Corp., a New Y ork
stock insurance company, or any successor thereto or assignee thereof.”

(b The prior written consent of the Insurer shall be a condition precedent to the deposit
of any credit instrument provided in lieu of a cash deposit into the Reserve Fund. Notwithstanding
anything to the contrary set forth in the Indenture, amounts on deposit in the Reserve Fund shall
be applied sdlely to the payment of delxt service due on the Series 2017 Bonds.

(© The Insurer shall be deemed to be the sde Owner of the Insured Bonds for the
purpose of exercising any voting right or privilege or giving any consent or direction or taking any
other action that the Owners of the Insured Bonds are entitled to take pursuant to the Indenture
pertaining to (i) defaults and remedies and (ii) the duties and obligations of the Trustee. In
furtherance thereof and as a term of the Indenture and each Insured Bond, the Trustee and each
Owner of the Insured B onds appoint the Insurer as their agent and attorney-in-fact with respect to
the Insured Bonds and agree that the Insurer may at any time during the continuation of any
proceeding by or against the Issuer under the United States Bankruptcy Code or any other
applicable bankruptcy, insolvency, receivership, rehabilitation or similar law (an “Insovency
Proceeding’) direct all matters relating to such Insolvency Proceeding, including without
limitation, (A) all matters relating to any claim or enforcement proceeding in connection with an
Insolvency Proceeding (a “Claim’), (B) the direction of any appeal of any order relating to any
Claim, (C) the posting of any surety, supersedeas or performance bond pending any such appeal,
and (D) the right to vote to accept or reject any plan of adjustment. In addition, the Trustee and
each Owner of the Insured B onds del egate and assign to the I nsurer, to the fullest extent permitted
by law, the rights of the Trustee and each Owner of the Insured Bonds in the conduct of any
Insolvency Proceeding, including, without limitation, all rights of any party to an adversary
proceeding or action with respect to any court order i ssued in connection with any such Insolvency
Proceeding. Remedies granted to the Owners shall expressly indu.de mandamus.

(d The maturity of Insured Bonds shall not be accelerated without the consent of the
Insurer and in the event the maturity of the Insured Bonds is accel erated, the Insurer may elect, in
its sole discretion, to pay accelerated principal and interest accrued, on such principal to the date
of acceleration (to the extent unpaid by the | ssuer) and the Trustee shall be required to accept such
armounts. U pon payment of such accelerated principal and interest accrued to the accel eration date
as provided above, the Insurer’s obligations under the Insurance Policy with respect to such
Insured B onds shall be fully discharged.

(e) No grace period for a covenant defaul t shall exceed 30 days or be extended for more
than 60 days, without the prior written consent of the Insurer. No grace period shall be permitted
for payment defaults.

H The Insurer is a third+party beneficiary of the | ndenture.

(g Upon the occurrence of an extraordinary optional, special or extraordinary
mandatory redemption in part, the selection of Insured B onds to be redeemed shall be subject to
the approval of the Insurer. The exercise of any provision of the Indenture which permits the
purchase of Insured Bonds in lieu of redemption shall require the prior written approval of the
Insurer if any Insured B onds so purchased is not cancelled upon purchase.
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(h Any amendment, supplement, modification to, or waiver of, the Indenture or any
other transaction document, including any underlying security agreement (each a “Related
Document”), that requires the consent of Owners or adversely affects the rights and interests of
the Insurer shall be subject to the prior written consent of the | nsurer.

(i) The rights granted to the | nsurer under the | ndenture or any other R elated Document
to request, consent to or direct any action are rights granted to the Insurer in consideration of its
issuance of the Insurance Palicy. Any exercise by the Insurer of such rights is merely an exercise
of the Insurer’ s contractual rights and shall not be construed or deemed to be taken for the benefit,
o on behalf, of the Owners and such action does not evidence any position of the Insurer,
affirmative or negative, as to whether the consent of the Owners or any other personis requiredin
addition to the consent of the I nsurer.

() Only (1) cash, (2) non-callable direct obligations of the United States of America
(“Treasuries”), (3) evidences of ownership of proporti onate interests in future i nterest and prindi pal
payments on Treasuries held by a bank or trust company as custodian, under which the owner of
the investment is the real party in interest and has the right to proceed directly and individually
against the obligor and the underlying Treasuries are not available to any person claiming through
the custodian or to whom the custodian may be obligated, (4) subject to the prior written consent
of the Insurer, pre+efunded municipa obligations rated “AAA” and“Aaa” by S&P and Moody’s,
respectively, or (5) subject to the prior written consent of the Insurer, securities eligible for “AAA”
defeasance under then existing criteria of S& P or any combination thereof, shall be used to effect
defeasance of the Insured B onds unless the | nsurer otherwise approves.

To accomplish defeasance of the Insured B onds, the | ssuer shall cause to be delivered (i) a
report of an independent firm of nationally recognized certified public accountants or such other
accountant as shall be acceptable to the Insurer (“*Accountant”) verifying the sufficiency of the
escrow established to pay the Insured Bonds in full on the maturity or redemption date
(“Verification™), (ii) an Escrow Deposit Agreement (which shall be acceptable in form and
substance to the Insurer), (iii) an opinion of nationally recognized bond counsel to the effect that
the Insured Bonds are no longer “Outstanding” under the Indenture and (iv) a certificate of
discharge of the Trustee with respect to the Insured Bonds; each Verification and defeasance
opinion shall be acceptable in form and substance, and addressed, to the | ssuer, the Trustee and
the Insurer. The Insurer shall be provided with final drafts of the above-referenced documentation
not |ess than five Business Days prior to the funding of the escrow.

Insured Bonds shall be deemed “Outstanding” under the Indenture unless and until they
are in fact paid and retired or the above criteria are met.

(k) Amounts paid by the Insurer under the I nsurance Palicy shall not be deemed paid
for purposes of the Indenture and the Insured Bonds relating to such payments shall remain
Outstanding and continue to be due and owing until paid by the Issuer in accordance with the
Indenture. The Indenture shall not be discharged unless all amounts due or to become due to the
Insurer have been paidin full or duly provided for.
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h Each of the |ssuer and Trustee covenant and agree to take such action (including,
as applicable, filing of UCC financing statements and continuations thereof) as is hecessary from
time to time to preserve the priority of the pledge of the Net R evenues under applicable law.

(my  Claims Upon the Insurance Policy and Payments by and to the I nsurer.

If, on the third Business Day prior to the related scheduled interest payment date or
principal payment date (" Payment Date”) there is not on deposit with the Trustee, after making all
transfers and deposits required under the Indenture, moneys sufficient to pay the principal of and
interest on the I nsured B onds due on such Payment Date, the Trustee shall give notice tothe I nsurer
and toits designated agent (if any) (the “Insurer’s Fiscal Agent”) by telephone or telecopy of the
amount of such deficiency by 12:00 noon, New Y ork City time, on such Business Day. If, on the
second Business Day prior to the related Payment Date, there continues to be a deficiency in the
amount available to pay the prindpal of and interest on the Insured B onds due on such Payment
Date, the Trustee shall make a claim under the | nsurance Policy and give notice to the | nsurer and
theInsurer’ sFiscal Agent (if any) by telephone of the amount of such defid ency, andthe allocation
of such deficiency between the amount required to pay interest on the Insured Bonds and the
armount required to pay principal of the Insured B onds, confirmed in writing to the Insurer and the
Insurer’s Fiscal Agent by 12:00noon, New Y ork City time, on such second B usiness Day by filling
in the form of Natice of Claim and Certificate delivered with the I nsurance Pdlicy.

The Trustee shall designate any portion of payment of principal on Insured Bonds paid by
the Insurer, whether by virtue of mandatory sinking fund redemption, maturity or other
acdvancement of maturity, on its books as a reduction in the principal amount of Insured Bonds
registered to the then current Owner of the Insured Bonds, whether OTC or its nominee or
otherwise, and shall issue a replacement Insured Bond to the Insurer, registered in the name of
Assured Guaranty Municipal Corp., in a principal amount equal to the amount of principal sopaid
(without regard to authorized denominations); provided that the Trustee’s failure to so designate
any payment or issue any replacement I nsured B ond shall have no effect on the amount of prindi pal
or interest payable by the | ssuer- on any | nsured B ond or the subrogation rights of the Insurer.

The Trustee shall keep a complete and accurate record of all funds deposited by the I nsurer
into the Palicy Payments Account (defined below) and the allocation of such funds to payment of
interest on and principal of any Insured Bond. The Insurer shall have the right to inspect such
records at reasonable times upon reasonable notice to the Trustee.

U pon payment of a daim under the I nsurance Pdlicy, the Trustee shall establish a separate
special purpose trust account for the benefit of Owners of the I nsured B onds referred to herein as
the “Pdlicy Payments Account” and over which the Trustee shall have exclusive control and sole
right of withdrawal. The Trustee shall receive any amount paid under the Insurance Policy in trust
on behalf of Owners of the Insured Bonds and shall deposit any such amount in the Policy
Payments A ccount and di stribute such amount only for purposes of making the payments for which
aclaimwas made. Such amounts shall be disbursed by the Trustee to Owners of the Insured B onds
in the same manner as principal and interest payments are to be made with respect to the Insured
B onds under the sections hereof regarding payment of Insured B onds. |t shall not be necessary for
such payments to be made by checks or wire transfers separate from the check or wire transfer
used to pay debt service with other funds available to make such payments.
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Notwi thstanding anything herein to the contrary, the Issuer agrees to pay, solely from Net
Revenues, to the Insurer (i) a sum equal to the total of all amounts paid by the Insurer under the
Insurance Pdlicy (the "Insurer Advances’); and (ii) interest on such Insurer Advances from the
date paid by the Insurer until payment thereof in full, payable to the Insurer at the Late Payment
Rate per annum (collectively, the “Insurer Reimbursement Amounts’). “Late Payment Rate”
means the lesser of (a) the greater of (i) the per annum rate of interest, publidy announced from
time totime by J PMorgan Chase Bank atits principal officein The City of New Y ork, asits prime
or base lending rate (any change in such rate of interest to be effective on the date such changeis
announced by ] PMorgan Chase Bank) plus 3%, and (ii) the then applicall e highest rate of i nterest
on the Insured B onds and (b) the maxi mum rate permissible under applicable usury or similar laws
limiting interest rates. The Late Payment R ate shall be computed on the basis of the actual number
of days elapsed over a year of 360 days. The | ssuer hereby covenants and agrees that the I nsurer
Reimbursement Amounts are secured by a lien on and pledge of the Net R evenues and payable
from such Net R evenues on a parity with debt service due on the Insured B onds.

Funds held in the Policy Payments Account shall nat be invested by the Trustee and may
not be applied to satisfy any costs, expenses or liabilities of the Trustee. Any funds remaining in
the Policy Payments A ccount following a Payment Date shall promptly be remitted to the Insurer.

(n The Insurer shall, to the extent it makes any payment of principal of or interest on
the Insured Bonds, become subrogated to the rights of the recipients of such payments in
accordance with the terms of the I nsurance Policy (which subrogation rights shall also include the
rights of any such recipients in connection with any |nsolvency Proceeding). Each obligation of
the I ssuer to the Insurer under the Related Documents shall survive discharge or termination of
such Related Documents.

(0 The Issuer shall pay or reimburse the Insurer any and all charges, fees, costs and
expenses that the Insurer may reasonably pay or incur in connection with (i) the administration,
enforcement, defense or preservation of any rights or security in any Related Document; (ii) the
pursuit of any remedies under the | ndenture or any other R elated Document or otherwi se afforded
by law or equity, (iii) any amendment, waiver or other action with respect to, or related to, the
Indenture or any other Related Document whether or not executed or completed, or (iv) any
litigation or other dispute in connection with the Indenture or any other R elated Document or the
transactions contemplated thereby, other than costs resulting from the failure of the Insurer to
honor its obligations under the Insurance Policy. The Insurer reserves the right to charge a
reasonable fee as a condition to executing any amendment, waiver or consent proposed in respect
of the Indenture or any other Related Document.

(P After payment of reasonable expenses of the Trustee, the application of funds
reali zed upon default shall be applied to the payment of expenses of the Issuer or rebate only after
the payment of past due and current debx service on the Insured Bonds and amounts required to
restore the R eserve Fund to the R eserve R equirement.

(g The Insurer shall be entitled to pay principa or interest on the Insured B onds that
shall become Due for Payment but shall be unpaid by reason of Nonpayment by the | ssuer (as such
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terms are defined in the Insurance Policy) and any amounts due on the Insured Bonds as a result
of acceleration of the maturity thereof in accordance with the Indenture, whether or not the [ nsurer
has received a Notice of Nonpayment (as such terms are definedin the | nsurance Pdicy) oraclaim
upon the I nsurance Policy.

n The notice address of the Insurer is: Assured Guaranty Municipal Corp., 1633
Broadway, New Y ork, New Y ork 10019, Attention: M anaging Director —Surveillance, Re: Pdicy
No. 218553-N, Telephone: (212) 974-0100; Telecopier: (212) 339-3556. In each case in which
notice or other communication refers to an Event of Default, then a copy of such notice or other
communication shall also be sent to the attention of the General Counsel and shall be marked to
indicate "URGENT MATERIAL ENCLOSED.”

(s) The Insurer shall be provided with the following information by the Issuer or
Trustee, as the case may be:

(i) Annual audited financial statements within 180 days after the end of the
Issuer’s fiscal year (together with a certification of the Issuer that it is not aware of any
default or Event of Default under the Indenture), and the Issuer’s annual budget within 30
days after the approval thereof together with such other information, data or reports as the
Insurer shall reasonably request fromtime to time;

(ii) Natice of any draw upon the Reserve Fund within two Business Days after
knowledge thereof other than (i) withdrawals of amounts in excess of the Reserve
Requirement and (ii) withdrawals in connection with a refunding of Insured B onds;

(iii)  Notice of any default known to the Trustee or | ssuer within five Business
Days after knowledge thereof;

(iv)  Prior notice of the advance refunding or redemption of any of the Insured
B onds, including the prindpal amount, maturities and CUSIP numbers thereof:

(V) Natice of the resignation or removal of the Trustee and Bond R egistrar and
the appoi ntment of, and acceptance of duties by, any successor thereto;

(vi)  Natice of the commencement of any | nsolvency Proceeding;
(vii) Noatice of the making of any daim in connection with any Insolvency
Proceeding seeking the avoidance as a preferential transfer of any payment of principal of,

or interest on, the Insured B onds;

(viii) A full original transcript of all proceedings relating to the execution of any
amendment, supplement, or waiver to the R elated Documents; and

(ix)  All reports, natices and correspondence to be delivered to Owners under the
terms of the Related Documents.
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In addition, to the extent that the | ssuer has entered into a conti nuing di sd osure agreement,
covenant or undertaking with resped to the Insured Bonds, all information furnished pursuant to
such agreements shall al so be provided to the | nsurer, simultaneously with the furnishing of such
information.

(v The Insurer shall have the right to receive such additional information as it may
reasonably request.

(w The Issuer will permit the Insurer to discuss the affairs, finances and accounts of
the Issuer or any information the Insurer may reasonably request regarding the security for the
Insured B onds with appropriate officers of the | ssuer andwill use commercially reasonabl e efforts
toenable the | nsurer to have access to the facilities, books and records of the | ssuer on any B usiness
Day upon reasonable prior notice.

(V) The Trustee shall notify the Insurer of any known failure of the | ssuer to provide
noti ces, certificates and other information under the R el ated Documents.

(w)  Notwithstanding satisfaction of the other conditions to the issuance of additional
Parity Debx set forth in the Indenture, no such issuance may occur (1) if an Event of Default (or
any event which, once all natice or grace periods have passed, would constitute an Event of
Default) exists unless such default shall be cured upon such issuance and (2) unless the Reserve
Fund is fully funded at the R eserve R equirement (i nd uding the proposed issue) upon the issuance
of such additional Parity Debt, in either case unless otherwise permitted by the Insurer.

(X) | n determining whether any amendment, consent, waiver or other action to be taken,
or any failure totake action, under the | ndenture would adversely affect the security for the I nsured
Bonds or the rights of the Owners, the Trustee shall consider the effect of any such amendment,
consent, waiver, action or inaction as if there were no Insurance Palicy.

(y) No contract shall be entered into or any action taken by which the rights of the
I nsurer or security for or sources of payment of the Insured Bonds may be impaired or prejudiced
in any material respect except upon obxai ning the prior written consent of the I nsurer.

(2) The Issuer shall not enter into any interest rate exchange agreement or any other
interest rate maintenance agreement secured by and payable from the Net Revenues without the
prior written consent of the Insurer.

Provisions R elating to the R eserve Pdicy

With respect to the Reserve Palicy, natwithstanding anything to the contrary set forth in
the Indenture or in the Bonds, the City and the Trustee have each agreed to comply with the
following provisions:

(@ The City shall repay any draws under the Reserve Policy and pay all related

reasonable expenses incurred by the I nsurer and shall pay interest thereon fromthe date of payment
by the Insurer at the Late Payment Rate. “Late Payment Rate” means the lesser of (X) the greater
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of (i) the per annum rate of interest, publicly announced from time to time by J PMorgan Chase
Bank at its principal office in the City of New Y ork, 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 3%, and (ii) the then applicable highest rate of interest on the Series
2017 Bonds and (y) the maximum rate permissible under applicable usury or similar laws limiting
interest rates. The Late Payment R ate shall be computed on the basis of the actual humber of days
elapsed over a year of 360 days. In the event ] PM organ Chase Bank ceases to announce its Prime
Rate publicly, Prime Rate shall be the publicly announced prime or base lending rate of such
national bank as the Insurer shall specify. If the interest provisions of this subparagraph (a) shall
result in an effective rate of interest which, for any period, exceeds the limit of the usury or any
other laws applicable to the indebtedness created herein, then all sums in excess of those lawfully
collectible as interest for the period in question shall, without further agreement or notice between
or by any party hereto, be applied as additional interest for any later periods of time when amounts
are outstanding under the Indenture or the R eserve Policy to the extent that interest otherwi se due
under the Indenture or the R eserve Policy for such periods plus such additional interest would not
exceed the limit of the usury or such cther laws, and any excess shall be applied upon principal
immediately upon receipt of such moneys by the Insurer, with the same force and effect as if the
City had spedifically designated such extra sums to be so applied and the Insurer had agreed to
accept such extra payment(s) as additional interest for such later periods. In no event shall any
agreed-to or actual exaction as consideration for the indebtedness created herein exceed the limits
imposed or provided by the law applicable to this transaction for the use or detention of money or
for forbearance in seeking its collection.

Repayment of draws and payment of expenses and accrued interest thereon at the Late
Payment Rate (collectively, “Policy Costs’) shall commence in the first month following each
draw, and each such monthly payment shall be in an amount at least equal to 1 /12 of the aggregate
of Pdicy Costs related to such draw. Amounts in respect of Policy Costs paid to the Insurer shall
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 Policy will be increased by a like amount, subject to the terms of the Reserve Policy. The
obligation to pay Palicy Costs shall be secured by avalid lien on all revenues and other collateral
pledged as security for the Series 2017 Bonds (subject only to the priority of payment provisions
set forth under the Indenture).

All cash and investments in the R eserve F und shall be transferred to the Debt Service Fund
for payment of debit service on Series 2017 B onds before any drawing may be made on the Reserve
Policy or any other credit facility credited to the Reserve Fund in lieu of cash (*Credit Facility”).
Payment of any Policy Costs shall be made prior to replenishment of any such cash amounts.
Draws on all Credit Fadilities (including the R eserve Pdicy) on which there is available coverage
shall be made on a pro+ata basis (caculated 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 armounts with respect to other Credit Facilities shall be made
on a pro~ata 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
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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.

(b If the City shall fail to pay any Policy Costs in accordance with the requirements of
subparagraph (a) above, the Insurer shall be entitled to exercise any and all legal and equitable
remedies available to it, induding those provided under the | ndenture other than (i) acceleration
of the maturity of the Series 2017 Bonds or (ii) remedies which would adversely affect owners of
the Series 2017 Bonds.

(© The Indenture shall not be discharged until all Policy Costs owing to the Insurer
shall have been paid in full. The City’s obligation to pay such amounts shall expressly survive
payment in full of the Series 2017 Bonds.

(d The City shall include any Policy Costs then due and owing the Insurer in the
calculation of the additional Parity Delx test and the rate covenant in the Indenture.

(e The Trustee shall be required to ascertain the necessity for adaimupon the Reserve
Policy in accordance with the provisions of subparagraph (a) above, and to provide notice to the
Insurer in accordance with the terms of the Reserve Policy at least five B usiness Days prior to each
date upon which interest or principal is due on the Series 2017 B onds. W here deposits are required
to be made by the City with the Trustee to the Debt Service Fund for the Series 2017 Bonds more
often than semi-annually, the Trustee shall give natice to the Insurer of any failure of the City to
make timely payment in full of such deposits within two B usiness Days of the date due.
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MANAGEMENT'S DISCUSSION AND ANALYEIS
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Figure A-1 summarizes the major features of the city's financial siatements, including the portior of the ity
goverriment they cover ared the iypes of information they comtain. The remainder of this averview section
of management's discussion and anglysis explaing the struciurs and contents of each of the statements.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

The governmant-wide financial statements of the city are divided into two categories:

= Governmental activities — The majority of the cily's hasic services are reporied as governmental
activities, nchuding general govarmment, police. sireelg, public werks: parks and recreati thilips
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been segregated or “restricted” for specific activilies or objectives. The city, like other state and local
govemments, uses fund accounting to ensure and demonstrate compliance with financesslatad legal
requiremants. All of the funds of the oty can be divided into two categories. governmeritat funds ang
propristary funds. The concept of major funds, and the determination of which sre malor funds s
established by the Governmental Accounting Standards Board (GASB)
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MANAGEMENT S DISCUSSION AND ANALYSIS

Uity Wide Revarnue Sources - Fiscal 2016
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Copfributions decressed In fiscal 2018 by about $5.4 million in fiscal 2018-2015. When the E5.4 million in
contributions from the Sucoessor Agency are sxcluded from the analvsis, then the City still reporiad about
an averall $650.000 increase in City-Wide revenues.
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HisNES sy e PERCENT
i T
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Frborene fevefives! i
Charges for servicss a0y 2,088 1 $5888 57,850 borglor e 8 L
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Total supbnses ity Eata bl 4l
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The cost of the city's governmental actiiilics this year wvas 880 millon ¥ 8 decrédse Bf $910.
compared o fiscal year 2016 a8 presemied in Teble A-2, These cosls were finariced by taxe
grant revanue. Most of the expense dedfease vf. 3910000 was 2 result of absut 8600000 baing
for e inverse Gondernetion MHgativn-setament: & onedime Sinamcial event. Also, street me
axpenses were lower In facel 2016 by abols 8180000,




MANAGEMENT'S DISCUSSION AND ANALYSIS

FINANCIAL ANALYSIS OF THE FUND STATEMENTS

Thie ity wses fund aeeountivg it
f@qwmm@m Endreouintons, The T
anort oty Dosrations W marg

urg BN demonatrals: cotmpianioe. Wit firgrinesr
mmi siplamere focus on hdividual parts of City go
gil-thar the govemimsntewicte stetaments.

Ghysrnmans Fungs

drafis, dent Barvitd; am@ cabital projacts

The general fund reported 3.1 million In tax. grant, and fee revenueas durmg the yvear, T‘hes& rEveries
wersusedio support $3 S million in public safety programs, nearly $1 million 1o support parks and recreation
programs and services, and ine remainder supported streets, capitel improvement projects, and general
administration including debt servics, The ending general fund balance of 54.8 million includes $4.8 million
in unassignead funds.

On & budgetary basis, general fund revenues exceeded budget estimetes by about 611,000 - Sales tax
revenues excesded projections by meariy $181,000 with charges for services and miacetlaneal.&s revenues
sxcnading projections by the remain SUR00 Intotal, deneral fnd expandiiurss and e -

$307 700 over epproved budost sppropriztions with about %2@& GO0 ol the Unfavorable over 1
additional ubic-safiely grant programs;:

The oy & HOME orant fuedrontinde
NS N New ioers weis eidended

adrminister an $8.3 million porfoliv: b fedaraliy: find
iy el viear

Thie gty sontivies o administer 8 $2.5
origingliy funged by Community Deve
formar redevalopment agency. Admin
ta support low and modersis incoma b

ion portiolo of lowAo-modaiate ihcome wmmémg o
ant Blook Grants (COCDEE Y dind by seiaside racrem
tion of these assats 18'a resull Bl ihe v e Wmmmg i
NG programs within city. limita:

Blusiness-Tyne Furds

The waler fund earned $2.3 milion in user fees during the yesr to support operating costs, debi sarvice.
and capital improvements.

The wastewater fund earmed $3.4 milion in user fees during the year to support operating costs, debt
service, maintenance costs and over $221,000 in system improvements.

25 it fees during the 2018 scal perod - Oneratin
perating costs necesssry o provided assental

The:nonmejor: ransit fund ested 51
pombined withy usar foase: subports th
services ooy residents,




MANAGEMENT'S DISCUSSION AND ANALYSIS
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GOVERNMENTAL BUSINESS-TYFE FPERCENT
ACTIVITIES ACTIVITIES TOTALS CHANGE
2018 2014 2B 24 e AE
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Malor additions to'capital Assels infiscal 2016 included:
1. Slomedrein and street projecte (81,900, 0008
2. Wastewster lateral and improvemen: projects ($224,000)
3. Water system improvements ($100,000}
4. Wshicle and equipment replacements (8435 00D)

Lt Tap Pland

Thecity epded the 2078 fiscal vear with:521. 1 million do princinisl swad for the ol s revenie
new cepital leasing srrangements. The Tollowing is'e brasidown of the cutstanding prinsing

o
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§ 2120780

The putstanding principal o the oty
furiher cetall sie Notes i the Hagin
fingncg slatemanis

e bonirds wes reduced by B770.000 during the sty
cial Sletement, Long-Term Dett comaned in the b

B

14




MANAGEMENT'S DISCUSSION AND ANALYSIS

Pension Accounting Matters

The City's overall actuarially celenmined net pension liability was $6.64 miliion st the and of 7 az;at 2018
gompared 1o 8539 millior at Jure 30 2015, Additiorsl inforrmation: aboul the: City's pension Babl
related maters ean b found in nole BE o these finencial stetements.

T VYEAR'S BUDGET

Thie city's general furd tax revenues Havs remained stable oier this lagt sevsral veais sfigr dacl
N 2010 Appraised properly valuss sre recogriz ng shioht increases i vesr Incrsesss in oo
ang the stebieation of seles e g dre g indicaton of Bl region's rechivery from 4
sowniirn et began in 2008, playmient rate hes improvend siprificantly frdm @ high
FUT0  8.8% In 2014 The oty continues woremain conservative, vet optimistic i prolscting »
ihe 2078/2017 budget anficipating stablé revenues through the next fiscal year, '

Fullre year expendiiures sre expsctad 1o continue to face cost pressures in maniainng sxisting and
essential services to city residents. In particular, energy. pension, and heslth bensfit costs have ingraasad
significantly over the past decade and gre projecied o increase sgan in 20182017 and beyond - As the
oity manitors budget resulis during the cumrent fiscal period. Council and stafl are mindful to be financally
grudent whan griodiizing the services Ual are sustaineble with existing reveniue sireams such 88 geobarty
end sales (e, granis, and fees for servicas.

CONTACTING THE ¢

S FINAHCIAL MANAG

This finantial report s gesigned o or
agenaral overview of the. city's e
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AT OF FORTUNA

Ssgignve Sheat
Governmenial Funds
June 36,2018
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CITY DFFORTUNA
Staternanis of Revenuss, Expenditunes, and
Changes In Fund Balances
Governmental Funds
For the Fiscal Year Ended June 38, 2018
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CITY OF FORTURA
Reconcilistion of the Blatement of Revenues,
Expenditures and Changes in Fund Balances of
Governmental Funds to the Bitatement of Activities
Forthe Fiscal Year Ended June 30, 2018
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CHY OF FORTLNA

Statement of Net Poslion
Broprintary Funds
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CiTY OF FORTUNSA
Elntement of Revenues, Expenses, and Changes In Fund Net Position
Propristary Funds
Foribhe Fiscsl Year Ended June 30, 2018
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Tolslnel position, June 280 §r 2w TR

S desalaneniing ndlad 0t ladic indnoe :




CITY OF FORTLINA
Statement of CashFlowe
Progristary Funds
For the Fiscal Year Ended June 30, 2045

I Enterprise Funcs

Monmaior
Transi
Watar Wiasiewater i
CASH FLOWS FRON OPERATING ALTIVITIES
Receinie fodn custmers &8 re a6l T N R e T 58 5

58 e

FPayrnente to sithnlisrs eRliag R oy MG T e L
Famadts W arininyes fof serbs [B18.072) (488751 Gt G e et
Othar opsrating reteipng 1En.ate gepen ~ B i

Mebogds tioviodd By dssd fin

SoErating silivitias goBnas GALETET
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Ciperating subsidies = - 487 546 487 245
Transfers to otherfords {4 882 5. 945 - 0 50T
et cash provided by nencepitgl {4 B8y 5 Qa5 AB7 048
financing activities
CASH FLOWE FEOM TAPITAL MDY BELATED cowo 0 im0 bt e
EIANCING AUTIVITIES
aslal ponldbutions &, 251 107500
Bropseds frovn sale ceoial aigals o 9,855
Bavimenis o long-tern deby ohngioeg) el the ey @znnnn
Intarast paid o tong-bar debi IBA8 79T 1DGE BA0Y
Purchsses of tepiiel sesely 198 Bomy g aag
Mebogsh provided by Dussd forl seoiel e
relpted finpncnd aoivilisy g el (ELRNE T
CARH FLOWER FI NVEETING AOTVITIES
Interest reesints T ABE L Bae a1 ARy aE
Net cash provided by invesling activities V4 3BE 4936588 &1 188125
Netincreass (decreass) mcash ang
cash equivalanis 508,145 551,887 405,088 TaBz
Balghtes bbolniing oF tha Ve B sre Naddt e 148,008
Balantes-snd of Gie vear $ . HbBeT e g

Do groirnpaliving notes I e basle Srisndisl sialermends

i




Raconsiintion of cherdting ineome (ossi
et gesh provided by dterating sotivities
Ciptiraling opme Hoss)
Aninstments b reptncle opsraling nocome o
mel coal provided by Gosraing sovities:
D prociation exoenge
Chengd n sesels and lenililles
Decreazeinoiagae) in aooolms ereueh i
Dagreasdlincieses) in ifensyranis
Decregselineresss) in nveniony
Increpse(decrease) in socounds payabls
moresse (decrease) in pension dems
inorease({decreasa) in other lisbilfies

Net cash provided by {used fon
operating aclivities

Kongesh papilel finannide aotivitias:
Wome reaoried

Sea Heborspanying fides 1o thie besis frannial st

CITY OF FORTUNA
Statement of Cash Flows
Fropritery Funds
Forths Year Ended Juns 30, 2018

| Enterprise Funds

Bonmeior
Uatar Wanimininr Trangd Fund

43850750 847845 ST TR S
475 468 748 540 17, 8
{14 338; 2,508 - ;
(12: 760 s 7RO
(8,787} : - 8,797
24,083 {47 181} 1,243 [21.868)
118,757 9 570 58628 et
(32,979) (43375 {1828} [F1uis)
5o B8EBAS & 1408747 g [Poee1d f 2147 7HY
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CITY OF FORTUNA
Statement of Fiduciary Net Posltion
June 30, 2016

BRIVATEPLUERLSE
TRUST

Supesine Agenby

T Foriuna
Redevelopment AGENCY
Agency FUNDS

ALSETE:
Cash and cash eguivalents 5 560,861 5 101,004
Cash with trustees AR08 244 -
Asgzessments receivable =
Total assets 5 LA20,105
LIABILITIES:
Payahle tor Property owners &
Interest pavabie on bonds 78548
Premium on saleof honds 14,3872
Loan payvable Ciodof Fortung 2478407 -
Tan allocation bands G825 oa S
Total liabilities 12,488 337 5 104,162
NET POSITION:
Held in trust for taxing sgencies (11068227}
Tstal Net Position 5
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CITY OF FORTUNS
Staternent of Chanpes In Fiduckary Met Position
For the fiscalyear ended fune 30, 2006

PRIVATE PURP
TRUSY
Successor Agency
fe Fdirtung
Redevelopment
Apency
ADDITTIONS:
Distributions for enforceable obligations 5 178,067
Net investment income (loss) aA54
Total additions TRO.A31
DEDLDICTIONS:
Biand: interest 478,099
City sdministrative oosts 250,000
Faa0an
increaseldecroase] in net position 57.497
MNet position, June 30, 2015 {11,12%,659)
Net position, lune 30, 2016 5 (11,068,227}

ncial staterments

See aconmpnaving notes to the basic fl

2



CITY DFEFORTUNA
Motes to the Basic Financial Statemenis
Jdune 20, 205

Summary of Significant Accounting Policics

A. Reporting Enfity

serporsion governed By Brdsiected Nvesmnamber
eris nresent the govarnment and is component u rititiey

b fnancaly-docoumtabla. Blended Companent
15 separsie lsosl enlity oeated i the purposs of |
awing pablic improvements s pmviding linanc
prposes, Thil erlily & gove by the Gy Cooocil of the Oty of Forung: sind
ravoried g i Dwas oot of the Thie Authonity s ragored s oanh of the Cay's spe
capital projecis aod debl servicefunds. Thi component tnil redbvalopment agenoy wae
pfgchive Fabrugey 2002 andal residusl assetl and kabilities:are regorbe as) oo
fductary Tunds.

Thie Giby-of Forlune |3 8 munic
Thie accompanying Toancialat
Forawdich the Gy s consi
Fortuna Publis Flhisncing Autho
agonome condiions of the G

B, Governmentwide and Fund Financial Statements

The government -wide financial statements (i.e., the statement of net position and tha statement of
changes in activities} report irformation on all of the nonfiduciary activities of the City. For thie mosl
part, the effect of inferfund activily has been removied from these staloments. Govsigimental
activities, which normally are supporied by taxes and intsrgovernmental revenues. are reparied
separately from business-fype af_;@;w‘ts@ss which rely o a significant extant on faes and a%‘n
stppurl

Thie staterment of activities dersanstrates tha degree o which the direcl expangins
funcion of segment are offses rogram fovenues Diecf exbensos are thoss tha
i Erdteble with s spEah tunnbion o sedmEnt. Hodrafnigveltiss olude D oharges b
of apphcants who purchisse, use; Or diradlly benefi from goods, ssrvices, or privils
B grvery uncion on seoment ang 20 grants ardconinbutons that e resticied o
opersiionsl or capilal requiraments of 5 particalar funclion of ssoment Taxss and oih
vropsdy incladed simonn orograim Tevetes are reported nstesd e geneny revenues

Separate fnancial slatements g&mwi&:iﬁéi:? for goverormental funds and proprietary
indiviclal goverhmintal fonds and msor individugl erterprise funds are repiortad
colurmrne in the fubd fnansisl stalements,

C.  Measurement Focus, Basis of Accounting, and Financial Statament Presentation
The govemnment-wide  financial) stafements are repartad  uding . the  economic fesburces

measurement focus and the actrial besie of sooouning, as are ha proprietary fund Fpancial
a:m@mms mem& are mmm‘@a “Aé"a&é"} %mm Bl anpHnEEs Gre reeo ted wh 811 4, a_@aéi?iy s

Gioveniinental Munc financial stalements Bre reporisy using the ghrent finanois titieg
teaserament fonls B0 the widgdiied accrusl basis OF Accounting. Reveres ara e (o
000 g% they are both messuiate and avaliable. Revenues ars consitored o be ava e
they are collectible within the currant parpd or soonorough theraafter o pay isbillles of fhe curent
periad. For this purpose, the Cllysonsiders revenues 10 be avaleble if they are pollecksd i B

davs ol the end of the current fiscal period. Bxpenditures generaily are recordad when iy e
nourrad, 8 under: actroal - ageouniing. Howewer, debl sarvice expendilunss, i as
expenciiunes refated tocompensated abeences ard o aims ane udgments, anetanords whisgn

pavmant is dus,
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CITY OF FORTUNA
Kotss 1o the Basic Financial Sialements
June 0, 2018

Nots 1. Sumimary of Slgnificant Accounting Policies {continued)

G Measuremant Focus, Basis of Accounting, and Finandial Satement Presaniation
{Coniimoed)

P Cheimanby Tadas, Redosae b ribrad ks
pandd o b susoEptible o soorosl Bnd so hete been
e icict Al othigr revenue ferms Bre considiscaid o be
carbvere By the civerhent,

Flraparpy aiss . sales e, ey

Ervi fEcal period ave il ton
T BvER LS O e poran Taos
s wvellabla 'ooly whor tasly

Tl bemmerinaod epeie s ol i bl Baedis
The gensral fu is ihe go
resaurces of the general gove

The HOME grant fund is used to account for grenls and loans related fo multi-damily afferdable
hotising projecis,

City Housing Fundto account for low and moderate income housing programs, and e rasidusl
agsats from the dissolution of the housing fund of the City's dissolvad redevelopment sgency.

The govermment repors the Tollowing msjor progrisizny funds:

Thie walsr andf waslewaler iy seoount for the sewage treabnent planl, sewags
slations and colledlion systems, ard e walsr dislibotion systent :

chunch gelivity bas Boerveliminated Niore e shver
ksl sigloments, BExoenlion s sianaral puie are mavmanis-indisu of dases
charges babwoon the covernment’s water and wastewsler finolion and varous ciher
e government. Bliminetion of these chorgoswould distor! the direct costa and proore
ronorted for the varous functions goncernad,

A sereral Ul e alfect of

sppg inclose Vcharges fo cuslomiens o apolicent
cograling grants and ctniributions, Bod. 3 caplisl

Arpobnis reooried g8 prograe
gprvices, orogrivilboes popviced

contributions. Infornally dedicated resources are reported a8y genersl revenes rat
program revenuss. Likowise, gereral revenues nclude all taxes.

Proprietary funds distinguish operaling revenues and expenses from nonopasaling dtems.
Uperating revenues and expensss generally result from providing services and producing and
delivering goods in connection with a praprietary fund’s principal ongoing operations. Tha principal
operating revenues of the City's. water and wastewster enterprise funds are. chargs
customers for sales and serviceg: The enterprise funds alse recognize as aperating
prion of tap teey, sonneption fepe o

pustomers to the systern: Opar
BEMACES BOMINIETaIVE SxpEng
ret meetng this apfinibonare ¢

fEpensss for aierposs Unos Indiude the obsl o
il derldciation i nduilal sesals AN Faupniid Grnd
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CITY OF FORTUNA
Mates to the Basic Financhal Stalemonis

dune 30, 2018
Mote 1. Surmmary of Significant Accounting Policies {Continued)
0. Assebs, Liabilities, and Net Assets or Equity

1. Deposits and Invesimenfs

Thie Gity's cash arg cash e
Elcisdedns aniaatmonts willees

rresturitias of thres monthe or less oo he dale of

o invest robligations of the 118 Treasury: conime
amere, the Siele Treasurars nvesimant Pocl b
parmitted Fvéctmants

Stale statutes duthonee e Cily
cofporate bonds fepurchase

reguiations, The reported value in the pools is the'same a5 he fair velue of the pool dharey

2. - Receivables and Favabies

Activity between funds that are representative of lending/borrowing arrangements outstanding af
the end of the fiscal year are referved to as either "due fofftor ather funde® (e e currend portion
of interfund oans) or "advances io/from other funds” le | the norecurrent portion of inferfure
loans). All other outstanding balances between funds are reported as "due toffrom othier funds "
Any residual balances outstanding between the governmental activities end business-type amwst;ﬁa
are reportad e @wmmw%ﬁf@m fingnoial stefements asMinemal balinices.”

Aovancas behween funds, as repdried inthe fund inancial statemenits, ave offset by afu
resarve: acoount i applicable: goversment fubds: 1o indicate that they 'are noti'a
spprophation and ore not expandlable svallable fndncial regourcss.

Al ks and propecty teas receivables sre not shown netof an glowances for ummﬁ%mﬁé&;&

Ewperwiitunes for Tong-tenn notes-receivable are reported in the fund statements whien
e eplaten mxm‘wb%@ isrecordsd a2 an assel i the fund siatemenis but s offset by defe
o e s serels Lot ik slvabiss arerrealivan) bidhe Tunds Longrismerece
pacorddedd as mwm i s sbateranloF pied posilitn when e brarsation i congurbin
Chy ard ars notb offsst by defared inflows of resounces aeoounts,

Property taxas are levied gs of March 1 on property valuss assessed as of the same date State
statutes provide that the properly tax rate be limited generally to one percent of market valua, be
favigd by only the Courly, and be shared by spplicable jurdsdictions. The County of Himboldt
collects the taves and distributes ham to taxing jurisdictions on the basis of assessed valuations
subjacl to volar-approved dabl. Property taxes are dus on November 1 and March 1, and become
dalinguarnt o Degembes 10 Aoel 300 The Cily, reteives proparty teses purs
arvangement with the Counly Be e Testar Plan’. Under the plan, the Count
rwg}mn;ﬁmﬂéiy for the collaction inquend teibs and peye the ol alocation @ the G

L8

gmwmmmmi fLnas are mwd&d" @x@md%m@ e gmmm@m

cosis applicable to Tulre accounting petinds and =
twide and fung financiel slalemarnts,

Cartain paymants tovendors refle
a6 prepaid fems in both govar




CITY OF FORTUNG
fotes 1o the Basilc Fingnclsl Blglomenis
June 30, 2048
[0 Bsseis Liabilfies, and Not Assets o Enulty (Cantinued)

4. Capital Assals

Capital assets which include property, plant, soulpment, and Infrastivclile adsols (a0 s ruads
Biritges, shid g : s

cHvidon! cost of ohbrd Than 505, D00 foe saiinenen

e Dity 25 assels with an initi
# having Bn Bstiater Lsels e eicess of ore

B B 000 Forolher capiiah B

the GASH 34 Implempriation Rubs, the Oty wes nol reguired o record infiastni
anlsting oraconred oriocio Jule b 2008 and e Cliy has nolrscorded siuch asssls. T
@lent to rpdotd shith inirastreiE sseaty in The fulued, The fosts of porngl mamianancs 4
et o oot add 1o he valle of asget of matenally exdend Basdats el Bog not cagitils
Major outlays for capital assels and improvements are capilalized a5 projects are constiucted,
interest incurred duning the construction phase of capital assets of busmessype aclivities s
included as part of the capitalized value of the sssols constructed.

Property, plant, and equipment of the Clly are depreciated using the straight line method over the
following estimated usshyl lves

Agsets Years
Eatcings arid imprivaments 25
PG Somain i asthudiune o
Sy intrastug HE-G
Verhitdes andd saly G

8 Donoensatod 4 ey isian: danatite [OPER)

s thee City's polioy o penmil emiplovess scouimulple samed bt bnused vacalion
benalite: There s Tability forapedion of unpad aocumulated sick leave singe the Ot
g policy it pay cariain amourds when siplovess separate fram sevios wilhithe City,
pay I8 socrusd when incurred inthe government-wide and propristary fund firgncial
The unpaid sick lesve is consid @ getieratfunc obligaton, and ¥ |4 repibroed iy the e
nlywhar sorsnt finarsisl vess Sl b recia e The sntre ipbilit s sepiriad wrth
of nel assats fof governmenial aclivities in the government-wide financial statemerds, The City
provides no post-amploymenl benefits other than its paricipation in the Public Empioyess
Retirement Sysiem [PERS]

& . . Long-ferm Oblicafions

Sheternenis: sl Dropiietany Rod Depes T e R
W gt obloalions  are reporied an Habl
Buginass-dune aldivilioe - oF ppapiriataey faret teos s

in the governmentwide Brancisl
sialemerds lonoern Sebl s
dipheable povershentsl echivit
el adsets

T Pansinng

pension dabiity, deferrad puifiows of regolrcay @
ionk, and pengion expenss, informadton about he fid
ublic Bmployess Retrement System (PERSvand a
Hary fied pokion Bave bobn doteimiined so b &a
this blrpose, benalt pavments ncuding refuncs
fnodue and pavable In snoordance. with e bere

Fir proneet of maaairinb the
e ol tesnurces raiaien] oo
pasition of the State of Californ
of Betiasiane Do e PERE
thay are reportad by the PERS.
contribuiions) gre recognized
imvesiments are raported at fair
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CITY OF FORTUNA
Notes to thoe Basic Financial Staternents
Jurie 30, 2016

Maote 1. Bummary of Slgnificant Accounting Policies (Continued]

& Fund Balsncos - Governmonisl Funds

Fund belances forgoverrsnental funds aie roported In claseifications bescdprimeriivo
fo witie the Uity iz bound o honer constraints about the spediic purposes foswhich
%h@m furde icen Db spard. 7 classifications nclude [1) nonspindable, (2} e
committed, (4) assigned and (SEonaesidned aimounte:

o

monshendabe BmdUnte Gre dorlaly tems bl expediad 10 B convbriod o clth w
i oF Tine 8 il fo. b avaliable o pay reooried Tabilities of
Pt These B tynicatv Cinclude. invantoras, Frapayments
repaivables rok mﬁmﬁ Biy-defarrad revente aooatints, and advanies by the city 1o it
Lt avelame il ddainey e ahi e Al ELGE hdse whane the Sonstiaiils o
Lises OF resolrces are externally inposed by grantcrs contibltars, oihey govammshts
and regulations. Committed amaunts are those that can only be used for a specific purpose as
chatermingd By the City Councll. B0ch committed amounts may be radenloved for ofher Lses only
by the direction of the Gily Council. Assigned amounts are fund batance amounts constrained by
Ihe City's irdent 16 be used for 8pecific purposes as determined by the Citv's Finance Direcior or
Cliy Manager. Assignad amounis can be redeploved for othir uses by direction of the City Mgnager
or Finance Director. Unassigned fund balance amounis are the residual amounts of the general
fund ooy or funds having deficitfund balances.

g

unsssigned) smaunis sre’ aval
When sxpenditunes sre (noy

foitar

governimental funds and nef m%ﬁm gavemmenfa! activilings as fepmisd i the gmemmgm_wicfe
statarnents of nat position. One alement of that reconciliation axplains et "rapital assels are not
financial resources and are not reported in the funds” The details of this $11,708,454 difference

are as follows:

Liapial dedotd

Lisss Acclimuilated depratiation

tlel adiustment 1o iRtredass fund batance = folal governmental
al et position ~ governmentat aptivities 8
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Ciry OF BORTUNA
Motesio tw Basic Financial Statements
Jdune 30, FHile
2. Heconciliation of Govervenent-Wide and Fund Financial Ststements [Contiyuged)

A, Explanation of Ceriain Differences between the Govermnenial Fund Balance Bheet
and the Government-Wide Statement of Net Positon {Continued}

Aratier alemanbol the rBcorcilistidn eidlanad that Miboodan Babiliiea s nd dog an
i iogreaed ericid &m ;am i :_:_fﬁmme Fof sepndted By e fonds, The details of his
lifferdnos are an toidiy i

Lomg-Term Dy s Dy

Feveioe bonds. &
Debiiel lbases
Fromiss febin sal
Avprded intecast pay
Unpaid vacation and sick leave

Net adiusiment to decresse fund balarics total povernmental
Fundstoarnive at oot position - goverremental activities

B, Explanation of Certain Differsnces between the Governmental Fund Siatement of
Fevenues, Expenditures, and Changes In Fund Balances and the Governmentowide
Statement of Activities

The govsrnmental fund statemi

e a reconcialion baty

ChARGes in nel dokition OF g

of sctvigs. Ond elsiviant of 15

fel ohianges in ?‘um‘ m@‘@m@@ fodal gmwmm@m
manfal activilieg as rapoited i the govarmment-wid
potrciiation sxplaing that “Govermmantal funds
sriave s woeheiitures,) o roons e stateniant OF potivities the o cost of thoss
alocatend over s ealmated | Hved' o reporied a8 depreciition expdrge ™ Thg
this B 2 827 143 difference snd iither sianificant componenis of the differencs rz as

=

Capiialoyis &2 B0
Disrraiciation

Hapwyment |

Long-enmn

Capital tnase finanging A
Net pension hablity and related deferrals tib“i 218
Other Hems - {3TEIB

Net adiustment lo decrease nel changes in fund balances —
Todar povernmental fimds 1o acrdve gt chanpeas i et position
of gavernmenial activities
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CITY OF FORTUNA
Motes o the Hasic Financiagl Stalements
Jume 3, 218

3, Stewardship, Compliance. and Accountability

A Budgstary information .

Anntigl pudpete arp saopisd ong basis of pansistent with genarally soceptal accounling ool
for ail novermiantsl funds. A Zanusl apgroptiations lepse at iisoal yearend, Unor betorethe end
phaach fiecsl vear, sl dgane the Gy Bubiit reguests fur approphiations o the G
sothate oudost mav bo pren By May 1B ob eson vand the prapnged bidaet in o
hie coungll Tor review, The cowgiell holds pulbtic heanngs and g foe budgat must be pr
adoptad no tater than June 30.. -

The appicbrigled budoet Is oregiared by fung funclion, and deporiment, The Gily's
heads may Make transfers of appropriations within & department, Transfers of appropriations
hetween deparbments require the aporoval of the City Manager. The legal jevel of budaetary
contiol (s the level al which expenditires may not legally excesd appropriations) 5 the fund
leval. The council made no supplemental budgetary approprigtions duning the fiscal year,
Ercumbrancs gecounting is not employed in governmeantal funds. Budgets were not adopted o
the City Housing snd Capital Frojedts Punds:

B. Budgetary Stewardship and Fund Deficit

vl
chial

The TEASTIPand Sale Boutagtungs bec 855 090 and B108 859 furl delicl respes
June B0OR0TE The City sxpects o pure e oafiol from future grand revernues aind of
golrees. Exowrditurs budpets weta significantly exceenien by the pooersal fund (5305,

A Dhabeted Melae v BB

Waleats and inveslnbnts

B Gaek

Diamang deposis -

Investinents with
Fopla mvastments it Dt Fordung

Tolad City of Fortune {excluding fidutiary funds) 33 840 004
Fidudiary funds held by City:

Investmenis with bond trustee 854 744

Pooled daposits with Gity Fortung G5, 866

Totel cash and investments

staclil oredit vislcls the sk that in tha eyantof a b
rred Jo i, The Gity's pohicy Tor deposits is that tey w
al they shall be nsured o Tully collateralized with o
HAAD of the Gly's bank balenices of $4 878448 w

Lrastodiol Lindit Wisk-Dheposis
Thae Cliv'e deposils may not be
it sttt 0 Gal ornts] an
gEmnbas, Bbdure 30 2000,
toberedlrisloss llows:
Unirsured and ool heid by pledding bank' s sgent
i : hd 7824
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0Ty DF FORTUNA
Motes o the Basic Financial Stetements
June 54, Aie

4. Detailed Notes on Al Fur&ds {Continuad)

e %{@mﬁmw@%

poshe and invas

g of dure B0 2016, the Dity tad m follawing invesiments

Type investment Average Malurty

Losal daetny Indastmem 5oy TET Days

Cartifcates of daposil and local aovernmaent bonds 2o Years

JE Morgan atiiusonal Brime Money Market 2Gity 48" Llavs s

S Morgan nstitutional Prime Money Markel-Fiduciary Afi [ays 869,244
Humboidt County Treasurer's Pool 815 Days 92040 A58
Total inveshrants & 20442 381

Intersst Rate Risk- As a means of liriting its exposure 1o fair value jossas ansing from nsi
rates, the Cily has a formal polic o lmils Glty. purchased investinents 1o securits,
reimaining mistaiby date from lime of purchases o fve years or less,

vy

Dbl Rishos This Gily's investrosid pilicy limits Investmghts i miutaal and money markin
tap two . ratings ssued. by natonatly recognired  statlstical ratings organizations. Inve
ghiidations expliotly guaranieed bythé LB Covernmant ars nob considerad 1o ve ore
div nal reguire the disdasure of vradit guelity, The' Looal Agenoy Investiment. Fund and
Ootnty Trogsurers inveshment Foobars uirated. Tha JP Morgan Morey Merkel Fund wee

s

Conpgibalion o Uiedd Hisle s waplicily guersniesd by e U goven:
wviestiments i friobdel funds, arid Edermal nvestment pooly sueh g hose: held by 1h
mreliaed e canteniiation of m‘@ﬁi Erlakdigeladis

Cusfodial Credif Risk- For an investivent, custodial oradit risk s the nisk that, in the evertt ofiha fzaslurs
of the counterparty, the City will not be able to recover the value of Ha invastinents or (he Sollatersl
securities that are in the possession of an outside party. Investments in mutual furds and extamal
invastment pools are nol subject to custodial credit risk because these investmants are nol evidenced

by speciic securiiies.

gategorizes s 1air value ingasuraments within tha i
ritinig pringiples, The hisrarchy s bagar on e vl
sset Level 1 inpuitsare guoted market prices i soll
significant oiher chservable inputs, and Leval Sinpu
City's investmenis indhe Local Agency Investment
sing Level 1onpuls asiare the certiicates of dep
s,

Fair Valus Magsurements = The CH
astablishad genarally aocantad aoo
wsed o messure the for valug of
for igeniical asssts, Lavel dinouts
slorificent wrdbdervable inaats T
County Treasurers Pool are yalu
apvartment bonds and money ma
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CITY OF FORTUHNA
Moles fo the Basie Financial Slabemmenis
Sl 20, 20406

4, Distailed Notes on All Funds {(Continued)

B, Hecpivables

Hicaivanles ae of vadl-ong He gveiments indiaousl melor and natrmajor
shgremte, net of the spplicatle silowanoes for uncolisctible abcourits drs s follows:

Winwislseang

. HORE LGy Hoir e Teda Tl
B I o Funds Govsminoenta Erfuinriag

Raceivebios:

Thies $ 840 £ . 8 < B B0 WS L § &

Apcouna oy 7 ans 108608 i SO

Covernmeriis 42120 « 408 202 AB1 3P - -

Subtotal current 850 679 - 446,680 -« 1,397 369 242,725 0218
Leases - - 441 888 441,889 “ .
Loan racsivable 247z a0 " - ZAT3ARZ
Notes recejvabis 7820 11,588,034 1,218,926 12,882 279 - “
nok tolal recsivables. B0 8430800 8 11 BRE 034 Bw 207 504 $17 204,909 . & 94 S0P e
Reveriss of the water and wastewster enferpises are reporiad nat of uncolleciible amo Toial
uneallecible amountsreialed o Leb ol e ddirant palindgd are ol matenal al vesrad
Lifna-ter notes repelvable of 12802 279 onsists of two notes relating lo afiordab i
priacks for B8 BEZ 475 (wilh atou tad and unpaid interesli and various oiher notes for } B

relating fo business development réidevelooment projects, Tho nolis Tor §8.852 471 bedrinterast
ab 8 pepcent per annuny, matuee o BSyears and are regayabie sonually 1oihe exdent et
proistts have mesiduel receipts withihe unoaid balande due at marily, The noles ors s
sleed of Gl o the bousing pojectal This olher noles sre penerally repavalis in moniniv
of principal and inferest &t vanous réfes and terms,

The lease receivable of $441 888 represents the nel present value of lease rents receivable under an
agreement with the State of Californiz pursuant to a sublsase arrangsment of the California
Conservation Corps Fadllity, The [siise pxpires Jung 30, 2018 Upon sxpiration, the fadilily passes
the State of Califorria. The lease payments are due in annual installments of $245,000,

ihe eneratfund is the amount delerminged (o be an &
aibligatiog of s sdocaesior: ageEnay: o e oomar redavelopment agency of tha Ty,
redievelopment aganey was disselved o flecal 2002, previousty dpproved idens patwean §
iha former redavelapmant agenay werd degred o not be aranfofosabie abligalion o the
ggericy. undsr 1he SEsoliton wed and ware welttén ot el that tiniel Thg Dissalution
grovided that afler 5 successor ageliby recsives s Finding of Completion by the Califomia
of Finarge, such previobsly disdliowed Iotine may be Heshad 1o e anforoeible: obiigs
successor and repavable to the Oy, The succassor agency has rsosived it Finiding of
ard the Oversight’ Board hias approve the loar sgresment and s validity as an @
abligation. The:loan s repayable, i semisnnual installiments io the gxtant thal funds b
tnderitne formula-based method fied in the dissolution rules which also contain a pr
2lpercant of ery sutH fapavimant e plmdied Dy thie City inits: Low are Madgrsia inc
bing

T ol denaiable of B2 473 400 i

G
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CIY OF FORTUNA

Moltes i the Hasic Financial Skatemeni=s

June 30, 2078

4, Detalled Nobes on Al Funds (Continued]

C. Daplal Assele

Capitad asset activily for the y&ar ended June 30, 2016 was as follows:

Lovernmental artivitien:
Camital aseets, nolbeing doprevie
L
fearstrueion in progess

Total capital assets, not being depraciated

Capital assets, being deprediated;
Buiidings
Improvemeanis
Equipment
Yahiclos
Inframtructire « primarily streel systams

Total copltal asses belng dsoréd

Lasssacpmibisted dapradintion Sy
Buildindgs
lrroverments
G
Siatioles
infrastraotore

Tolal accumulsied depreciation
Total capitsl agsats, being daprecialad, nat

Governmental activilies canital assels, net

Coonstruction inprograss at June 30, 2006 consists pomaerty of $4,4497, 77 B pertaining t &
mge sy etem infrestruotun,

Feuility, shast imnroveranis aog

Blanrning siEnding

Balorice I [arpse ps aiEnee
o BES B4 R wog s SO
SoAEd B 2128280 & 1113, 148) Ay R
5079 965 L1268 280 0 gz £ 088118
4146 934 102,087 - 4,245 001
1,787,400 Ba.861 - 1 Bh1. 2681
14728 667 294188 - 1,723.860
700871 Tid534 814408
5.804,408 1R BAAT D
13406 30 oty B L e Y
{2.005.808) FiA8,640) i s Re vl
(G341 97 A] 5 S iC ) L 06
{1807 254) (66,90 A AT 1B
{B45. 918 fém Ban) PR e
{1 5BA A0 LR S i S vy
{6 468 B3 (513,538) AT A4
8470 405 PTRO18 = 8815538
£ 0B19a8E 5§ 2302185 % (113128 11,708 454

olice




CITY OF PORTUNA
potes to the Besic Financial Statemenis
June 30, 2018

4. Detailed Notes on Al Funds {Continued)

. Capitsl Assets (Continued)

Blosiebnas ey %
Capiia agsals fiat baing depmd
Lo
Gpestiction i progress

Tolalcavital pssels, nol being deprecialad

Capilal assels, being depreciated:
VWastewater collection sysiem
Wigstaswater pumping
Wastewsater trealmant plant
Watar ireatmeant and distdbution
Eouipimsnt
Vahicles

Tola capiia ssseis, being dsgl

Lews gocumidaiad depraciative foe
Wastewslor systam
Witer Bystom
Tranai svetan

Totdlacdirniinted daprecatiodt

Tolei copitel ausets. belng depreciatad nat

Businesstyoa activilies capital ansats, nel

Elersiming

Halonos Inrreases Lidcipase Hling galihoe
L i o $oThE e
Ehd,2bh 1an ey Eab bod
BB HEE e Re ThBdE
8,018 754 - B4, 734
1060228 - 1,060,228
23415814 41,9256 - 23457 734
16,882 403 268,647 19,252,044
1,667,879 - {13,856} 1Eea,043
1,128,496 27 ugd (g2 226 1,083,302
B 271,085 a3 by S, Bl D3P
SN ook (T34 2 {12 087 840
(5,780,153} (473 305} {8,240 340,
E39, 045} [ (G823
U7 OTR A0y o DR EEEY (18,300 O55)
6 088 126 {6e T, 8601 BRALA s
$27,603082 § (722083 § (187218 536,893,781

Depreciation expense was charged o functions/programs of lha City as follows.

Governmental activilies:

Ampars

Total dapra

Businpasa]

Waslewaier
Wdakay
Trapst

ofY BRDesRs-DUsInesR-he sobiitias
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CETY OF FORTUNA
Motes o the Basle Floancial Bliatements
Jue 30, 2016

A, Detailed Notes o Al Fords (Continued)

0 dmterfand Teansters and Interqovernmental Expenditures

ot rarets al ine B0 S0t iede ae llows

Transterin:
il
Lty Nomsmmgior Cyatearal anaigrs D
Trareters vl Higntis Fupd unide
Céikeral find ¥ . & A
Lesine fund “ : 140307
Mon-major furnds 86340 - 6340
Walariwastowstar = - 10.587
Totals % 389 209 & 66,340 L - 3 435 b5

The transfers oul of the general fund and lease fund were made for the purpose of providing debt
service furdds for repaymant of longderm obligations.

B Long-Teoan Dele

W Mevanis Bondly

Digring the 2007 Hscal verr, e CiY's Public Financing Authonty ssued 58 085,000 b walk
bords seres 2008 for the purpose of oroviding long-sem financing Tor e walsr treal
proect of the City. The Foruna Public Finencing Authorily ertersd into an instaliment sale
with the Gily whershy the Glly agreed o pay the debl service on the bands o excharn
financing - The instaliment sale agrasment betwesn the ity and s Pubic Financing Aut
FBTEU o B 0%, are paveble sach Ape 1 and Ooiober 1 through 2007 The bonds dra ge
pladge of the water svstem net revenues. Future debts service on the bonds is.

Fiscal Yoars Frincipal friterest Total
2087 0 210,000 5 31n547 % 529 847
2018 220,000 ANG ROE 579 656
2009 225,000 300,987 .
B 235000 S8 7es
w0t 245000 pHy Gy

il 1,385,000 i

PORTEOR S Loy e

PORT-EO3R s, Dol SR Res
sy 210,000 N

S0 8980 000 $ 4 080 207 &
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CITY OF FORTUMA
Notes fo the Basic Financial Statamenis
Jrane 30, 2018

4. Detailed Notes on All Funds {(Continued)
E. Long-Term Debt {Continued)

Annual principal and interast payments on the bands. s expecied to regure less than A5
gyaterm nelrevenues as defined. Tolal iterest Bnd principal remaimog o beopaid s §
Frincipal and interes! paid for the slrrent fiscal vear siid tolel systam et revensg sy o
BEOE, 1T aing 3087 200 respechivel

Wastehsplar Reviiros Bomgs

Pabitic Financiey &uﬁ%&méég msted B0 U0 In fewater
sitpese ol orovidivg oot Sndncing o e towator
et plact project of the City: The Forlune Public Finanging mmsw erderen ndo A
saleanreerhent wilh the Oy whereby e Oy sgresd o by 1He dibt sarvitd by e bonde f&xcﬁmg@
for the financing. The installmant sale sgreement betwearn the City and its Public Financing Autharity
have been slimingted fram these findncial stalements. The revenoe borids beay interest gt vates from
2.25% to 5.0%, are payable each April 1 and October 1 through 2037 Fulure debils service on the
bonds is:

Dhuring: the 2007 flerat vear, he
raverie: honds, geren 2006 for

Fiscal Years Eriniciosl iterast Todal
2047 % 340,000 S 521072 ] 8561072
2018 385000 05,472
pO s Y0000 AT
RO SRS A58
et A oo AR

P f M i AR L Ris CRavC

e Ly ot Dosa e W

PRk SARS 0 Bra1i8
e et BEO.000 PILTAY

3118000 50,040 51 2

The bonds are secured by 8 pledderof the wasiowater systen nel revenues. - Annual pr
interest payitents on s bonde aro Gxpactsd o require loss than 47 porcen of system rel ray
as defined. Total Interest and principal remaining to be paid on the bonds is $17 998,571 1. Principal
arid interest paid for the current fiscal year and folal system net revenues as ueﬁned ware §888 840
ardd &1, 490, 536 respeciively. .

2007 Revenue Bonds — Governmental Aclivities

Wit radavelopment aoenoy gitared ivlo 3 logn i
g onrnponanl ot of ihe O Ualae Ointotisr 1 20
pavere Dods: seties DOGTE Eree chiscaales of e
carned . oo dne component unit retlevelonmient e
eloans revevabie and pavable between the Gty 8n
poimiponent unit Financing Authority have been alim

R ity and it Farde Gormbosield
Fiaruria Plblic Fioancing Authority
the Authority sold $17, 500 000 in
Revers borids, 513,780 000 w
B4, 220 000 wiag Inanead o the City
redevelopment agency 8nd the G
the aicaampanying finenciel sials
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CITY OF FORTLNA
Motes to the Bagic Financial Statements
Jueres 30, 2048

4. Detatled Motes on Al Pusads {Continuad)
£, Long-Term Dab {Conthnued)

The 2007 raventie borkds westUre BEch Noveinber | soininencing Hoveibae 1, 2008
bair rtarast ptiraies fon 3, 7E o610 peioinl and consist of 55,208 DOO i sanal biofids,
iy tenm ponos due November 20384, 22 525 000w term bonds g Novembaer 7 2038
bords), and $5.500,000 i termy pbnde. dus: November 1, 2038, The bonds: are subj
piadlaraptons from cerltalin prapeymenty bondg satoring dnoonafter Novenber 1, 2018 &n
ppticra party rboiemtio, e s Bt sra subloct o msnostony e iy Tedembiionon
T AR e e Bl el Hovierrbad 12031 Gend S008 Bie dubiedt 1o chaniosl
flret radermptions on or ailer Moy rf 2024 ang BOAR rebpeivaly

POV Révenue Btviie s Oy ol Fs ) Share o Govirsshendal Boliplits PROT Reveine

Fiscal Years Principal Irterest Toisl
2017 & 285000 o112 858 5 6T 058
20108 278,000 99832 S0 832
2009 55,000 896010 161,510
2020 655,000 28180 154,180
2021 70,000 87 bat 167,881
2022-20286 280000 283130 FEisiuic
ZORT 205 480 000 295 045 :
R G TS
Tt G Eanen patte: |
$on B0 000 e s & B

The Cily has not pladoed '8 spe
2007 reveriue bonds, -aithough it
service payments.

BYsibis Soed By selrrily T rapay e B8 90 000, 5
aoread o agpropriate moniss o meaka sueh sehe

Clagital Lassa gnd Loan Oblgalic

i fiscal 20718, the Gy anterad inlo e canilal lease and g icanageament with PGAE ford
of purchasing computer softvare, police vehicles and installation of LED lighting sys
aggregate amount of $370,344. The leased equipment and lighting system have been caplialized by
ihe City. The PGAE loan bears no interest. Futurs debt service s a3 ollows:

Future Minimum Fiture
June 30 Lease Paymenis Loan Paviment
L & BB £
by S4B
e Beb, Bda
el e g
20T i
Thesressfien "
Total futiire minimun issse payvme G Dot
Legs ambunt rapragenting inine (G BEa7Y
Rt prisery vl Riuig i B 94059 &
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CITY OF FORTUNA
Noptes to e Bagic Financial Siateimenis
Jures B0, 20148
4. Dataiad Motes on Al Funds {Continued)
E. Long-Term Dabi (Continuad]

Ghandges i Loni-ler Halifities

Ermbedarin debe selivily Yo the OB Bebal vabr wik s Tollows

Lioe i
overnmental Type Auditinng Parhadie Uty Your
2007 Ravanus Bonds $ 2 TES000 i . an. oo B oannan
Caplial lesses e 248883 54 a0y 14,670
Piat Loan L ity HE. Al T8 AT
Compensated absences 161,774 81,973 54 000 179, ?4“? G4 275
Tetala F2826,774 2482 317 Fare.nal Rt R F 350710
Businass Type
Hevenue Bonds $18,835.000 $ = % 525000 SR 0000 £ 550,000
Totals B18 835 000 & “ & Br5000 $18,310.000 5 &50.000

5 Dther Information

A sk Mareoenrent

Thie Clly 18 exposed to varlous risks of loss releter fojurs) thell of, damege 1o, and de
assels ey ard omsgions and nalural disaslers for which the Glly certlas Instrance
mieribar of the Redwood Emplre sl Insurenos Fong & foint oolers authoriy, o
fointpratestion orograms for aublicenitisg covering automobilegemergl Sabilily, ermorzan
iossas property and workers compensation clalms Under the program, the City bas
ganerat isbiity relenton limil simiiario g deductible with the Fund being responsible for lo
thiat amaunt up 1008 500,000 The Fund camles excess laolily ooverage o o lolal of 84
axcess of Us £ 500000 relardion: ol per pocrmence through e Gellfornia Joint. P
Management Authonity and its excess insurers.

The Fund covers workers compensgtion claims up toils self-insurance imt of § 1 million, A purchased
axcess nolicy instres the Fund for an additional § 1 million to provide aggregate coverage of up o §
2 million perciaim. The City pavs arcannual premium o the Fund; the City may share In ary surplus
revenues Dr may be ranuired io pay addatlcmai assessmen!s based upon the Fund's Qperatzng results,

Jrvinige mnﬁi@mmﬁm Bty %‘Emmﬁzﬁm m&%@zm&mﬁ
winiErative oiflcels ool Bt a4 W Haps Brén
are reported whisn i s probable thet g losg has /oo
i mimdung of the loss can D res Bl agtimatad. - Lishiliiss include an dencunt for olaim
beai inotrmed But not raported (BNFEs ) Thie result of the nrocess eaatimate 19 claims 1
#n Eat Bindunt BEi dependy oromEng eomblex Tactors, subly as Inflation, changks in ga
an demege awands: Aotdrding s e feeviiogliad perlidically Yo conswer the
ilatlon,  racant ahelod setlemant de (nckiding frequency and amount of paeouts)
atohibiie ate sbel fetltis The ste of S viatis Dability sleo iathues armcuis fir

ahamadiubtment Bxosises relaled 10 spacilic claims wndd olhed el adiushmant exparses
ol wovsnel Blddaed b Shaliis e Estivisiad fabovarias, foressmpla b salvags or &
wE polr Soisbnignl OF e claing Hebility adlsads. Selllsinints have redl daidutiad &
sach of the paat thies fiscal veors dpept for fiscal 2078 gs discusssd above,

Betilaent of ms}:ﬁ Hrathior
Fumd ey Beobisinec frao il
Galitoimia 98478 Linblities of the
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CEFTY OF FORTUNS
Hotes o the Basic Financoial Sistemenis
June 30, 218

Cither Information {Continuad)

B Contingendcies and Comuiitinants

'w&@ i, based apary banaulialion with e dounsEel
ol Tey resall iy i rhaterial pdveise finenonsl inesict o

Lt

B lagat entilies o oiher. organizations: (et e
Hewr b bpeated o dlernsd D b o iere
sulsizc] oot vonlrol soshioh he padicipanis relain
sl desponsibility, The Cily 8 0 peiticipard oy th

Joiniy  poverned organization
P e Al B st ded B
and sepaialeany soeafic g
fidndal nterest o vrobing

trgganizations £

Radwood Empive Municipal insgrance Fondd. The Gity s 8 mamber of Insurance Fund, Ths Fund,
undes the ferms of a Joint Powers Agreament with the City and several other cilies and
governmeanial agencies, provides insurance coverage for genaral lability, automebile iabily, and
workers compensation olaims.

Under the arrangement, the Fund purchases liability. automobile labilty, aod workers
compensation insurance and cﬁarges paﬁmpetmg cities and goverpmerial agsnczes inamounts

The Gy provides no postamplovment benefils other than those assoclated with
Erpluyess Rebrament Syste

£ Public Brogloves Pension Plans

Hian Deserptian » The plang B ahabahadng mulisleamplover definad benefibn D

Buminidioiad by the Celfornis Public Ergibvées Reliremanl Byelen (CalPERE The CalPERE &
governed by 2 138 member Board of Administration with sl plected mombers, threp appainted
members and four ex officio members which inchice the State Tressurer, the State Controliar, the
Direcior of the California Depadment of Human Services and 2 designes of the State Parsonnel
Board,

Banalits me@eaé Thg Ga!?&lﬁ& provides sahr&ment dzsak;a ity and death mn@f t& Haticnment

COMTUOUS Bre &Eigéiﬁ@ e mii !
o senvice-related disabliity b
raguired for non-serviceselaied

ide repardises of The lancih of sarvice. Five vears of
sabity Blinibiity L abiny Danshits e deleritithad
manner ap relitement benelits bt are pavable immediately without 8o attuanis! rec
raticpmant doatin benelits equal an amploves's final flbvear salary, Boih plans piow
pereart Cost of Living Adiistiment (COLAY The public sifety plan 16 clossd 1 fdy gn




CITY OF FORTHHA
Nitas to the Basic Financial Statempnts

amw%m&ger is mq ed to to iy
cmﬁmhuﬁzcn rale of employess, For thie fpasurerer period anding June 30, 2014 (the msasurement
sent of ann al pay. and e average

Miscelioneous i‘»‘??m
Qfﬁﬁmﬁma be%w&m exprachey and ackia

Meat ﬁigﬁ“@s’mce betwiran projeo m and acitual
eamsmg@ o p&mw ;ﬁidr} ;mwmmnts

ity contrl buﬁmna subssguent to the
?ﬁeamr@mwi date _ _ 427,549




CITY OF PORTUNA
Motes to the Basic Financis Stoomenis
Jume 30, 2018

&, Dihor informadion (Continuad]

E. Public Emploves Pension Plans (Continuecd)

Liaferrnc Dlidiows Lialerren]
ol Hpgduroes ey

salatyPian
Diffarancss betwann sppeciad &
ein gl e
Chenges i sssumptions
Ml diffeience Delvaan peojechs
Barminige o pension. plai invest
Ohanes B plopoions and diffe
Oy eietdibtions and propoit .
copfrioudions 0 o0 frs 5208
City confributions subseguent ta the
Measurement 286 164 =

Totzis $ 996,164 $ (336,838

The $296 184 reportad as deferred outflows of resources (s related Lo pensions from City coptnibutions
made subsequeant to the measurement date and will be recognized ag a raduction of the nel pension
fiability irithe fiscal vear anded Jute 30, 3017, Other amodns reoored s defered
résouces and delatrad nflows ol rggburces talaled o pensions will berecounied I sansl
s hin

Draferrac Ciifows

Near Erdad e 30 {Infowe! of Ressiurce
i Flas e
(148 Bedy
B2 428y
G, 200

Actuarial Assumpbions — The total pansion lgbility in the June 30, 2013 actuarial valuation was
detenmined using the following actuarial assumptions, applied {o all periods included in the
mgasiremsnt

Inflation 2758 percent

Salary increases F - percent :

irvestiviend rete of relurn 785 percent et ol pension
invesbient expense, el

Hiltation

Al ther acians! sssnptions used s the June 30 2048 valuation were based o the |
aptuanal expadence study Tor the fidcal years 1987 10 2011, ncluding Updaies 1o sala
oty aod retirament rates. The Experience Shudy canbe oblamed st ithe CalPERS we
Forme and Publications.
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CIIY OF FORTUNA
Notes té the Basie Financial Stetemenis
June 30, 2016

B Other information {Continged)

E. Public Emploves Pension Plans {Continued)

The long-term expected rate of refusn on pension plan investinents was determined using s %::zm;ld ing-
flochk method inwhickh bestestimate ranges of expechar Tt real rates of rator {exgeibed £

ol of pansion plan investinenl sxpanse aod ollation) are developed for sechymaior uss
dederminiig the long-term sxpectad rale o relur CalPERE ook ol scoourt btk dho
lonictennmarkelistum expecialions sswell asthe wmmm pension cash flows The e
ol relirawes then et aguivalon ¢ Inclaeauivsient rale naleolsted by CelPERS el o
o the nearest one guerter of one:pargent. The terget alfocstion ard best sstirates of 'S
rates of TRl Tor sach maibr essel vlars avesummarized o the following babile:

Weaw Slraiagio Raal Relim Pla it

dprel Clase 0 s L Bllosetip Natgre o010 Y

Gioba] Bty 0 e A 525%

Global Fixed ncome 18.0 a9

Inflation Senaitive 8.0 A5

Private Equity 128 683

Rizal Fstate 11.6 450

infrastructure & Forestiand =0 450

Licpuidity 20 {551

Discount Rate — The discournt raie usad 1o measure the total pension liabiity was 7,65 arz:fam T
determing  whether the munizipal Bond rete shouls be used n he valoiiation of & disoo
gach: plar,. CalPERE siress tested plans el would Tkely result in o discound rate
aiffera fiom e actuarially abe disconndt rate: Based on the wsling, tone of the |
i oul of mesels Thersforg, e olment 788 percent distount rale @ adeguste and the
pistiiil sl e e el el sl 8 acadan The lorg-ernm evpacted discoUnt rataof 7
will bz applicd 1o all planz in the Public Emoloves Retiraiment Fune.

Sensihvty of the City's proparionale: shang of e net pansion Fability to chisages i the i
= The following presents the City's propodionate share of the net pension lability calcilate
cliscount rate of 7,60 perverd, ps well ms whist the Oity's propoctionate share of he nist pen
woidd e i it were calowlatod using g discount rete thatl is T-oercentags point lower (885 parcert) o
T-percsntage Naher (5065 percam Ukar the cuirand tiie: :

1% Currant 1%

Gity's proportionate Decroase Dseourt Rate Inurease
share of the net pension ligbilily {B.65%) {7 B5% (5.65%)
Miscellaneous Plan 56 280 838 53,861 526 51,856 668
Safety Plan . 54 56T A7 HAERTES ety e Sla18.068.

Pansion plan fiduciary nef postlion - Betaled informalion about the pension plar's fidudiary
i= availiable i the separaiely ssued CalFERS finangial report




CITY OF FORTUNA
Notes 1o the Basic Financiat Ststements
Jue 30, 204E

& Oy Information (Continuead)

F. Restricted Net Position and Nonspendable Fund Balonces

Fanlrariae Mal Preinnsg

The & 20 056 850 retiticted amound for debit service, elfordanie housing, sireals sy
gnveinrmanial Bciiviies siilemian fel pesitoh rabredeny Bmolnis 1o be Used onbly
pUrposes-which: reeliclione @ et By s sl adresimientg ool povar
aprifeerily ctelale o holsing. feBlnced by Jew o only ) certeln speciling

B84, Shdreilncted for - buginessdype Bcivilles rapresentl s Bpondebie Tt reacun
wasiewaler ang water lunds restricted T cels servie

Rispadanriatie Foitd Balanids

Tha nonapendable Turd belences i the governmenial fund ypes ragresant amoonis not aveilable for
mmediate use o pay current babilifes and consists of

Monspenoshie Amounts Gonersd Fund Nonmajor Famds
invertory E 52557 & -
Prapayments 19 035

Toialk I i S 5

wer Rattevelainhont Aoy

edevelodment agencies in the s.gmw & msfms“ﬁ

arovides for fhe dissalnfich df %a
ity of the m;é f:;f Foriuna i?‘af&& gamwauw ﬁé”%f;i

Fnpacted . e Rnenoial em;e:;m?‘ig _
maﬁwméwpmm e

g&vemmemtaé uriit af iocal gavemm&rxt will sgiesto sfama g5 the suncessor agency tohold assets uniil
they are distribuied toother units of State and local government. The City Goundll of the City of Foriuna
electad to have the City baecome the Successar Agency for the former redevelopment agency and to
become the bousing successor for the agency.

After ar}ar;immt of the | law, which qwsrmd Jurze 28,2011, redeveiepmsnt agencies in the State of

mg nesels can only b@ used to pay enforceable ob
including the: completion of any unfinished projpat
pal commitments ]

sxisteres mt e vale b mﬁfi%miuﬁ
sbiact o leoelly enforopable ton

former rodevelbbment agenty a.m
full and ali nssats have baen g

the State of Califormnis o ravisw the propriety of any
cies and ot pubie bodies that cetured alter
suah frimsfers 1% not contrattuslly. cormmiiecd o a t
seagsets, the Sate Dontroller is rouired W nider T
adly designated as the Susosssor by tha Bill,

The Bill directs the Biate Controllpr
ausals bebween he redevelopment
2T theisublic bodydhat rooe)
the expenaiilre arendumbirance
aasets fo be ransiarsd 1o the publi

4%




CITY OF FORTUNS
Motes fo e Baale Financlal Statements
Junae 30 248

5. Other Informatio {Continued)

. Buccessor Agency Trust For Assois of Former Redevelopment Agency (Cominiied)

Hation with lagll ‘pounsel, that the oblioalions of tha
yelineiding the amounie disslivyed By the Slale Dé
satie oblineliong beable by e slcseshor allgnty
g peEition: bry thiss Ieoues b G0t @ paaiisn of dall
Vorbdrding thede pelied U iR tadsnrably pidebig
fodata B ad BhptoptalE Juddsl Do sther suthorize
gligis tifavorabie o e Bey,

hisnagemiens belibved, i oong
Fedavelonment goanoy us to de
é’smmm} anid oihers are valio enfo
P fecpmerhenel of e Bl TS
thiare is condloerabi leoll Undaerta
clerprinnation ey D i ol o g
Wl fesbive sy ot ihe disgsiol

W stcdidant itk &m il gébforth 1o sm @&ii {,&ﬁ et b}v the i’“& ua’%fmm %pmm

o opelale as a i&ga ent;ty a% z:z:?’ ?f“eé}mary i, 2E
2. Enforceable Oblmations
2007 Revenue Bonds -~ Successar Agenoy Ubligalions

The City and its former companent Winit redevelopment agency entered into 2 loan agreemant with the
Foruns Public Finanging Authority (giso a component unll of the Gity), dalted Qetaber 1, 2007 ‘whsrsin
the Authority sold 317 ma 0ad in __§s revenus bonds, serles 2007 From the sale of the Authmsty g
Hevenig borids 5ia riponent unit redevélopman adency B

a2l L0 s ahad 10 the Lind Gans rechivatie 8dd sovable betvear the Oy &9
former redevelbpment agbncy and the City's componsnt onit Finaicing Author ity have beg
ot e Bhddimbdaying Tinianelas freints,

wrievalboment anenoy deposilad 52 626000 o 4
= mm OF the Bariiwy Bonse which Berwds ara del
i i nlarest rate of 4.9 percent. On Ocioher 1
o dedibeit  the Eadeovicd Project Fusd 1o e s
o on Movambed 1, 2000 .of Esorow Honds purstan
.07 of the Trish Agraemant,. Mot starcing e foregoing, this former Agercy mey pos
raddamption to oy [ster date den i o cartificats of the former Agenay Which sels o _
thati o ths arsfer of amiounts in the Escrowed Project Fund tothe Principal Fund o beidsed to
redeam Escrow Bonds pursuani to Section 4.07 of the Trust Agreement and which is accompanied
by cash in an amount which is certified by the former Agency as sufficient, together with the earnings
tharaorn, to pay interasl on the partion of the Escrow Bonds which represernt the funds then an deposit
in the Estrowed Project Fund from NMovernber 1. 2010 1o the redemntion date ag iderdified 0 such
cerfificate of the Agency. The formgr Agency exarcised its aption fo postpone this redempiion until
Movamber 12011 The r@d@mmam m’ the 52 525 000 was compleied in fiscal 2014 by the -Sﬁmaswr

Aganioy

Feoirt e bond pfoosads. the ok
Projeat Furd Avcount vt Goiober
horids (haturing November 42008
Tristee shall transtsr all amiounts
10 be apphiad todhe mandsiony red

T 2007 revenue bonds talire 1 MNovember 1o cornenting Novembes 1, 2008
buar iiletest ol rales from 375 1o BU prcant and consist of B5 365 000 I serial bonds.
in tarm bonds dus November 2031,:82 825 000 in term bonds due November 1, 2038 (
bondey aog BEB00 000 Iy e dedug November 1, 2008, The bonds are subje
radsmnions from cotiain prepay s, bonds matdring or e slter Moveimbes 1, 2018 ar
aptional early radamption, e sscrow bonds are suiblect to mandainry pacly redemption on
1, 2010 and the term bonds maturitp Novembear 1, 20371 and 2038 are subject to mandat
fund redemptions on or after Noveribier 1. 2024 and 2032, respectively. Future debt servi
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CITY OF PORTUNA
Maotes fo the Basic Finanoisl Blstements
June 30, 2006

& Other Information {Gantinued)

G Buccessor Agency Trust for Assels of Former Redevelopment Agency [Canlinuad)

SO0 RFevihue Honde S Busopsbordigency Ohlaalions Dohlisiaued)

dpledpad future inoramental propedy ax ravanues
& Doifls The Bochay's shisite o el rovenus ore w
Eravanues and Trom ceriein o gosourts held b

The formerredevelopment agenoy |
RS OED 000 ehare o ihe 2007 rey
giiely from Ihe plodoed fey o
frpdlee) Total piadiosl a8 il
FH0T0R.835

FlecalYears : Prircipat lterast

20107 $ 165,000 $ 471286 3 636,286
2018 185,000 4653036 648,036
2018 205,000 453,786 B0l 786
2020 225,000 445,586 570,586
2021 245,000 436,580 LE1 586
20222028 1,516,000 2,010,423 3525423
2047-2031 2,165,000 151,068 3,467,063
2032-2038 2,015,000 1,021,984
20372039 K 2215000 25 560

8 Hes Ons 87 1a0.820 &

Lty Uil ol Fiailig

Tin Movernbar 12008 the Gily

Gampletion Letler s regards he
had been dissolvad effestive Feby
he mada by the Oversiahl Bogrd & Stocessor Agenoy thet the Gity's loan agreemon
e former Rodevalopmant Ageney ang the Gy be ausliied s anforceatile obligal
Succassor Sgeney under the lews governing the dissolulion of the former agency. In additi
& raguirement that the accumulatadiand unpaid interest on any such loans be recalcula
NOF specified method, that any fullre repayments, if approved, arc o be made subject to a specified
formula, and that there will be amounts available pursuant to the formula that will enable the
repayments to be made. In addition, all such loan agreements, recalcutations of interest, and formula
based repavments, are subject {o approval of the Successor Agencoy's Oversight Board and fhe DOF,

The DOF had initially denied approyel of this loan as an enforcesble obligation of the Successor
Ageney, bud on Mey 16, 20704 1ha! DOF rescinded this denigl and the oen was epproved:
arforcnable obligation with an offective date of July 1, 2014 which dals hae approvial of bo
arihe Buctassor Ageney' s Ovarsgibt Board, The Oy andithe Butcessar Aganoy reinetat
fotAnkEnc el redtrinh Pdipdsesin Wty
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Uhabies i Long w1 el Enforceaby

shanpas injongdenm enforceabie

CITY OF FORTUNA
Moted to the Baslc Financlal Statements
June 30, 201€

5, Other Infotmalion {Continued)

3 Successor Agency Trusl for Asseis of Former Bodevaloment Agency [Continuad)

2. ‘Enforcesble Obligalions {Cont

Rapavmant Bohadule Gty of

Thootiolngl repaymeintednadule was s iolows

Fiscal Wear Endad:dune 30 Frincipal Interesl Tatal

2015 E il & &7 227 6aa
PG 221588 b.680 e
2017 222,356 5,207 ZRT.BRa
2018 223118 4538 227,853
2019 223885 3,958 227 653
2020 224 277 3,376 227853
20212025 1,136,682 5865 1,142 447
Totals $ 2473402 B 34963 $2,900 365

The schaduled fiscal 2015 and 2018 repayment was not made as a result of the sufficiency of
avaiable monies under the prasoribed formula being used to salulate amounts aval
distribution 1o the City afler aounts made available for other enforceable abligati
Supcassor Bgenoy Tha degras:to which the above repayment schedule will by ren
succassor Boency s ool determinaile sl ihis ime,

m{fg@ﬁ&ﬁﬁg s

gbligations fof the veal endsd dune 20, 9016 were:

Eivaie Parpbad Troaat iy
Bagintiny Acdifrons Heduclion Cngt Yewr

2007 Ravenye Bands 0078 ¥ b F A8 000 Ste6.000

Loan Cilv of Forlune £ AaF3 a2 . .

Tolsils F12.548 402 % = &1EG OO F124.398:403 155000

3 Lash and lovestments Held in Trust

ey hrkat funag THE T
oL,

A8



CITY OF PORTUNA
Mot fo the Basic Financial Statemenis
June 30, M8

& Ofher informaetion (Continued)

H. Change i Accoonting Principles
Thie City i fiscal 2006 hripleiented Goveimmental Aoobunting Standerdys Board (BASE
Mispber T2 Py Velua Messuremant gt Aoplication, Themelemaptalibn of hig aocbund

Dad ng: inpabton the beginrieg-of veie fel posiion of the ‘aovirnment and businesedep
and the beginning of year balancas were nol restaled and refmaln as originally teporied b
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Budostary Comipdrson Sohedule - Gepiorg Fund

Forihe Flecs! Year Ended June 30, 20086
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CITY OF FORTLINA

Budgatary Gomparison Scheduls - General Fund
Mot to RS
Far ihe Figoal Year Ended June 30, 2018

Mot - Explsnatonof Diference bebween Mialoetary inflows 2 Ouiflows and &

Hevepuog prdavpendiiose:

E i Bflosal ppbpiians:
Aol armiliots " amilable for.
grrrpEysorsohadiie:
Differances- budaetlo &y
Progaacs ol capiial lonke Erinfiow of pdstrcas T sl Nt repatiad B
ravaniues for fnandel raporting purposes ik
The tund balance at the beginning of the year is a budgetary
resaurce but is not a current year revenue for financial reporting
purposes 04,733, 824)

prapriation’ o Budgetary
B rdd

248,703

Total revenues as reported in the siatement of revenues, expenditures
and changes in fund balances =governmanial funds 3 BA3sH7

Usesiouillows of respurces:

Aot aivmants "otel chartes i sppropristions rom tha butlgstary
ceiminarison sehoduls
Differences - budget o GARR
Trensiers o other unds arg bulllows of budgetary resourges bl

|

ate not sypanditures for financial taporting plarposes

b ataterent of revanies
Tl « osrrirnenal s

Tolal expenditures as reporiad |
mmmﬁﬁgmg ariid @5‘3@?‘!@&5& i
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Reguired Supplementary Informatlon
CITY OF FORTURA
Budgatary Comparison Schedule - HOME Granks Special #Bavenus Fomd
For the Fiaeal Year Bnded June 30, 2048

Budgeted Amounts

it
Fisal Abnairite

Fund Blalapnee, doby 1l B AR & e

Resoirces {inflows)
ferlaraat 2T A
Igcalanenis - loar repaymenis wrrRe AR
Adnoiiste gyailable for
charges 1o appropriations J0d,084 104,064 S0 e6as £13.308)

Charges to appropriations:
Gommunity development

LoaEris - {3, 726)

Loan achririsiration - . 1,536 {1,636}

Total charges o appropriations

$ 104084

Fratd Batancos, June 30

Expianalion of

Spurcas of inflows of resources:
Aatudl amolnts avalable for spproprstions Trom Budaetary data above: $ongleen
Diffarsnces-hisdoat 1o GAAR

butloatary puroosss, bl s oot considerad ¢

revenues for financial reporting purposes (76,015)
Total revenues as reported in the statement of revenues,
expanditures | and chanoes In fund balances $ 14653
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Required Supplementary Information
CiTY OF FORTUNA
Budgetary Camparison Schedule - Gty Housing Bpecial Revenue Fund
For the Fiscal Year Ended June 30, 2018

Hudoetad Amounis

Astual
Wiriginal Bl Anorinis

S0.267 - onaer $ 0 80,267

Baanpe Juiv
Frasouioss fofiows)
irtenpst 5 BOD = o
Miscslenaous « loan repiaymarids

Amounts available for
charges 0 appropriations ai.7e7? BOTe7 80,405 {273

Charges to appropriations:
Community davelopment :
Loan administration - . H -

Total charges to zppropristions i -

HO /67

Fund Balence, June 20

ey Bastupee: Hlod s

tanation of Ditle shween :
Evenies snd Bxperschii

f

Bowrces of infows of resturcby
Actual smounts available Tor appropristions
Differencos-boipen i GRAR:
Basinplog Send balances dre el rostincbs for
budgetany purpsses: but-are notconsidorat &8

rorn budcelary data sbove: L Gt

revenues for financial reporing purposes (90 267y
Total revenues as reporied in the siatement of revenues,
expendiiures | and chenges in fund balances % A
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CITY OF FORTLRA
Schedule of the Gity of Fortuina's Proportionate Share of the Net Penslon Liabllily
California Publle Emplovess Retirement Svstem
flast Ten Fiseal Years)
A of Juree 306, 2048

P Year Ere

- 2015 2l
Moakuranysn Jurg a0 2004 it 30,20
Gily's proprotionate of e el pansion Hiabiib L IEeENS Loty
Cily's proportionate share of the net pension liability $ 52390654 - § 5041499
Gity's covered payroli $ 8210244 - § 3278568

City's propurtionate share of the net pensicreliability
as a percantage of its covered amployes payroll 16T .92% A1 58%

Fhan's floutlaty et position s B

& percentage of the totel pengion iabiity 7O.B0% 784

Mok o B kbl e

There were no plan changes in fecal 2000

Hanetil Chanoms:

Changes in Assumptions in fecal 20106, Plaris disoint va wat obanged fram 7 55 40 7 65

LastTeny e snhedole 15 intende
voar of implemertation, and additional ve

show information Tor 10 yedrs. Fiscal 205G was the
nformation will be presented as It bacormes availall

o




CITY OF FORTUNA
Scheduls of the Cily's Bmplover Coniributions
Califoraia Pobilic Employeas Hetfrement Bysten
{Last Ten Fiscal Years)
As of June 3, 2098

e B

isontrtbuticne for e Sl year anded, Aa FOE

Contractually reguired ponifibutiar

¥ Bl uhd § TR

Lontributions 1 relation 1 Se copractually”
required coniribution

$ 602651 & 773714
Cantribution deficlency (excess)

3 - 5 -
City's covered employee payroll

$ 3278533 ¥ 3,381,331

Contributions sg a percentage of
poverasd employes payroll
(i

Motes to the schedule:

Flan Valuation Date: June 30, 2004

Loast Teny Yesrs: This sehedule is olended 16 Show Infoimation for 10 viesrs, Fecel B016 was e

v of implemaniation, and additiooa v

& indormetion will be'nradenteld s il Becomes gvailab

e



OPTIONAL SUPPLEMENTARY INFORMATION
NONMAJOR FUNDS' COMBINING FINANCIAL STATEMENTS
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APPENDIX C
FORM OF THE CONTINUING DISCLOSURE CERTIFICATE

Upon issuance of the Bonds, the City proposes to enter into a Continuing Disdosure
Certificate in substantially the following form:

This Continuing Disdosure Certificate (the “Disclosure Certificate”), dated as of
November 1, 2017, is executed and delivered by the City of Fortuna (the " City”), as dissemination
agent (the “Disclosure Dissemination Agent”), for the benefit of the B eneficial Owner (hereinafter
defined) of the $5,405,000 City of Fortuna, Series 2017 W ater R evenue Refunding B onds (W ater
E nterprise Project) (the “Bonds’) in order to provide certain continuing di sclosure with respect to
the Bonds in accordance with Rule 15¢2-12 of the United States Securities and Exchange
Commission under the Securities Exchange Act of 1934, as the same may be amended from time
to time (the “Rule’).

The City and the Disclosure Dissemination Agent covenant and agree as foll ows:

SECTION 1. Definitions. In addition to the definitions set forth above and in the
Indenture, which apply to any capitali zed term used in this Disclosure Certificate unl ess otherwise
defined in this Section, the following capitalized terms shall have the following meanings:

“Annual Finandal Information” means annual financial information as such termis used
in paragraph (b)(5)(i) of the Rule and specified in Section 3(a) of this Disclosure Certificate.

“Annual Report” means an Annual Report described in and consistent with Section 3 of
this Disdosure Certificate.

“Annual Filing Date” means the date, set forth in Section 2(a) and Section 2(f), by which
the Annual Report is to be filed with the MSRB.

“Audited Financial Statements’ means the finandal statements (if any) of the City for the
prior fiscal year, certified by an independent auditor as prepared in accordance with generally
accepted accounting principles or atherwi se, as such termis used in paragraph (b)(5)(i) of the Rule
and specified in Section 3(b) of this Disclosure Certificate.

“Beneficial Owner” means any person which (a) has the power, directly or indirectly, to
vote or consent with respect to, or to dispose of ownership of, any Bonds (induding persons
holding Bonds through nominees, depositories or other intermediaries), or (b) is treated as the
owner of any Bonds for federal income tax purposes.

“Bonds” means the $5,405,000 City of Fortuna, Series 2017 W ater R evenue Refunding
Bonds (W ater Enterprise Project) issued pursuant to the Indenture.

“Certification” means a written certification of compliance signed by the Disclosure

R epresentative stating that the Annual R eport, Audited Financial Statements, Notice Event natice,
or Failure to File Event natice delivered to the Discdosure Dissemination Agent is the Annual
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Report, Audited Financial Statements, Natice Event notice, or Failure to File Event notice,
required to be submitted to the MSRB under this Disdosure Certificate. A Certification shall
accompany each such document submitted to the Disclosure Dissemination Agent by the City and
include the full name of the Bonds and the 9-digit CUSIP numbers for al Bonds to which the
document applies.

“City” means the City of Fortuna, California.

“Disdosure Representative’ means the Finance Director of the City o his or her designee,
o such other person as the City shall designate in writing to the Disdosure Dissemination Agent
from time to time as the person responsible for providing Information to the Disclosure
Dissemination Agent.

“Disdosure Dissemination Agent” means the City, acting in its capacity as Disclosure
Dissemination Agent hereunder, or any successor Disclosure Dissemination Agent designated in
writing by the City.

“FailuretoFile Event” means the City’s failure to file an Annual Report on or before the
Annual Filing Date.

“Force Majeure Event” means: (i) acts of God, war, or terrorist action; (ii) failure or shut-—
down of the Electronic Munidpal Market Access system maintained by the MSRB; or (iii) to the
extent beyond the Disclosure Dissemination Agent’s reasonable contradl, interruptions in
telecommuni cations or utilities services, failure, malfunction or error of any telecommunications,
computer or other electrical, mechanical or technological application, service or system, computer
virus, interruptions in Internet service or telephone service (including due to a virus, electrical
delivery problem or similar occurrence) that affect Internet users generally, or in the local area in
which the Disclosure Dissemination Agent or the MSRB is located, or acts of any government,
regulatory or any other competent authority the effect of which is to prohibit the Disdosure
Dissemination Agent from performance of its obligations under this Disd osure Certificate.

“Indenture” means the Indenture of Trust, dated as of November 1, 2017 (the “Indenture”),
by and between the City and U.S. Bank National Assodation, as trustee thereunder.

“Information” means, collectively, the Annual R eports, the Audited Financial Statements
(if any), the Notice Event notices, and the Failure to File Event notices.

“Listed Events’ means any of the events listed in Section 5(a) of this Disclosure Certificate.

“MSRB” means the Municipal Securities Rulemaking Board established pursuant to
Section 15B(b)(1) of the Securities Exchange Act of 1934 or any other entity designated or
authorized by the Securities and Exchange Commission to receive reports pursuant to the Rule.
Until otherwi se designated by the MSRB or the Securities and Exchange Commission, filingswith
the MSRRB are to be made through the Electronic Municipal Marketplace A ccess (EMMA) website
of the MSRB, currently located at hitp: /emveLivsrb.org.
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“Natice Event” means any of the events enumerated in paragraph (b)(5)(i)(C) of the Rule
and listed in Section 4(a) of this Disclosure Certificate.

“Obligated Person” means any person, including the City, who is either generally or
through an enterprise, fund, or account of such person committed by contract or other arrangement
to support payment of all, or part of the obligations on the B onds (ather than providers of municipal
bond insurance, letters of credit, or other liquidity facilities). With respect to the Bonds, only the
City constitutes the Obligated Person.

“Official Statement” means the final official statement executed by the City in connection
with the issuance of the Bonds.

“Partidpating Underwriter” means Stifel, Nicolaus & Company, Incorporated, the
original underwriter of the Bonds required to comply with the Rule in connection with the offering
of the Bonds.

“Rule” means Rule 15¢2-12 adopted by the Securities and E xchange Commission under
the Securities Exchange Act of 1934, as the same may be amended from time to time.

“State” means the State of California.

“Trustee” means U.S. Bank National Association, as trustee under the Indenture, or any
successor Trustee designated in writing by the City.

SECTION 2. Provision of Annual Reports and Other Disd osures.

(a) The City shall provide, annually, an electronic copy of the Annual Report and
Certification to the Disclosure Dissemination Agent by not later than the March 31 following the
end of the City’ s fiscal year (which is currently J une 30), commencing with the Annual Report for
the Fiscal Y ear ended J une 30, 2017. Such date and each anniversary thereof is the Annual Filing
Date. Promptly upon receipt of an electronic copy of the Annual R eport and the Certification, the
Disclosure Dissemination Agent shall provide such Annual Report to the MSRB. The Annual
Report may be submitted as a single document or as separate documents comprising a package,
and may cross—reference other information as provided in Section 3 of this Disclosure Certificate.

(b If on the fifteenth (15th) day prior to the Annua Filing Date, the Disclosure
Dissemination Agent has not received a copy of the Annual Report and Certification, the
Discdosure Dissemination Agent shall contact the Disclosure Representative by telephone and in
writing (which may be by e1mail) to remind the City of its undertaking to provide the Annual
R eport pursuant to Section 2(a). Upon such reminder, the Disclosure R epresentative shall either
(i) provide the Disdosure Dissemination Agent with an electronic copy of the Annual Report and
the Certification no later than two (2) business days prior to the Annual Filing Date, or (ii) instruct
the Discdosure Dissemination Agent in writing that the City will not be able to file the Annual
Report within the time required under this Disclosure Certificate, state the date by which the
Annual R eport for such year will be provided and instruct the Di sd osure Dissemination Agent that
aFailuretoFile Event has occurred and to immediately send a nctice tothe MSR B in substartially
the form attached as Exhihit A.
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(© If the Disclosure Dissemination Agent has not received an Annual Report and
Certification by 6:00 p.m. Eastern time on the Annual Filing Date (or, if such Annual Filing Date
fall s ona Saturday, Sunday or hdliday, then the first busi ness day thereafter) for the Annual R eport,
a Failure to File Event shall have occurred and the City irrevocably directs the Disclosure
Dissemination Agent to i mmediately send a notice to the MSRB in substantially the form attached
as Exhibit A without reference to the anticipated filing date for the Annual Report.

(d If Audited Financial Statements of the City are prepared but not available prior to
the Annual Filing Date, the City shall, when the Audited Financial Statements are available,
provide in a timely manner an electronic copy to the Disclosure Dissemination Agent,
accompanied by a Certification for filing with the MSRB.

(e The Disclosure Dissemination Agent shall:

(i) verify the filing specifications of the MSRB each year prior to the Annual
Filing Date;

(i) upon receipt, promptly file each Annual Report received under Sections
2(a) and 2(b) with the MSRB:;

(iii)  upon receipt, promptly file each Audited Financial Statement received
under Section 2(d) with the MSRB:

(iv)  upon receipt, promptly file the text of each Natice Event received under
Sections 4(a) and 4(b)(ii) with the MSRB, identifying the Natice E vent as instructed by the
City pursuant to Section 4(a) or 4(b)(ii) (being any of the categories set forth below) when
filing pursuant to Section 4(c) of this Disdosure Certificate:

1. “Principa and interest payment delinquencies;”

2. “Non-Payment rel ated defaults, if material;”

3. “Unscheduled draws on debt service reserves reflecting financial
difficulties;”

4, “Unscheduled draws on credit enhancements reflecting financial
difficulties;”

5. “Substitution of credit or liquidity providers, or their failure to
perform;”

6 “Adverse tax opinions, IRS notices or events affecting the tax status

of the seéurity;
7. “M odifications to rights of securities holders, if material;”

8. “Bond calls, if material;”
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9, “Defeasances;”

10.  “Release, substitution, or sale of property securing repayment of the
securities, if material:”

11. “Rating changes;”
12. “Tender offers;”

13.  “"Bankruptcy, insolvency, receivership or similar event of the
obligated person;”
14.  "Merger, consalidation, or acquisition of the obligated person, if

material;” and

15, “Appointment of a successor or additional trustee, or the change of
name of a trustee, if material;”

(V) upon receipt (or irrevocable direction pursuant to Section 2(¢) of this
Disclosure Certificate, as applicable), promptly file a completed copy of Exhibit A to this
Disdosure Certificate with the MSRB, identifying the filing as “Failure to provide annual
financial information as required” when filing pursuant to Section 2(b)(ii) or Section 2(¢)
of this Disclosure Certificate;

H The City may adjust the Annual Filing Date upon change of its fiscal year by
providing written notice of such change and the new Annual Filing Date to the Disclosure
Dissemination Agent and the MSRB, provided that the period between the existing Annual Filing
Date and new Annual Filing Date shall not exceed one year.

() Any | nformation received by the Disclosure Dissemination Agent before 6:00 p.m.
E astern time on any business day thatitis required to file with the MSRB pursuant to the terms of
this Disclosure Certificate and that is accompanied by a Certification and all other information
required by the terms of this Disclosure Certificate will be filed by the Disclosure Dissemination
Agent with the MSRB no later than 11:59 p.m. Eastern time on the same business day; provided,
however, the Disclosure Dissemination Agent shall have no liability for any delay in filing with
the MSRB if such delay is caused by a Force Majeure Event provided that the Disclosure
Di ssemination Agent uses reasonable efforts to make any such filing as soon as possible.

SECTION 3. Content of Annual Reports.

(@ Each Annual Report shall contain Annual Financial Information consisting of
updated information comparable to the information in the following tables as they appear in
Offidial Statement:

1. Information in the form of Table 7 of the Official Statement concerning
operating revenues and expenses of the W ater System for the then-preceding fiscal year,
including Net Revenue of the W ater System and debt service coverage.
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2. The outstanding principal amount of the Bonds and any Parity Debt as of
June 30 of the most recently completed fiscal year.

3. A description of any Parity Delx i ssued during the most recently completed
fiscl year.

4, A description of any changes in W ater System rates and charges adopted by
the City Council during the most recently completed fiscal year.

5. I nformation for the most recently-compl eted fiscal year in the formof Table
5 of the Official Statement (Ten Largest W ater Customers).

(b Audited Financial Statements prepared in accordance with generally accepted
accounting principles ("GAAP”) as described in the Official Statement will also be included in the
Annual Report. If audited financial statements are not available, then, unaudited financial
statements, prepared in accordance with GAAP as described in the Official Staterment will be
included in the Annual Report. Audited Financial Statements (if any) will be provided pursuant
to Section 2(d).

Any or al of the items listed above may be induded by specific reference to other
documents, induding official statements of debt issues with respect to which the City is an
Obligated Person, which have been previously filedwith the Securities and Exchange Commission
or available tothe public onthe MSRB Internet website. |f the document incorporated by reference
is a final official staterment, it must be available from the MSRB. The City will clearly identify
each such document so incorporated by reference.

Any Annual Financial Information containing modified operating data or financial
information is required to explain, in narrative form, the reasons for the modification and the
impact of the change in the type of operating data or financial information being provided.

SECTION 4. Reporting of Notice Events.

(a) The occurrence of any of the foll owing events with respect to the B onds constitutes
aNatice Event,

1. Principal and interest payment delinquencies;

2. Non-payment related defaults, if material;

3. Unscheduled draws on debt service reserves reflecting finandad difficulties;
4, Unscheduled draws on credit enhancements reflecting financial difficulties;
5. Substitution of credit or liquidity providers, or their failure to perform;

6. Adverse tax opinions, the issuance by the Internal Revenue Service of

proposed or final determinations of taxability, Notices of Proposed Issue (IRS Form 5701-
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TERB) or ather material notices or determi nati ons with respect to the tax status of the B onds,
or other material events affecting the tax status of the Bonds;

7. Modifications to rights of Bond holders, if material;
8 Bond calls, if material, and tender offers;
9, Defeasances;

10. Release, substitution, or sale of property securing repayment of the B onds,
if material;

11. Rating changes;

12. Bankruptcy, insolvency, receivership or similar event of the Obligated
Person (Note to subsection (a)(12) of this Section 4: For the purposes of the event described
in this subsection (a)(12) of Section 4, the event is considered to occur when any of the
fdlowing occur: the appointment of a receiver, fiscal agent or similar officer for an
Obligated Person in a proceeding under the U.S. Bankruptcy Code or in any other
proceeding under state or federal law in which a court or governmental authority has
assumed jurisdiction over substantially all of the assets or business of the Obligated Person,
or if such jurisdiction has been assumed by leaving the existing governing body and
officials or officers in possession but subject to the supervision and orders of a court or
governmental authority, or the entry of an order confirming a plan of reorganization,
arrangement or liquidation by a court or governmental authority having supervision or
jurisdiction over substantially all of the assets or business of the Obligated Person);

13.  The consummation of a merger, consolidation, or acquisition involving an
Obligated Person or the sale of all or substantially all of the assets of the Obligated Person,
other than in the ordinary course of business, the entry into a definitive agreement to
undertake such an action or the termination of a definitive agreement relating to any such
actions, other than pursuant to its terms, if material; and

14.  Appointment of a successor or additional trustee or the change of name of
atrustee, if material.

The City shall, in a timely manner not in excess of ten business days after its occurrence,

notify the Disclosure Dissemination Agent in writing of the occurrence of a Notice Event. Such
notice shall instruct the Disclosure Dissemination Agent to report the occurrence pursuant to
subsection (¢ and shall be accompanied by a Certification. Such notice or Certification shall
identify the Natice Event that has occurred (which shall be any of the categories set forth in
Section 2(e)(iv) of this Disclosure Certificate), include the text of the disclosure that the City
desires to make, contain the written authorization of the City for the Disclosure Dissemination
Agent to disseminate such information, and identify the date the City desires for the Disclosure
Dissemination Agent to disseminate the information (provided that such date is not later than the
tenth business day after the occurrence of the Notice Event).
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(b The Disdosure Dissemination Agent i s under no obligation to notify the City or the
Disclosure Representative of an event that may constitute a Natice Event. In the event the
Disclosure Dissemination Agent so natifies the Disclosure Representative, the Disclosure
R epresentative will within two business days of receipt of such notice (but in any eventin atimely
manner not later than the tenth business day after the occurrence of the Notice Event, if the City
determines that a Notice Event has occurred), instruct the Disclosure Dissemination Agent that (i)
aNotice Event has not occurred and nofiling is to be made or (ii) a Notice Event has occurred and
the Disclosure Dissemination Agent is to report the occurrence pursuant to subsection () of this
Section 4, together with a Certification. Such Certification shall identify the Notice Event that has
occurred (which shall be any of the categaries set forth in Section 2(e)(iv) of this Disclosure
Certificate), indude the text of the disdosure that the City desires to make, contain the written
authorization of the City for the Disclosure Dissemination Agent to disseminate such informati on,
and identify the date the City desires for the Disdosure Dissemination Agent to disseminate the
information (provided that such date is not later than the tenth business day after the occurrence of
the Natice Event).

(© If the Disdosure Dissemination Agent has been instructed by the City as prescribed
in subsection (a) or (b)(ii) of this Section 4 to report the occurrence of a Notice Event, the
Disclosure Dissemination Agent shall promptly file a notice of such occurrence with the MSRB
in accordance with Section 2(e)(iv) hereof.

SECTION 5. CUSIP Numbers. Whenever providing information to the Disclosure
Dissemination Agent, including but not limited to Annual Reports, documents incorporated by
reference to the Annual R eports, Audited Financial Statements, Notice Event notices, and Failure
to File Event natices, the City shall indicate the full name of the Bonds and the 9-digit CUSIP
numbers for the B onds as to which the provided information relates.

SECTION 6. Additional Disclosure Obligations.  The City acknowledges and
understands that other state and federal laws, including but not limited to the Securities Act of
1933 and Rule 10b-5 promulgated under the Securities Exchange Act of 1934, may apply to the
City, and that the failure of the Disclosure Dissemination Agent to so advise the City shall not
constitute a breach by the Disclosure Dissemination Agent of any of its duties and responsibilities
under this Disclosure Certificate. The City acknowledges and understands that the duties of the
Disclosure Dissemination Agent relate exdusively to execution of the mechanical tasks of
di ssemi nati ng information as described in this Disclosure Certificate.

SECTION 7. Vduntary Filings. Nothing in this Disclosure Certificate shall be deemed
to prevent the City from disseminating any other information through the Disclosure
Dissemination Agent using the means of dissemination set forth in this Discosure Certificate or
includingany other information in any Annual R eport, Audited Financial Statements, Noti ce Event
notice, or Failure to File Event natice, in addition to that required by this Disclosure Certificate. If
the City chooses to include any information in any Annual Report, Audited Financial Statements,
Notice Event notice, or Failureto File Event notice in addition tothatwhichis specifically required
by this Disdosure Certificate, the City shall have no obligation under this Disclosure Certificate
to update such information or incude it in any future Annual Report, Audited Financial
Staterments, Notice Event notice, or Failure to File Event notice.
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SECTION 8. Termination of Reparting Obligation. The obligations of the City and the
Disclosure Dissemination Agent under this Disclosure Certificate shall terminate with respect to
the B onds upon the legal defeasance, prior redemption or payment in full of all of the B onds, when
the City is no longer an Obligated Person with respect to such Bonds, or upon delivery by the
Disclosure Representative to the Disclosure Dissemination Agent of an opinion of nationally
recognized bond counsel to the effect that continuing disclosure is no longer requi red with respect
to such Bonds.

SECTION 9. Disclosure Dissemination Agent.  The City has itself as the initial
Disclosure Dissemination Agent under this Disclosure Certificate. The City may, upon thirty days
written natice to the Disclosure Dissemination Agent, replace or appoint a successor Disdosure
Dissemination Agent. Upon termination of the Disclosure Dissemination Agent, whether by
notice of the City or the Disclosure Dissemination Agent, the City agrees to appoint a SuCcessor
Disclosure Dissemination Agent or, alternately, agrees to assume all responsibilities of Disd osure
Dissemination Agent under this Disdosure Certificate for the benefit of the Beneficda Owners of
the Bonds. Notwithstanding any replacement or appoi ntment of a successar, the City shall rermain
liable, until payment in full, for any and all sums owed and payable to the Disclosure
Dissemination Agent. The Disclosure Dissemination Agent may resign at any time by providing
thirty days’ prior written notice to the City.

SECTION 10. Remedies in Event of Default. In the event of a failure of the City or the
Disclosure Dissemination Agent to comply with any provision of this Disclosure Certificate, the
Beneficial Owners’ rights to enforce the provisions of this Disclosure Certificate shall be limited
solely to a right, by action in mandamus or for specific performance, to compel performance of
the parties’ obligation under this Disclosure Certificate. Any failure by a party to perform in
accordance with this Disclosure Certifi cate shall not constitute a default on the B onds or under any
other document relating to the B.onds, and al| rights and remedies shall be limited tothose expressly
stated herein.

SECTION 11. Duties, Immunities and Liabilities of Disclosure Dissemination Agent.

(a) Article VI of the Indenture is hereby made applicable to this Disclosure Certificate
as if this Disclosure Certificate were (solely for this purpose) contained in the Indenture. The
Disclosure Dissemination Agent shall be entitled to the protections and limitations from liability
afforded to the Trustee thereunder. The Disclosure Dissemination Agent shall have only such
duties as are specifically set forth in this Disdosure Agreement and the City agrees to indemnify
and save the Disdosure Dissemination Agent, the Trustee, their officers, directors, employees and
agents, harmless against any loss, expense and liabilities which it may incur arising out of the
di sd osure of information pursuant to this Disclosure Certificate or arising out of or in the exercise
or performance of its powers and duties hereunder, including the costs and expenses (including
attorneys’ fees) of defending against any daim of liability, but excluding liabilities due to the
Disclosure Dissemination Agent's negligence o willful misconduct. The Disclosure
Dissemination Agent’s obligation to deliver the information at the times and with the contents
described herein shall be limited to the extent the City has provided such information to the
Disclosure Dissemination Agent as required by this Disclosure Certificate. The Disclosure
Dissemination Agent shall have no duty with respect to the content of any disclosures or notice
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made pursuant to the terms hereof. The Disdosure Dissemination Agent shall have no duty or
obligation to review or verify any Information or any other information, disdosures or notices
provided to it by the City and shall not be deemed to be acting in any fiduciary capacity for the
City, the Beneficial Owners of the Bonds or any other party. The Disclosure Dissemination A gent
shall have no responsibility for the City’s failure to report to the Disclosure Dissemination Agent
aNatice Event or a duty to determine the materiality thereof. The Disdosure Dissemination Agent
shall have no duty to determine, or liability for failing to determine, whether the City has complied
with this Disclosure Certificate. The Disdosure Dissemination Agent may condusively rely upon
certifications of the City at all times.

The obligations of the City under this Section shall survive resignation or removal of the
Disclosure Dissemi nation Agent and defeasance, redemption or payment of the B onds.

(b The Disclosure Dissemination Agent may, from time to time, consult with legal
counsel (either in-house or external) of its own choosing in the event of any disagreement or
controversy, or question or doubt as to the construction of any of the provisions hereof or its
respective duties hereunder, and shall not incur any liability and shall be fully protected in acting
in good faith upon the advice of such legal counsel. The reasonable fees and expenses of such
counsel shall be payable by the City.

(© All documents, reports, notices, statements, information and other materials
provided to the MSRB under this Disclosure Certificate shall be provided in an electronic format
and accompanied by identifying information as prescribed by the MSRB.

SECTION 12. Amendment; Waiver. Notwithstanding any other provision of this
Disclosure Certificate, the City and the Disclosure Dissemination Agent may amend this
Disclosure Certificate and any provision of this Disclosure Certificate may be waived, if such
amendment or waiver is supported by an opinion of counsel expert in federal securities laws
acceptable to both the City and the Disclosure Dissemination Agent to the effect that such
amendment or waiver does not materially impair the interests of Beneficial Owners of the Bonds
andwould not, in and of itself, cause the undertakings herein tovid ate the R ule if such amendment
or waiver had been effective on the date hereof but taking into account any subsequent change in
or officia interpretation of the Rule; provided neither the City nor the Disclosure Dissemination
Agent shall be obligated to agree to any amendment modifying their respective duties or
obligations without their consent thereto.

Notwithstanding the preceding paragraph, the Disclosure Dissemination Agent shall have
the right to adopt amendments to this Discosure Certificate necessary to comply with
modifications to and interpretations of the provisions of the R ule as announced by the Securities
and E xchange Commi ssion fromtime to time by giving not less than 20 days prior written ncotice
of the intent to do so together with a copy of the proposed amendment to the City. No such
amendment shall become effective until counsel to the City of nationally recognized standing in
the field of law relating to municipal bonds determines in writing that such amendments are
necessary to comply with modifications to and interpretations of the provisions of the Rule as
announced by the Securities and Exchange Commission, or if the City shall, within 10 days
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following the giving of such notice, send a noti ce to the Disd osure Dissemination Agent inwriting
that it objects to such amendment.

SECTION 13. Beneficiaries. This Disdosure Certificate shal| inure solely to the benefit of
the City, the Trustee of the Bonds, the Disclosure Dissemination Agent, the participating
underwriters (as defined in the Rule), and the Beneficial Owners from time to time of the B onds,
and shall create no rights in any other person or entity.

SECTION 14. Governing Law. This Disdosure Certificate shall be governed by the laws
of the State of California (other than with respect to conflicts of laws).

SECTION 15. Counterparts. This Disclosure Certificate may be executed in several
counterparts, each of which shall be an original and all of which shall constitute but one and the
same i nstrument.

The Disdosure Dissemination Agent and the City have caused this Disclosure Certificate
to be executed, on the date first written above, by their respective officers duly authorized.

CITY OF FORTUNA, CALIFORNIA
As Obligated Person

By:

Finance Director

CITY OF FORTUNA, CALIFORNIA,
As Disc osure Dissemination Agent

By:

Authorized Signatory

C-1



EXHIBIT A
NOTICE TOMSRB OF FAILURE TO FILE ANNUAL REPORT

Name of | ssuer: City of Fortuna
Obligated Person: City of Fortuna
Name of | ssue: $5,405,000

City of Fortuna
Series 2017 W ater Revenue Refunding Bonds
(W ater E nterprise Project)

Date of |ssuance: Naovember 2017

NOTICE 1S HEREBY GIVEN that the City has not provided an Annual Report with
respect to the above-named Bonds as required by the Continuing Disdosure Certificate between
the City and the Disclosure Dissemination Agent named therein. The City has notified the
Disclosure Dissemination Agent that it anticipates that the Annual Report will be filed by

as Disclosure Dissemination Agent
on behalf of the City
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APPENDIX D
GENERAL INFORMATION REGARDING THE CITY AND SURROUNDING AREA

The following information, unless otherwi se cited, was directly transcribed from naterial provided
by the City of Fortuna, the County of Humboldt, and the area Charber of Commerce. The following
information is intended to merely provide the reader with a better understanding of certain sodoeconomic
and denographic characteristics of the City and surrounding area. Theinformation set forth inthisAppendix
“D" has not been researched for accuracy or veracity. The Bonds are linited obligations of the City and are
not secured by a legal or equitable pledge of, or charge or lien upon, any property of the City or any of its
income or receipts, except the Net Revenues. The full faith and credit of City is not pledged for the payment
of the interest on or principal of the Bonds and no tax or other source of funds, other than the Net Revenues,
is pledged to pay the interest on or principal of the Bonds. The payment of principal of or interest on the
Bonds does not constitute a debt, liability or obligation of the City for which any such entity is obligated to
levy or pledge any formof taxation or for which any such entity has levied or pledged any form of taxation.
See“ SECURITY FOR THE BONDS" inthe forepart of this Official Statement.

General

The City. The City of Fortuna (the “City”) encompasses approximately five square miles and is
located in Humbol dt County (the “ County”), approximately 18 miles south of Eureka and 250 miles north
of San Francisco on U.S. Highway 101. The City was incorporated on February 20, 1906 as a general law
city, and became a charter city in 1996. Fortuna is surrounded by national, state and county redwood parks,
and is the gateway to the redwood forests of Northern California.

The County. The County is the largest and most popul ous of the north coast counties, encompassing
2.3 million acres, 80 percent of which is forest lands, protected redwoods and recreation areas. The County
has approxi mately 110 miles of coastline—more than any cther county in the State. The County was created
from the western portion of Trinity County in 1853. The County’s name is derived from Humbol ct Bay.
Originally discovered in 1806 by a hunting party, the bay was not rediscovered until 1849 and then named
in honor of the naturalist and explorer Baron Alexander V on Humbol dt. The County is home tothe biggest
and ddest redwood trees in theworld. Natural resources also make the County a primary tourist desti nation.
Popular sites indlude: Six Rivers National Forest, King Range National Conservation Area, Humbolct
R edwoods State Park, Redwoods National Park, and Richardson Grove State Park.

Topography and Climate

The County is situated along the Pacific Coast in Northern California’s rugged coast and mountain
ranges, offering a great variety of elevations, terrain and microclimates. The dimate in the coastal zone of
the County generally experiences very wet, cod winters and dry, mild foggy summers. The inland areas of
the County also experience wet, codl winters, with snowfall being common at elevations over 3,000 feet
throughout the winter months. Summer displays the sharpest difference between the coastal and inland
dimates. Inland regions of the County experience highs of 80-99° F depending on the elevation and distance
from the ocean. The average annual rainfall is 36 inches. Approximately 90% of average annual rainfall
occurs in the six-month period extending from November to Apxil.

Population

The fdlowingtable lists popul ation figures for the County and major cities in the County (including
the City) as of January 1, for the last five completed calendar years.
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HUMBOLDT COUNTY
Population E stimates —Calendar Y ears 2012 through 2016

2012 2013 2014 2015 2016

Arcata 17,918 18,002 17,983 18,085 18,169
Blue Lake 1,270 1,279 1,278 1,278 1,287
Eureka 27,060 26,84 26,874 26,811 26,765
Ferndale 1,396 1,426 1,429 1,435 1434
Fortuna 11,870 11,787 11,840 11,882 11,848
Rio Dell 3,384 3,400 3412 3414 3416
Trinidad 368 370 368 368 367
Balance of County 72,023 71,831 71,759 71,779 71,830

County Total 135,289 134,998 134,943 135,052 135,116

Source: State Department of F inance estimates

Major Employers

The fdlowing tables list the major employers within the County as of January 2017, listed
alphabetically.

HUMBOLDT COUNTY
Major Employers
(Listed Alphabetically)

Employer Name L ocation I ndustry

B ettendorf Trucking Arcata Trucking

Blue Lake Casino & Hotel Blue Lake Casinos
County-Humboldt-Health & Huran Eureka Government Offices-County
Eureka City Clerk Eureka Government Offices-City, Village & Twp
Eureka High School Eureka Schools

Green Diamond Resource Co Trinidad Foresters-Consulting

Green Diamond Resource Co Korbel Foresters-Consulting
Humbaldt Cnty Office-Education Eureka Schools

Humboldt County Dept-Health Eureka Clinics

Humbolck County Mental Health Eureka Haospitals

Humboldt County S heriff Dept Eureka Government Offices-County
Humbolclt County Social Sve Eureka Government Offices-County
Mad River Community Hospital Arcata Haospitals

Pacific Choice §eafood [nc Eureka Prepared Fish & Seafood Products {mfrs)
Redwood Memorial Hospital Fortuna Haospitals

Schmidbauer Lumber Inc Eureka Logging (mfrs)

St] oseph Home Health Eureka Health Services

St] oseph Hospital Eureka Hospitals

Sun Valley Group Arcata Greenhouses

Sunset Restaurant-Cher Ae Csn Trinidad Casinos

Trinidad Rancheria Trinidad Associations

Umpgua Bank Eureka Banks

United Indian Health Svc Arcata Clinics

US Post Office Eureka Past Offices

Winco Fouds Eureka Grocers-Retail

Source: State of California E mployment Development Departiment, extracted from The America’s Labor Market Information
Systern (ALMIS) Employer Database, 2017 2nd Edition.
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Commerdal Activity

Summaries of historic taxable sales within the City and the County during 2011 through 2015 are shown in
the following tables. Figures are not available for 2016.

Total taxabie sales during the calendar year 2015 inthe City were reportedtobe $143,263,000, a 5.3% increase
over the total taxable sales of $136,011,000 that were reported during the calendar year 2014. The number of
establishments selling merchandise subject to sales tax and the val uation of taxable transactions in the City is presented
in the following table. Annual figures are not yet available for 2016 or beyond.

CITY OF FORTUNA
Taxable Transactions'"
(ddllars in thousands)

Retail Stores Total All Outlets
Number of Taxable Number Taxable
Permits Transactions of Permits Transactions
2011 259 $102,994 377 $130,380
2012 263 102,297 375 130,714
2013 274 102,793 378 134,201
2014 291 106,008 397 136,011
2015 (2) 112,518 (2) 143,263

(1) Detail may not compute to total due to rounding.
(2) Information not yet available.
Source: “ Taxable Sales in California,” California State Board of Equalization.

Total taxable sales during the calendar year 2015 in the County were reported to be $1,985,208,747,
a 4.5% increase over the total taxable sales of $1,899,619,000 that were reported during the calendar year
2014, The number of establi shments selling merchandise subject to sales tax and the valuation of taxable
transactions in the County is presented in the following table. Annual figures are not yet available for 2016
or beyond.

COUNTY OF HUMBOLDT
Taxable Transactions"
(ddllars in thousands)

Retail Stores Total All Outlets
Nurmber of Taxable Nurmber Taxable
Permits Transactions of Permits Transactions
2011 3,172 $1,224,525 4,491 $1,698,178
2012 3,208 1,298,773 4,499 1,768,170
2013 3,343 1,370,743 4,600 1,869,677
2014 3,440 1,412,669 4,706 1,899,619
2015 3,213 1,474,165 5,105 1,985,200

(1) Detail may not compute to total due to rounding.
Source: “ Taxable Sales in California,” California State Board of Equalization.



The valuation of taxable transactions within the County is presented in the following table. Total
taxable sales during the calendar year 2015 in the County were reported to be $1,985,209,000, a 4.5% increase
fromthe total taxable sales reported during the calendar year 2014 of $1,899,619,000. Annua figures are not
yet available for 2016 or beyond.

COUNTY OF HUMBOLDT
Taxable Retail Sales™
Valuation of Taxable Transactions
(ddllars in thousands)

2011 2012 2013 2014 2015
R etail and Food Services

Motor Vehide and Parts Dealers $170,805 $193,277 $203,517 $218,176 $239,795
Home Fumish and Appliance Stores 21,435 21,003 22,121 23,563 25,848
E lectronics and A ppliance Stores 23,182 23,003 24,570 26,995 29,424
Bldg. Mat’| & Garden

Equip/Supplies 177,004 186,282 197,895 203,737 242,461
Food and B everage Stores 120,568 124,300 128,236 132,758 142,322
Health and Personal Care Stores 40,765 41,161 43,125 44,643 46,214
Gasoline Stations 176,188 188,740 191,965 188,154 165,575
Clothing and Accessories Stores 46,445 49,922 54,422 55,823 59,301
Sporting Goods, Book, and Music

Stores 43,579 45,349 48,917 47,635 50,036
General Merchandise Stores 188,516 200,740 204,042 204609 181,305
Miscellaneous Store Retailers 60,008 63,765 64,034 71,659 80,191
Non-Store R etailers 14,641 13,294 23,470 24,887 26,389

Food Services and Drinking Places 141,211 147,867 164,429 170,030 185,305

Total Retail and F ood Services $1,224,525 $1,298,773 $1,370,743 $1,412,669 $1,474,166

All Other Outlets 473,653 469,397 498,934 486,950 511,043
Total All Outlets $1,698,178 $1,768,170 $1,869,677 $1,899,619 $1,985,200
Permits - All Outlets 4,491 4,499 4,600 4,706 5,105

0} Detail may not compute to total due to rounding.
Source: * Taxable Sales in California,” California State Board of Equalization.
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E mployment and | ndustry

The bel ow table summarizes the civilian labor force, civilian employment and civilian unemployment figures
over the period from 2011 through 2016 in the City, the County and the State.

CITY AND COUNTY AND STATE
Civilian Labor Force, Employment and Unemployment R ate'”
(Calendar Y ears 2011 through 2016)

City County State
L abor Unemployment  Labor  Unemployment  Unemployment
Y ear Force Employed Rate Force Rate Rate
2011 4,600 4,200 8.7% 60,500 11.4% 11.8%
2012 4,600 4,200 8.7% 60,100 10.5% 10.4%
2013 4,500 4,100 7.8% 58,400 8.8% 8.9%
2014 4,500 4,200 6.8% 62,700 6.8% 7.5%
2015 4,520 4,260 5.6% 62,630 5.6% 6.2%
2016 4,520 4,300 4.9%% 62,670 4.9% 5.46

(1) Datais based on annual averages, unless otherwise specified, and is not seasonally adjusted.
Source: Labor Division of the California State E mployment Devel oprment Depar tment.

The distribution of employment in the Humboldt County is presented in the following table for the calendar
years 2012 through 2016. These figures are countywide statistics and may not necessarily accurately reflect employment
trends in the City.

COUNTY OF HUMBOLDT
I ndustry E mployment & L abor Force'V
(Calendar Y ears 2012 through 2016)

Type of Employment 2012 2013 2014 2015 2016
Agriculture 870 810 820 870 880
Mining, L ogging, and Construction 2,060 1,960 1,940 2,070 2,060
Manufacturing 2,000 2,070 2,070 2,030 2,080
W holesale Trade 1,030 1,000 980 920 980
R.etail Trade 6,840 6,920 7,010 7,230 7,440
Transportation, W arehousing, Utilities 1,290 1,280 1,270 1,230 1,170
Information 520 500 500 500 460
Financial Activities 1,600 1,600 1,590 1,630 1,620
Professional and B usiness Services 2,650 2,630 2,580 2,700 2,780
Educational and Health Services 7,440 7,770 8,000 8110 8330
Leisure and Hospitality 5,130 5130 5,280 5,570 5,860
Other Services 1,840 1,920 1,800 1,880 1,800
Government 13,530 13,470 13,730 13,950 14,220
Total, All Industries®? 46,790 47,070 47,650 48,630 49,710

(1) Data is based on anhual averages, unless otherwise specified.
(2) Totals may not add due to rounding.
Source: Labor Division of the California State Employment Developrment Depar tment.



Transportation
The Humbol dt Transit Authority (HTA) operates two fixed route transit bus systems:

The Redwood Transit System provides intercity service to and within communities between
Trinidad and Garberville, including Manila, King Salmon, Field's Landing, L oleta, Fernbridge
and Fortuna. HTA also offers service between McKinleyville or Arcata and Willow Creek and
an express bus between Arcata and College of the R edwoods when dasses are in session.

The Eureka Transit Service operates in the City of Eureka, and provides local service on four
scheduled routes in Eureka and its adjacent unincorporated communities. Connections can be
made to the R edwood Transit System at several places in E ureka.

E ureka. Some other local public transit systems are: Arcata and Mad River Transit System, Blue
L ake Rancheria Transit A uthority and Del Norte County's Redwood Coast Transit.

Antrak Thruway bus has stops in many cities in the region, including E ureka, Arcata, and F ortuna.

The Arcata-E ureka Airport is located in the City of McKinleyville (northern part of the County).
Commercial flights are available. Other (general aviation) airports are |ocated at Dinsmore, Garberville,
K neeland, Murray Field (E ureka), Samoa Field and Rohnerville (Fortuna).

The Port of Humboldt Bay (sometimes al so referred to as the Port of Eureka) is a deep-water port
with harbor fadlities induding large industrial docks at Fairhaven, Samoa, and Fields Landing designed to
serve cargo and other vessels, while several marinas alsolocated in Greater E ureka have the capacity to serve
hundreds of small to mid-si ze boats and pleasure craft.

Education

The City is served by the Fortuna Elementary School District and the Fortuna Union High School
District. The Elementary District currently operates four schoal s, consisting of three el ementary schoals and
one middle school. The High School District operates two high school s and one acadermy. The City is also
served by the College of the Redwoods which has its main campus located approximately 9 miles from the
City, but also offers classes at campuses in down-town E ureka, Del Norte, and K lamath-Trinity. California
State University, Humboldt is |ocated approximately 27 miles north of the City.
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APPENDIX E

FORM OF OPINION OF BOND COUNSEL

City Coundil

City of Fortuna
621 11th Street
Fortuna, CA 95540

OPINION: City of Fortuna
$5,405,000 Series 2017 W ater Revenue Refunding B onds
(W ater E nterprise Project)

Members of the Council:

W e have acted as bond counsel to the City of Fortuna (the “City™) in connection with the i ssuance by
the City of the captioned bonds (the “Bonds”). In such capadty, we have examined such law and such
certified proceedings, certifications and other documents as we have deemed necessary to render this opinion.

The Bondsare issued pursuant to Articles 10 (commend ngwith Section 53570) and 11 (commencing
with Section 53580) of Chapter 3 of Part 1 of Division 2 of Title 5 of the Government Code of the State of
California(the “Bond Law™), the | ndenture of Trust, dated as of November 1, 2017 (the “I ndenture”), by and
between the City and U.S. Bank National Assodation, as trustee (the “Trustee”), and a resolution (the
“Resolution”) of the Coundil of the City adopted August 30, 2017. Under the I ndenture, the City has pledged
certain revenues (the “Revenues’) for the payment of principal, premium (if any), and interest on the Bonds
when due.

Regarding questions of fact material to our opinion, we have relied on representations of the City
contained in the Resolution and in the I ndenture, and in the certified proceedings and other certifications of
public officials furni shed to us, without undertaking to verify the same by independent investi gation.

B ased on the foregoing, we are of the opinion that, under existing law:
1. The City is a duly created and validly existing municipal corporation and charter city duly
organized and exi sting under the laws of the State of Californiawith the power to adopt the Resol uti on, enter

into the | ndenture and perform the agreements on its part contained therein, and issue the B onds.

2. The Indenture has been duly authorized, executed and delivered by the City, and constitutes a
valid and binding cbligation of the City, enforceable against the City.



3. The Indenture creates a valid lien on the Net Revenues and other funds pledged by the Indenture
for the security of the Bonds, on parity with any future Parity Debt (as defined in the Indenture) to be issued
in compliance with the [ ndenture.

4. The Bonds have been duly authorized and executed by the City, and are valid and binding limited
obligations of the City, payable solely from the Net Revenues and other funds provided therefor in the
| ndenture.

5. I nterest on the Bonds i s excludable from gross income for federal income tax purposes and i s not
an item of tax preference for purposes of the federal alternative minimum tax imposed on individual s and
corporations, it should be noted, however, that for the purpose of computing the alterative minimum tax
imposed on corporations (as defined for federal income tax purposes), such interest is taken into account in
determining certain income and earnings. The opinions set forth in the preceding sentence are subject to the
condition that the City comply with all requirements of the Internal Revenue Code of 1986 that must be
satisfied subsequent to the delivery of the Bonds in order that such interest be, or continue to be, excluded
from gross income for federal income tax purposes. The City has covenanted to comply with each such
requirement. Failure to comply with certain of such requirements may cause the inclusion of interest on the
Bonds in gross income for federal income tax purposes to be retroactive to the date of i ssuance of the B onds.
We express no opinion regarding other federal tax consequences ari sing with respect to the ownership, sale
or disposition of the B onds, or the amount, accrual or receipt of interest on the Bonds.

6. | nterest on the Bonds i s exempt from personal i ncome taxati on imposed by the State of Califormia.

The rights of the owners of the Bonds and the enforceability of the Bonds and the Indenture are
limited by bankruptcy, insolvency, reorganization, moratorium and other similar laws affecting creditors’
rights generally, and by equitable principles, whether considered at |aw or in equity.

Thisopinionis given as of the date herecf, and we assume no obligation to revise or supplement this
opinion to reflect any facts or ¢ rcumstances that may hereafter come to our attention, or any changes in law
that may hereafter occur. Our engagement with respect to this matter has terminated as of the date hereof,

Respectfully submitted,
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APPENDIX F
INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM

The following description of the Depository Trust Conpany (“DTC”), the procedures and record
keeping with respect to beneficial ownership interests in the Bonds, payment of principal, interest and other
payments on the Bonds to DTC Participants or Beneficial Owners, confirmation and transfer of beneficial
ownership interest in the Bonds and other related transactions by and between DTC, the DTC Participants
and the Benefidal Owners is based solely on information provided by DTC. Accordingly, no representations
can be made concerning these matters and neither the DTC Partid pants nor the Beneficial Owners should
rely on the foregoing information with respect to such matters, but should instead confirmthe samewith DTC
or the DTC Participants, as the case may be.

Neither the i ssuer of the Bonds (the " | ssuer” ) nor the trustee, fiscal agent or paying agent appoi nted
with respect tothe Bonds (the  Agent” ) take any responsibility for the i nformation contai ned in this Appendix.

No assurances can be given that DTC, DTC Participants or |ndirect Participants will distribute to
the Beneficial Owners (a) payments of interest, principal or premium, if any, with respect to the Bonds, (b)
certificates representing ownership interest in or other confirrmation or ownership interest in the Bonds, or
(€) redermption or cther notices sentto DTC or Cede & Co.,, itsnominee, asthe regi stered owner of the Bonds,
or that they will so do on a timely basis, or that DTC, DTC Participants or DTC I ndirect Partid pants will
act in the manner described in this Appendix. The current * Rules” applicable to DTC are on file with the
Securities and Exchange Comission and the current * Procedures” of DTC to be followed in dealing with
DTC Participants are on filewith DTC.

1. The Depository Trust Company (“DTC”), New York, NY, will act as securities depository
for the securities (the “Securities’). The Securities will be issued as fully-registered securities registered in
the name of Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an
authorized representative of DTC. One fully—regi stered Security certificate will be i ssued for each issue of the
Securities, each in the aggregate principal amount of such issue, andwill be deposited with DTC. If, however,
the aggregate principal amount of any issue exceeds $500 million, one certificate will be issued with respect
to each $500 million of principal amount, and an additional certificate will be issued with respect to any
remai ning principal amount of such issue.

2. DTC, theworld’ s largest securities depository, is alimited-purpose trust company organized
under the New Y ork Banking Law, a “banking organization” within the meaning of the New Y ork Banking
L aw, a member of the Federal R eserve System, a *dl earing corporation” within the meaning of the New Y ork
Uniform Commercial Code, and a “dearing agency” regi stered pursuant to the provisions of Section 17A of
the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5 million issues of
U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments (from
over 100 countries) that DTC’s participants (“Direct Participants’) deposit with DTC. DTC also facilitates
the post-trade settlement among Direct Participants of sales and other securities transactions in deposited
securities, through electronic computerized book-entry transfers and pledges between Direct Participants’
accounts. T hiseliminates the need for physi cal movement of securiti es certificates. Direct Participants i nclude
both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, and
certain other organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing
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Corporation ("DTCC"). DTCC is the holding company for DTC, National Securities Clearing Corporation
and Fixed | ncome Clearing Corporation, all of which are regi stered clearing agendes. DTCC is owned by the
users of its requlated subsidiaries. Access tothe DTC systemis al so available to others such as both U.S. and
non-U.S. securities brokers and dealers, banks, trust companies, and dearing corporations that clear through
or maintain a custodial relationship with a Direct Participant, either directly or indirecly (*Indirect
Partidpants”). DTC has a Standard & Poor’ srating of AA + The DTC Rules applicable to its Participants are
on file with the Securities and Exchange Commission. More information about DTC can be found at
www. dtcc.com and www.ciic. org. The information contained on this Internet site is not incorporated herein
by reference.

3. Purchases of Securities under the DTC system must be made by or through Direct
Partici pants, which will receive a credit for the Securities on DTC’ s records. The ownership interest of each
actual purchaser of each Security (“Benefida Owner”) is in tum to be recorded on the Direct and I ndirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their purchase.
Beneficial Owners are, however, expected to receive written confirmations providing details of the
transaction, as well as periodic statements of their holdings, from the Direct or I ndirect Participant through
which the Beneficia Owner entered into the transaction. Transfers of ownership interestsin the Securities are
to be accomplished by entries made on the books of Direct and Indirect Participants acting on behalf of
Beneficial Owners, Beneficial Owners will not receive certificates representing their ownership interests in
Securities, except in the event that use of the book-entry system for the Securities is di sconti nued.,

4, To facilitate subsequent transfers, all Securities deposited by Direct Partid pants with DTC
are registered inthe name of DTC’ s partnership nominee, Cede & Co., or such other name as may be requested
by an authorized representative of DTC. The deposit of Securitieswith DTC and their registration in the name
of Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership. DTC has no
knowledge of the actual Beneficial Owners of the Securities; DTC’ s records reflect only the identity of the
Direct Participants to whose accounts such Securities are credited, which may or may nct be the Beneficial
Owners. The Direct and Indirect Participants will remain responsible for keeping account of their holdings
on behalf of their customers.

5. Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Partici pants to | ndirect Participants, and by Direct Parti cipants and | ndirect Participants to B eneficial Owners
will be governed by arrangements among them, subject to any statutory or regul atory requirements as may be
in effect from time to time. Beneficial Owners of Securities may wish to take certain steps to augment the
transmission to them of notices of significant events with respect to the Securities, such as redemptions,
tenders, defaults, and proposed amendments to the Security documents. For example, Beneficial Owners of
Securities may wish to ascertain that the nominee hol ding the Securities for their benefit has agreed to obtain
and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their
names and addresses to the regi strar and request that copies of notices be provided directly to them.

6. R edemption noticeswill be sent to DTC. If less than all of the Securitieswithin an issue are
being redeemed, DTC’ s practice is to determine by | ot the amount of the interest of each Direct Participant in
such issue to be redeemed.

7. Neither DTC nor Cede & Co. (norany other DTC nominee) will consent or vote with respect
to Securities unless authorized by a Direct Participant in accordance with DTC’ s MM Procedures. Under its
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usual procedures, DTC mails an Omnibus Proxy to Issuer as soon as possible after the record date. The
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose
accounts Securities are credited on the record date (identified in alisting attached to the Omnibus Proxy).

8. R edemption proceeds, distributions, and dividend payments on the Securities will be made
to Cede & Co.,, or such other nominee as may be requested by an authorized representative of DTC. DTC's
practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail
information from | ssuer or Agent, on payable date in accordance with their respective holdings shown on
DTC’s records. Payments by Participants to Beneficial Ownerswill be governed by standing instructions and
customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in " street name,” andwill be the responsi bility of such Participant and not of DTC, Agent, or | ssuer,
subject to any Statutory or regulatory requirements as may be in effect from time to time. Payment of
redemption proceeds, distributions, and dividend payments to Cede & Co. (or such cther nominee as may be
requested by an authorized representative of DTC) is the responsibility of | ssuer or Agent, disbursement of
such payments to Direct Participants will be the responsibility of DTC, and disbursement of such payments
tothe Benefida Ownerswill be the responsibility of Direct and | ndirect Participants.

9 DTC may discontinue providing its services as depository with respect to the Securities at
any time by giving reasonable notice to |ssuer or Agent. Under such circumstances, in the event that a
successor depository is not obtai ned, Security certificates are required to be printed and delivered.

10. | ssuer may decide to discontinue use of the system of book-entry-only transfersthrough DTC
(or asuccessor securities depository). [n that event, Security certificateswill be printed and delivered to DTC.

11. The information in this section concerning DTC and DTC’ s book-entry system has been

obtained from sources that | ssuer believes to be reliable, but | ssuer takes no responsibility for the accuracy
thereof,
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SPECIMEN MUNICIPAL BOND INSURANCE POLICY
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MUNICIPAL BOND
AGNICIPAL INS URANCE POLICY

ISSUER:

BONDS: §in aggregate principal amount of

ASSURED GUARANTY MUNICIPAL CORP. ("AGM",
UNCONDITIONALLY AND IRREVOCABLY agrees to pay to the trys#
"Paying Agent") (as set forth in the documentation providing for the i
the Bonds, for the benefit of the Owners or, at the election of 4
the terms of this Policy (which includes each endorsement b
intereston the Bonds that shall become Due for Paymentbut s
the Issuer.

ibject only to
e principal of and
ot Nonpayment by

On the later of the day on which such ¢ and i s¢ies Due for Payment or the
Business Day next following the Business Day ha |l T

AGM will disburse o or for the benefit of eaci
on the Bond thatis then Due for Payment

gunt of principal of and interest
of I\_Ionpayment by the Issuer, but

receive payment of the principal
appropriate instruments of assignigie
principal or interest that is Due for
deemed received on a given Busi
Business Day; otherwise, i
Nonpayment received b

in AGM. A Notice of Nonpayment will be
r to 1:00 p.m. (New York time) on such
the next Business Day. If any Notice of
deemed not ® have been received by AGM for
romptly so advise the Trustee, Paying Agent or

f the Bond, any appurtenant coupon to the Bond or right
ston the Bond and shall be fully subrogated to the rights of the
aiye payments under the Bond, 1 the extent of any payment by

or all purposes of this Policy. "Business Day" means any day other than (a) a
asday on which banking institutions in the State of New York or the Insurer's

ized or required by law or executive order o remain closed. "Due for Payment"
ring to the principal of a Bond, payable on the stated maturity date thereof or the date
on which the same ghall have been duly called for mandatory sinking fund redemption and does notrefer to
any eatlie ich payment is due by reason of call for redemption (other than by mandatory sinking
fund redem , acceleration or other advancement of maturity unless AGM shall elect, in its sole
discretion, to pdy such principal due upon such acceleration together with any accrued interest to the date
of acceleration and (b) when referring to interest on a Bond, payable on the stated date for payment of
interest "Nonpayment' means, in respect of a Bond, the failure of the Issuer to have provided sufficient
funds to the Trustee or, if there is no Trustee, o the Paying Agent for payment in full of all principal and
interestthatis Due for Payment on such Bond. "Nonpayment' shall also include, in respectofa Bond, any
payment of principal or interest that is Due for Payment made to an Owner by or on behalf of the Issuer
which has been recovered from such Owner pursuant o] the
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United S tates Bankruptcy Code by a trustee in bankruptcy in accordance with a final, nonappealable order
of a court having competent jurisdiction. "Notice” means telephonic or telecopied notice, subsequently
confirmed in a sighed writing, or written notice by registered or certified mail, from an Owner, the Trustee or
the Paying Agentto AGM which notice shall specify (a) the person or entity making the claim, (b) the Policy
Number, (¢) the claimed amountand (d) the date such claimed amount became Due for Payment "Owner"
means, in respect of a Bond, the person or entity who, at the time of Nonpayment, is entiled under the
terms of such Bond to payment thereof, except that "Owner” shall not include the Issuer gr any person or
entity whose direct or indirect obligation constitutes the underlying security for the Bonds.

giving written notice to the Trustee and the Paylng Agent speafymg the name
Insurer's Fiscal Agent From and after the date of receipt of such notice by i

(including, without limitation, the defense of frayd a b gation, assighment or
otherwise, to the extent that such rights and e 3 ¢ to avoid payment of its
obligations under this Policy in accordance wi

This Policy sets forth in full i shall not be modified, altered or
affected by any other agreement or i i ification or amendment thereto. Exceptto
the extent expressly modified by a mium paid in respect of this Policy is
nonrefundable for any reason wha i i provision being made for payment, of the
Bonds prior to maturity and (b) t [ . THIS POLICY IS NOT
COVERED BY THE PROPERTY C URITY FUND SPECIFIED IN ARTICLE 76

OF THE NEW YORK INS

In withes
executed on its behd

ASSURED GUARANTY MUNICIPAL CORP.

By

Authorized Officer

A subsidiary of Assured Guaranty Municipal Holdings Inc.
1633 Broadway, New York, N.Y. 10019
(212) 9740100

Form 500NY (5/90)
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